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THE HONORABLE HENRY J.C. AQUINO, CHAIR
HOUSE COMMITTEE ON PUBLIC SAFETY & MILITARY AFFAIRS

Twenty-sixth State Legislature
Regular Session of 2011

State of Hawai’i -

February 17, 2011

RE: H.B. 172; RELATING TO THE PENAL CODE.

Chair Aquino, Vice-Chair Cullen and members of the House Committee on Public Safety &
Military Affairs, the Department of the Prosecuting Attorney of the City and County of Honolulu
submits the following testimony in support of House Bill 172, to the extent that it adds
firefighters to offense of ‘assault against a law enforcement officer.”

In 2003, HRS 707-712.5 and 707-712.6 were expanded from (l~~ and ~ degree) assault against
police officers, to assault against any law enforcement officers, such as police officers, sheriffs,
sheriff deputies, department of land and natural resources enforcement officers, and investigators
with the department of the attorney general. As a general note, it is our understanding that this
statute applies equally to situations in which one law enforcement officer injures another, if the
injured officer was engaged in the performance of duty at the time. Thus, if firefighters and/or
water safety officers are added to this statute, this offense would also apply to situations in which
one law enforcement officer, firefighter and/or water safety officer injures another, if the injured
officer was engaged in the performance of duty at the time.

The Department agrees that firefighters must be permitted to carry out their duties without any
unnecessary danger or injury, and supports their addition to this statute. Although we had
previously supported the addition of water safety officers as well, we are hesitant to provide our
full support at this time, as enforcement would likely include situations in which a drowning /
rescue victim is flailing around in the water and injures a water safety officer in the process.

For this reason, the Department of the Prosecuting Attorney of the City and County of Honolulu
supports House Bill 172, as it pertains to the addition of firefighters. Thank you for the
opportunity to testi1~’ on this matter.
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The Twenty-Sixth Legislature, State of Hawaii
House of Representatives

Committee on Public Safety & Military Affairs

Testimony by
Hawaii Government Employees Association

February 17, 2011

H.B. 172- RELATING TO THE PENAL CODE

The Hawaii Government Employees Association, AFSCME Local 125, AFL-CIO
supports the purpose and intent of H.B. 172 - Relating to the Penal Code. This
measure expands the offenses of assaults against law enforcement officers in the first
and second degree to include assaults against firefighters and water safety officers.

The intent of H.B. 172 is to amend Sections 707-712.5 and 707-712.6, Hawaii Revised
Statutes, to include firefighters and water safety officers. The HGEA represents over
one hundred (100) of the water safety officers who stand guard over the beaches of our
state and counties to ensure the safety of people. Ensuring the safety and well-being of
water safety officers in the course of the performance of their duties are a necessity in
order for them to manage and direct the activities on the beaches for the people of
Hawaii as well as our many visitors.

There have been many cases where the water safety officers were threatened verbally
and physically while attempting to safeguard the beaches. Individuals who intentionally
or knowingly, and/or recklessly or negligently, cause harm to water safety officers
should be held accountable for their violent behaviors. Water safety officers are first
responders who protect Hawaii’s beaches to the best of their abilities every single day.
We believe it’s time for the State of Hawaii to reciprocate and protect all water safety
officers.

We thank you for the opportunity to submit our testimony in support of H.B. 172.

Respectfully Submitted,

d2Od7ln’kn~~
Nora A. Nomura
Deputy Executive Director

AFSCME
LOCAL 152, AFL-CIO

888 MILILANI STREET, SUITE 601 HONOLULU. HAWAII 96813.2991
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Bear Admiral .7. IL AI~ern, SC, USN, Ret.
Executive Director
Navy Mutual Aid Association
Navy Department
Washington, D. C, 20370

Dear Admiral Sham:

tn response to your concerns that were recently called to my attention
relating to Section 501(c)(23) of the Thtemnai Revenue Code, I would
like to assure zro’u that at the time of its enactment this provision
vas expressly intended to cover both the Army Nut’~~j. Aid Association
end the Navy Mutual Aid Association,

The Navy Mutual Aid Association has pertormed a vital service for
personnel of the sea services over the years and this vas funy
understood end appreciated by the maaber~ of the Va~-s and Means Committee
and the Cccaittee on flnence in acceptti~ this asentent to the Thtemnal
Revenue Code. The latent, underlying the e4dition of Section 501(c)(23)
to the Internal Revenue Code, was to make certain that there could be no
*oUbt whatsoever with respect to the exemut status of the Navy Mutual Md
Associatj~.

Sincerely,

O~J. AN
Umber Congress

.YJD/pw
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i&at;rig Ratiorialt
• Navy Mutua’ Aid AsctzW4on’s (Navy mitual or the Assod~tiucø As’ i.nuizer financial

strength (IrS) rat’aig reflects ~ts very strong capital testis. h4i-quaLlty Llooid Investment
portfolio. and favorabLe business profile with a strong niche position as a tow~cost
pixMder of Ute Insurance protecticri vnê4s to the U.S. sea services and their famiLies.

• in Fitch Ratings’ apinion1 Navy Mutual’!. additional strengths are ccxsetvat’ve reserving,
excellent persistency, and consistently [ow e~qwnse rat~os, Fitch believes tikit the
Associattn’~ ‘war tisk” s paidently inana~cd and that rnortalitj e~eripnc.e is within
ciqxxtations despite the njrrerfl q,rtfltts in tt~ I~tddLe East.

• Navy Mutual exhibits a consetvatwe flnarcral p’oflIe with predictabte cash flcw~s Pr~xtuct
liabilities are composed oF predominatetj term and ‘wbole Lire Insurance pitxkrts with no
variable annufty products a’ gaarantees. Navy Mutual’s investment portfolio I ccxnposed
of more than 317X U~& grivemrnent or gocemment’sponsored enteipilse debt and hi.ft
quality corporate bonds, with no expcaire to problematic structured securities. Financial
flexibility is considered adequate In respect to Navy Mutimt’s unique business profile ars~
product pertlolia.

