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STATEMENT AS OF SEPTEMBER 30, 2012 OF THE AMERICAN MODERN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

(1) Summary of Significant Accounting Policies 
 
No significant change 

 
(2) Accounting Changes and Corrections of Errors 
 

 American Modern Life Insurance Company (The Company) adopted SSAP 101 effective January 1, 2012. There was  
 no material impact to the financial statements due to adoption. 

 
(3) Business Combinations and Goodwill 
 

No significant change 
 
(4) Discontinued Operations 
 

Not applicable 
 
(5) Investments 
 

A. Not applicable 
 
B. Not applicable 
  
C. Not applicable 
   
D. Loan-Backed Securities 

 
1) Prepayment assumptions for single class and multi-class mortgage-backed/asset-backed securities were 

obtained from Bloomberg when available.  Other payment speed assumptions for a small number of holdings 
were reviewed with the appropriate affiliated company analyst by evaluating the underlying collateral. 

 
2) There were no other than temporary impairments (OTTI) recorded as of September 30, 2012, due to 

management’s intent to sell or inability to hold a security until recovery. 
 

3) As of September 30, 2012, the Company did not hold any securities for which an OTTI has previously been 
recognized. 

 
4) As of September 30, 2012, there were no securities where fair value is less than carrying value for which an 

OTTI has not been taken. 
 
5) In determining whether a decline in value is other than temporary, the Company considers several factors 

including, but not limited to the following: the extent and duration of the decline in value; the Company’s ability 
or lack of intent to retain the investment for a period of time sufficient to recover the amortized cost basis; and 
the performance of the security’s underlying collateral and projected future cash flows. In projecting future 
cash flows, the Company incorporates inputs from third-party sources and applies reasonable judgment in 
developing assumptions used to estimate the probability and timing of collecting all contractual cash flows. 

  
E.  Not applicable 

 
F.  Not applicable 

 
G. Not applicable 

 
(6) Joint Ventures, Partnerships and Limited Liability Companies 
 

Not applicable 
 
(7) Investment Income       
 

Not applicable 
 
(8) Derivative Instruments 
 

Not applicable 
 

(9) Income Taxes 
    

No significant change 
 
(10) Information Concerning Parent, Subsidiaries and Affiliates 
 

In August 2011, American Modern Insurance Group executed a purchase agreement with Minnesota Life Insurance 
Company to acquire the Company. This agreement received regulatory approval and closed effective January 1, 
2012. 
 



7.1

STATEMENT AS OF SEPTEMBER 30, 2012 OF THE AMERICAN MODERN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

 
(11) Debt 
 

Not applicable 
 
(12) Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences            
   and Other Postretirement Benefit Plans 
 

Not applicable 
 
(13) Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
 

No significant change 
 
(14) Contingencies 
 

No significant change 
 
(15) Leases 
 

Not applicable 
 
(16) Information About Financial Instruments With Off-Balance Sheet Risk And Financial Instruments  
  With Concentrations of Credit Risk 
 

No significant change 
 

(17) Sale Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 

Not applicable 
 
(18) Gain or Loss to the Reporting Entity from Uninsured A&H Plans and the Uninsured Portion of  
  Partially Insured Plans 
 

Not applicable 
 
(19) Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 

Not applicable 
 
(20) Fair Value Measurements 
 

A. The fair value of the Company’s financial assets and financial liabilities has been determined using available 
market information as of September 30, 2012. Although the Company is not aware of any factors that would 
significantly affect the fair value of financial assets and financial liabilities, such amounts have not been 
comprehensively revalued since those dates. Therefore, estimates of fair value subsequent to the valuation dates 
may differ significantly from the amounts presented herein. Considerable judgment is required to interpret market 
data to develop the estimates of fair value. The use of different market assumptions and/or estimation 
methodologies may have a material effect on the estimated fair value amounts.  
 
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (exit price) in 
an orderly transaction between market participants at the measurement date. In determining fair value, the 
Company primarily uses the market approach which utilizes a process and other relevant information generated 
by market transactions involving identical or comparable assets or liabilities. To a lesser extent, the Company also 
uses the income approach which uses discounted cash flows to determine fair value. When applying either 
approach, the Company maximizes the use of observable inputs and minimizes the use of unobservable inputs. 
Observable inputs reflect the assumptions market participants would use in valuing a financial instrument based 
on market data obtained from sources independent of the Company. Unobservable inputs reflect the Company’s 
estimates about the assumptions market participants would use in valuing financial assets and financial liabilities 
based on the best information in the circumstances. 
 
The Company is required to categorize its financial assets and financial liabilities carried at fair value on the 
statutory statements of admitted assets, liabilities and capital and surplus according to a three-level hierarchy. A 
level is assigned to each financial asset and financial liability based on the lowest level input that is significant to 
the fair value measurement in its entirety. The levels of fair value hierarchy are as follows: 
 
Level 1 – Fair value is based on unadjusted quoted prices for identical assets or liabilities in an active market. The 
types of assets and liabilities utilizing Level 1 valuations generally include money-market funds and actively-
traded U.S. and international common stocks.  
 
