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Independent Auditor’s Report
To the Board of Directors
ALPS Property & Casualty Insurance Company
d/b/a Attorneys Liability Protection Society, A Risk Retention Group
Report on the Financial Statements
We have audited the accompanying statutory financial statements of ALPS Property & Casualty
Insurance Company, which comprise the statutory statements of admitted assets, liabilities, capital and
surplus as of December 31, 2018 and 2017; the related statutory statements of operations, changes in
capital and surplus, and cash flows for the years then ended; and the related notes to the statutory
financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these statutory financial
statements in accordance with the accounting practices prescribed or permitted by the Montana
Commissioner of Securities and Insurance; this includes the design, implementation and maintenance of
internal control relevant to the preparation and fair presentation of statutory financial statements that are
free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these statutory financial statements based on our audits.
We conducted our audits 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 statutory financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the statutory financial statements. The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the statutory financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the statutory financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
statutory financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Basis for Adverse Opinion on Accounting Principles Generally Accepted in the United States of
America
As described in Note 2 to the statutory financial statements, ALPS Property & Casualty Insurance
Company prepared these financial statements using accounting practices prescribed or permitted by the
Montana Commissioner of Securities and Insurance, which is a basis of accounting other than accounting
principles generally accepted in the United States of America. The effects on the financial statements of
the variances between these statutory accounting practices and accounting principles generally accepted
in the United States of America are material and are described in Note 2.
Adverse Opinion on Accounting Principles Generally Accepted in the United States of America
In our opinion, because of the significance of the matter discussed in the Basis for Adverse Opinion on
Accounting Principles Generally Accepted in the United States of America paragraph, the financial
statements referred to above do not present fairly, in accordance with accounting principles generally
accepted in the United States of America, the financial position of ALPS Property & Casualty Insurance
Company as of December 31, 2018 and 2017, or the results of its operations or its cash flows for the
years then ended.
Opinion on Regulatory Basis of Accounting
In our opinion, the statutory financial statements referred to above present fairly, in all material respects,
the admitted assets, liabilities, capital and surplus of ALPS Property & Casualty Insurance Company as of
December 31, 2018 and 2017, and the results of its operations and its cash flows for the years then
ended on the basis of accounting described in Note 2.
Report on Supplementary Information
Our audits were conducted for the purpose of forming an opinion on the basic statutory financial
statements taken as a whole. The accompanying summary investment schedule as of December 31,
2018, and investment risks and reinsurance interrogatories as of December 31, 2018, and for the year
then ended (supplementary information) are presented for purposes of additional analysis and are not a
required part of the basic statutory financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other records
used to prepare the statutory financial statements. The effects on the supplementary information of the
variances between the statutory accounting practices and accounting principles generally accepted in the
United States of America, although not reasonably determinable, are presumed to be material. As a
consequence, the supplementary information does not present fairly, in conformity with accounting
principles generally accepted in the United States of America, such information of ALPS Property &
Casualty Insurance Company as of December 31, 2018, and for the year then ended. The supplementary
information has been subjected to the auditing procedures applied in the audit of the statutory financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the statutory financial statements,
or to the statutory financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the supplementary
information is fairly stated in all material respects in relation to the statutory financial statements taken as
a whole.

Omaha, Nebraska
April 24, 2019
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ALPS Property & Casualty Insurance Company
Statutory Statements of Admitted Assets, Liabilities, Capital and Surplus
December 31, 2018 and 2017
2017

2018
Admitted Assets
Invested assets and cash:
Bonds
Common stocks
Other invested assets
Receivable for securities
Cash and short-term investments
Total invested assets and cash

$

Other admitted assets:
Premiums receivable
Accrued investment income
Reinsurance receivable
Deferred tax assets
Deductible receivable
Total other admitted assets

101,182,831
6,625,661
2,978,666
9,593,498
120,380,656

$

3,193,932
1,173,673
443,057
2,102,788
68,686
6,982,136

3,086,884
1,178,685
549,389
1,584,776
19,435
6,419,169

Total admitted assets

99,711,457
7,301,883
3,145,842
1,010
14,016,530
124,176,722

$

126,799,825

$

131,158,858

$

58,855,568
15,684,573
3,789,892
1,496,958
2,150,314
238,379
319,776
397,286
1,524,895
689,132
11,425
85,158,198

$

56,566,142
15,229,060
4,171,707
11,557,293
2,017,258
132,638
229,594
265,824
271,957
10,099
90,451,572

Liabilities, Capital and Surplus
Liabilities:
Reserve for losses and loss adjustment expense
Unearned premiums
Ceded reinsurance premium payable
Funds held under reinsurance treaties
Advanced premiums
Accrued taxes and licenses payable
Other expenses payable
Remittances and items not allocated
Due to broker
Due to parent, subsidiaries and affiliates
Amounts withheld or retained by Company for the account of others
Total liabilities
Capital and surplus:
Certificates of contribution
Common stock, $1 par; 5,000,000 shares authorized, issued and outstanding
Paid-in and contributed surplus
Surplus notes
Unassigned surplus
Total capital and surplus
Total liabilities, capital and surplus

