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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 (1% and 2™ 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 gencral. 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 sitnations 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 testify on this matter.
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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 pecple 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 fo water safety officers
should be held accountable for their violent behaviors. Water safety officers are first
responders who protect Hawali'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,

Nora A. Nomura

Deputy Executive Director

888 MIULANI STREET, SUITE 601 HONOLULU, HAWAT 9568132991
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October 16, 198k

Rear Admiral J, R, Ahern, SC, USN, Ret.
Executive Director

Navy Mutual Aid Association

Navy Department

Weshington, D. ¢, 20370

Dear Adm:lrai Ahern:

In response to your copcerng that were recently called to my attention
releting to Section 50%(c){23) of the Internal Revenue Code, X would
1ike to assure you that at the time of its enactment this provision
vas expressly intended to cover hoth the Army Mutual Afd Associetion
end the Navy Mutuel Aia Associetion,

The Navy Mutual Ad Association has rerformed & vital gervice for
personnel of the ses gervices over the years and this wap fully
understood and apprecisted by the membars of the Weys and Meane Committee
and the Committee on Finance in accepting this amendment to the Internal
Révenue Code, The intent, underlying the sddition of Section 501{c)(23)
to the Internal Revemie Code, vas to make certain that theré could be no
‘doudbt whateoever with respect to the exemwt status of the Navy Mutual Afa
Association, ' . -

8incerely,
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Rating Rativnale

«  Navy Mutual Aid Assaciation’s {davy Mtual or the Assotfation} "As' ‘neurer finanzial
strength (FS} ratmg retects its very strong capital levels, hgh-quality tiowid irvestiment
portfalis, and favorable dusiness proflle with 2 strong niche position as 2 low-cost
provider of Uite insurance protection products 10 the ULS. seq services ard their families.

« In Fitch Ratings’ apinion, Navy Awtual's additional strengths are corrervative reservirg,
excellest persistency, ond consistently low expense ratios. Fiich belleves that the
Association’s “war risk™ 15 prudently managed and that mortality experience i5 within
expectations cespite the current confiicts in the Auddle East.

»  Navy Autual exhibits a conservative financlat profile with peedictable cash flows. Prockct
Uabilities are composed of predaminately term and whole life insurarce pruduets with no
varizble aanuity products o guarantees. Kavy Mutual’s investmen? portfolio is tomposed
of more than 30X LLS. govemment or gorerment-sponsored enterprise deht and high-
quality corpurate bonds, with ro expasure Yo prablematic stnitured securities. Financlat
flexibility is considered adequate i respect Lo Navy Mutusl's unicue business profite and
product portfolin.

« While moderate in scele and considered a niche writer, Mavy Mstual has sotid credit
fundamertals and has outperformed mary peer-rated carpanies in the chalienging
2003-200% period. Fitch notes Navy Mutuel's rsky asset ratio realized credit-refated
1osses compare very favorably with the tife irsorance industry at year-end 2009.

» Rating concems include Navy Mirual's lmited access to caprtal rmarkets, moderate
valatility in capftal driveo by common stock investments, and tre lorg-term chalienge of
membership growth.

Key Ratiog Detvers

* Fitch expects Navy Awtual will maintain a solid batance sheet in 2010 with strong
capital levels and 2 high-guatity liquid investment portfolio, Fitch expects the
Asscciation o repart goad operating performance I 2010, driven by low expenses,
strong tevels of Investment income, and low credit-related imvestment lesses.

+  Navy Mutual’s ravings are hased in part its Unigue profite as 2 nonprofit institution
serving a narrovs customer base. Fitch believes that the Assaciation’s stratedy that
provides high-value products to Its custemers and maintains prudent levels of
reserves aid capital, rather than generating stranger earnings and higher reserving
and capital levels, limits the upside range of its IFS rating. Barring any charge in
these qualities, Fitch views Navy Mutual at the upper end of Lhat range.

«  Within Fitch's rating rationale are key rating drivers. 1 Navy Murtual was to materially
deviale frum any of these itemns, especially for an extended period, the ratings coutd
he affected. Included withwn these key rating drivers are the following:

Met operating earnings of $10 millian-$15 million 3 year,

o Gross investment tosses of less than 525 million in 2010.

Estimated risk-based capital (RBC) above 300% cumpany action level.