• Whñe moderate in scale and considered a niche writer, Navy I~.stual has ~Iid c’edi~
fundamental, and has outperformed maw peer-rated cnnpanies in the chaLlenwn~
2CC8-2009 p€rfcd. Fitch notes Navy Mutual’s nsky asset ratio rwaiitcd atdit.relatpd
Losses compare very favorably with the life izwsance industry at ynr-ecid 2009.
Rating concerns include Navy Wrnual’s Limited access to cripQal maikets, mudeate
volatiuty in capital drtven ~y cccnrnUct stuc$~ investmenrs, and the kr~-term challenge of
iiiernbership grrnith.

Key .katIng Ddvers
• riteh expects Navy Mutual vim maintain a solid balance sheet in 2010 with strong

capital levels and a high ~quatity liquid investment portfr~lio. Fitch expects the
Association to repr)rt good operating performance In 2010. driven by low expenses,
strong levels of investment income, and Low credit-related 1~estment Losses.

• Navy Mutual’s ratings are based in part its Unlciie profile as a nonprofit institution
serving a narrow cvstoñicr base. Fitch believes that the ASSOCiaDOn’S strategy that
provides high-value pmducts to its customers and maintains prudent ‘evels of
reserves arid capital, rather than generatin3 stron3er earnings and higher reser’,ing
and capital Levels, limits the upside range of its IFS rating. Barring any change In
these qualities, Fitch views Navy Mutual at the upper end of that range.

• Within Fitch’s rating rationale art key rating dslvers. If Navy Mutual was to materially
deviate Irum any at these items, especially for an extetded period, the ratings could
he affected. Included withwi these key rating drivers are the following:
o Net operating earnings of $10 million-.515 millián a year.
o Gross investment tosses of less than 525 million in 2010.
~ Estimated risk-based capital(R3C) above 300% company action level.
c Significant change in war risk exposure and experience,

UnfavorabLe change in tax/regulatory status.

U.S~ and Canada Navy Mutual Aid Association
Full Rating Report
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Pitch Ratings Insurance

Key Rating Issues
Strong investment Peflorrnanc~
Navy MutuaL exhibited stror.g investment performance over the chaLLenging 2G08--2009
period. Fitch etpects the MsocI~Uon’s irwestrnwnt portfolio performance to continue to
be a favorable credit driver in ~Q10 and 2011 with tow crcd~t’ieLatcd losses and
(oiuinued strvnR Investment income £enen~t~nn. Navy Mutuals high~quaLfty. I lxcd~
in-come portf.ijio continues to generate favmablc investment yields of npproximatei~’
6.56%. due in part to fts long duration and low reinvestment nsk.

I Realized Investment G&ns -~

Losses to Total Adjusted Capital

~ MJILoi u!t ~~-~i-ittCi

Hi _
2YS

Navy Mutu~L’s unrealized Losses arc low and the net unrealized gain position was
$200 million at year-end 2009. The Assodatlons Long duration bond portfolio exhibits
price risk to a rising interest rate scenario, hut it has performed as expected in thc
declining Interest rate scenano.

Maintaining a high credit quality fixed-income porttobo is a key strategy br Navy
Mutual as seen rn a below invrstrnentgrade bonds (BiOs) to total adjusted capitaj fTAC)
ratio that is consistently below the industry average at Less than 20% ~the 2009 industry
average was 69.7%). The Assoclat~on realized its first moderate amounts of rcalizcd
investment icsse~ in 7008-2099 at 521 million, or 49 bps realized investment
Losses/Invested assets, which compares ravorably versus an industry Level of 269 bps.
Navy Mutual does not buy BIOs as act Investment policy. Below ~nvestment-;rade bonds
Were only 1.9% of the bond portfolio at year-end 2009. Nw Mutual has mbiirnaL
exposure to commercial mortgages or residential mortgages and rio cuhprime or Alt-A
residential securities.

The Investment porttolio has goad liquidity as 92% of bonds are publicly traded. Navy
l~VstuaL in recent years has purchased pi-lvate placement securities in limited amounts
as a way to add incremental yield to its investment portfolio.

Favorabte Business Profile with a Defensible Niche
Nan~r MutuaL exhibits a stable business profile dt~ to its unir~je customer base and favorable
busine~ mix. Fitdi ccmsiders Naw Mutual to have a secve position in its niche as a nonprofit
provider or insurance protection and services for its membership, based upon Is quality
service, efficient operadons, and escepvon&Ly co~T4etltive insurance product. Wee than

Risky Assets to Total Adjusted Surplus
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Fitch Bat in Insurance

Navy Mutual is a member
association created In
1879 to provide life
Insurance for the
families of naval
officers, as private
Insurance Was rarely
available to them at that
time.

90% ol product reserves are for ir.dMduai Life Insu-ance products. The Associatinn’~ VPT~y
corn etittve credlung rates and Low term premiums pr~p~id~ members wit!’ value and build
member Lo’gaLty.

Fitch views Naq MutuaL as serving a unique n~che in terms ol a custoner base and
custotrer 5er~ices, The Association enjoys a strong reputation for integrity and service
to Its customer base. It has maintained a close reLat~unsIiip w5th the sea servftes.anø
has avoided thr~ market conduct issues that have plagued several other associations and
commercial insurance companies that t~lgct the mititary market. Financial flexibility is
considered adequate in respect to Navy Mutual’s unique business profile and product
port folio.

Su*&nable Competitive AcNantages Provide Stthle Profitability
Navy Mutual exhibits a substantial cost advrniLa~e Versus many life insurers, as
evidenced by its very Low expense ratio lexpense to assets) of 0.5%. A number of
tactors contribute to this low cost structure, including its Low overhead, its lack of
ccnmtssloried agents, Its classification as a 501.0(23) organizatIon exempting it from
fedpr~ Incotte tax, and its express reguLatory exen~ptiora by the Virginia, North
Cart~4ina. and SouthCarniina Legislatures, recogrPzin~ lii miss~on to provide cccverage to
sea service merr’beis and their families. In addition to Low expenses, Navy Mutual also
benefits from a kM mortality rate, reflecting the generally healthier population
segment that the Association is targeting and a stringent medic~jL underwriting process.