$

See notes to statutory financial statements.
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185,009
5,000,000
700,652
10,166,787
24,654,838
40,707,286

124,261
5,000,000
5,500,652
4,608,828
26,407,886
41,641,627
126,799,825

$

131,158,858

ALPS Property & Casualty Insurance Company
Statutory Statements of Operations
Years Ended December 31, 2018 and 2017
2017

2018
Underwriting income:
Gross premiums written
Reinsurance ceded
Net premiums written

$

Change in unearned premiums
Net premiums earned
Underwriting expenses:
Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses, net of reinsurance ceding commission
of $227,650 and $165,833, respectively
Total losses and underwriting expenses
Underwriting income
Realized loss on investments, net of income tax benefit of
$180,393 and $71,232, respectively
Investment income, net of investment expense of $938,131 and
$834,360, respectively
Other income
Income before provision for federal income taxes

48,852,801
(16,076,081)
32,776,720

$

(455,513)
32,321,207

(1,155,829)
31,384,691

6,116,544
14,274,839

13,294,217
7,036,452

10,818,818
31,210,201

10,865,480
31,196,149

1,111,006

188,542

(138,277)

(678,622)

3,719,055
186,021
3,955,341

3,576,514
198,818
4,207,716

Provision for federal income taxes

(579,606)

(141,276)

Net income

$

See notes to statutory financial statements.

4

48,388,079
(15,847,559)
32,540,520

4,066,440

$

3,375,735

ALPS Property & Casualty Insurance Company
Statutory Statements of Changes in Capital and Surplus
Years Ended December 31, 2018 and 2017

Common Stock
Shares
Amount

Paid-In and
Contributed
Surplus

Balance, December 31, 2016
Net change in unrealized gains
Surplus refunds
Repayment of surplus notes
Net change in nonadmitted assets
Net change in deferred taxes
Dividends to stockholders
Net income
Balance, December 31, 2017
Net change in unrealized gains
Surplus refunds
Paid-in surplus
Repayment of surplus notes
Net change in nonadmitted assets
Net change in deferred taxes
Dividends to stockholders
Net income

5,000,000
5,000,000
-

$ 5,000,000
5,000,000
-

$

700,652
700,652
4,800,000
-

Balance, December 31, 2018

5,000,000

$ 5,000,000

$ 5,500,652

See notes to statutory financial statements.

5

Certificates of
Contribution

Surplus
Notes

Unassigned
Surplus

Total

$ 256,324
(71,315)
185,009
(60,748)
-

$ 10,504,413
(337,626)
10,166,787
(5,557,959)
-

$ 21,846,877
946,279
578,651
(1,316,057)
(776,647)
3,375,735
24,654,838
(506,987)
30,326
(836,731)
(1,000,000)
4,066,440

$ 38,308,266
946,279
(71,315)
(337,626)
578,651
(1,316,057)
(776,647)
3,375,735
40,707,286
(506,987)
(60,748)
4,800,000
(5,557,959)
30,326
(836,731)
(1,000,000)
4,066,440

$ 124,261

$

$ 26,407,886

$ 41,641,627

4,608,828

ALPS Property & Casualty Insurance Company
Statutory Statements of Cash Flows
Years Ended December 31, 2018 and 2017
2017

2018
Cash flows from operating activities:
Premiums collected, net of reinsurance
Benefits and loss-related payments
Commissions and expenses paid
Investment income, net
Miscellaneous income
Federal income taxes recovered (paid)
Net cash flows from operating activities

$

32,634,980
(9,623,877)
(19,288,597)
4,006,026
198,818
39,117
7,966,467

$

33,001,723
(8,406,752)
(19,047,143)
4,101,200
186,021
(508,374)
9,326,675

Cash flows from investing activities:
Proceeds from sales, maturities and repayments of bonds
Proceeds from sale of stocks
Net losses on cash, cash equivalents and short-term investments
Purchase of bonds
Purchase of stocks
Purchase of other invested assets
Net cash flows from investing activities

24,720,345
7,951,029
(299)
(25,742,992)
(7,965,458)
(1,037,375)

15,946,445
17,560,217
(25,856,474)
(16,776,843)
(3,000,000)
(12,126,655)

Cash flows from financing activities:
Surplus notes, capital and surplus repaid
Paid-in surplus
Dividends to stockholders
Miscellaneous proceeds (applications)
Net cash flows from financing activities

(5,557,959)
4,800,000
(1,000,000)
(9,594,165)
(11,352,124)

(337,626)
(776,647)
9,718,986
8,604,713

(4,423,032)

5,804,733

14,016,530

8,211,797

Net change in cash and short-term investments
Cash and short-term investments at beginning of year
Cash and short-term investments at end of year

$

9,593,498

$

Supplemental disclosures of noncash transactions:
Change in payables for securities

$

1,525,905

$

See notes to statutory financial statements.
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14,016,530

(922,934)

ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 1.

