before the insurance commissioner
for the state of arkansas

in the matter of the
A.I.D. No. 2006-  011
conversion of farmers home
mutual fire insurance company
from a mutual insurer to a 
stock insurer per A.C.A. § 23-69-144, 
et seq; and the acquisition of 
control of the resultant stock 
insurer by farmers home holding 
company and messrs. ross e. ford, jr., 
kelly l. ford, and w. kyle harris, 
per a.c.a. § 23-69-142(g)

ORDER

On Friday, October 21, 2005, at 10:00 a.m., in the Hearing Room of the Arkansas Insurance Department (the “Department”), in accordance with the provisions of the Ark. Code Ann. §§ 23-69-141, 23-69-142(g), and other applicable provisions of the Arkansas Insurance Code, a public hearing was held pursuant to an application filed by Farmers Home Mutual Fire Insurance Company (“Company”) and Farmers Home Holding Company (“FHHC”), and Messrs. Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris (FHHC and Messrs. Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris may be referred to herein individually as “Sponsor” and collectively as “Sponsors”) seeking approval of the proposed conversion of the Company from a mutual insurance company to a stock insurance company and the acquisition of control of the resultant stock insurance company by the Sponsors, as detailed in the application dated and filed with the Department on August 31, 2005, the exhibits thereto and the supplemental filings in relation thereto (hereinafter, collectively “Application”).  The Company, FHHC, and Messrs. Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris may be referred to herein collectively as “Applicants”).

The hearing officer was the Honorable Julie Benafield Bowman, Commissioner of Insurance for the State of Arkansas (“Commissioner”).  The Department was represented by Mr. Booth Rand, Assistant Counsel, and Mr. Mel Anderson, Deputy Commissioner for Financial Regulation & Audit.  Representing the Applicants were Mr. Doak Foster and Mr. Doug Buford of Mitchell, Williams, Selig, Gates and Woodyard, Little Rock, Arkansas, (“MWSGW”), its counsel.  Present on behalf of the Company was Mr. Mike Ford, a member of the Company’s Board of Directors (“Board”), and Mr. Robert Thompson of Branch, Thompson, Philhours, Warmath, P.A., Paragould, Arkansas, counsel to the Board.  Present on behalf of the Sponsors were Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris (sometimes referred to herein as “R. Ford,” “K. Ford” and “Harris”, respectively).

Mr. Foster explained that MWSGW had represented the Sponsors prior to the approval of the conversion plan by the Board, and that Mr. Thompson acted as counsel to the Board in regard to its consideration, review and approval of the proposed conversion.  Mr. Foster introduced into the record waiver of conflict of interest letters, which were signed by the Company and all of the Sponsors after the Board had adopted a resolution approving the conversion, requesting and authorizing MWSGW to represent both the Company and the Sponsors with regard to their then common interest of obtaining the Commissioner’s approval of the Application.

The following documents were admitted into the record after the conclusion of the hearing:  (1)  A report dated December 19, 2005 and constituting a review of the proposed plan of conversion of the Company prepared by Milliman, Inc. at the request of the Department (“Milliman Report”); (2) a letter dated January 6, 2006 from Mr. Foster, counsel to the Applicants, responding to the Milliman Report; (3) a letter dated January 6, 2006 from Mr. Foster to the Department responding to the Department’s request for information regarding the item reflected as “contributed surplus” on the Company’s statutory financial statements; (4) a letter dated January 17, 2006 from Mr. Foster to the Department enclosing documents representing an amendment to the Application (“Amended Application”), and (5) a letter dated January 18, 2006 from Mr. Foster to the Department and the attachment thereto relating to the “contributed surplus” issue.  The hearing record closed on January 18, 2006, at close of business at the Department.  

findings of fact

From the Application, Amended Application, testimony of witnesses, and other evidence of record adduced at and subsequent to the public hearing (including exhibits filed in connection therewith), reports, correspondence, financial information, business plans, and statements on file with the Department, representations of counsel, and other matters and things considered, the Commissioner finds that:

1.
The Company is an Arkansas domiciled mutual property and casualty insurer located in Paragould, Arkansas and originally formed in 1947.  The Company’s principal lines of business are fire and allied lines, homeowners, and liability insurance.  At June 30, 2005, the Company’s statutory admitted assets were $7,221,859, its liabilities were $3,057,850, contributed surplus was $212,700, earned surplus was $3,951,309, and surplus as regards policyholders was $4,164,009.  Earned premiums were $2,288,373 for the first 6 months of 2005 and $4,423,187 for all of 2004.

2.
FHHC is an Arkansas corporation incorporated on July 5, 2005, by Messrs. R. Ford, K. Ford, and Harris, for the purpose of acquiring all of the outstanding voting stock of the stock insurer that would result from the conversion of the Company from a mutual insurer to a stock insurer.  Messrs. R. Ford, K. Ford, and Harris each own a one-third interest in FHHC, are the sole members of its Board of Directors and are its only officers.  FHHC is also located in Paragould, Arkansas.

3.
Mr. Mike Ford testified in pertinent part to the following effect that:

a.
He had been an officer and director of the Company for more than 20 years and that he prepared the Company’s statutory financial statements.

b.
The Company was originally organized many years ago by a group led by his great uncle and grandfather of Messrs. R. Ford, K. Ford, and Harris, and that primary management of the Company had remained in the Ford family since its inception.

c.
The Company’s Board desired to investigate and pursue possible demutualization or conversion to a stock company in order to better position the Company to take advantage of growth opportunities.

d.
The Company’s Board hired Jones & Company, Ltd. (“Jones”), a Jonesboro, Arkansas certified public accounting firm, to prepare a “fairness opinion” and a report as to the value of the total of all policyholder economic interests in the Company (“Valuation Report”) to be utilized by the Board in determining what values would be fair and equitable to policyholders of the Company in the event of conversion or demutualization.

e.
The Sponsors submitted an Agreement and Plan of Conversion (“Plan”) to the Board for its consideration.

f.
The proposed Plan, subject to other terms and conditions, provides that in the conversion process, FHHC would acquire all of the common stock of the stock insurer to result from the conversion, the name of which company would be Farmers Home Fire Insurance Company (“FHFIC”).  The consideration paid by the Sponsors to the Company would be $2.214 million, the amount determined by the Valuation Report to represent the fair market value of all individual policyholder interests combined.  The Plan also provided that total equity rights of the Company’s policyholders, calculated pursuant to A.C.A. § 23-69-141(3), to be $4,036,063.  The Plan provided that policyholders not electing to apply their equity rights toward their preemptive rights to acquire stock in the resultant stock insurer, FHFIC, to receive cash equal to 54.86% of their equity rights, which represents the fair market value of all individual policyholder interests combined of $2.214 million as determined by Jones.

g.
Policyholders electing to exercise their preemptive rights would receive stock in FHHC at a price of $10 per share, the same price per share at which the Sponsors are offering under the Plan to acquire all of the resultant stock insurer’s shares, and which amount per share is double the par value of the stock of the resultant stock insurer, which will be $5 per share.

h.
The Company hired Jones to evaluate the Plan, allocate appropriate values to appropriate present and past policyholders as required by A.C.A. § 23‑69‑141(4) and provide a “fairness opinion” as to the Plan, relative to the Company’s policyholders/members; and that Jones issued such a “fairness opinion” as to the Plan on August, 29, 2005.

i.
The Board retained Mr. Robert Thompson as legal counsel to review the proposed Plan for compliance with applicable law, specifically A.C.A. § 23‑69‑141, and that Mr. Thompson provided a letter to the Board, dated July 22, 2005, concluding that the Plan complied with the applicable law.