Unique Mortality Risk Due ~o War Catastrophe Is Manageable Despite Higher
Policy Umnits and Extended Middle East Conflicts
Fitch bp~ieves that t4avy Mutual’s war risk is being prudently managed and mortalIty
experience is within expectatkns despite the cunent escaLated Levels of conflict
worldwrde in recent years. Since Its incepUon. Navy Mutual has been exposed to the
possibility of catastrophic Los.~es that cou~d resuLt from war. Navy Mutual estimates that
Less than I0~ of ~ts current in-ferce book of business is curre,~tLy eL~g!ble for war risk.
Fitch be~ieves that the Association’s current war reserves and mortality margins could
experience a significant increase in adverse results for a sustained number of years
without requiring additions. At ycarend 2009, Navy Mutual heLd Sib million in war rrsk
arid other adverse deviation reserves, designed to protect against long.term excess
claims due to war, and other risks. War-related death benefits were $0.5 miLLion in.
2009 and $4.6 mitlior. in 2008. or 0.7% of total death benefits ~n 2009 versus 7.5~ in
2008.

Navy Mutual has solid credit
fundamentals arid has
outperformed many peer-
rated companies in the
challenging 2008—2009
period.

[‘cer i\i talysis
While moderate in scale and considered a ii~che writer, Naw Mutual has solid credit
fundarner,taLs and has outperformed many peer-rated companies in the chaLlenging
ZCC’S-2009 perirxt Navy Mutual’s risk-adjusted capital strength is conparatile to that of
other life insurance companies rated ‘A—’. Profitability measures, such as return on
surplus, are average, as expected cons:dering the Assnciarion’~ high excess poLicyhoLder
dividends, Fitch notes Navy Mutual’s risky asset ratio realized credit-related losses
compared very favorably with the life insurance industry at year~end 2009.

Navy Mutual’s main competitors incLude seLected benefit societies and commercial
Insurance cumpanies that typically tar~et members of the military. As a result of its tow
cost strucwre and excellent mortaLity experience, the Association’s insurance policy
rates and benefits compare very favorabLy with tach of these competitors, as well as
Veterans Group Life Insurance IVGLI}. Navy Mutual’s survivor benefit serqlccs are also
viewed as a distinctive product element among competitors.

Navy Mutual Aid AssocIatIon October 14, 2010
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F tub Rat.i iigs Insurance

C’ompany Profile
Ndvy Mutual is a mutual aid association, with eligible me~nbership the~t currtmtty includes
aU uivfoemed personnel of the Navy, Matine Corps. Coast Guard. Nationai Oceanic and
Atmospheric Administration (NOAAf, and U.S. Public Health Service Cumrriissianed Corps
~L)S?HS). including alt enListed and officer grades, regular, reserve, and retired, as wcil as
sea se~ce veterans in same states, Navy M,~tui~L is headquartered in khir.~gten. VA, and “as
a brandi at the Naval Station Norfolk in Norfolk. VA.

Membership expanded Lo Vie active reserves in 1920, Coast Guard in 1925. women off~rers
in 1947. USPHS and 14DM in 1963, enlisted personriet In 1980. and retirees)inactive
iesei\’t’g in 1991 in addition, members couLd purchase fife insur~,nce for spaises beginning
in 1983, and for their children and gar4oiltorct, beg~nning In 1996.

While Navy Mutual currently has approximately 100,003 members, about 40% of all
met~bers are on actwe duty in The various seiviccs represented in the Association. Fitch
beLieves that the expected future decline in naval manpower cnuld make it more
challenging for Navy Mutual to expand fts membership base and grow premiums. The
Association’s pool of eligible Insureds was expanded in 1996 to include the children and
grandchildren of members, Member5 can insure their children and ~randchildrert with
an interest-sensitNe whole life policy from Navy Mutual, which i~ positioned as a way to
help pay for the costs of a college education,

Ta

Mi
in
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Navy Mutual se~ves ~ts defirtd ma,kw~ with an uncomplicated selection o~ insurance and
arazity product offenngc. The Assodatlon had 520.4 bilLion of ilnurarce in force at year-end
2009. It also pravides reLated infonnaticnal serAces including sury~i~r assIstance, uinanc~al
p~annin~. fmandal seMces, entitlement educalioti, and federaL benefits ed~xaticxi.
Na’vy Mutual currently offers two bask Life Insurance products; interest’sensitive whole
life insurance and term iiie rnsurance. Addftionaily, the Association offers a number of
death benefit settlement OpUor$ for bene(ic1ar~es, as well as offering an accelerated
death benefit option and a long-term care option. With the acceLer~,ted death berief It
option, the potkyholder can cotwert the dath benefit of the poLicy to an accelerated
payout option. The Association structures the payout so that it is revenue-neutral.
illustrating that Navy MutuaL’s focus Is service to its rrrembers whatever their needs,

Navy Mutual has increased Its membership base and revenue through the introduction
of a number of member-requested products, suct~ as rated plans on its Permanent
‘Plus” products, flew versions of its Level Ii “Plus” Term product, and increased
maximum coverage limits for members and spouses.

~Navy Mutual serves Its
defined market with an
uncomplicated selection
of insurance and annuity
pr6duct offerings.

Adjusted Liabilities and Separate Accounts — Year-End 2009 Comparison
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Fitchilatings Insurance

In recent years, Navy MutuaL dwersif led its product port~olSo with the offering of a
single premium deferred anncnty (SPDA), a flexible premium deferred ar;nuitv WPDA).
and a Mngle premium ¶rnrrrediate annuity (SPIA). These individual annvity products
inrludp an SPDA with ~ar1ous Interest rate lotk-in pentxts, a market-value adjustment,
and no surrender charge for early, full withdrawals. ALSO offered Is a ilmpWled SPIA.