Organization

ALPS Property & Casualty Insurance Company (the Company) is a wholly owned subsidiary of ALPS
Corporation, a stock corporation and parent holding company organized under Montana law. In addition
to owning 100 percent of the outstanding shares of the Company, ALPS Corporation also owns
100 percent of the outstanding shares of the following entities: (i) ALPS Insurance Agency, Inc. (AIA), a
Montana corporation that provides insurance underwriting, claims adjusting, insurance producer and
other insurance-related services; and (ii) The Florence Missoula, LLC, a Montana limited liability company
that formerly owned and managed the Historic Florence Building, located in Missoula, Montana. During
2018, ALPS Corporation sold the Historic Florence Building and leased back office space.
The Company has entered into the following agreements with its affiliated entities: (i) Administrative
Services and Cost Sharing Agreement, (ii) Insurance Services Agreement, (iii) Tax Allocation Agreement
and (iv) Facilities Use Agreement.
Under the Administrative Services and Cost Sharing Agreement, ALPS Corporation provides the
Company with the following services: corporate officers, corporate services, financial and accounting,
legal and regulatory, reinsurance, human resources, actuarial, policy form development and filing,
information technology, production, mailroom, strategic planning, executive management, and travel and
transportation services. In addition, ALPS Corporation also provides equipment as the Company may
request and determine to be reasonably necessary in the conduct of its insurance operations.
Under the Insurance Services Agreement, AIA provides the Company with underwriting, claims, sales,
marketing and insurance producer services.
The Company is a party to a written Tax Allocation Agreement approved by the Company’s Board of
Directors, which sets forth the manner in which the total consolidated federal income tax for all entities is
allocated to each entity that is a party to the consolidation. The written agreement provides that the
consolidated tax liability shall be allocated pursuant to Reg. § 1.1502-33(d)(3) and 1.552-1(a)(1) to each
member of the consolidated group, on a separate return basis, in accordance with a fraction, the
numerator of which is the taxable income of each respective group member and the denominator of which
is the aggregate taxable income of all members of the consolidated group. The estimated allocated tax
liability of each group member is settled on a quarterly basis, with any final adjustments made within
90 days after the filing of the group’s consolidated income tax return.
Under the Facilities Use Agreement, The Florence Missoula, LLC leased office space to the Company
until October 14, 2018, at which time the Facilities Use Agreement was terminated due to a sale of the
commercial office building within which the Company office space was located. Commencing October 15,
2018, ALPS Corporation began to provide newly constructed office space to the Company under a new
Facilities Use Agreement entered into between the Company and ALPS Corporation.
The Company is a Montana corporation, admitted in and regulated by the state of Montana as a casualty
insurance company. The Company issues policies of professional liability insurance, employment
practices liability insurance and cyber risk liability insurance to attorneys and law firms. From the date it
commenced business on March 1, 1988, until 2013, the Company was structured and operated
exclusively as a risk retention group pursuant to the provisions of the federal Liability Risk Retention Act
(LRRA).
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ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 1.

Organization (Continued)

As of December 31, 2018, the Company operates exclusively as a fully licensed and admitted insurance
company in 46 states, the District of Columbia, the U.S. Virgin Islands and Guam. The Company
relinquished its status and eligibility as a risk retention group effective as of July 8, 2016, and the
Company no longer issues policies of insurance as a risk retention group in any jurisdiction.
Note 2.

Summary of Significant Accounting Policies

Basis of accounting: The Company prepares its statutory financial statements in conformity with
accounting practices prescribed or permitted by the Montana Commissioner of Securities and Insurance,
which requires insurance companies domiciled in the state of Montana to prepare their statutory financial
statements in accordance with the National Association of Insurance Commissioners’ (NAIC) Accounting
Practices and Procedures Manual, subject to any deviations prescribed or permitted by the Montana
Commissioner of Securities and Insurance. The Company does not employ any permitted practices in the
preparation of its statutory financial statements.
These statutory accounting practices (SAP) comprise a comprehensive basis of accounting other than
accounting principles generally accepted in the United States of America (GAAP) and differ in some
respects. The more significant of these differences are as follows:


Certain assets designated as “nonadmitted” are excluded from the statutory statements of admitted
assets, liabilities, capital and surplus. The change in nonadmitted assets is credited directly to or
charged directly against unassigned surplus. Under GAAP, these nonadmitted assets are included in
the balance sheet, subject to realizability.



Investments in bonds with an NAIC rating of 1 or 2 are carried at amortized cost, whereas bonds with
an NAIC rating of 3 through 6 are written down to fair value (if less than amortized cost) by charging
statutory surplus. Under GAAP, bonds are classified as held-to-maturity, available-for-sale or trading.
Bonds classified as held-to-maturity are carried at amortized cost; bonds classified as available-forsale are stated at fair value, with the resulting unrealized gains and losses, net of applicable income
taxes, credited or charged to surplus; and bonds held for trading purposes are carried at fair value,
with the resulting unrealized gains and losses reported in earnings.
The fair value of investments on a statutory basis is determined by the Securities Valuation Office
(SVO), whereas for GAAP, the fair value of investments is determined based on the exit price.
For loan-backed and structured securities, if the Company determines that it intends to sell a security
or no longer has the ability and intent to retain the investment for a period of time sufficient to recover
the amortized cost, that security shall be written down to fair value. For statutory purposes, if the
Company subsequently changes its assertion, and does not intend to sell the security and has the
ability and intent to retain the investment for a period of time sufficient to recover the amortized cost,
the Company will continue to carry that security at the lower of cost or market, with any future
decreases in fair value charged through operations until the security is disposed. For GAAP
purposes, once the Company alters its assertion, that security’s amortized cost basis will not be
decreased for future reductions in fair value unless a subsequent other-than-temporary impairment is
determined to have occurred.
Also, for GAAP purposes, other-than-temporary impairment losses related to non–loan-backed and
structured securities are bifurcated between credit and noncredit, whereas for statutory purposes, the
total other-than-temporary impairment loss is reported in earnings.
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ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 2.

