BEFORE THE INSURANCE COMMISSIONER

FOR THE STATE OF ARKANSAS

IN THE MATTER OF

WONDER STATE LIFE

INSURANCE COMPANY 






AID NO. 2005-007
ADOPTION ORDER


Now on this day the matter of the Report of Examination of Wonder State Life Insurance Company ("Company"), Little Rock, Arkansas, NAIC No. 84131, is taken under consideration by Julie Benafield Bowman, Insurance Commissioner for the State of Arkansas ("Commissioner"), and from the facts, matters and other things before her, as presented by Ms. Nina Samuel, Associate Counsel, Legal Division for the Arkansas Insurance Department ("Department"), the Commissioner finds as follows:

FINDINGS OF FACT

1. That the Commissioner has jurisdiction over the Company and the subject matter involved herein.

2. That the Company is an Arkansas domiciled stock insurer authorized to transact Life and Disability insurance in the State of Arkansas.

3. That pursuant to Ark. Code Ann. §§23-61-201, et seq., the Commissioner authorized and directed the Department to conduct a regular examination of the affairs, transactions, accounts, records and assets of the Company as of December 31, 2003.

4. That said examination was commenced by the Department on June 28, 2004, and completed on December 15, 2004.

5. That the verified Report of Examination was filed with the Department on December 22, 2004, was forwarded to the Company via certified mail on December 27, 2004, and was received by the Company on December 29, 2004. 

6. That the Report of Examination contains the following comments or discrepancies regarding the Company’s operation:

a.
The Company did not report any of its board of directors in its 2003 Annual Statement. This is in noncompliance with the provisions of Ark. Code Ann. §23-63-216, which require the Annual Statement to be a full and true statement of the Company’s “financial condition, transaction and affairs”. 
b. As of December 31, 2003, the Company did not have fidelity bond coverage for its officers or employees.  The National Association of Insurance Commissioners’ (NAIC) recommendation for fidelity coverage for a Company of this size is $50,000.

c. One bond, General Electric Capital Corp., with an annual statement value of $226,330, exceeded the 5% diversification limit allowed in one entity by $133,766, per Ark. Code Ann. § 23-63-805(1)(A).  Pursuant to Ark. Code Ann.   § 23-63-805(1)(A), the Arkansas Insurance Department has permitted the Company to exceed the 5% diversification limit for a reasonable period of time until the Company could divest itself of the GE bond during the normal course of investment activities.

d. The Company has two bonds aggregating $325,000, face value, held in a custodial account with Wachovia Securities, of Memphis, Tennessee, which entity at the time was not approved as a custodian in this State at this time.  The bonds were purchased without benefit of Department-approved custodial agreement; and the assets are being held out of state, all in violation of Ark. Code Ann. § 23-69-134 and Arkansas Rule & Regulation 26.  The securities are also pledged to Prudential Financial as collateral for a futures account; so they are not unencumbered assets.  If the two bonds held with Wachovia were non-admitted, the Company would be statutorily impaired as of December 31, 2003.

7. On January 6, 2005, the Department received written comments regarding this examination from Ralph G. Olsen, President and Chief Executive Officer of the Company.  The Company addressed the discrepancies listed above in paragraph 6. a., b., and d. and what steps were being taken to correct the discrepancies.  The letter stated in summary:  that the failure to report the Board of Directors, on the Jurat page of the Annual Statement as of December 31, 2003, was an oversight and that will be reported correctly in the Annual Statement as of December 31, 2004; that the Company is working on securing a Fidelity (dishonesty) Bond; and the custodian agreement has been sent to Wachovia Securities for completion and signatures.

8. Subsequently, on November 15, 2004, the Company requested permission to open accounts with Wachovia Securities for the purpose of stock, bond and commodities transactions, and are currently in the process of completion of  approval of the executed custodial agreement and permission to hold assets out-of-state.  