The Ionwterm care option is offered to all members or spouses who fl~’lP 1~pr insured
with an interest-sensitive policy ~or at least two Years, arc at least 60 years old, have
been in a tuog?tcrzn care situation for at least four months, and are likely to be in that
situation permanently. The death benerit, Less any loans, can be converted to ~n
annuity payout for a specified period. This feature also benefits Navy Mutual, as
members a’e provided wIth a disincentive to cash out their paLicies. There is no
additional fee for inclusion of this provision, nor Is there arty charge tot its exercise.

Distribution ChanneI~
New plans are gene’atcd thicugh two nl&n sources: direct marke?inB and me’nfrr referrals.

New members are obtained via membe referrals, print mtdia ads, direct mall, Web-based
tW’?ertlslng. and via Nay Mutual’s Web site. Approximately one-third of new members
result from direct mail and one-fourth Join because of Association member reFerral;.

Navy Mutual’s sales are conducted only by salaried employees out of Its hone otfte. Ac
a part of It; mission to provide education to its membership concemin~ government
survwor and retirement benefits, the Association makes approximately 700
presentations to an estimated 28,000 sea service members annually. Educators are riot
permItted to sell Navy Mutual products. If, after a presentation, a service member is
interested in huyin~ a pobcy from Navy Mutual, that ocrson must contact the home
office for an application. This approach has made the organization nearly Immune from
charges of inpr®er sales practices.

Fitch views gwwth in the number of new members as one of Navy Mutuars tong-term
challenges. Membership h~s hirweied around 100.000 for the last Five years since the
Association terminated its Career Assistance Program (CAP), rormerly an Important
generator of new members. rItd-~ believes that Navy Mutual’s strate~c plan to Increase
the cornmurøcat~on of its needs-based value prnposltlon, which began in 2006, and
conLlnued excellent service and education will have a beneficial effect on new
membership levels. Results in 2008 and 2009 have been favorable, as sen in a
sigrdficant increase in total direct premiums,

Navy Mutual — Direct Premiums
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Fitch Ratings Insurance

financial Analysis
Profitabifity
Rtch view; Navy Mutual’s opesating oerfc~rna,jce a~ s~id, characterized by consistent,
l’ie&tthy predwidend gains from operations and good premtum growth. Key drlves are
ow expense ~e-vets, good invesmic,nt iliccme, and Favorable persistency and mortahty.

Ope?aling return on totai adjusted capital increased to a five-year high of I 1~ in 2009.
WhIle 2039 net lncerne declined moderately to Sin million from 512 million in 2038,
due prirriarily to $10 ~1Ilion In reaL~zcd net Investrrient iosses, net operating gain wa~
st;ong a $20 milLion versus $13 miLLion the previous year. Navy Mutual’s sevenues
ir<reased 1St in 2010 driven by a 39% ~I1crcase itt premiums.

As a mutual entity, the Association does not generate a slgn~ficant statuwty net
operating gain. Navy Mutual allocates revenue in excess of that required by its firmnclal
pLan br required reserve ~nd surplus increases to ~ricrease the cash values of its
~nLerest-sens~tIve whole Life policies and to provide premium refunds on its twrrn
poL~cies. While the exceis revenue glows through the ~sociation’s income statement as
an operatins lass, Maw MutuaL could redirect this excess revenue to Its surplus base.
Cred%ting iate decisions are normally made once a year, hut Navy Mvtual has the
flexibility to resp~rncJ to changing Interest rates or the need to retain surplus. The
Assriciation has demonstrated this flexibility by mod~fying its ctediong rates to Idled
chanp,es in interest rate ieve~s and invcstrni~nt portFoLio performance. Fitch notes that
Navy Mutual continues to pay a high credfting rate to Its policyhoLders,
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Expenses are well-managed and vtry Low as exhibited by an expense ratio of O.5~
Cexpenses to total assets), due to very tow acquisition costs ~no commissioned sales
force, moderate advertising), no taxes, and focused tarRet markets. Mortality
experience continues be within pricing txpectatloqs, and Investment income has been
strong, refLecting a 6.6~ yield consistently river the last five years due to Low
reinvestmecit risk and strong credit performance.

Fitch views Navy MLJIUdrS
operating performance
over the past three ye~n
as good, characterized by
consistent, healthy
predividend gains from
operations and good
premium growth.

Operating Performance
ts llñ.i
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F’itcii Ilai.i ngs Insurance

lnvesu’nera; .ind Liquidity
Fitch considers Navy Mutual’s investment portfolio to be conservativeLy managed and
the asset mix to be app~opnate for lb product tiahftittcs and !rviesttnent strategy, Fitch
believes the Msociation’~ invested assets have Low expo3ure to credit risk and
moderate exposure to iqu~ty market volatility and chan~ps in interest rate levels. The
majority ~f invested assets are managed internally.

Fitch views the Association’s investment performance as good with consistent Levels of
,nvestment ;ncome and strong crcdit’re~ated performance. The investment yield of
6.&~4 compared quite favorably with the life lndustrys avwra~e yield of ~3% at year-end
~OO9. due In part to ks tonger-thanaverage duration and low exocsure to ca1Labl~
bonds and mortpBe-reiated securities. Realized lusscs related to credit impairments
have beer’ moderate and compare very favorably with the Life insurance industry.

The Association’s bond portfolto )s composed of very high credit quality assets.
Approximately one-third of the bond portfolio was ~nvested in U.S. Treasury and federat
agency securities arid government-sponsored enterprise securities at year-end 2009.
The investment pobcy assures that only companies whose bonds are rated 48B6’ or
better and with a Stable to Positive Razin; Outlook are eligibLe For purchase, with a
Limit on !nvestniert In bonds rated ‘8813 to be no more than 15% oF the bond portfobo.