Summary of Significant Accounting Policies (Continued)



Cash and short-term investments in the statutory statements of cash flows represent cash balances
and investments with initial maturities of one year or less. Under GAAP, the corresponding caption of
cash and cash equivalents includes cash balances and investments with maturities of three months
or less at the time of purchase. Further, GAAP requires the presentation of a reconciliation of net
income to cash flows from operating activities.



Commissions and other costs of acquiring and renewing business are expensed when incurred.
Under GAAP, such costs, to the extent recoverable, are deferred and amortized to income as
premiums are earned. Commissions allowed by reinsurers on business ceded are reported as income
when received rather than being deferred and amortized with deferred policy acquisition costs, as
required under GAAP.



Reserves for losses and loss adjustment expenses ceded to reinsurers have been reported as
reductions of the related reserves rather than as assets, as would be required by GAAP.



Deferred federal income taxes are provided for the tax effects of certain income and expense items
recognized for income tax purposes in different years than for financial reporting purposes. The
change in the deferred tax asset or liability is reflected in surplus. GAAP requires the change to be
reported in income. Admittance testing may result in a charge to capital and surplus for nonadmitted
portions of the deferred tax asset. State taxes are not considered for statutory purposes in calculating
a deferred tax asset or liability; however, they are considered for GAAP purposes.
Both statutory and GAAP guidance require a valuation allowance be established where the deferred
tax asset is reduced to its realizable value if, based on the weight of available evidence, it is more
likely than not that some portion or all of a gross deferred tax asset will not be realized. Changes in
valuation allowance are reported in a manner similar to which changes in deferred tax assets and
liabilities are reported, as noted above.



Surplus notes are included in surplus for statutory purposes, but are considered liabilities for GAAP.
Interest expense is not recognized for statutory purposes until it is approved by the state of domicile,
whereas for GAAP, the interest is accrued monthly.



Receivables over 90 days outstanding are not admitted in the statutory financial statements and are
charged to surplus, whereas for GAAP, the Company assesses the collectibility of premiums
receivable, and any charge is reflected in the income statement.



Comprehensive income is not reflected in accordance with the requirements of GAAP. Instead,
changes in unrealized gains and losses on investments are charged directly to unassigned surplus.



Statutory financial statements are prepared in a form and using language and groupings substantially
the same as the annual statements of the Company filed with the NAIC and state regulatory
authorities, which differ from the presentation and disclosure of financial statements presented in
accordance with GAAP.
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ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 2.

Summary of Significant Accounting Policies (Continued)

A reconciliation of net income and capital and surplus amounts presented in conformity with GAAP and
amounts presented herein is as follows as of and for the years ended December 31:
Net Income
2018
Amounts stated in conformity
with GAAP
Other investment adjustments
Deferred policy acquisition costs
Nonadmitted assets
Deferred income taxes
Surplus note interest
Surplus notes
Amounts stated in
conformity with SAP

2017

Capital and Surplus
2018
2017

$

3,227,395
(15,424)
864,261
(9,792)
-

$ 2,210,377
(245,349)
1,426,964
(16,257)
-

$ 40,744,340
(2,455,832)
(1,693,521)
(227,337)
652,332
12,817
4,608,828

$ 35,135,109
(3,532,325)
(1,678,097)
(257,663)
850,866
22,609
10,166,787

$

4,066,440

$ 3,375,735

$ 41,641,627

$ 40,707,286

Risk and uncertainties: Certain risks and uncertainties are inherent in the Company’s day-to-day
operations and in the process of preparing its statutory financial statements. The more significant of those
risks and uncertainties, as well as the Company’s method for mitigating the risks, are presented below
and throughout the notes to the statutory financial statements.
Estimates: The preparation of the statutory financial statements in conformity with SAP requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities,
revenues and expenses, and the disclosure of contingent assets and liabilities. For example, significant
estimates and assumptions are utilized in the valuation of investments, valuation of allowances for
deferred income tax assets and doubtful accounts, and calculation of loss and loss adjustment expenses.
It is reasonably possible that actual experience could differ from the estimates and assumptions utilized,
which could have a material impact on the statutory financial statements.
Reinsurance: Reinsurance contracts do not relieve the Company from its obligations to insureds. Failure
of reinsurers to honor their obligation could result in losses to the Company; consequently, allowances
are established for amounts deemed uncollectible. The Company evaluates the financial condition of its
reinsurers to minimize its exposure to significant losses from reinsurer insolvencies. Management
believes that any liability arising from this contingency would not be material to the Company’s financial
position.
Investment risks: The Company is exposed to risks that issuers of securities owned by the Company will
default or that interest rates will change and cause a decrease in the value of its investments. With
mortgage-backed securities, the Company is also exposed to prepayment risk, default risks on the
underlying mortgages and devaluation of the underlying collateral. If interest rates decline, the velocity at
which these securities pay down the principal will increase. Management mitigates these risks by
conservatively investing in high-grade securities and by matching maturities of its investments with the
anticipated payouts of its liabilities.
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ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 2.

