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OATH OR AFFIRMATION

I, BARDEA HUPPERT ' , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
FARMERS FINANCIAL SOLUTIONS, LLC , as

of DECEMBER 31 ,20 05 are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

N/A

comiunr iy | e X %M—

Signature

CHIEF OPERATING OFFICER
Title

This report ** contains (check all applicable boxes):

A (a) Facing Page.

P (b) Statement of Financial Condition.

(B (c) Statement of Income (Loss).

(¥ (d) Statement of Changes in Financial Condition.

A (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors” Capital.

O (f Statement of Changes in Liabilities Subordinated to Claims of Creditors.

@ (g) Computation of Net Capital.

= (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

0] (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

@ () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

B (1) An Oath or Affirmation.

{J (m) A copy of the SIPC Supplemental Report.

(3 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

*+For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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State of California

County of LO S- AchJQgA_ SS-

@{See Attached Document (Notary to cross out lines 1-6 below)
[J See Statement Below (Lines 1-5 to be completed only by document signer|s], not Notary)
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W
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Signature of Document Signer No. 1 Signature of Document Signer No. 2 (if any)

Subscribed and sworn to (or affirmed) before me on this

~
‘;gaiday of T braes , 200l by

Month Q Year

(1)Dgcwol{o\ C. Huegert

Name of Signer UV

&Personally known to me
I Proved to me on the basis of satisfactory evidence
to be the person who appeared before me (.) (,)
(and

@) :

Name of Signer

{7 Personally known to me

Place Notary Seal Above

OPTIONAL
Though the information below is not required by law, it may prove -
valuable to persons relying on the decument and could prevent “'GS',I ;,'2;#,"23‘:,‘3‘” E GS',I g,*é‘i,"éﬁ‘;g‘m
fraudulent removal and reattachment of this form to another document. : Top of thumb here Top of thumb here

Further Description of Any Attached Document

Title or Type of Document:

Document Date: Number of Pages:

Signer(s) Other Than Named Above:
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©2004 Nationa! Notary Association « 9350 De Soto Ave., P.O. Box 2402 « Chatsworth, CA 91313-2402 « www.NationalNotary.org Item #5910 Reorder: Call Toll-Free 1-800-876-6827
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PricewaterhouseCoopers LLP
350 South Grand Avenue

Los Angeles CA 90071
Telephone (213) 356 6000
Facsirnile (813) 637 4444

Report of Independent Auditors

To the Board of Directors and Member of
Farmers Financial Solutions, LLC

In our opinion, the accompanying statement of financial condition and the related statements of
operations, changes in member's capital and cash flows present fairly, in all material respects, the
financial position of Farmers Financial Solutions, LLC (a wholly owned subsidiary of FFS Holdings,
LLC) (the “Company”) at December 31, 2005, and the results of its operations and its cash flows for
the year then ended, in conformity with accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit. 'We conducted
our audit of these financial statements in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit tc obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates rnade by
management, and evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedules I and 11 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934, Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

R WY

February 21, 2006




Farmers Financial Solutions, LLC

(A wholly owned subsidiary of FFS Holding, LLC) |

Statement of Financial Condition
December 31, 2005

Assets
Cash and cash equivalents

- Commissions and fees receivable

Total assets

Liabilities and Member's Capital
Liabilities

Commissions payable

Payable to FFS Holding, LLC

Total liabilities
Member's capital
Total liabilities and member's capital

$ 10,469,131
1,934,138

§ 12,403,269

$ 1,804,847
131,641

1,936,488
10,466,781
$ 12,403,269

The accompanying notes are an integral part of these financial statements.
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Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC)
Statement of Operations

Year Ended December 31, 2005

Revenues

Commission revenue
Distribution fees

Interest and dividend income

Total revenue

Operating expenses
Commission expense
Operating expenses

Total expense
Income before income taxes
Provision for income taxes

Net income

The accompanying notes are an integral part of these financial statements.
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$ 28,261,192
4,489,205
239,386

32,989,783

25,393,829
4,465,375

29,859,204

3,130,579
1,095,703
32,034,876
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Farmers Financial Solutions, LLC

(A wholly owned subsidiary of FFS Holding, LLC)
Statement of Changes in Member’s Capital
Year Ended December 31, 2005

Balance at December 31, 2004
Contribution by FFS Holding, LLC
Net income

Balance at December 31, 2005

The accompanying notes are an integral part of these financial statements.
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$ 7,336,202
1,095,703
2,034,876

