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Blackman Kallick

Blackman Kallick Bartelstein LLP
10 South Riverside Plaza

gth Floor

Chicago, IL 60606

Phone 312/207-1040
Fax 312/207-1066

Independent Auditor’s Report

Board of Directors
FED Mutual Financial Services, Inc.
(A Wholly Owned Subsidiary of Federal Life Insurance Company (Mutuali))

We have audited the accompanying statement of financial condition of FED Mutual Financial Services,
Inc. (a whoily owned subsidiary of Federal Life Insurance Company (Mutual)) as of December 31, 2007,
and the related statements of operations, changes in stockholder’s equity and cash flows for the year then
ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. 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 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 financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of FED Mutual Firancial Services, Inc. (a wholly owned subsidiary of Federal Life Insurance
Company (Mutual)} as of December 31, 2007, 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.

A Member of HLB tnternational
A Worldwide Organization of Accounting Firms and Business Advisors

BlackmanKallick.com
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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 II 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.

20 Mar Kl (1P

Chicago, Illinois
February 26, 2008
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FED Mutual Financial Services, Inc.

Statement of Financial Condition

December 31, 2007

Assets

Cash

Investment - Common stock (Notel)
Receivable from affiliate

Total Assets
Liabilities and Stockholder’s Equity
Liabilities
Accrued expenses
Deferred tax liability
Total Liabilities

Stockholder’s equity (Note 2):
Common stock, no par value - 2,000 shares authorized
10 shares issued and outstanding
Additional paid-in capital
Accumulated deficit

Total Stockholder’s Equity
Total Liabilities and Stockholder’s Equity

See accompanying notes.

33,241
14,847
259

48,347

9,000
3,926

12,926

1,000
408,196
(373,775)

35,421

48,347




FED Mutual Financial Services, Inc.
Statement of Operations

Year Ended December 31, 2007

Income

Commissions
Life and accident and health insurance sales
Variable annuity sales

Administration fees and other

Ordinary income

Interest income :

Unrealized gain on investment - Common stock

Total Income
Expenses
Commissions
Life and accident and health insurance sales
Variable annuity sales
General and administrative expenses

Total Expenses

Income before income tax expense
Federal and state income tax expense

Net Income

See accompanying notes.

2,140
63
569
35,000
93
5,610

43,475

2,140
63
15,256

17,459

26,016
8,845

17,171




FED Mutual Financial Services, Inc.
Statement of Changes in Stockholder’s Equity

Year Ended December 31, 2007

Balance, January 1, 2007
Net income

Balance, December 31, 2007

See accompanying notes.

Additional Total
Common Paid-In Accumulated Stockholder’s
Stock Capital Deficit Equity
3 1,600 $ 408,196 $ (390,946) $ 18,250
- - 17,171 17,171
h) 1,000 $ 408,196 $ 373,715 § 35421




FED Mutual Financial Services, Inc.
Statement of Cash Flows

Year Ended December 31, 2007

Operating Activities
Net income $ 17,171
Adjustments to reconcile net income to net cash

provided by operating activities

Decrease in accounts receivable 136

Increase in accrued expenses 1,884
Unrealized gain on investment - Common stock (5,610)

Net Cash Provided by Operating Activities 13,581

Increase in cash 13,581

Cash as of January 1, 2007 19,660

Cash as of December 31, 2007 ) 33,241

See accompanying notes.

There were no changes in the common stock or additional paid-in capital accounts during the
year ended December 31, 2007.




FED Mutual Financial Services, Inc.
Notes to Financial Statements

Year Ended December 31, 2007

1. Organization and Summary of Significant Accounting Policies
Organization and Operations

FED Mutual Financial Services, Inc. (the Company) is a wholly owned subsidiary of Federal Life Insurance
Company (Mutual) (Federal Life). The Company is a registered broker-dealer and a member of the National
Association of Securities Dealers, Inc. (NASD) and acts as underwriter and distributor for variable annuity
contracts sponsored by Federal Life. The Company is also licensed as a general insurance agency and
brokers’ insurance business written by Federal Life.

Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those estimates.

Related Party Transactions

All of the Company’s commission and administration fee income is derived from the sale of insurance
products of affiliates.