Level 2 – Fair value is based on significant inputs, other than quoted prices included in Level 1, that are 
observable in active markets for identical or similar assets and liabilities. 
 
Level 3 – Fair value is based on at least one or more significant unobservable inputs. These inputs reflect the 
Company’s assumptions about the inputs market participants would use in pricing the assets or liabilities.  



7.2

STATEMENT AS OF SEPTEMBER 30, 2012 OF THE AMERICAN MODERN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

(20) Fair Value Measurements (Continued) 
 
The Company uses prices and inputs that are current as of the measurement date. In periods of market 
disruption, the ability to observe prices and inputs may be reduced, which could cause an asset or liability to be 
reclassified to a lower level.  
 
Inputs used to measure fair value of an asset or liability may fall into different levels of the fair value hierarchy. In 
these situations, the Company will determine the level in which the fair value falls based upon the lowest level 
input that is significant to the determination of the fair value.  
 
The following table summarizes by level of fair value hierarchy the financial assets measured and reported by the 
Company at fair value as of September 30, 2012: 

 
 Level 1  Level 2  Level 3  Total 
a. Assets at fair value:         
 Short-term investments:        
  Money market mutual funds $ 622,248  $ -  $ -  $ 622,248 
 Common stocks        
  Industrial & miscellaneous 2,593,080  -  -  2,593,080 
   Total assets at fair value $ 3,215,328  $ -  $ -  $ 3,215,328 
        

 
(1) The Company did not have any transfers between Level 1 and Level 2 of the fair value hierarchy as of 

September 30, 2012. 
 

(2) The Company did not have any Level 3 assets as of September 30, 2012. 
 

(3) Not applicable – no transfers of securities between levels. 
 

(4) Not applicable – no level 2 or level 3 assets or liabilities. 
 

(5) Not applicable – no derivative assets or liabilities 
 

B. Not applicable 
 

C. The following table summarizes by level of fair value hierarchy the aggregate fair value of all financial assets held 
by the Company as of September 30, 2012: 

 

 
D. Not applicable 

 
(21) Other Items 
 

No significant change 
 
(22) Events Subsequent 
 

No significant change 
 
(23) Reinsurance 
 

No significant change 
 
(24) Retrospectively Rated Contracts 
 

No significant change 
 
 
 
 
 
 
 
 
 

Type of 
financial 

instrument 

 
Aggregate 
fair value 

 
Admitted 
assets 

 

Level 1 

 

Level 2 

 

Level 3 

 Not 
practicable 

carrying value 
Bonds  $ 42,199,597  $ 39,798,873  $ 11,911,373  $ 30,288,224  $ -  $ - 
Common 
stocks 

 
2,593,080  2,593,080   2,593,080   -   -   - 

Short terms  622,248  622,248   622,248   -   -   - 
 Total assets  $ 45,414,925  $ 43,014,201  $ 15,126,701  $ 30,288,224  $ -  $ - 



7.3

STATEMENT AS OF SEPTEMBER 30, 2012 OF THE AMERICAN MODERN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

 
(25) Change in Incurred Losses and Loss Adjustment Expenses. 
 

Activity in the liability for unpaid accident and health claims and claim adjustment expenses is summarized as follows: 
 

 9/30/2012  12/31/2011 
Balance at January 1 $ 15,522,298  $ 14,753,733 
 Less: reinsurance recoverable 9,488,885  11,380,700 
Net balance at January 1 6,033,413  3,373,033 

Incurred related to:    
 Current year 2,265,959  1,165,438 

 Prior years (697,182)         2,218,897 
Total incurred 1,568,777  3,384,335 

Paid related to:    

 Current year 587,493  (988,314) 
 Prior years 1,625,117  1,712,269 
Total paid 2,212,610  723,955 

Net balance at end of period 5,389,580  6,033,413 
 Plus: reinsurance recoverable 8,026,697  9,488,885 

Balance at end of period $ 13,416,277  $ 15,522,298 
 
(26) Intercompany Pooling Arrangements 
 

Not applicable 
 
(27) Structured Settlements 
 

Not applicable 
 
(28) Health Care Receivables 
 

Not applicable 
 
(29) Participating Policies  
 

Not applicable 
  
(30) Premium Deficiency Reserves  
 

Not applicable 
 
(31) Reserves for Life Contracts and Deposit-Type Contracts 
 

No significant change 
 
(32) Analysis of Annuity Actuarial Reserves and Deposit Liabilities by Withdrawal Characteristics 
 

Not applicable 
 
(33) Premium and Annuity Considerations Deferred and Uncollected 
 

Not applicable 
 
(34) Separate Accounts 
 

Not applicable 
 
(35) Loss/Claim Adjustment Expenses 
 

No significant change 
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