Navy Mutual’s bond portfolio typically exh,bits a long duratlon to better match the life
insurance-duminint’d lIability pnrtfohn. The long duration of assets e~ooses Navy Mutual
to interest rate risk and, historlcMLy, has been ? key driver of excess interest-crediting
rate Levels. Fitch considers this risk as reasonable since yields on these assets are
r.ormally well above the minimum yields required to fulfill the iiab;Llty reqwrement,
thus minimizing thp reinvestment risk.

in ad’Stior,. Navy MutuaL Limits its aggregate investment in common stucks, direct
mortgages, and private real estate trusts to 6X of total assets. At year-end 2009,
common stock investment increased to fl due mainly to matket dpprec;at;nn. Directly
placed mortgage ~oamis accounted for only 0.fl a! the Acsociations Investment portfolio
and aLt mortgage Loans are in a performing status.

Pitch consideis Navy Mutual’s asset Liability manaqement to be sound. The Association’s
signature product is its inteiest.semrsitive whale Life insurance policy, and recent
product additions include a modest line of annuity products. The Association conducts

Investment Portfolio
IS MiL

Fitch views the
Assotlatton’s Investment
performance as strong
with consistent levels of
investment income and
favorable, credit-related
performance.
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Fitch Katinus Insurance

Fitch believes Navy tush flow studies under a variety ci interest rate and eou~ty maiket scenarlos to ensure
Mutual’s liquidity is very that Its cash fLaw rnuitchlng is sufficient to mitigate any potentiaj disintermed~at,on.
good due to the Under its most severe interest rate scenario, mailagerriont dctcm,ined that the
composition of the CO~flposltaon end dlstrl~ution of its rnvestment partf~-h~ were more than sufficient to
invested assets and meet its cash ~ow demands wit~icut any undue harm to its financial strength or adverse
conservative product eitirct on the cash values of its existing members.
design features. Fitch be4ieves Navy Mutuat’s ~quidity is g~d due to the cnmpositi~ Cf the 1n~ested assets

and conse~t~e ~ design leaturn. The investmtin ~jit1oUo is ccmp~ed of mere
than 92~c• cash and publicly traded securities. Navy M~jtuai’s pro4xt design features high
crediting rate on the Interest-sensitive whc,Le life policies and various settlement nptinns
that pay abc-market interest razes, providii~ added Incentive for rniembtrs to leave their
money with the Association. AdditionaLly. ~ond levels of rash flow from operaticr~s pro~ide
an added level of romfort regarains the protection provick—J to policyholders.

Capiui{iza~ion
Fitch views N~wy Mutual as strongLy capitalized. ke’~ ~aci~r~ f~vc4’abty affecting the
Association’s capital pro~’le include the l~rgc book oF participating individua~ life
,uservcs. high-quality investment portfolio1 and large reserve ~or war risk anti other
adverse deviations.

Fitch views Navy Mutual’s est;rnated statutory r’sk-ed~ustcd capital ratio as solid at
aopioxiinately 3&fl~$, of the company action level at year-end 2009. While F4avy Mutual
carefully monitors and manages its rIsk-8djusted capital levels, as a mutual aid
assotlatlon, it is not reguLated as an insurance company. When cap~tal was stressed lo~
potentiaL 2010 Iwc~t~nent tosses under Fitch’s core investment stress, Navy Mutual’s
statutory capital was viewed as solid for the rating.

Fitch views Navy Mutual’s hitch corisideTs Navy MutuaL’s $76 million voluntary reserve !or war risk and othcr
estimated statutory risk- aover5e deviations as add’tional support for the rating. Th’s speciat reserve wa~
adjusted capital ratio as established to protect against lnn~-zerm excessive cLaims due to wa’ and/or other nsks
solid at approximately and adverse Investment yeW scenarios.
360% of the company Fitch notes that chan€es in year-to-year repwted acljtaed surpLus have experienced
actloii Level at year-end moderate volatility over the past five years due to the fluctuating market values of Its
2009. common stock boWings. 9tcP beticves the Navy Mutual’s investnent allocation

mtdificatinr.s have a favorable effect upon this volatkity.

Fitch believes that management has Ihe flexibility and disc~pkine to adjust dividend
rates if necessary to maintain Wang Levels of capital. The Association employs
co.-~servative reserving practices as well. For the five-year period ended Dec. .31, 2099.
adjusted surphs has grown at a 6.BZ CAGR, dcsplte the high crediting rate paid out to
participating policyholders. A significant portion o~ this high payout has been generated
by realized and ur,reabzeri capital gains from its common stock portfolio,

Navy Mutual Aid AssocIation October 14, 2010



Fitch I ~ Insurance

fltch notes that under its newly ~ntrocjuced total financui~ and ccmmftment (TFC) r?.tio.
Navy Mutual demonstrates rno~est reliancE on capital markets for funding compared
with its peers. At year-end 2069, Navy Mc’tual had a tow TFZ ratio at D.2x Venus the life
Insuranct Industry average or 0.bx. The exposure Is ørlrn~ir1ty short-term security
fending, Navy &~~tuak part~cipazcs in a securities lending program to gc~~erutc
Incremental income and had 335 miLLicn under loan at year-end ?~09 versus
5129,S millIon under loan at year~end 2008.