j.
The Board met on July 25, 2005 and was presented a detailed explanation of the Plan by MWSGW on behalf of the Sponsors.

k.
On August 29, 2005 the Board met and passed a unanimous resolution approving the Plan.

l.
The Board consists of 10 members, including Messrs. R. Ford, K. Ford, and Harris, but Messrs. R. Ford, K. Ford, and Harris abstained from voting on the resolution to approve the Plan due to their conflict of interest regarding the issue.

m.
The Board is satisfied that the Plan is in the best interests of the Company, fair and equitable to the policyholders/members of the Company and meets all requirements of law, and therefore requests the Commissioner’s approval.

4.
Mr. Andy Grumbles testified in pertinent part to the effect that:

a.
He is an associate in the Jones firm and participated in Jones’ review of the Plan on the Company’s behalf.

b.
Jones issued to the Company a “fairness opinion” dated August 29, 2005, opining that, with respect to the requirements of A.C.A. § 23‑69‑141, the Plan is fair, in all material respects, to the Company’s policyholders as of August 31, 2005, the date the Plan was filed with the Department.  

c.
This “fairness opinion” included a determination that total equity rights determined per A.C.A. § 23-69-141(3) was $4,036,063.  It also included consideration of the formula under which the equity of each individual policyholder of the Company is to be determined, such policyholders including, as required by statute, present policyholders and all existing persons who had been policyholders of the Company within 3 years prior to the date the Plan was submitted to the Commissioner.  The allocation to individual policyholders was based on a formula that takes into consideration the length of time the policy was in force and the amount of premium paid by each policyholder.

5.
Mr. Hal White testified in pertinent part to the effect that:

a.
He is a partner in Jones & Company Ltd., is a certified public accountant (CPA), and is a certified valuation analyst (CVA).

b.
At the request of the Board, he prepared a valuation of the Company, the purpose of which was to render a conclusion as to the fair market value of 100% of the equity interests in the Company as of June 30, 2005 on a non-marketable, minority interest basis (“Valuation Report”).

c.
The Valuation Report was completed in accordance with the National Association of Certified Valuation Analysts Professional Standards for conducting and reporting on business valuations.

d.
Jones’ conclusion of the fair market value of 100% of the equity interests in the Company as of June 30, 2005 was $2,214,000 on a nonmarketable minority interest basis.

6.
Mr. Harris testified in pertinent part to the effect that:

a.
He is a director and Vice President of the Company and has been associated with management of the Company for several years.

b.
He, and his cousins, R. Ford and K. Ford, acting as the Sponsors in this matter, are the equal and sole shareholders of FHHC and its only officers.

c.
Following conversion of the Company and acquisition of control of the resulting stock insurer by FHHC, the Sponsors intend to continue operating the Company in the manner it has been operated in the past and to continue growing the Company under present management, and that the Sponsors have no foreseeable intention of selling their interest in FHHC or the Company, liquidating the Company, merging it with any other company, or making any other material change in its business or corporate structure or management.

d.
FHHC will borrow the price to be paid to the Company in connection with the conversion from the First National Bank of Paragould pursuant to a standard commercial loan agreement, with a note amortizing over 15 years with a balloon payment of the balance at the end of 3 years and with principal and interest payments required annually.  He and Messrs. R. Ford and K. Ford have personally guaranteed this loan and have pledged their personal assets as security, including their stock in FHHC.  It is anticipated that loan payments will be met through annual dividend payments from FHFIC to FHHC after the conversion.

7.
Mr. Ross E. Ford testified in pertinent part to the effect that:

a.
He is a director of the Company, and its Secretary/Treasurer and has been associated with the Company for many years.

b.
He was present for the testimony of Mr. Harris and that he confirms the accuracy of that testimony and that he makes the same representations.

8.
Mr. Kelly L. Ford testified in pertinent part to the effect that:

a.
He is a director and is the President of the Company and has been associated with management of the Company for several years.

b.
He was present for Mr. Harris’s testimony and would confirm the accuracy of that testimony and that he makes the same representations.