Significant change In war risk exposure and experience,

Unfavorahle change in tax/requlatory status.

o

P B o

wiww fitchratings.com October 14, 2010
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Key Rating Issues
Strong tnvestment Perforimance

Navy Mutual exhibited strang investment performance gver the thallenging 200B--2009
period. Fitch expects the Assoctation”s investnent poriiolin performance ta cantirue t3
be 2 favarable credit driver ir 2010 2nd 2011 with tow creditrelated Insses snd
ontinued strong fovestment inzome generatinn. Nawy Mutual's high-quatity. fixed:
incame nortislic comtinues to generate favorable investment yields of approximately
6.36%, due in part to its lang duration and low reinvesiment cisk.
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Mawy Mutual's unreallzed losses are fow and the net unreslized gain position was
3200 mition at year-end 2009, The Assoziation's long duration bond pertfotio exhibits
price visk to a rising interest rate scenario, but it has perforered as expected in the
declinirg interest rate scenano,

Maintaining a high credit quality ficed-income portfolio Is a key strategy for Navy
Mutual as seen in @ below investment-grade bonds (BIGs} to totat adjusted capital {TAC)
ratin that s consistently below the industry average at tess than 203 {the 2009 industry
average was 59.78). The Association realized its first moderate amounts of realized
investrment icsses in 2008-201% at S21 million, or 49 bps reallzed investment
losses/invested assets, which compares favorably versus an industry level of 269 bps.
Navy Mutua! does not buy BIGs as per investrient policy. Below investment-grade honds
were only 1.9% of the bord partfalia at year-end 2G09. Navy Mutuel has minimal
exposuse to commerial martgages be residential mortgages and no subprime or Alt-A
residential securities.

The wvestment porttetio has gond liquidity as 92% of honds are publicty traded. Navy
Autual in recent years has purchased private placement securities in limited amaunts
as a way o add incremental yield o its investment portfolio. '

Favorable Business Profile with a Defensible Niche

Navy Mutual extinbits & stable bininess profile due ta its unicue customer hase and favorable
business mix. Fitch considers Navy Mutuel X0 have a secure posttion  its niche as o nonprofit
provider of fnsurarce protection and services far its membership, based updn 1S quality
service, efficient aperations, and exceptionally competitive insurarce groducts. More than

o Mavy Mutual Aid Asseciation  Ottober 74, 2010
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Navy Mutuat i5 a member
assoctation created in [
1879 o provide life ;
insurance for the
familles of naval
officers, as private
insurance was rarely
available ta them at that
time.

Navy Mutual has solid credit |

fundamentals and has
outperformed many peer-
réted companies in the
challenging 2(008-200%
pertod,
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904 ot product reserves are for individual Ufe insrance products. The Associatien’s Nery
competitive creditng rates and low term premiums prodide memberss with value and build
member [oyalty.

Fiteh views Mawy Mutual 25 serving 2 urique niche v terms of 2 customer hase z2nd
custemer services, The Assotiation enjoys a strong reputation for integrity and service
to its customer base. It has maintained 2 <lose relatiorship with the sea services.and
fias avolded the markel tonduct issues that have plagued seversl other assoriations and
commercial insurance compantes that target the mititary market. Firancial flexiblity 15
considered adequate in respect tn Navy Mutual's unique business profile and product
porictio,

Sustainable Competitive Advantages Provide Stable Profitabiiity

Navy Mutual exhibits a substantial cost advantage versos mary life insurers, as
evidenced by ks very low expense ratio {expense to assets) of 0.5%. A number of
facters centribute to this low cost structure, Including its low overkead, its lack of
commissioned agents, lts classification as 2 5011¢}(23) organization exempting it from
federat income tax, and fts express regulatory exemption by the Virginia, North
Carwiina, and South Carelina Legisiatures, recogmazing !Ls mission to provide coverage ta
sea service members and their families. In addition to low expenses, Mavy Mutual alsa
kenefits from a low morality rate, reflecting the generally healthier papulaticn
segrent that the Assaciation is targeting and a stringenrt medical underwriting process.

Urique Mortality Risk Due Lo War Catastrophe Is Manageable Despite Highe
Policy Limits and Extended Middle Tast Conflicts

Fitch believes that Navy Mutual's war sisk Is being prudently maraged and mortatity
experience s within expertations despite the current escalated levels of conflict
worldwide n recent years. Since its inceptian, Mawy Mutus! has been expesed o the
possibility of catastraphic losses that coutd result from vear. Navy futuat estimates that
less than 104 of tts current in-ferce heok of bugiress is currently etigible for war rizk.
Fitch beligves that the Association's current war reserves and mortality margins covly
experience a signilicant increase in adverse results for 2 sustained number of years
without requiring additions. At year-end 2009, Navy Mutial held $76 mition in war risk
and other adverse deviation reserves, designed to protect against long-term excess
<laims due to war, and other risks. War-related death benefits were $G.5 million in
2009 and $4.6 million w1 2008, or D.7% of total death benefits in 2009 versus 7.5% in
2008.

feer Analvsis

While moderate in scale and censidered a niche writer, Navy Mutual has solid credit
fundamentals and has outperfarmed many peer-rated companies in the challenging
£00B-2009 peripd. Navy Mutuat's risk-adjusted capital strength is comparable to that of
other Life insurance companies rated ‘A=, Profitabitity measures, such as retum on
surplus, are average, 2s expected considering the Assnciation’s high excess poticyholder
dividends. Fitch notes Navy Mutual's risky asset ratis realized credit-relared lasses
compared very favorably with the life insurance industry at year-end 2009.