Capitalization
IS MU.>
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Fitch Bali ntis Insurance

.~IJ. PICH LUDLT RATflJ$ ME 5~%JECT it CEETAl~ Lvqrret~s i~’c [&L41vns. Pt lASS, REM) Th~S? UwrlcTfl~5
ANt) Q&LA*MR3 Hf FflUIYN?46 iNS U’4t ifrn::riTG*~flz+SS C[R~:wclKst:,wxi,~: ~in~rix~. N
IiATN; D€MWIKW5 iSli) Thf 7TRMS CF LJ~E or SuCH RA11~GS i~ AVMIAIILE (P4 r-* Mfllçfl PU~J~ WE3 Slit AT
VM’WMTCFRATtICSrmk. p~in~m~.q~p ~Aflhi~5. CPJltjIJa.. kCMtflICCCLDGICSpM AVMlM~’ FtW. Wt5 SITE AT AU.
RUSS FfltHt t1X* 0’ rsrcr. co~flF3$rMJTy. C~FU~Th oc iNlffi3T. %FIi’AFE MS~WI4L, CcwpLgeCE. MO
cjriwq Ru14Vn1rpu4xft3?nJ ~* tRESWZQD~V*LAaS nw.n azwoctutcvtT5Ea)otlorr4ssnt.
Cs~p~nq,t C 21)10 by Ftrn, he., FIj~$t R~iiiØ Ut sG it~ t44~PJWNz. Q’r State Strrct ~ MY, ttY HUg T€4ep~’onre:
1•SL75~W4. i2i~~ ~Ci~lT,CD ~e~: I21~t 480-14Z3. Rtixtx&r.~iai ~ rnwrntn, ti •.,frA~ a ‘e pwt I~ pccnbitr~

Yj penntca. &~ rçtits ‘end. ~‘i ba~ a-4 in~kiLe~tig h ratfly., lik)~ Mrni m C?Lt,~A $donnatte it
,tcec Irryn r,tsts ~ai iarn’.wIte-s ad fr<v~1 altt a.Lt flkli be~i~a to be rrrntip. Fitch ((r4.ci~ I

ri I?tfarzial infri.aftn relied ~ tsv’t In W~~•sdatcAt itatrq~ r-rtrxbay MG oMan re~oc,’.aue
.rrifirztinn it th~t mtaw,r.’ttnn fro’.~~peno~ptn,~. t* the titwit ~.xt nr a’raniaFjp $~v ; qt,~c. !ec’.v’cy’y i.
~ei 7nnrtn,. TN’ nvnrc n~ Ft<Ws Iactua t’q~etkn aid the z~ne ef the tiwdparey v.flkawi it ot*a~ ~tll

vayrtjzn&gm tie rar.re fl~t!I. tetefl 54(Lflt? ad Its, Ur~ !tqs~tnvtai1 flttt% fl ttt JtflCaWm w~ikt~
tie rated wrsty r. offcut a1 ~ci~ Md!O’ tie lW.S ‘5 bAttd1 the ay6jshhr,r at rand rt4tam p,fl’c htcrnatjrxi
tars to fit nwvmv~nt of ti~ lw*t end Its &‘.b~n. ~le dveIdLlthy it rs third fnrry *nfxa’jons sah ~
attfl rqzth. .qeed.~n rn~2rn lectfl. lar&sals. aiaxi Id. rein. e~er~ ‘~fat1. tc~M ~~ii~ra ad ctJ’e
rtn~ts p’m,ded ~7f hn~ rnrifl, tile av31&lIt~t ii k14~*w~,ft at onc~fl errisc1a~tv w,nzatkn wrce~
r~rct to the ptsthAar a~fly a r~ ‘~‘e Data ~w1sdIctksi ut tie ~.n. nd a wrey of rar lnt~ Iis&i U!
rKcw~. ~in~ *az~ nv~ex1 that nctNc an ecl’et€~d tattud I rn try b*rFpa’ty w~nttz,tn’ can erase
that ail ci tie ,trynatim Fin ‘rWi Ct ti c~1e~zb,t with a rdh.~ nil be acnntr at carçlrtc. lAtratc~y. me tSSwei
aid its ad*ni are r~fl)%tfk fry ire accflry (4 the htvrntb, they proMe to fltch at tile tmwt n cling
daas,nts at rifle ie~n~s. l’i ~ its ratt~ FR& nat i tn tie ~.n* at rit~ets, m&afl wkper4~.it am~>j
~ u ft-~W ~aIN~xnts and a~tø’ne~s wtfl 1~tt tQ ~ aid tax mCcqt. Fwther. ntwg~ ~re flweii(Iy

fvr,ud4~*t and ei~otiy &%%tflçtlefls ano p’edktbn aba knit r.tit that by tie~r raarr crnc* tp yp1r~d ~
fa~. As a re~I, &qtête niy yettflwn n! ctnqnt tact. ratip~ c4a be atIccied by ¶~arr e~tn IA ccr4tfl’ls flt ~—e
rxa sttki>ated at the ttrw 1 fltt~ va$ ‘s~M a atqlrn’eJ.

The rfamtion ii tth FtIWt K inntd ~as ic’ wltta* ~y ‘flreet4tbl tc wanarty it any kflt. A Ptc~ nrnj Is a’
qnicn ~ to tie cnrditvnfless cia wr~rt,’, Tht cçinbq ~ bted at atE~U*ed attena aid nt*ntlcgirs ih~Q Fin ~-j
cfltanzi1, enbattq aid icictaits. flre&e. ramgj ~te t7,r ~d1ats, ~ jtdn d 111th antI in IidWtaI, Cr
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INSURANCE IN FORCE

2~T

Insurance in force, beginning of year

Insurance sold in 2009

Death benefits incurred

Terminations and Other changes

Insurance in force, end of year

DIRECT PREMIUMS
M Premiums—Insurance

- t Life Contingert AonWty Consideratons -

Total direct premiums, end of year $87,700,660

2~OS 20Cr

19,125,273,120

2,233,162.827

63,833.250

839,872,134

$20,454,730,563



Members, beginning of year
Gains
Losses (including deaths)

Members, end ci year
Spouses & Children, beginning of year 16,836

Increase 996
Spouses & Children, end of year 17,834
Total, end ci year 112,183

MEMBERS & FAMILIES

MEMBER PROFILE

ReservIst 3%
z
C
In
C=
I-

4C

A

?#S~

7,
951457

1546
2,656

94,349

Did you know2 Your Association
recycles over 9 5 tons of paper each yeai
has taken numerous eco friendly steps this year such as

electronic voting for the Board of Directors
• delivering our E News Insider newsletter to your inbox quarterly -.

i using recycled paper and envelopes for all mailings
participates in over 50 events per year spleacling the word about the benefits of Navy Mutual
increased staffing even during the economic downturn due to Members increasing activity and product needs
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Success is Remembering Who We Serve.
We focus on one thing arid one thing only: providing life insurance for those who serve, and we strive to do it better
than anyone else.

