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NOTES TO FINANCIAL STATEMENTS 

 
1)  Summary of Significant Accounting Policies 
 

A) The accompanying financial statement of American Modern Surplus Lines Insurance 
Company has been prepared in conformity with accounting practices prescribed or 
permitted by the National Association of Insurance Commissioners and the State of 
Ohio. 

     
B) The preparation of financial statements in conformity with Statutory Accounting            
Principles requires management to make estimates and assumptions that affect the           
reported amounts of assets and liabilities. It also requires disclosure of                 
contingent assets and liabilities at the date of the financial statements and the          
reported amounts of revenue and expenses during the period. Actual results could           
differ from those estimates.  

 
     C) 1) Short-term investments are stated at amortized cost 

  2) Investment grade Bonds, defined as bonds with NAIC designation 1 and 2, not 
backed by other loans are stated at amortized cost using the constant yield 
method, unless another value is required by the NAIC Capital Markets and 
Investment Analysis Office.  All other bonds not backed by loans are carried 
at the lower of amortized cost or fair value. 

        3) The Company does not own any common stock. 
        4) The Company does not own any preferred stock.  
        5) The Company has no mortgage loans on real estate. 

  6) Loan-backed and structured securities are stated at either amortized cost or 
the lower of amortized cost or fair value.  Mortgage-backed and asset-backed 
securities are valued using the retrospective adjustment method, except for 
any such impaired securities which use the prospective method.   

        7) The Company has no investment in a subsidiary. 
  8) The Company has no investments in joint ventures, partnerships, or limited                 

liability companies. 
        9) The Company currently holds no derivative instruments 

 10) The Company has no exposures that require the use of anticipated investment                
income as a factor in the premium deficiency calculation.  

11) Not Applicable 
12) The company has a written capitalization policy for prepaid expenses and 

purchases of items such as electronic data processing equipment, software, 
furniture, vehicles, other equipment and leasehold improvements. The 
predefined capitalization thresholds under this policy have not changed from 
those of the prior year. 

       13) The Company has no pharmaceutical rebate receivables. 
 
 2)  Accounting Changes and Corrections of Errors 
 

The company had no accounting changes in 2011. 
 
 3)  Business Combinations and Goodwill 
      
     The Company has no business combinations or goodwill at this time. 
 
 4)  Discontinued Operations 
 
     The company had no discontinued operations in 2011. 
 
 5)  Investments      
 
     A. Mortgage Loans 
          
        The Company has no mortgage loan currently outstanding. 
     
     B. Debt Restructuring 
 
        The Company has no outstanding debt. 
 
     C. Reverse Mortgages 
 
        The Company has no reverse mortgages. 
 
     D. Loan - Backed Securities 
         

1) The Company uses dealer modeled prepayment assumptions for single class and 
multi-class mortgage-backed/asset backed securities. 
 
2 & 3) The Company has not recognized any OTTI during the reporting period. 
 
4) a. The aggregate amount of unrealized losses: 
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      1.  Less than 12 Months:       $  0 
      2.  12 Months or Longer        $  0 
 
   b. The aggregate related fair value of securities with unrealized losses: 
 
      1.  Less than 12 Months:       $  0 
      2.  12 Months or Longer        $  0 

 
     E. Repurchase Agreements and/or Security Lending Transactions 
 
        Not Applicable 
 
     F. Real Estate 
    
              The Company has no real estate investments. 
 
     G. Investments in Low-Income Housing Tax Credits (LIHTC) 
 
        Not Applicable    
 
 
 6)  Joint Ventures, Partnerships and Limited Liability Companies 
 

The Company has no investments in Joint Ventures, Partnerships or Limited Liability        
Companies. 

 
 7)  Investment Income 
 
     The Company has no write-offs for investment income.  
 
 8)  Derivative Instruments 
 
     The Company currently holds no derivative instruments 
 
 9)  Income Taxes  
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NOTES TO FINANCIAL STATEMENTS 

 
 10)  Information Concerning Parent, Subsidiaries, Affiliates, & Other Related Parties 
 
     A, B & C) Not Applicable 
      

D) As of December 31, 2011 American Modern Surplus Lines Insurance Company had a 
balance due from related parties in the amount of $ 8,478,992 and a balance due to 
related parties in the amount of $ 4,677,388.  

 
E) The Company has no guarantees outstanding which would result in a material                 
contingent liability. 

 
F) The parent company has agreed to provide all necessary services and materials to           
the Company.  The Company reimburses the parent company for the actual cost of             
providing such services and materials. 