Summary of Significant Accounting Policies (Continued)

Loss reserves: The Company estimates losses and loss adjustment expenses (LAE) based on the
accumulation of case estimates for direct claims and incidents reported, net of applicable policy
deductibles and deduction of amounts for reinsurance ceded on reported claims and incidents. The
liability for LAE is provided by estimating future expenses to be incurred in settlement of the claims
provided for in the reserves for losses, net of reinsurance ceded. Actual results could differ from these
estimates.
External factors: The Company is regulated by the state of Montana, as well as states in which it does
business. Such regulations, among other things, limit the amount of dividends and impose restrictions on
the amount and type of investments. The Company may also be required to seek state approval for rates
for policies written in each respective state. Certain states may impose requirements on the coverage
provided and restrictions on the amount of rate increases the Company seeks on policies written in that
state.
Risk-based capital: The NAIC has developed risk-based capital (RBC) standards for property and
casualty insurers that relate an insurer’s reported statutory surplus to the risks inherent in its overall
operations. The RBC formula uses the statutory annual statement to calculate the minimum indicated
capital level to protect the Company from various risks that it faces. The NAIC model law calls for various
levels of regulatory action based on the magnitude of an indicated RBC deficiency, if any. The Company
continues to monitor internal capital levels to ensure that they are in excess of the minimum capital
requirements for all RBC action levels. Management believes that the Company’s capital levels are
sufficient to support the level of risk inherent in its operations.
Concentrations of credit risk: The credit quality of the bond and short-term investment portfolio at
December 31, 2018 and 2017, is presented in the following table:
2018
Statement
Amount
Percentage
NAIC—1
NAIC—2
NAIC—3
NAIC—4
NAIC—5
NAIC—6

Highest quality
High quality
Medium quality
Low quality
Lower quality
In or near default

$ 96,849,943
6,217,159
96,145
14,100
$ 103,177,347

2017
Statement
Amount
Percentage

94% $ 105,349,458
6%
4,111,040
0%
204,460
0%
0%
136,648
0%
70,500
100% $ 109,872,106

95%
4%
0%
0%
0%
0%
99%

Bonds with ratings from AAA to BBB, as assigned by Standard & Poor’s Corporation, are generally
considered investment-grade securities. Some securities issued by the United States government or an
agency thereof are not rated but are considered to be investment-grade. The NAIC regards United States
Treasuries and agencies and all A ratings as Class 1 (highest quality), BBB ratings as Class 2 (high
quality), BB ratings as Class 3 (medium quality), B ratings as Class 4 (low quality), C ratings as Class 5
(lower quality), and D ratings as Class 6 (in or near default).
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ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 2.

Summary of Significant Accounting Policies (Continued)

Revenue recognition: Premiums are recognized as revenue on a daily pro rata basis over the policy
period. Unearned premiums are established to cover the unexpired portion of policies written and are
computed on a pro rata basis. Advanced premiums are deferred until the effective date of the policy, at
which time they are recognized as revenue on a pro rata basis over the term of the policy. The cost of
reinsurance ceded is recognized ratably over the term of the underlying direct policies.
Losses and loss adjustment expenses: Unpaid losses and LAE include an amount determined from
individual case estimates and loss reports and an amount, based on past experience, for losses incurred
but not reported. Such liabilities are necessarily based on assumptions and estimates and, while
management believes the amount is adequate, the ultimate liability may be in excess of or less than the
amount provided. The methods for making such estimates and for establishing the resulting liability are
continually reviewed, and any adjustments are reflected in the period determined.
Cash and short-term investments: The Company considers all highly liquid investments with a maturity
of one year or less at the date of acquisition and all non-negotiable certificates of deposit to be part of
cash and short-term investments. From time to time, certain bank accounts that are subject to limited
Federal Deposit Insurance Corporation (FDIC) coverage exceed their insured limits, sometimes by
substantial amounts. The Company periodically reviews the risk this poses, and has determined it to be
minimal. The Company has not experienced any losses in such accounts as a result of this concentration
and believes it is not exposed to any significant credit risk on cash balances.
Investments: Investments, excluding residential and commercial mortgage-backed securities not
guaranteed by federal or federally sponsored agencies, are stated at carrying values prescribed by the
NAIC’s SVO. Accordingly, non–loan-backed bonds rated 1 and 2 by the NAIC are stated at amortized
cost using the scientific-interest method, with bonds containing call provisions being amortized to the call
or maturity date, whichever results in a lower asset value.
Loan-backed bonds rated 1 and 2 by the NAIC are stated at amortized cost using the scientific-interest
method, including anticipated prepayments.
All bonds rated 3 through 6 are carried at the lower of amortized cost or fair value with the change run
through capital and surplus, net of applicable taxes.
Short-term investments are stated at amortized value using the scientific-interest method. Non–
investment-grade short-term investments are stated at the lower of amortized cost or fair value.
Prepayment assumptions for single-class and multiclass mortgage-backed/asset-backed securities were
obtained from broker-dealer survey values or the SVO. The retrospective adjustment method is used to
value all loan-backed securities.
Common stocks and mutual funds are stated at fair value, with unrealized gains and losses being
reported in unassigned surplus, net of applicable taxes.
Investments in joint ventures, partnerships and limited liability companies are stated at the underlying
audited GAAP equity value, with unrealized gains and losses being reported in unassigned surplus, net of
applicable taxes.
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Note 2.