9. Subsequent to December 31, 2003, the Company changed its actuarial method used to determine annuity reserves without prior approval from the Arkansas Insurance Department, which is in violation of Ark. Code Ann. §23-84-109(c)(1). Reserves for such contracts represent the fund balance, plus any accrued interest not paid, less surrender charges that can be deducted in the event of early withdrawal.  The Company began making the adjustment for the deductible surrender charges in the First Quarter, 2004.  

10. Subsequently, per the Third Quarter, 2004 filing with the Arkansas Insurance Department, the Company disposed of a portion of the General Electric (GE) Bond assets in the amount of $100,501. Per calculations, this transaction has resulted in the Company’s remaining investment in the GE Bond being within the five percent (5%) diversification limit for domestic company investments in §23-63-805(1)(A).  

11. Subsequently, per a review of the Second and Third Quarter, 2004 Financial Statements, it was noted that the Company is presently investing in Commodities Futures.  The Department will continue to monitor and evaluate this investment activity. 

12. Subsequently, on January 10, 2005, the Department received the Company’s actuary letter, concerning his 2003 Actuarial Memorandum for Wonder State Life Insurance Company (Updated), which evidenced transmission to the Company that same day.  That Memorandum (Updated) will be reviewed by Department staff, and has been transmitted to the Department’s actuarial consultant for review, analysis and comment.

THEREFORE, pursuant to the provisions of Ark. Code Ann. Section 23-61-205, the Commissioner hereby orders:

1. That the Examination Report as filed with the Department is hereby adopted;

2. That the Company shall, or has agreed to take, the following remedial action:

a) The Company shall correctly complete a new blank 2003 Jurat page, listing the members of the Board of Directors serving as of December 31, 2003; and file it with the Finance Division of this Department, as an amendment or correction to the Annual Statement as of December 31, 2003, within forty-five (45) days of its receipt of this Order and the adopted Report of Examination;

b) That the Company shall copy and file with the Department’s Finance Division forty-five (45) days after receipt, its new Fidelity Bond, in the minimum amount as recommended for an insurer of this size by the NAIC; and the Department recommends that the Company keep and consistently maintain such Fidelity Bond coverages in the future.  The Company shall in writing promptly notify the Department of any changes or additions to or replacement of its Fidelity bond;

c) That the Company, from this time forward, must comply with Arkansas laws regarding reserve method changes pursuant to Ark. Code Ann. §23-84-109(c)(1).

d) That the Company, in the future, shall comply with all investment limitations contained in the Insurance Code or Rules and Regulations.  Additionally, the Company shall draft and maintain, and file with the Department within forty-five (45) days of its receipt of this Order and the Adopted Report of Examination, internal investment procedures to follow; to ensure that the Company is carefully tracking the Insurance Code, especially Ark. Code Ann. §§23-63-601, et seq. and 23-63-801, et seq., Department Rules 26 and 36 and others when appropriate.
e) The credentials of Wachovia Securities have been submitted to demonstrate as a securities broker dealer that it meets the requirements of a proper custodian under Ark. Code Ann. §23-69-134 and Rule and Regulation 26; and Department approval has been given. Thus the custodian agreement after it is executed, along with the executed affidavits appropriate under Rule 26 to identity the type securities held in custody under the agreement, should also be filed with and approved by the Department, in order to allow the Company’s assets to be maintained outside Arkansas as admitted assets;

3. That the Department shall forward a copy of this Order and the adopted Examination Report to the Company via certified mail;

4. That within twenty (20) days of its receipt of this Order and the adopted Examination Report, the Company shall file with the Department affidavits executed by each of its Directors, stating under oath or affirmation that they have received a copy of this Order and the adopted Examination Report; and

5. That the adopted Examination Report will be open for public inspection upon the expiration of thirty (30) days from the Company’s receipt of this Order.


IT IS SO ORDERED this 31st _ day of _January__, 2005.

(signed by Julie Benafield Bowman)_






JULIE BENAFIELD BOWMAN
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