Navy Mutual's main competitors include selected benebit societies and commercial
irsurance companies that typically target members of the military. As a result of its low
cost striture and excellent mortality experience, the Assaciation’s insurance puticy
rates and benefits compare very favorably with ach of these competitars, as well as
Veterans Greup Life Insurance {VGLI). Navy Mutual’s surviver benefis services are alzo
viewed a5 a distinctive product element among competitors.

A w
"t
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Navy Mutual serves Its
defined market with an !
uncemplicated selection

. of insurance and annufty

| product afferings.

Company frafile

Hovy Mutual is a mutual z2id aesociation, with eligibte membership that currently includes
atl umformed personne! of the Navy, Marine Corps, Coast Guard, National Oceanic and
Atrmospheriz Administzatian (NO2AJ, and U.S. Public Health Service Cirmmissioned Coms
{USPHS), including 3l enlisted and officer grades, regular, reserve. and retired, a3 well 24
523 service velerans i1 some states. Navy Mutus! is headquartered in Arfirglen, VA, and hag
a branch at the Mavat Starian Nerfolk in Narfolk, Va,

Membership expanded W the active reserves in 1920, Coast Guard in 1925, women officers
in 1947, USPHS andd NOAA in 1963, erlisted personnel in 198D, arwd retiress/inactive
reserves jn 1993 In addition, members cauld purchase Hfe insurance for Spouses begliming
in 1985, and for their chitdren and grandchildren deginning I 1955,

Vhile Navy Mutual currentty has approximately 100,000 members, about 40% of all
mernbers are on active duly in the various services represented in the Assaciation. Fitch
believes that the expected future decline in raval manpower could make i+ move
challenging for Navy Mutuzl te expand its membership base and grow premiurns. The
Assariation’s poel of eligible Insureds was expanded in 1995 to include the children and
grandchildren of memhers. Members can insure their children and grandehildrers with
an nterest-sensitive whole tife policy from Mavy Mutual, which is positioned as a way to
Feip pay for the costs of a callege educaticn.

Adjusted Liabilities and Separate Accounts — Year-End 2009 Comparison
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Products

Navy Awtual serves its defined rmarkel with an unoomplicated selection of insurance and
arrvaity product offerings. Tre Assoctation had 520.4 billivn of insurarce in force at year-end
2009. It also provides related informational services including survivor assistance, financial
planning, financtal services, entittement educalion, and federal benefits education.

Navy Mutval currentiy affers two basic life insurance products; interesl-sensitive whole
iife insurance and term lite insurance. Additianally, the Association offers a number of
death henefit setttement options for beneficianies, as well as ofering an acceterated
death benefit option and a long-term care option. With the accelerated death benefit
aption, the policyhotder can corvert the death benetit of the policy Yo an accelerated
payout option. The Association strucrures the payout so that it is revenue-neutral,
Hlustrating that Mavy Mutual’s fecus is service o its members whatever their needs,

Navy Mutual has increased its membership base and revenue through the introduction
of a number of member-requested praducts, such as rated plans oo s Permanent
“Plus" products, new versions of its Level If "Plus™ Term preduct, and increased
maximum coverage limits for members and spouses,

Navy Mutual Afd Assoctation  October 14, 2010
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in recent years, Navy Mutual diversifled its product partfalin with the affering of &
single premium deferred annuity [SPDA), a flexible premivm deferred annuity {FPDA),
and & single premturn frmediate annuity (SPIA). These individuat anniity products
inzlude an SPRA with various tnterest rate tock-in perinds, a market-value adjustment,
and no surrender charge for early, full withdrawals, Also offered Is a simpitfied SPIA.

The long-term care opticn is offered to all members or spouses who have heen insured
with an interest-sensitive policy for 2t least two years, are at least 60 vears old, have
been in a leeg-term care situation for at least four manths, and are Ui kely to be in that
situation permanently. The desth benelit, less any loans, can he converted tn an
annuity payout for a specified period. This feature aiso benefits Mavy Mutual, as
members are provided with a disincentive to cash aut their policies. There is ng
additional fee for inclusion of this provision, nor [s there any charge for fts exercise.

_ Biseribution Channels

New plans are generated through Lwo main sourzes: direct marketing and mesnber referrals.

New members are obtained via member referrals, print media ads, direct mail, 'Web-based
adverlising, amvd via Novy Mutual's Web site. Approximately one-third of new members
result from direct mail and one-fourth juin because of Assoriation member referrals.