Summary of Significant Accounting Policies (Continued)

The assessment of other-than-temporary impairments is performed on a case-by-case basis. Factors
considered by management in determining whether an other-than-temporary impairment exists (in other
than loan-backed or structured investment securities) include the financial condition, business prospects
and creditworthiness of the issuer, the length of time and extent to which fair value has been less than
cost for equity securities or amortized cost for fixed-income securities, and the Company’s intent and
ability to retain such investments until the fair value recovers. If it is determined that the decline in fair
market value is other than temporary, the carrying amount of the investment is written down to fair value
as its new basis, and the amount of the write-down is recorded as a realized loss.
For loan-backed or structured securities, factors considered by management in determining whether an
other-than-temporary impairment exists include the Company’s stated intent to not sell, the Company’s
ability to hold such investments until the fair value recovers, and the discounted cash flows of the security
based on the yield at the date of acquisition. If the Company intends to sell or if the Company does not
have the ability and intent to hold the security for a period of time sufficient to recover its amortized cost
basis, an other-than-temporary impairment exists, and the security is written down to fair value with the
amount of the write-down recorded as a realized loss. If the Company does not intend to sell the security
and has the ability and intent to hold the security for a period of time sufficient to recover the amortized
cost basis, the Company calculates the cash flows expected to be collected. In this calculation, the
Company compares the present value of cash flows expected to be collected, discounted at the security’s
effective interest rate at the date of purchase, to the amortized cost basis. If the present value of cash
flows is less than the amortized cost basis, a realized loss is recorded for the difference. The present
value of cash flows then becomes the new cost basis.
The Company may, from time to time, sell invested assets subsequent to the statutory statement of
admitted assets, liabilities, capital and surplus date that were considered temporarily impaired at the
statutory statement of admitted assets, liabilities, capital and surplus date for several reasons. For all
subsequent sales of invested assets that were considered temporarily impaired at the statutory statement
of admitted assets, liabilities, capital and surplus date, the Company contemporaneously documents its
rationale for its change in intent or ability to hold to recovery. The rationale for the change in the
Company’s ability and intent generally focuses on changes in the economic facts and circumstances
related to the invested asset subsequent to the statutory statement of admitted assets, liabilities, capital
and surplus date, significant unforeseen changes in the Company’s liquidity needs, or changes in tax
laws or the regulatory environment.
Accrued investment income: Investment income is accrued when earned. The Company does not
admit investment income due and accrued over 90 days past due.
Income taxes: Current income taxes incurred are recognized in the statutory statements of operations
based on tax returns for the current year and tax contingencies for the current and all prior years, to the
extent not previously provided.
Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the statutory financial statement carrying amounts of existing assets and liabilities
and their respective tax bases. Gross deferred tax assets and liabilities are measured using enacted tax
rates and are considered for admitted asset status according to the admissibility tests as set forth by the
NAIC. Changes in deferred tax assets and deferred tax liabilities, including changes attributable to
changes in tax rates, are recognized as a component of policyholders’ surplus.
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Note 2.

Summary of Significant Accounting Policies (Continued)

Gross deferred income tax assets are reduced by a valuation allowance if the Company determines it is
more likely than not that some portion or all of the gross deferred tax assets will not be realized. Adjusted
deferred income tax assets are limited to (1) the amount of federal income taxes paid in prior years that
can be recovered through loss carrybacks for existing temporary differences that reverse during a time
frame corresponding with IRS tax loss carryback provisions, not to exceed three years, plus (2) the lesser
of the remaining gross deferred income tax assets expected to be realized within three years of the
statutory statement of admitted assets, liabilities, capital and surplus date or 15 percent of capital and
surplus (subject to certain limitations), excluding any net deferred income tax assets, electronic data
processing equipment and operating software, and any net positive goodwill, plus (3) the amount of
remaining gross deferred income tax assets that can be offset against existing deferred income tax
liabilities. The remaining deferred income tax assets in excess of the above are nonadmitted. Deferred
income taxes do not include amounts for state taxes.
Note 3.