9.
Mr. Mel Anderson testified that the Department had reviewed the filing, but that the Department had determined that it would be necessary for it to retain an expert consulting firm to review the Valuation Report and the Plan and to provide comments thereon to the Department before the staff would be in a position to recommend approval of the Application to the Commissioner.

10.
At the conclusion of oral testimony, the Commissioner left the hearing record open to allow for supplementation of the record in the form of the report of the Department’s consultant, the Applicants’ response thereto, and any other documents that may be pertinent to her decision-making in this matter.

11.
After the hearing, Milliman, Inc. (“Milliman”), the Department’s consultant, filed with the Department its written report constituting a review by Milliman of the Plan and Jones’ Valuation Report (“Milliman Report”).  Using certain methodologies and assumptions at variance from those used by Jones, Milliman calculated total equity of the Company, per A.C.A. § 23‑69‑141(b)(3), as $4,893,746 and a final value to shareholders of $2.6 million.  The primary difference in Milliman’s calculations of total equity and Jones’ calculations of total equity was that Milliman included $722,118 for “equity in reserves” while Jones’ calculation attributed $0 to “equity in reserves.”  Milliman’s calculation of value to shareholders of $2.6 million differed from Jones’ valuation of policyholder interests of $2.214 million primarily because of Jones’ placing greater emphasis on the minority nature of the individual policyholders’ interests.  Finally, the Milliman Report differed from Jones’ Valuation Report and “fairness opinion,” due in part to Milliman’s use of the Company’s September 30, 2005 financials, whereas Jones utilized the Company’s June 30, 2005 financials in making its calculations.

12.
The Applicants filed a response to the Milliman Report on January 6, 2006, noting that while they felt the figures for total equity and for policyholders’ interests as determined by Jones were fair and equitable, and while it took issue with certain aspects of the Milliman Report, the Applicant recognized that experts in this area can reasonably differ, as there are no particular values that are unquestionably right or wrong.

13.
The Applicants filed the Amended Application on January 17, 2006.  In the Amended Application, the Applicants accepted the Milliman calculation of total equity of the Company, per A.C.A. § 23‑69‑141(3), but adjusted it to the Company’s June 30, 2005 financials as opposed to the September 30, 2005 financials used by Milliman.  This resulted in total equity rights of $4,753,556.  The Amended Application in recognition that A.C.A. § 23‑69‑141(7) requires that a conversion plan provide for payment to each policyholder not electing to apply his or her equity in the Company to the purchase of stock in FHHC, cash in the amount of not less than 50% of the amount of his or her equity not so used for the purchase of stock, notes that 50% of the $4,753,556 total equity is $2,376,778, and then rounds that number up to $2.38 million, which constitutes an amount equal to 50.067% of total equity to be available for cash payment to policyholders.  Such amount, $2.38 million, will, per the Amended Application, also be the amount of FHHC stock purchased by the Sponsors and paid into the Company’s surplus, so that the conversion will, in no event, reduce the Company’s surplus to policyholders at the time of conversion.

The Amended Application also reflects that the bank loan from the First National Bank of Paragould to FHHC of $2.38 million, amortized over 15 years at an interest rate of 6.95%, requires annual principal and interest payments of $260,486.57.

14.
Upon completion of the conversion, FHFIC will have statutory capital of $1,190,000 and surplus of at least $2,974,009, based on the Company’s June 30, 2005 financial statements.

15.
Messrs. R. Ford, K. Ford and Harris have executed “keep well” agreements guaranteeing to keep FHFIC’s Total Adjusted Capital, for Risk Based Capital analysis purposes, at an amount equal to or greater than 300% of FHFIC’s Authorized Control Level RBC for a period of 3 years from the Plan’s effective date.