Navy Mutual's sales are canducted only by salaried employees vut of its home office. As
2 part of ils mission to provide education to its membership Concerning government
sursivar - and  retirement  Benefits, 1he  Association makes appraximately 700
presentations Lo an estirmzted 28,000 sea service members annually, Educators are not
permitted to sell Navy Mutuat producs. If, after a presentation, a.service member is
intezested in huying 2 policy from Navy Mutual, that person must contact the home
office for an applivaticn. This approach has made the arganization nearly tmmune from
¢harges of improper sales practices,

Filch views growth in the pumber of rew members 23 one of Navy Mutuat’s tong-termn
¢challenges. Membership has hovered around 100,000 for the fast five years since the
Association terminated its Career Assistance Program (CAP), formerly an fmportant
generator of new members, Fitch betieves that Navy Mutual’s strategic plan 1¢ Increase
the communication of %5 reeds-based value proposition, which began in 2006, anc
cantinued excellent service and education will have a beneficial cffert on new
membership levels. Results in 2008 and 2009 have been favorable, 35 seen 1n a
significant increase in tatal direct premiums,

Navy Mutual — Direct Premiums

N LR InMrance Prevriunt Farred v Atradly Comitheral o

Mawvy Murual Aid Association  Octoher 14, 2010
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Fitch views Navy Mutual's
operating performance
over the past three years
as good, characterized by
consistent, healthy
predividend gains from
operations and goad
premium growth.

G

Insurance

Financial Aualysis

Profitabitity .

Fitch views Navy Mutual’s operating oerformance as solid, characterized by corsistent,
healthy predividend gains from operations and gond premium growth. Key drivess are
law expense ievels, goed Investment inceme, and favorable persistency ard martatity,
Operaling return on toat adjusted capital increased to a five-year high of 11% in 2009.
While 2009 net incemne declired inoderately to $10 million from $12 million in 2008,
due primarily to S10 million in realized net invesiment iosses, net aperating gain was
strong el $20 million versus $12 mitiion he previnus year. Navy Mutual's sevenues
ircreased 15% in 20190 driven by & 39% wnerease i premiums.

As a muteal entity, the Association does not
cperating gain. Navy Mutual allozates revenue in excess of that reqiired by its financial
plan for required reserve and surplus inCreases o ‘ncrease the cash valyes of its
inlerest-sensitive whele life policies and 1o provide premium refunds on its Lerm
palicies, While the excess revenue flows through the Assotiation’s incame statement as
3" operating loss, Navy Mutual cocild redirect this excess revenue to Its surplus base.
Crediting rate detisions are normally made once a year, but Mavy Mutual has the
flexibility to respand to changing Interest rates or the need to retain surplus, The
Assuciation has demanstrated this flexibility hy medifying 1ts crediting rates 1o reflect
changes in interest rate levels and investment portolio performance. Titch nates that
Navy Mutuai continues to pay a high crediting rate to Its policybolders,
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Expenses are well-managed and very low as exhibited by an expense ratio of 0.5%
{expenses to total assets), due Yo very low acquisition costs tno commissioned sales
force, moderste advertising), no taxes. and focused target markets. Mortality
experience continues be within pricing expectations, and Investment income has heen
strong, reflecting a 6.6% yield cansistently aver the last five years due to low
reinvestment risk and strong credit perforinance.

Na-;ry Mulual Aid Assnciation  October 14, 2010
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investments and Liguidity

Fitch vonsiders Navy Mutual's investment portfolio to be conservatively managed and
the asset mix 1o be appropriate for s product lizbilittes and investment strategy, Fitch
betieves the Assaciatinn®s invested assets have low expusure o rredit risk and
moderate exposure 1D equity market volatility and changes in interest rate levels. The
majority of invested assets are managed nternafly.

Fitch views the Association’s investment performance as good with corsistent levels of
investment ‘ncome and strong credit-related performance. The investment yield of
6.6% compared quite favorably with the fife industry's average vield of 5.3% at vear-end
2067, due in part to ity longer-than-average duration and low exsesure to callable
honds and mortgege-related securities. Realized lusses related to credit impairments
have been ioderate and compare very favarably with the life insurance industry.

- - The Asseciation’s bond porifolto s zomposed of very high credit guality assets,
Fitch views the Approximatety one-third of the bond partfolio was ivested In U.S. Treasury and federal
Association’s investment agency securities and government-spansared enterprise securities at year-end 2009,
performance as strong The investment policy assures that onty companies whose bards are rated ‘BSR° or
with consistent levels of | better and with a Stahle *n Positive Raring Outlook are eligible for purchase, with 2
favestment income and : limit on investment in bonds rated *388' to be na more than 15% of the bond portfolio.
favarable, credit-related i
perfermance, Navy Mutual’s bond portfolio typically exhtbits a tong duration to better match the life

nsurance-dusinated Uability partfotin. The long duration of assets exposes Nave Mutual
to interest rate risk and, histericaily, has been 2 key criver of excess interest-crediting
rate levels. Fiteh considers this risk a5 reasonable since ylelds on these assers arg
rormally wefl above the minimur yields required o fulfili the lability recurement,
thus minimizing the reirvesiment risk.