Investments

At December 31, 2018 and 2017, the amortized cost and the estimated fair value of the Company’s
investment securities are as follows:
December 31, 2018
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Cost or
Amortized
Cost
Bonds:
U.S. government agencies
State, municipal and other governments
Corporate securities
Commercial mortgage-backed securities
Residential mortgage-backed securities
Other asset-backed securities
Total fixed maturities
Adjustments for bonds carried at NAIC
fair value:
State, municipal and other governments

$

223,991
73,087,609
10,096,886
6,809,916
5,358,570
5,619,663
101,196,635

$

2,481,025
38,853
60,934
204,981
2,824
$ 2,788,617

$

Estimated
Fair Value

$

2,999
142,266
112,109
20,444
12,646
56,125
346,589

$

220,992
75,426,368
10,023,630
6,850,406
5,550,905
5,566,362
$ 103,638,663

$

321,172

$

6,625,661

$

21,334

$

2,978,666

(13,804)
$ 101,182,831

Equity securities

$

6,404,323

$

Other invested assets

$

3,000,000

$

14

542,510
-
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Note 3.

Investments (Continued)
December 31, 2017
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Cost or
Amortized
Cost
Bonds:
U.S. government agencies
State, municipal and other governments
Corporate securities
Commercial mortgage-backed securities
Residential mortgage-backed securities
Other asset-backed securities
Total fixed maturities

$

223,675
76,977,321
5,819,811
4,009,737
5,944,019
6,837,305
99,811,868

Adjustments for bonds carried at NAIC
fair value:
State, municipal and other governments

$

3,378,480
25,414
10,733
281,251
7,505
$ 3,703,383

$

$

1,015
206,279
14,437
14,353
21,285
14,100
271,469

15,482

$

(100,411)
99,711,457

Equity securities

$

6,519,358

$

798,007

$

Other invested assets

$

3,000,000

$

145,842

$

-

Estimated
Fair Value
$

222,660
80,149,522
5,830,788
4,006,117
6,203,985
6,830,710
$ 103,243,782

$

7,301,883

$

3,145,842

The following tables present the estimated fair value and the gross unrealized losses, aggregated by
investment category and length of time that individual investment securities have been in an unrealized
loss position, at December 31, 2018 and 2017:
December 31, 2018
Greater Than or
Equal to 12 Months
Gross
Estimated
Unrealized
Fair Value
Losses

Less Than 12 Months
Gross
Estimated
Unrealized
Fair Value
Losses
Bonds:
U.S. government
agencies
State, municipal and
other governments
Corporate securities
Commercial mortgagebacked securities
Residential mortgagebacked securities
Other asset-backed
securities
Equity securities
Other invested assets
Total

$

-

$

-

$

220,992

$

2,999

Total
Gross
Unrealized
Losses

Estimated
Fair Value

$

220,992

$

2,999

5,877,308
3,882,879

79,172
45,576

5,312,287
2,614,439

63,094
66,533

11,189,595
6,497,318

142,266
112,109

1,628,652

20,436

3,170

8

1,631,822

20,444

232,930

5,000

357,549

7,646

590,479

12,646

3,194,443
14,816,212
5,397,979
3,000,000
$ 23,214,191

36,011
186,195
321,172
21,334
528,701

1,654,745
10,163,182
10,163,182

20,114
160,394
160,394

4,849,188
24,979,394
5,397,979
3,000,000
$ 33,377,373

56,125
346,589
321,172
21,334
689,095

$

$

15

$

$
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Investments (Continued)
December 31, 2017
Greater Than or
Equal to 12 Months
Gross
Estimated
Unrealized
Fair Value
Losses

Less Than 12 Months
Gross
Estimated
Unrealized
Fair Value
Losses
Bonds:
U.S. government
agencies
State, municipal and
other governments
Corporate securities
Commercial mortgagebacked securities
Residential mortgagebacked securities
Other asset-backed
securities
Equity securities
Total

$

222,660

$

1,015

$

-

6,441,167
3,569,124

50,499
13,410

3,045,288

14,353

2,367,253

20,138

56,175

3,492,476
19,137,968
580,398
$ 19,718,366

12,570
111,985
15,482
127,467

249,378
4,274,596
4,274,596

$

$

3,805,748
163,295

155,780
1,027

$

222,660

$

1,015
206,279
14,437

3,045,288

14,353

1,147

2,423,428

21,285

1,530
159,484
159,484

3,741,854
23,412,564
580,398
$ 23,992,962

14,100
271,469
15,482
286,951

-

$

Gross
Unrealized
Losses

Estimated
Fair Value

10,246,915
3,732,419

-

$

Total

$

The majority of the unrealized losses on fixed-income securities are due to interest rate changes and
market segments that are experiencing temporary declines. The Company periodically examines its
investment portfolio to determine if any investments are other-than-temporarily impaired. The Company
asserts that it has the intent and ability to hold securities in an unrealized loss position long enough to
allow the cost basis of these securities to be recovered. These conclusions are supported by a detailed
analysis of each security by the Company’s asset managers. It is possible that the Company could
recognize other-than-temporary impairments in the future on some securities if future events, information
and the passage of time cause it to conclude that declines in the value are other than temporary.
The amortized cost and estimated fair value of bonds at December 31, 2018, are shown below. The bond
maturities are calculated based on the scheduled repayment date, with the final installment adjusted for
any discount or premium. Mortgage-backed, loan-backed and structured securities are subject to the
guidance in Statement of Statutory Accounting Principles (SSAP) No. 43R, Loan-Backed and Structured
Securities, which requires distribution based on the anticipated future prepayment cash flows used to
value the security.