Federal Life incurs various expenses on behalf of the Company, principally rent and the salaries of personnel
who conduct the operations of the Company. The Company accrues $200 per month to reimburse Federal
Life for these expenses.

Investments

The Company, through a private offering, has purchased NASDAQ common stock. The common stock is
carried at fair value with any change in fair value reported as unrealized gain (loss) in operations.

Income Taxes

The operations of the Company are included in the life-nonlife consolidated federal income tax return of
Federal Life. In accordance with intercompany policy, the Company provides taxes on taxable income or loss
based principally on a separate Company tax calculation. As of December 31, 2007, the Company had a
deferred tax liability of $3,926 related to the unrealized gain on investment — common stock. The Company
paid federal income taxes of $7,181 in 2007.

Ordinary Income

Ordinary income consists of the benefit NASDAQ shareholders received as a result of the merging of the
regulatory enforcement responsibilities of the National Association of Securities Dealers, Inc. (NASD) and
the New York Stock Exchange (NYSE) into the Financial Industry Regulatory Authority (FINRA).



FED Mutual Financial Services, Inc.
Notes to Financial Statements (Continued)

Year Ended December 31, 2007

2. Net Capital Requirements

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the Company is
required to maintain a minimum amount of net capital as defined under such provisions. Net capital and the
related net capital ratio may fluctuate on a daily basis. As of December 31, 2007, the Company had net capital
of $36,861, minimum net capital requirements of $5,000 and a ratio of aggregate indebtedness to net capital
of 0.24 to 1. The net capital rules may effectively restrict the payment of cash dividends.




Supplementary Information Follows




Schedule |
FED Mutual Financial Services, Inc.

Computation of Net Capital and Aggregate Indebtedness Under Rule 15¢3-1

December 31, 2007
Aggregate Indebtedness
Accrued expenses $ 9,000
Net Capital
Common stock $ 1,000
Additional paid-in capital 408,196
Accumulated deficit (373,775)
35,421

Add

Deferred tax liability 3,926
Less

15% haircut on investment - Common stock (2,227)

Receivable from affiliate (259)
Net capital $ 36,861
Capital Requirements
Minimum net capital requirement 3 5,000
Net capital in excess of minimum requirement 31,861
Net capital as above $ 36,861
Ratio of aggregate indebtedness to net capital 2401

There were no material differences between the audited computation of net capital included in
this report and the corresponding schedule included in the Company's unaudited December 31,
2007, Part II4 FOCUS filing.

See independent auditor’s report regarding supplemental information.



Schedule 11
FED Mutual Financial Services, Inc.
Statement Relating to Certain Determinations Required Under Rule 15¢3-3

December 31, 2007

The Company is exempt under paragraph (k)(1)(i) of Rule 15¢3-3 of the Securities and Exchange
Commission rule from the requirement to maintain a “Special Reserve Bank Account for the Exclusive
Benefit of Customers.”

See independent auditor’s report regarding supplemental information. 10




Blackman Kallick

Blackman Kallick Bartelsteln L{P
10 South Riverside Plaza

gth Floor

Chicago, IL 60606

Phone 312/207-1040
Fax 312/207-1066

Independent Auditor’s Report on Internal Control
Required by SEC Rule 17a-5

Board of Directors
FED Mutual Financial Services, Inc.
(A Wholly Owned Subsidiary of Federal Life Insurance Company (Mutual))

In planning and performing our audit of the financial statements and supplemental schedules of FED
Mutual Financial Services, Inc. (the Company), a wholly owned subsidiary of Federal Life Insurance
Company (Mutual), for the year ended December 31, 2007, 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 internal control,

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (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 172-5(g) in making the
periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)}(11) and for
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

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

A Member of HLB International .
AWorldwide Organization of Accounting Firms and Business Advisors BlackmanKallick.com




The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls, and of the practices and procedures referred to in the preceding
paragraph, 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 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 conformity with accounting
principles generally accepted in the United States of America. Rule 17a-3(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them to
future periods is subject to the risk that they 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 the specific internal
control components does not reduce to a relatively low level the risk that misstatements caused by 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 controls for safeguarding
securities, which we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities and 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 as of December 31, 2007, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors; 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 anyone other than these specified parties.

750 Ma. HL0E (L

Chicago, Illinois
February 26, 2008 S e e
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