In additior, Navy Motual limits its aggregate investment I= common stocks, direct
morigages, and private real estate trusts to 6% of total assets. At year-end 2009,
tommon stock investmment increased to 4% due mainly to market appreciation. Direcily
placed mortgage {oans accounted for anly 0.3% af the Assaciation’s investment portlolio
and all mertgage lpans are in a performing status. :

Fiteh considers Navy Mutual's asset lizhitity management to be sound. The Assorfaticn's
signature product 15 ts mlerest-sersitive whole life insurance policy, and recent
product additians inzlude a modest line of arnuity products. The Association conducts
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Fitch believes Navy
Mutual's Yiquidity is very
goad due ta the
composition of the
invested assets and
censervative product
design features.

13

L.

=

Fitch views Navy Mutual's
estimated statutory risk-
adjusted capital rati as
saiid at approximately
360% of the company
action level at year-end
2009,

Insurance

tiash Ylow studies under a variety of interest rate and eguly markel scenarips o cnere
that [ts cash flow matching is sulficient to mitigate any potential disintermedsation.
Under its most severe interest rate scenarlo, mansgement detenmined that the
ceenposition and distribution of its investment portfolio were more than suffictent to
meet its cash flow demands withoul any undue harm Yo its financial strength or adverse
ettect on the cash values of its existing members,

Frich betreves Navy Mutual’s tquidity is qood due to the camposition of the Invested assots
and conservative product design features, The investment portfolio is composed of mere
than 57% cash and publicly traded securities. Navy Matual’s product design features high
crediting rates on the interest-sensitive whole life policies and various settlement optinns
thiat pay aboee-market inzerest rates, providing added ircentive for mes:bers to leave their
maney with the Assofation. Additionzlly, goad levels of zash fiow from operaticss provide
2n added level of camfort regarding the pretection provided to policyhoiders. -

Capitalization :

Fitch wiews Navy Mutual as strorgly capitalized. Key faciors faverably affectmg the
Assaciztion’s capital profile inciude the large book of participating individual life
reservez, high-quality investment portfolio, and large reserve for war risk and other
adverse deviations.

Fitch views Mavy YMutual's estimated statutory rsk-zdyusted capital ratip as solid at
approxiimately 360% of the company action level st year-end 2009, While Navy tdutuat
rarefully monitors and manages its risk-adjusted capital levels, as a murual ard
association, it is not regulated a5 an insurance company. When capitat was stressed {or
potential 2010 westwment lozses under Fitch's core investment stress, Navy Mutual's
statutory capitel was viewed as sciid for the rating.

Fitch ronsiders Navy Mutual's S76 million valuntary reserve for war risk and other
agverse deviatians as additional support for the raling. This special reserve wasg
established ta pratect against long-term excessive claims due Lo war and/or sther risks
and adverse investmen: yicld scenarios.

Fitch notes that changes in year-to-year repurted adjusted surplus have experienced
uderate volatitity aver the past five vears due to the fluctuating market values of Its
comman stock hoidings. Fitch betfeves the Navy Mutuzls Tnvestment aliocation
maodifications have a favorable effect Gpon this votatiity.

Fiteh believes that management has Lhe Hexibility and discipline to adjust dindend
rates if necessary Yo maintain strong levels of capital. The Associatin employs
conservative reserving practices as well. For the five-year pericd ended Oeg. 31, 2009,
adjusted surpius has grown at a 6.B% CAGR, despite the high crediting rate paid out to
participating peticyholders. A significant portion of this high payout has been generated
by realized a0v urrealized capitat gains from its common stork povtiolie,
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Fiteh notes that under its newly inrrediced total financing and commitment {TFC) ratia,
Navy Mutual demonstrates rodest reliznce on capitat markets for funding compared
with its peers. At year-end 2009, Navy Motual had a low TFC ratin ar 0.2x versus the life
insurance industry average of O.6x. The expasure fs primarfly short-term security
lending, Navy AMwtuat partitipates in a securities lending program to generate
incrernental irzome and had $35 million under lvan at yeer-end 2C09 versus
5129.8 millice urder loan at year-end 200B.

Capitalization
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Providing ocur Members, with certainty and vaaﬂuSmmm. life
m:m:qm:nm at as near the mﬂcm_ :m.ﬁ costas uomma_m. R
wmnczzm for our e_m_._._dm_.m without cost, z._m federal cm:mam 6 i:_o:
they may be legally entitled. .

Educating military members and their famifies on matters of financial
security.

To be the first choice provider of excentional fife insurance
products and services for Sea Service members and their families.

Navy » Maring Corps = Coast Guard s Public Health Service w
NOAA Commissioned Officer Coms

Open 1o Active Duty, Retired. Reserves. and Honorably Discharged Veterans




protecting.