$10,466,781



Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC)
Statement of Cash Flows

Year Ended December 31, 2005

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Settlement of tax liability with FFS Holding, LLC by capital contribution
Changes in operating assets and liabilities
Commissions receivable
Commissions payable
Payable to FFS Holding, LLC

Net cash provided by operating activities
Net increase in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year

The accompanying notes are an integral part of these financial statements.
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§ 2,034,876

1,095,703

(232,534)
72,007
(329,613)

T 2.640,439

2,640,439

7,828,692

'$10,469,131



Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC)
Notes to Financial Statements
December 31, 2005

1. Organization

Background

Farmers Financial Solutions, LLC (the “Company™), a Nevada limited liability company formed on
December 21, 1999, is a wholly owned subsidiary of FFS Holding, LLC (the “Parent™). The
Parent, in turn, is a wholly owned subsidiary of Mid-Century Insurance Company (“Mid-
Century”), which is a member of the Farmers Property and Casualty Group (the “P&C Group™),
which is comprised of Farmers Insurance Exchange (“FIE”), Fire Insurance Exchange (“Fire™),
Truck Insurance Exchange (“Truck™), various stock insurance subsidiary companies, armers
Texas County Mutual Insurance Company, and Farmers Reinsurance Company (“Farmers Re”).
The P&C Group’s policies are marketed through its captive agency force utilizing its trade name
and logo, Farmers Insurance Group of Companies®.

Farmers Group, Inc. (“FGI”) is an insurance holding company that provides management services,
either directly or indirectly through wholly owned subsidiaries, as attorney-in-fact for certain
members of the P&C Group. Except for Farmers Re, the members of the P&C Group are not
-owned in whole or in part by FGI. FGI is owned by Zurich Financial Services (“Zurich”), a Swiss
company headquartered in Zurich.

Nature of Operations

The Company functions as the broker-dealer for the captive agency force shared by Farmers New
World Life (“Farmers Life™), a wholly owned subsidiary of FGI, and FIE, Fire, and Truck. The
Company is the distributor of variable annuity contracts and variable life insurance contracts issued
by Farmers Life and mutual funds and 529 savings plans sponsored by nonaffiliates.

The Company is a registered broker-dealer under the Securities Exchange Act of 1934 and a
member of the National Association of Securities Dealers (“NASD”). In the normal course of
business, the Company's customer activities involve the introduction or transmittal of customers’
applications and funds to product sponsors for execution and settlement.

2. Summary of Significant Accounting Policies

Basis of Presentation
The accompanying financial statements of the Company have been prepared in conformity with
accounting principles generally accepted in the United States of America.

Cash and Cash Equivalents

The Company invests certain cash balances in money market funds. Management considers these
investments to be cash equivalents for the purposes of these financial statements. These
investments are carried at cost, which approximates fair value. At December 31, 2005, $8,884,517
was invested in two money market funds.

Securities Transactions

All securities transactions for the account of the Company and its customers are executed and
cleared by other broker-dealers. Commission revenue and expenses on the sale of variable
annuities and securities for the Company's customers are recorded on a trade-date basis.
Commission revenue and expenses on the sale of variable life insurance are recorded when the
policy is issued. Mutual fund distribution fees are recorded as earned on an accrual tasis.




Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC)
Notes to Financial Statements
December 31, 2005

Income Taxes

The Company is a single member limited liability company, which is treated as a disregarded entity
for federal income tax purposes. As a result, the Company is effectively treated as a division of the
Parent for federal income tax purposes. For the year ended December 31, 2005, the Company has
provided for income taxes as if it were a stand-alone taxpayer. However, because the Company is
not required to settle any tax liability, benefit or credit resulting from its separate tax position with
the Parent, all tax liabilities or recoverables accrued by the Company are deemed settied by way of
a capital contribution or dividend distribution by or to the Parent. For the year ended December 31,
2005, the Company recorded a capital contribution in the amount of $1,095,703 related to the
current year tax liability. There were no deferred tax assets or liabilities as of December 31, 2005.
There was no state income tax as the Company is owned by an insurance company which does not
pay state taxes.

Use of Estimates

The preparation of the accompanying financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the financial
statements and the reported amounts of income and expenses during the reporting period. Actual
results could differ from those estimates.

3. Transactions With Affiliates and FGI

The Company has entered into an Administrative Service and Expense Sharing Agrecment (the
“Agreement”) with the Parent dated November 27, 2003. The Company reimburses the Parent for
costs incurred by the Parent to provide management and administrative services. Total expenses
charged to the Company were approximately $4,465,375 for the year ended December 31, 2005,
which are reflected in the accompanying statement of operations. At December 31, 2005,
$131,641 was payable to the Parent for these services.