CONCLUSIONS of law

Based upon the foregoing Findings of Fact, and other matters, facts, and things before her, the Commissioner concludes as follows:

1.
The Commissioner has jurisdiction over the parties and subject matter herein.

2.
The proper financials of the Company to be considered in determining policyholder/member values are the June 30, 2005 financials because they represented the most current financial condition of the Company on August 31, 2005, the date the Applicants submitted the Plan to the Commissioner, and A.C.A. § 23-69-141(4) provides that the policyholders entitled to participate in the distribution occasioned by the conversion are all “current policyholders and all existing persons who had been policyholders of the insurer within 3 years prior to the date the plan was submitted to the Commissioner.”  (Emphasis added)

3.
The Plan, as presented in the Amended Application, is equitable to the Company’s members/policyholders and meets all other requirements of A.C.A. § 23‑69‑141. Therefore, the conversion should be approved.

4.
None of the preclusions of Ark. Code Ann. § 23‑69‑142(c) exist as to the acquisition of control of the proposed FHFIC by the Sponsors.  Therefore the acquisition of control of the proposed FHFIC by the Sponsors should be approved.

Based on the foregoing Findings of Fact and Conclusions of Law, and being in all things duly advised, IT IS THEREFORE ORDERED that the Agreement and Plan of Conversion, as contained and to be implemented pursuant to the Amended Application, and the acquisition of control of the stock insurer resulting from the conversion, Farmers Home Fire Insurance Company, by FHHC and Messrs. Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris is hereby approved, subject to the following conditions subsequent:

1.
Neither Messrs. Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris, nor FHHC, shall sell any of their ownership interests in FHHC or FHFIC respectively, or allow either FHHC or FHFIC to be merged with another entity or be liquidated, or make any other change in the corporate structure of FHHC or FHFIC for a period of 15 years after the date of this Order (unless the Commissioner shall shorten this period in writing) without the prior written consent of the Commissioner, whether or not any insurance laws or regulations requiring such approval are applicable.

2.
For a period of 15 years after the date of this Order (unless the Commissioner shall shorten this period in writing), any contract, agreement, or transaction entered into after the date of this Order between FHFIC and FHHC or Messrs. Ross E. Ford, Jr., Kelly L. Ford, and W. Kyle Harris or any entity controlled by any of them, shall not become effective until filed with the Commissioner and the Commissioner has not disapproved the contract, agreement, or transaction within 30 days of the filing or has given her affirmative approval prior to the expiration of the 30 day period.  In administering this condition, the matters required to be filed shall be those listed in subsections (1) through (5) of A.C.A. § 23‑63‑514(b), be subject to the materiality standards of subsection (c) thereof and be filed in the time frame prescribed in subsection (d) thereof, and any amendments to such statutes.
3.
For a period of 15 years after the date of this Order (unless the Commissioner shall shorten this period in writing), FHFIC will not pay any dividends to its sole shareholder, FHHC, without the prior written approval of the Commissioner; provided, however, the Commissioner acknowledges that an integral part of the Application being approved by this Order is FHFIC’s intention to pay annual cash dividends to FHHC in an amount sufficient to enable FHHC to service and retire the debt incurred in order to fund the conversion and aquisition of control of FHFIC.  Accordingly, the Commissioner shall duly consider this intention implied and contained in the Application when deciding the approval of any future dividend request from FHFIC. It is understood that such dividends will be used toward service and retirement of such debt, or will be used to pay the reasonable business expenses of FHHC (not to exceed $25,000 annually for this purpose), provided that, after payment of any such proposed cash dividends, FHFIC will remain in sound financial condition as measured by Risk Based Capital standards and other relevant factors.  The Commissioner shall not unreasonably deny any such dividend request.
IT IS THEREFORE SO ORDERED this _3rd  day of _February__, 2006.


(signed by Julie Benafield Bowman)

JULIE BENAFIELD BOWMAN


INSURANCE COMMISSIONER
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