Our Mission is to serve the military — both those who are currently serving, and those who have completed their
service. We perform our Mission by focusing on this core group and their specific needs.

When you call Navy Mutual, you are connected directly to a live person In our office whose focus is serving you.
Unless our office is closed, you will not be led through a series of menus to reach the person you need, and you
do not need an access code.

Each and every Member has been assigned a specific representative whose sole focus is taking care of your
needs. This guarantees the personalized customer service you want from us, and that we are proud to provide.

t~



2009 ASSETS

Cash & Gash Equivalents: 2.9%

Accrued Investment Income: 1.6%

Loans to Members: 6.2%
Common Stock: 4.0%

Property & Eqtupment, Net of
EACCLmuated Depreciation: 0.2%

Invested Assets: 1.1%

FIXED INCOME PORTFOLIO
SECURITY CLASSES

RATINGS

688:
N 136%

N

A 3O.7~

Other Rated: 1.9%

V.
AM: 4D.7%

State & Municipal - .& ~- U.S. Government
Bonds: 5.6% Bonds: 8.2%



ADMITTED ASSETS
Fixed-maturity jecurities
Equity securities.
Mortgage-backed securities
Mortgage. loans~
Other invested assets
Memberloans
Career Assistance Program loans, net
Cash and short-term investments
Receivables for securities
Total cash and Invested assets

Investment income due and accrued
Home office building, net
EDP equipment net
Total admitted assets

Statutory Basis

*1.788,246,6%
76,197,616

1.864,444,271
19,862~866

169,065,517
4,532,370

21,048,003
6,351,027
1,653,390
2,819,298

2,089,796,742
139,85t302

$2,229,646,04s

Statements of Admitted Assets, Liabilities and
Net Assets —

December 31,
2009 2008

$1,955,126,184 $1,889,097,613
94,010.184 65.766.059
45,735,566 44,600,213
15,087,373 5,610,912
9,958,173 13,259,331

148,036,439 142,361.591
.635,343. 2,396,031

69,567,089 23,775,991
1.010,575

2,338,156,351 . 2.167,878375

38202386 37,525758
Z3,9Ô1 .672 4,032,960

153,592 .~ . 210,950
$2,360,414,001 . $2,fl9,648,044

LIABILITIES AND NET ASSETS.
Liabilities .

Aggregate reserve for life contracts
Life insurance $1 886 206,799
War nak and other adverse deviations 76 197,616

Total aggregate reserve for life contracts 1.962,404,415
Death benefits payable 19 263,161
Liability for deposit-type contracts 183 004,499
Employee benefit liabIlities 5 770,873
Asset valuation reserve 25,076 462
Interest maintenance reserve 5,939,452
Securities lending reserve 1,461,390
Other liabilities and deferred Income 2 855 844
Total liabilities 2,205,776,116
Net assets 174,637,885
Total liabilities and net assets

STATEMENT OF THE ASSOCIATION S CONSULTING ACTUARY A C EDDY, INC ‘in my opinion the leserves of the
Association aie necessary and stifficieni to piovidefor habilitiesto its iriembeiship and wilt achieve the objective of
(Jistiibuling the Associations assets to Mernbprs and/or their beneliciaries in an equitable manner

rn.t- 7



and Changes in Net
Years Ended December31,

• 2009 2008

$45,654,23
18,699,482
1.029,459

139,263,753

_____________ 766.550

$205,413,537

$50,088,521
37,614,139
1,466,078

145,698,979
795,244

$235,660,961

• BENEFITS AND EXPENSES
Death benefits, e~ccfudIng war claims $63,363,250
Death benefits from war claims 450,000
Total death benefits 63,833,250
Surrender benefits 16,537,360
Anhuity benefits 7,320,808
Survivor income 1,170,071
Change in aggregate reserve for life contracts 72,344,552
Change in reserves for war nsk and other adverse deviations -

Interest on deposit-type contracts 9 353,418
General operating expenses 11,141,730
Total benefits and expenses $181,701,189

Increase from operations before excess interest credits and term refunds $53,959 772
Excess interest credited to fife benefi reserves (32,416,103)
Term refunds (1,741 159)
Increase from operations before realized gains 19,802 510
Net realized gains (losses) (10,110 483)
Increase in net assets from operations 9,692,027
Net assets, beginning of penod 139,851,302
Change in accounting estimate - reserve valuation basis 6,800,511
Change in unrealized appreciation (depreciation) of equity secunbes

andotherkwestedassets . 23,170,333
Change in asset valuation reserve (4,028 479)
Change in addilional minimum liability for pension and postretirement benefIts (1,132,230)
Change In non admitted assets 284,421
Net assets, end of period $174,637,885

•. I- H •. .... ~ ~ •••••••••.~••• .~.* ~ ~

STATUTORY ACCOUNTING These financial statements were prepared in conformity wi’h accounting practices used by lnstir~nce~
companies for regulatory reporting purposes Such accounting practices ref~rrecl to ~s statutor~ accounting practices are a
comprehensive basis of accounting other than accounting principles generally accepted in ‘he United States (CAAP)
AUDITED FINANCIAL STATEMENTS Johnson Larnbert & Co is Nav~ Mutual s independent accountant Our audited tinancial
statements are available 1w written request sent to Navy Mutual Aid Association Accounting Division Hendeison Hall
29 Carpenter Road Arlington VA 22212