Navy
Mutual
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A Report from the Chairman and the President

Despite ongoing turmeil in the wortd's financial markels, 2009 was a great yaar for Navy Mutual. We continued lo
prudently manage your 2ssels and expand the Association:

We protected your interests. We invested conservalively, and carefully contrefled our business costs throughout
2008. Qur constan! vigilance allowed us to provide you with an aftractive return on your assets.

= Qur total insurance in force grew to above $20 billion, an increase of approximately 7%.

= Qur total assets grew to a iotal of almost $2.3 bitlion,

n Qur dirgot premium revenus increased by 35% this year.

» We returned over $34 million to our Members in premium refunds and interest credits.

We guarded your funds. While other insurers Jost monay on nisky investments, Navy Mutual stayed trugs 1o its
conservative investment policies. Navy Mutual always invests your money with care, primarily in government-
Lacked or AAA guality bonds., We earned a 6.6% net investment yield in 2009, a full percentage point above
indusiry averages.

We grew your Association. In 2009, we expanded our targeted marketing campaign to include Sea Servica
communities in North and South Carolina and Maryland. We insured over 3500 new Members and family
members, with active duty personnel buying $1.9 billion in new insurance.,

We educated the Sea Services. In 2009, Navy Mulual educated approximately 26,000 Sea Service members
and their families on survivor beneiits, survivor financial management, and the replacement vatue of military
benefits. We are proud that the Sea Services recognize Navy Mutual as an approved provider of financial
education, trusfing us fo help transitioning service members and their families undarstand imporiant financial
matters.

We assisted your families. Navy Mutual provided sensitive, paisonal care and support to the survivors of over
1,000 of our insureds who passed away this year.

We earned your trust, Qur Members again reported satisfaction levels well abova industry averages, and slayed
with Navy Mutual throughout this turbulent year.

Our strength was recognized. Ths indapandent Fitch rating agancy, which rates over 100 insurers nationwide,
continued our A+ rating. making Navy Mutual one of only 30 Fitch-rated companies to receive an atirmied rating
with a stable outlook in 2009,

We are honored to serve you. We lake great pride in our Members' fasting confidence and trust. We look
lorward to serving Sea Service members and their familics for many years to come.

2 e

Richard W. Mies Biuce B. Engethardt
Chairmnan of the Board President




INSURANCE IN FORGE
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A 200 2007 2108 e *
Insurance in force, beqinning of year 19,125.273.120
Insurance sold in 2009 - 2,233,162.827 P %o 2097 AR 209
Death benafits incurred 63833250 youa irect premiums, en of year $87,700,560
Terminations and other changes 839,872,134
Insurance in force, end of year $20,454,730,563

Success is knowmg.that, when othefs a depe clmg on'y
Navy Mutual is the orgamzatmn you trust '




MEMBERS & FAMILIES

' Spousz M Member B Childre- L

MEMBER PROFILE
Y

Reservist: 8% — g

£

£

Retired: 35%
o re LI07 Fok fun)

Members, beginning of year 85,457
Gains 1.548
Losses (including deaths) 2,856
Members, end of year 94,349
Spouses & Children, beginning of year 16,838
lncrease 998
Spauses & Children, end of year 17,834

Total, end of year 112,183

Did'you know?
...recycles over 95 tons of paper sach year. L
. -...hagtaken hum_e’roﬂs-ec':_q_-fr_'iendly.sieps this. year, such as:
= eléclronic voling for the Board of Direclors.” R
« delivering our E-News Insider newsletter to vour inbox
= using recycled paper and’envelopes forall rrailings. 0

»

A

... participates in over 80 events per year, spreading the word about the benefits 'ofN'avy' Mutual. : I
...increased stalfing, even during the economic downturn, due o Members increasing activify and product needs.. . .

%
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Success is guarding your security
with stability and growth.
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Success is Remembering Who We Serve.

We focus on one thing and one thing only: providing fife insurance for those who serve, and we strive to do it betier
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 fed through a series of menus te 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.

d‘ﬁ




2009 ASSETS

Property & Equipment, Net of
3 - 1]
Gash & Cash Equivalents: 2.9% Accumulated Depreciation: 0.2%

Actrued Investment Income: 1.6% ——, | pgar Other Invested Asssts: 1.1%
Loans to Members: 6.2% —— \
Common Stock: 4.0% -

Fixed Income Portioiin: 84%

FIXED INCOME PORTFOLIQ
SECURITY CLASSES RATINGS
State & Municipal ———g=2 7 LS, Goverament — Other Rafed: 1.8%
Bonds: 5.6% f Bonds: 8.2% o

Government
v Sponsored

Corporate Bends: \ Enterprises:

55.8%

\

5

\ 30.4%



'f}:_:-Statements of Admltted Assets Ltabmttes and

Net, Assets Statutory Bas:s

'_‘Total h bclltias and net as‘ ets-

. December 31 S
‘ ) 2009 2008
ADMITTED ASSETS s ' o A
Fixed-maturity securifies $1 955 126 184 $1,889,097673
Equity securities. - 84,010,184 '~ 65,766,059
Mortgage -backed securities ‘45,735,566 44,600,213
- Mortgage loans - 15,087,373 5,610,912
* Other invested. assets 9,958,173 13,259,331 -
Member joans - o 148.036,439 E 142,361,591
- Carder Assistance Program Ioans, net 635,343 . 2,396,031
" Cash and short-term i mvestments 69 567089 : 23,775,991
" Receivables for securities. - : . - 1,010,575
- Total cash and lnvested assets 2 338 156 351' .2,187878,376
lnvestment income due and accrued 38 202 336 a 37,525,758
Home office buildlng. net " -3 901672 4,032,860
* . EDP equipment, net - 183592 - . - 210,950
L Total admntted assats ' $2,380,414,001 $2,229.648,044
L!ABILIT!ES AND NET ASSETS
Liabilities
Aggregate resarve for fife contracts o o '
Life insurance © - $1,886.206,790 - $1,788,246,855
. ‘Warrisk and other advarse deviations ~76,197616 __ 76,197616
Total aggragate reserve for life contracts 1,962,404,415 1,864,444,271
Death benefits payable - - - 119,263,161 19,862,866
. Liability for deposit-type contracts 183,004,499 169,085,517
“ Employee benefit liabilities - 5,770,873 4,532,370
Asset valuation reserve 25,076,482 21,048,003
~ Interest matntenance reserve - 15,039,452 . . . 6,351,027
S Sscunhes lending reservs . . 1,461,890 1,653,390
. Other liabilities and deferred mcoma . -2,855844° . - 2819798 -
o Total ilabllsties . : : 2 205 776116 . 2,088, 796,742
Net assets . 174, 637885 - 139,85%.302

o SB080418,001 32229 648,044

STATEMENT 1]3 THE ASSOCIAT!ON 8 CGNSULTING ACTUABY A. C EDDY, INE: “Inmy Opinion the Teserves cf 1he :
Assoriation are necessary and sufficient {o provide for fiabilities to its membership, and will achieve the objective of
..dxstnbutang the Assucuatlon $-255et5 1o Members and/or their benPtlmanes i an gquitable manger.” -




Statements of Operatrons and Changes in Net

| Aesets Sta‘rutory Baere

. STATUTOHY ACCOUNTING These frnancaal siaiemerrts were prepared i conformrtv wrrh accorrmrng pracnces u

Years Ended December 31,
. 2009 zooa
: INCOME _ - C
.. Premiums earned net ; $50,036,52_1 $45 654 293
~° Annuity considerations : 37,614,139 18,699,482
- Survivor income deposits ' 1,486,078 1,029,459
Net investrnent income ' 145,698,979 139,263,753
" Amoriization of interest maintenance reserve 795,244 766,550
Total i mcome L ' ' $235_.660,961 $205,413,537
.. .BENEFITS AND EXPENSES o
- Death benefits, excluding war claims $63,383,250 $57,138,848
Death benefits from war claims _ 450,000 4,800,000
Total death benefits 63,833,250 61,736,848
Sumender benelits 16,537,360 15,189,765
~ Annvity benefits . 7320,808 - 3,514,747
Survivorincome . ' 1,170,071 1,153,578
Change in aggregate reserve for life contracts 72,344,552 54,935,786
Change in rasarves for war risk and other adverse dawatrons - 2,900,000
“Interest.on dapoerype contrar:ts o 7 ‘ - 9,353,418 - 9,285,851
General operating expenses L s .. 11,141,730 10,702,428 -
Tutal benefrls and expenaea $181,701;189 . $159,419,003
o Increase from ‘operations before excess interost crad'rts and terrn refunds $63,059,772 $45 994,534
- Excess intarest credited tc Iifa benefk reserves (32,416,103) (30 749,641)
. Term refurids {1,741,159) (2 352,449)
- Increass from operations before realized gains 19,802,570 12,802,444
'Net realized gains (losses) (10,110,483) (1,022,925}
Increase in net assets from operations : 9,692,027 11 869,519
Net assets, beginning of period ‘ 138,851,302 178,646,869
Change in accounting estimate - reserve valuation basis- : 6,800,511 T
. “Change in unréalizéd appreciation (depreciatron) of equrty secunues o
- and other invested assets 23,170,333 (57,940,031)
~Change in asset valuation reserve (4,028,479) 8,552,977)
Charige in-additional minimum lrabrlrty for pension and postralrremenl beneﬁts (1 132,230} (951,675)
Change in non- -admitted assets ) - 284,421 (326,357)
" Net asaets end of period $174,637 885

