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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
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OATH OR AFFIRMATION

I, BARDEA HUPPERT ., swear (or affirm) that, to the best of
my knowledge and bc:]iefthe accompanying financial statement and supporting schedules pertaining to the firm of
FARMERS IFINANCIAL SOLUTTONS, LLC - ,» 48
: of DECEMBER 31 ,20 06, are true and correct. [ 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:

Signature ‘ / 4

CHIEF OPERATING OFFICER
Title

- )

This report ** contains {check all applicable boxes):
(a) Facing Page.
(b) Statement of Financial Condition.
(c} Statement of [ncome (Loss).
(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changcs in Liabilities Subordinated to Claims of Creditors.
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% {g) Computation of Net Capital.
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(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information l;lelating 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.

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

(I} An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(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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PRICEAATERHOUSE(COPERS

PricewaterhouseCoopers LLP
350 South Grand Avenue

Los Angeles CA 90071
Telephone (213) 356 6000
Facsimile {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 presents 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, 2008, in conformity with-accounting principles

generally acdepted in the United States of America. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial statement based
on our audit. - We conducted our audit of this statement in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the statement is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the statement, assessing the accounting principles used and significant estimates made
by management, and evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

2&4@%«/@4@// 7P

February 14, 2007
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Farmers Financial Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC})

~_ Statement of Financial Condition

December 31, 2006

Assets
Cash and-cash equivalents

. - i .
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 capita!

The accompanying notes are an integral part of this financial statement.

11,607,688
1,975,292

13,582,980

1,848,933
820,696
19,370

2,688,999

10,893,981

13,582,980



Farmers Fmancral Solutions, LLC

(A wholly owned subsidiary of FFS Holdlng, LEC)
Notes to Statement of Financial Condition
December 31, 2006
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1. Organization

Background

Farmers Financial Sclutions, 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 isfa 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, Farmers 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 rembers 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. FGl 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 nonaffi liates.

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 statement of the Company has been prepared in conformity wuth
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, 2006,
$10,859,806 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
annumes and securities for.the Company's customers are recorded on a trade-date basis.
Commtssmn revenue and expenses on the sale of variable life insurance are recorded when the
policy |s issued. Mutual fund distribution fees are recorded as earned on an accrual basis.
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Farmers Fmancual Solutions, LLC
(A wholly owned subsidiary of FFS Holding, LLC})

- Notes to Statement of Financial Condition
December 31, 2006

2. Summary of Significant Accounting Policies (Continued)

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, 20086,
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 fiability, benefit or credit resufting from its-
separate tax position with the Parent, all tax liabilities or recoverables accrued by the Company
are deemed settled by way of a capital contribution or dividend distribution by or to the Parent.
There were no deferred tax assets or liabilities as of December 31 2006.

Use of Estimates )

The prebaration of the accompanying financial statement 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 durmg 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 Agreement (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. At
December 31, 2006 $820,696 was payable to the Parent for these services.

The employees of FGI assigned to the Company are covered under FGI's benefit ptans.

The Company has entered into a sales agreement with Farmers Life to act as distributors for the
sate of variable annuity and variable life insurance contracts issued by Farmers Life.

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 defi ned equai to the greater of $250,000 or 2% of aggregate debit balances arising from
customers transactions, as defined. At December 31, 2006, the Company had net capital of
$10,494,150, which was $10,244,150 in excess of the amount required.

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.
cleanng broker or deater, and does not otherwise hold funds or securities of customers.