•- . ••• ••••• ••_I••••;•• •• ••

Statements Of Operations
Assets — Statutory Basis
INCOME
Premiums earned net
Annuity considerations
Survivor income deposits
Net investment income
Amortization ofintejest maintenance reserve
Total income

$57,136,848
4,600,000

61,736,848
15189,765
3,514,747
1153,578

54,935786
2,900,000
9,285,851

10,702~428
$159,419,003

$45 994,534
(30 749,641)
(2 352.449)
12,892,444
(1,022.925)
11869,519

178,646,869

(57,940,031)
8,552,977)
(951,675)
(326,357)

$139,851,302
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rmat Repon on Iàswa~ SuUcf~ ?~act~ on t~epam~i otvcfàs~ InstaJb~ May 15,2000
~w ~ —. .1.1

The j~j~ operate ft mbafldj~5 that appx to be pan ofthe instalJatj~n Uw are,
ftj ~ buflt ~ith the assocjad~’ ftnds To my JoiowIecJg~ there has never been a
brea~j~ ofsca~j about either organin~ Neither the Inspecgoy Qa~sJ’s tcaa not 1
h~r~j any compLaj,~ about thcse organia~~~ dbrfng the coaduc~ clear studies. Unless
dtber of these organIntjo~ begfn~ to solicit menibemup or sales on multi1
installations (there is no indicadon either organj~n~~ has plans to do so), these
cqanj,j~tJ~ thould essepjj~~ be ignor~ lxi 11rn~r~ regulaioy effom. UII k necessasv
tO include these organfr~ft~ in a revl~ reflfoy Structu~, care must be taken to
respect the bistoajesi tadftjoa and sezvIce oft~ assocj~j0j.4 They utly ax~ part of the
defe~ cstablishj,jent
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F~f R man ,lsumnc Soflcl~ ?sactj~ o~ !cpast~ ofDekg~ lngn~ May 15.2000

S~ c~_~ I ,~.i ~ ~~

51) UUTUAJJ AID ASSOCiATIONS

£ I Army and Air Forç~ Mutu~j Aid Assocwj~

Tlüsorganin~ is anon.proflt~org~0~~ in Janumy 1879hz ike
wake ofthe Custe massa~ at Little Big Ho~ The prbnajy ptup~ ofthe organi~j~~
Is to provide aid to families ofdeceagaj memberL ft èxpmide~ in 1984 toincI~ Air
Po~epq~m.~ The or an’tj~ pmvid~~ to Thenj~~e~ and their spou~aa personaE

• asplannh~g, insura~ P’t ~enz, flnan~c~~ ~
~vthez~ filing death and &sabffi~y cEain~. The State ofVirgjnj~ does not
regui~ the association as an hzswa~~ compa~y1 although the assoe4ad~ has sold
insusmi~ to Its memb~ since its Iceptica Cuntrnjy the assoc1atj~ sails a broad range
oflife insura~ products to its memb~ At the Present time all offlce~ and tp

• cornmisstoned officers ofthe Anty and the Air Force.,0 eligible for mombership, The
mb~gj~, ofthis organin~j~ will votñ~ the anm~l meeting in AptIl 2000 to expand
membeigj~ Wail perso~J ofthe Army and the Air Force~ All lnsun,~ sales are
handLc~j by enipIoy.~ ofthe crgnnt~j0~1 from thefr~,~ at Poet Myer, Virginia,
Insurance sales are condu~ tirough the mailer by tdep~ unj~ a memb~ chooses
to visit the Peft Myeroff~ No 0O~missions are paid ~ insu~ saies~ mid then is no

inPersousolicitatloflcondIw~doth~militajy hasafl~j~ Associ~,~ emplo~ and office~j,,~d0 finai~ and survivor
bcnefft trainfr~g to military personh,1 and thcj, ~zniQ~ throug~ the Don.

i2 Nat,j Mutuaj Aid

This 5ssocia~ i~s (trifled in July 1879 as a non-profit tax..eie~~pt volunw~3,
rne%ctgazg~j~ ofsea se~~ pezsonj.~j and thefrfajyiljfes. The association is
opam~ to afl ranks ofservj~memb~ in the Nayy, Maxine Coips, Coast Guard, Public
Hea1~ Service and the Nationat Oceanic and Axmosj,j~j0Adn~b~~t,~ The Wgizu
State Insum~ C mtnia4~ trear~ this nss~çj~ as ft d~a~ the
count~ EmpJoy~ Ofthe ~~sQcia~ hand!0 allsies font its headqnap~ ~
lfende~n Hall, Vitginj& Sales Occur through the majj or by sop~ deou~ means of
corn ~on UnIeg3 a member happens to visit Hcn&,~ ~afl. The assoclatj~ pays

~ izsn~ sales, antI there is no in-per~ solicitation cond~ on
the renmafna~ ofNeade~~ HaIJ or at any other naval or military hzstafla~
ffistorj~g7 this assoda~ provi~ a wkIer,~o(i,~~ pmd~ then the Army.
Air Force COtmteq,~ but today there are few disth~tj~ be~y~ flit t~t in servjc~
Provided orprn4~ often The ass tion also provj~ ed~~j~0~ military and
navaj W5taflvOfl$~fr~1 in the area ofGove~,~t s1nfror~efits

•53 AnaJ%

i~ tw~ anoojaffom~may unique, They were estabJI*~ in the 1 91b~
Congr~ dedfl0e4to provj& nww~ benefits from public fimds, They hav their own
sp~jaj provi~j~ of the hderaj tax Code. For majay yeay~ tbefr day.to.daj, lcadervhfp sad
managem~ weje conducr~ by active duty Anny and Naiy ~ersop~~J from Covernm~,g
officet Today retireti officej~ serve as presicfe~ and topa,~ officers ofboil,
Ct&tb*tions Both mpnizatiqn5 Ce lOcated on DoD install ions in Mlngto.,i, VzrghlIL
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