 
G) All outstanding shares of American Modern Surplus Lines Company are owned by 
American Family Home Insurance Company, an insurance company domiciled in the State 
of Florida. 

 
     H) The Company does not own any shares of stock of the parent company. 
 

I) American Modern Surplus Lines Insurance Company Inc. has no investment in 
subsidiary. 

 
J) American Modern Surplus Lines Insurance Company Inc. has no impaired investments 
in Subsidiary, Controlled and Affiliated Entities. 

 
     K & L) Not applicable  
 
11)  Debt 
 
     A) The Company has no capital notes 
     
     B) The Company has no outstanding debt. 
 
12)  Retirement Plans, Deferred Compensation, and Other Postretirement Benefit Plans 
 
     A, B, C, E, & F) Not Applicable 
       
     D) Since an intermediate parent company, Midland-Guardian Company, supplies all 

services, the Company maintains no deferred compensation or retirement plan, nor           
any other post-retirement benefit plans and has no legal obligation for these              
plans. Midland-Guardian Company allocates cost of benefits to the company based            
on a percentage of salaries. 

 
13)  Capital and Surplus, Dividend Restrictions, and Quasi-Reorganizations 
 

A) The company has 1,000 shares of capital stock issued and outstanding as of             
December 31, 2011 with a par value of 5,000.00 per share 

      
     B) The Company currently has no issue of preferred stock outstanding. 
 
     C) Dividends are restricted to the amount of earned surplus. 
 
     D) Not applicable 
 
     E) No restrictions exist as to the portion of Company profits that may be paid as             

ordinary dividends to stockholders. 
 
     F) No restrictions exist as to the unassigned surplus funds shown in this statement. 
      
     G) Not Applicable 
 
     H) The Company is holding no stock designated as special purpose. 
       
     I) Not Applicable 
 
     J) The portion of unassigned funds (surplus) represented by cumulative unrealized 

gains and losses is $128,649. 
                     
     K, L, & M) Not Applicable  
 
14)  Contingencies 
      
     A) The Company has no contingent commitments as of December 31, 2011. 
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     B) The Company receives various state assessments throughout the year but at this             

time is unable to estimate the possible amounts and the corresponding impact on            
the financials. 

 
     C) The Company does not have any gain contingencies. 
 
     D) The Company does not have any claims related extra contractual obligation or bad 

faith losses to report. 
 
E) The Company currently has no pending legal proceedings that are beyond the 
ordinary course of business which could have a material financial effect.  

      
15)  Leases 
 
     The Company does not have any material lease obligations at this time. 
 
16)  Financial Instruments with Off-Balance Sheet Risk and Financial Instruments with           

Concentrations of Credit Risk  
 
     The Company does not have any financial instruments with off-balance sheet risks or        

with concentrations of credit risk. 
 
17)  Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 

A) The Company did not participate in the transfers of receivables reported as            
Sales. 

 
     B) The Company did not participate in the transfers and servicing of financial      

assets. 
 
     C) 1) The Company did not have any transactions involving Wash Sales. 
 
        2) The Company does not own any NAIC designation 3 or below securities. 
 
18)  Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion 

of Partially Insured Plans  
 
     Not Applicable. 
 
19)  Direct Premium Written/Produced by Managing General Agents/Third Party 

Administrators 
 
     The Company does not have any managing general agents. 
 
20)  Fair Value Measurements 
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21)  Other Items 
 

The Company has no extraordinary items or troubled debt restructuring items to             
report. 

 
     The Company has no uncollectible asset balances to report and has not received any 

business interruption insurance recoveries. 
 
     The Company has no State Transferable Tax Credits and has no subprime mortgage 

related risk exposure. 
 
22)  Events Subsequent 
 

There are no subsequent events that may have a material effect on the financial            
condition of the Company. 

 
23)  Reinsurance 
      
     A) The Company has no unsecured reinsurance recoverable. 
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NOTES TO FINANCIAL STATEMENTS 

 
      
     B) The Company has no unsecured reinsurance recoverable currently in dispute. 
      
     C) The maximum amount of return commission due to or from reinsurers if all                   

reinsurance contracts were cancelled at December 31, 2011 was: 
 
       (1)               ASSUMED                   CEDED                   NET 
 
                    Premium      Commission        Premium     Commission       Premium     Commission     
 a. Affiliates    $15,463,889   $2,508,223       $6,301,775   $1,907,847      $9,162,114    $600,376  
       

 d. Direct Unearned Premium Reserve $ 6,301,775 
 

(2) The Company currently has no additional or return commission due to or from                
reinsurers as a result of contractual obligations that calculate commission based          
on loss experience or any other profit sharing agreement. 