$139,851,302

nsird ce-

companies for regulatery reparling purposes. Such accounting practices, referred to-as statutory accounting practicesTare a-
comprehensive basis of accounting ofher than accounting principles qenerally accepted in the Unied States (BAAR),
AUDITED FINANTIAL STATEMENTS: Johnson Lambert & Co. is Navy Mutual's independent accountant. Our- audited- rrnanmal

statements are available by written request sent to: Navy Mu:ual Ard Assocratson Acr:oumrng Division, Hende:san HaII

28 Carpenter Road, Arlmgton VA 22217 . s
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Service Liaisons
MCPOCG Charles {Skipt W, Bowen, USCE
RADM Denise 5. Eantsr, ANDN. USPHS
VAQM Mark Ferguson. USN

SMRMT Carlion W. Kenl, USWC

ROML Dennds J. Moynihan, USH

MCPON Rick West, US

o

RADM Bruto 8. Engelhartdt, USN. Rel., CLU. Pensidan
Thomas A. Bentgn, Yiow Pies

Lauren M. Bloom. Esq., General

Michelle L Brickwedde. Vice &1e

D. Timathy Eddy, FSA, MAAR.

Allen i, McLray, EFA, GLU. Vice President,

EDR John M, McVaigh, USN. Rel., Vice
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Insuring those who serve.
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organizar
organizations should essentially be ignored in fature regulatory effors, Ifjegs necessary
W include thage Organizations in a revigeg regulatory structure, care must be taken 1o
" Tespect the historiea) tradition and service of these associations, They truly are part of the
defense establishment,
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Final Report on Iosurance Soticji Practices on Deparmént of Defagse Installations

i May 15 2006
&1“&“.1-““.‘! sﬁl'ﬂh"-‘&qum X 2 :ﬁ'tf-ﬂ'E-ﬁl—‘-..%'—M‘-‘.‘\..‘h%l-l-'!—'&“ﬂ“ Idl.'od.-'-mq—-'n' - BT, =

0043
to visit the Fort Myer office, No Commissions are paig on insurance sales, and there is no
in~person solicitatfon conducted on the Temainder of the base &1 Fort Myer or at any other
llitary installation, Association erployess and officers provide financial ang survivor
bencﬁtu'aining 10 military personpe and their familias throughout the DoD,

3.2 Navy Mutual Aid Association

on, unlessamemberhappenstoﬁsitﬂendmm Hal), Thsassocinﬁpnpays
1o commissions on insurance sales, and there is 10 in-pergon solicitation conducted on
_thereqminderqfl-!eudgmn Halj or atany othemava!ormilimy installation, '
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We Protect Your Loved Ones.

You can count on Navy Mutual to help survivors with one-of-a-kind, caring
support and service when our Members pass away.

» Our dedicated Beneficiary Services staff are 100% commitied o nelping your survivors every step
of the way.

= Navy Mulual provides beneficiaries with immediate payments of 10% of the total benefits, up to
$10,000, {o defray initial expenses.

* Nof only do we pay our insurance claims quickly, we help families notify other insurers.
also.

» Navy Mutual's vault ofters SeCUre storage of wills and other important
documents. we quickly return those documents to Members' loved ones, making it easier to handle
each Member's estate.

» We explain military survivors’ benefits 1o beneficiaries.

w if tamilies need legal assistance when the Veterans Administration denies or limits a clain. Navy
Mutual will provide that assistance at no extra chaige.

® When a Member's family has needs that we cannot satisfy, cur Bensliciaiy Services staff can connect that
tamily with other vetsrans service organizalions who offer the specizal assistance they need.

Navy Mutual, and especially our Beneficiary Services staff. knows
how painful the loss of a loved one can be. We handle every claim
with compassion, professionalism and personal care.




Products Available

Life Insurance Pians

Flex Term: Levelierm coverage to age 50 (40 for
smokers),

Family Plan: Fiex-Term insurance coverage fcr cach
spouse, with lree coverago for children.

Level Term: Level coverage with a level premium to
the age which best meets your needs, ug 1o age £5.
Permanent "Plus’”: Inlerest-sensilive whole lile
insutance that provides pormanent protection. lax-
delersed cash value growth, and a valuable long term
care option.

Generations Flan: Permanent Plus' insurance for
children or grandchildren up to age 24,

Annuity Plans

Single Premium Immediate Annuity: An immediate
rayment plan that provides a guaranteed stream of
income for the peried that best meets your needs.
Single Premium Deferred Annuity: A tax-deferred
wezlth accumulat:en retirement vehicle purchased with
a single premiurm that alfows you te lock in an inlerest
rate.

Flexible Premium Retirement Annuity: A tax-
deterred wealth accumulaticn retirement vehicle that
allows you Ic makes premium payments at any lime,
witle prowiding interest rates that change with market
rales.

Our Education Program

Government Surviver Benetits Education Presentations

Replacement Value of Military Benclits Analysis
Separaticn and Retirement Flanning Support

SEBF Decisicn Assistance