The employees of FGI assigned to the Company are covered under FGI’s benefit plans.

The Company has entered into a sales agreement with Farmers Life to act as distributors for the
sale of variable annuity and variable life insurance contracts issued by Farmers Life. Commissions
revenue from Farmers Life variable annuity and life insurance contracts totaled $16,227,430 for the
year ended December 31, 2005.

4. Net Capital Requirements

Under Rule 15¢3-1 of the Securities Exchange Act of 1934 (the “Rule”), the Company is required
to maintain a minimum net capital amount. The Company has elected to use the alternative
method, permitted by the Rule, which requires that the Company maintain minimum net capital, as
defined equal to the greater of $250,000 or 2% of aggregate debit balances arising from customers’
transactions, as defined. At December 31, 2005, the Company had net capital of $9,954,110,
which was $9,704,110 in excess of the amount required.
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Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC)
Notes to Financial Statements
December 31, 2005

The Company is exempt from the provisions of Rule 15¢3-3 (pursuant to paragraph k{2)(i) of such
Rule) under the Securities Exchange Act of 1934 as an introducing broker or dealer that carries no
customers' accounts, promptly transmits any customer funds and customer securities to the clearing
broker or dealer, and does not otherwise hold funds or securities of customers.
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Farmers Financial Solutions, LLC
{A wholly owned subsidiary of FFS Holding, LLC)

Computation of Net Capital for Under SEC Rule 15¢3-1

December 31, 2005 Supplemental Schedule |
Net capital
Member's capital $10,466,781

Deductions and charges
Less: Nonallowable assets

Commissions receivable __(334,981)
Net capital before charges on securities positions 10,131,800
Less: Haircuts on cash equivalents i (177,690)
Net capital _‘S 9,954,110
Net capital requirement (greater of 2% of ‘
aggregate customers’ debits or $250,000) .$ 250,000
Excess net capital .$ 9,704,110
Note: There are no material differences between this computation of net capital and the corresponding

computation prepared by the Company for inclusion in its unaudited Part IIA FOCUS Report as
of December 31, 2005.




Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC)

Computation for the Determination of Reserve Requirements

Under SEC Rule 15¢3-3 Supplemental Schedule Il

The Company is exempt from the provisions of Rule 15¢3-3 (pursuant to paragraph k(2)(i) c¢f such Rule)
under the Securities Exchange Act of 1934 as an introducing broker or dealer that carries no customers'
accounts, promptly transmits any customer funds and customer securities to the clearing broker or dealer,
and does not otherwise hold funds or securities of customers. Operating under such exemption, the
Company has not prepared a Determination of Reserve Requirements for Brokers or Dealers.
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PricewaterhouseCoopers LLP
350 South Grand Avenue

Los Angeles CA 80071
Teleptione (213) 356 6000
Facsirnile (813) 637 4444

Report of Independent Auditors on Internal Control
Required by SEC Rule 17a-5

To the Board of Directors and Member of
Farmers Financial Solutions, LLC

In planning and performing our audit of the financial statements and supplemental schedules of
Farmers Financial Solutions, LLC (a wholly owned subsidiary of FFS Holdings, LLC) (the
“Company”) for the year ended December 31, 2005, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control.

Also, as required by Rule 17a-5(g) of the Securities and Exchange Commission (the “SEC”), we have
made a study of the practices and procedures followed by the Company, including tests of compliance
with such practices and procedures, that we considered relevant to the objectives stated in Rule 17a-
5(g), in the following:

1. Making the periodic computations of aggregate debits and net capital under Rule 17a-3(a)(11); and
2. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the
Company in any of the following;:

1. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13;

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3;

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the second paragraph of this report. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of control and of the practices and procedures referred to in the second paragraph of
this report, and to assess whether those practices and procedures can be expected to achieve the SEC’s
above mentioned objectives. Two of the objectives of internal control and the practices and procedures
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are to provide management with reasonable, but not absolute, assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the second
paragraph of this report.

Because of inherent limitations in internal control or the practices and procedures referred to above,
errors or fraud may occur and not be detected. Also, projection of any evaluation of internal control to
future periods is subject to the risk that controls may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of
the specific internal control components does not reduce to a relatively low level the risk that error or
fraud in amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving internal control, including procedures for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to ir the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2005 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, the Member,
management, the SEC, the National Association of Securities Dealers, Inc., and other regulatory
agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers, and is not intended to be and should not be used by anyor.e other than
these specified parties.

%’W?M v/

February 21, 2006
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