      
       (3) The Company has no protected cell risks 
      
         D) The Company has not written off any uncollectible reinsurance during the year. 
      
     E) The Company has not reported in its operations any commutation of reinsurance              
during the year. 
 
     F) The Company does not have any retroactive reinsurance. 
 

     G) The Company has no reinsurance accounted for as a deposit. 
 
     H) The Company has not entered into any agreements that have qualified to receive  

P&C Run-off Accounting Treatment. 
 
24)  Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 
     The Company does not have any accrued retrospective premium adjustments. 
 
25)  Change in Incurred Losses and Loss Adjustment Expenses 
 

Reserves for incurred losses and loss adjustment expenses attributable to insured 
events of prior years have decreased.  The one year decrease is $1.0 million and is 
the result of ongoing analysis of recent loss development trends. The majority of 
the decrease results from the homeowners line of business, commercial multiple peril 
line of business and the other liability line of business. The two year decrease is 
$1.3 million.  Original estimates are increased or decreased, as additional 
information becomes known regarding individual claims. The majority of the two year 
decrease results from the homeowners line of business, other liability line of 
business, and the special property line of business. 

 
26)  Intercompany Pooling Arrangements 
 

A) American Modern Home Insurance Company acts as the lead company in the pooling 
arrangement. The American Modern Insurance Group affiliates, their NAIC#, and 
pooling percentages which are reinsured 100% by the lead company are as follows: 

 2011    
American Modern Home Insurance Company   23469   47.5%     

        American Family Home Insurance Company              23450   27%       
        American Western Home Insurance Company             35912   9%     
        American Southern Home Insurance Company            41998   4%     
        American Modern Select Insurance Company            38652   5%     
    American Modern Surplus Lines Insurance Company     12489   5%     
   American Modern Insurance Company of Florida, Inc.  12314   2%  
   First Marine Insurance Company    42722   0.5%   
 
     B) All lines and types of business are subject to the pooling arrangement. 
 

C) After assuming 100% of the direct and assumed business from the affiliated 
members of the pool, the lead company cedes to the non-affiliated reinsurers its 
direct           and assumed business in accordance with the terms of the respective 
reinsurance            contracts. The retained business is then ceded to each 
affiliate according to its          pooling percentage. 

 
D) There are no individual reinsurance agreements that provide a contractual right 
of direct recovery for any member of the pooling arrangement. 

 
E) No discrepancies exist on the corresponding assumed and ceded reinsurance                  
schedules of the pool participants. 
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F) All ceded transactions with non-affiliated reinsurers are done through the lead        
company after the assumption from the affiliated members of the pool. Therefore,           
the Provision for Unauthorized Reinsurance liability and the risk of                       
uncollectible reinsurance remains with the lead company. 

 
G) The amounts due to/(from) the lead entity and all affiliated entities participating 
in the intercompany pool as of December 31, 2011 are as follows: 

 
American Modern Home Insurance Company   13,970,118     

        American Family Home Insurance Company              (6,285,378)       
        American Western Home Insurance Company             (2,473,330)     
        American Southern Home Insurance Company               523,047     
        American Modern Select Insurance Company            (5,016,845)     
    American Modern Surplus Lines Insurance Company       (166,068)     
   American Modern Insurance Company of Florida, Inc.    (445,218)  
     First Marine Insurance Company                     (106,326) 
 
 
27)  Structured Settlements 
 
   The Company has no structured settlements.  
 
28)  Health Care Receivables 
  
      The Company has no health care receivables  
 
29)  Participating Policies 
 
      The Company has no participating policies. 
 
30)  Premium Deficiency Reserves 
 
     1. Liability carried for premium deficiency reserves          $ 0 
     2. Date of the most recent evaluation of this liability  12/31/11 
     3. Was anticipated investment income utilized in the calculation      No 
 
31)  High Deductibles 
 
      The Company has no high deductibles. 
 
32)  Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expense 
 
      The Company discounts no unpaid losses or loss adjustment expense. 
 
33)  Asbestos/Environmental Reserves 
 

The Company does not have any exposure relating to asbestos or environmental 
claims. 

 
34)  Subscriber Savings Accounts 
 
      The Company does not have any subscriber savings accounts. 
 
35)  Multiple Peril Crop Insurance 
 
      The Company has no multiple peril crop insurance exposures. 
 
36)  Financial Guaranty Insurance 
 
     The Company has no financial guaranty insurance exposures. 
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