Book
Value
Due in one year or less
Due after one year through five years
Due after five years through 10 years
Due after 10 years through 20 years
Due after 20 years
Total

$

4,954,077
25,443,977
31,227,035
33,143,233
6,414,509
$ 101,182,831
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Fair
Value
$

5,068,604
25,906,699
32,086,288
34,036,340
6,540,731
$ 103,638,662
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Investments (Continued)

Major categories of net investment income are summarized as follows:

Years Ended December 31
2018
2017
Fixed-income securities
Equity securities
Short-term investments

$

Less investment expenses:
Surplus note interest
Other investment expense
Net investment income

$

4,268,212
171,821
74,612
4,514,645

556,261
381,870
938,131
3,576,514

$

$

4,246,105
262,684
44,626
4,553,415

478,392
355,968
834,360
3,719,055

Proceeds from the sales of investment securities during 2018 and 2017 were $28,245,462 and
$27,813,946, respectively. Realized gains (losses) on investments recognized in the statutory statements
of operations during the years presented are summarized as follows:
Years Ended December 31
2018
2017
Gross realized gains:
Fixed-income securities
Equity securities
Total

$

Gross realized losses:
Fixed-income securities, including other-than-temporary
impairments
Equity securities, including other-than-temporary impairments
Total
Tax on net realized capital losses
Net realized capital losses, net of tax

52,487
14,555
67,042

$

(782,047)
(144,010)
(926,057)

$

180,393
(678,622)

89,216
1,304,079
1,393,295

(920,705)
(682,099)
(1,602,804)

$

71,232
(138,277)

In 2018, certain fixed-income securities became other-than-temporarily impaired and were written down
to their fair value, which resulted in realized losses of $47,000 and are included in the table above. In
2017, certain fixed-income securities became other-than-temporarily impaired and were written down to
their fair value, which resulted in realized losses of $439,500 and are included in the table above.
The Company has placed in trust with the Montana Commissioner of Securities and Insurance
investments with a carrying value of $2,934,247 and $2,822,686 at December 31, 2018 and 2017,
respectively. Deposits with various other states at December 31, 2018 and 2017, had a carrying value of
$2,062,070 and $2,066,382, respectively.
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Losses and Loss Adjustment Expense Reserves

The following table provides a reconciliation of the beginning and ending reserve balances for losses and
LAE, net of reinsurance recoverable, for the years ended December 31, 2018 and 2017:
2018
Reserve for losses and LAE, beginning of year (net of reinsurance
recoverable of $60,036,139 and $37,793,465 in 2018 and 2017,
respectively)
Add provision (reduction) for losses and LAE, net of reinsurance,
applicable to claims reported in:
Current year
Prior years
Total incurred losses during the current year
Payments for losses and LAE, net of reinsurance, reported in:
Current year
Prior years
Net claim payments during the year
Reserve for losses and LAE, end of year (net of reinsurance
recoverable of $39,177,948 and $60,036,139 in 2018 and 2017,
respectively)

$ 56,566,142

2017

$ 52,726,429

22,950,436
(2,559,053)
20,391,383

21,366,983
(1,036,314)
20,330,669

4,677,508
13,424,449
18,101,957

3,959,068
12,531,888
16,490,956

$ 58,855,568

$ 56,566,142

Reserves for incurred losses and LAE attributable to claims reported to the Company in prior years have
decreased by approximately $2,559,000 and $1,036,000 during 2018 and 2017, respectively. These
changes are generally the result of ongoing analysis of claim files. Original estimates are increased or
decreased as additional information becomes known regarding individual claims.
Note 5.

Reinsurance

The Company utilizes reinsurance contracts to reduce its exposure to losses in all aspects of its
insurance business. Such reinsurance permits recovery of a portion of losses from reinsurers, although it
does not relieve the Company from its primary liability to policyholders. Failure of reinsurers to honor their
obligations could result in losses to the Company. The Company evaluates the financial strength of
potential reinsurers and continually monitors the financial condition of reinsurers.
Amounts recoverable from reinsurers are estimated based upon assumptions consistent with those used
in establishing the liabilities related to the underlying reinsured contracts. Management believes the
recoverables are appropriately established. The Company generally strives to diversify its credit risks
related to reinsurance ceded. There were no disputes with reinsurers at December 31, 2018 or 2017.
The Company holds letters of credit in the amount of approximately $7,771,000 and $7,706,000 at
December 31, 2018 and 2017, respectively, to secure recoverable balances from unauthorized
reinsurers.
The Company has no uncollectible reinsurance recoverables that were written off during the year.
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Reinsurance (Continued)

The Company has unsecured aggregate recoverables for losses, paid and unpaid, LAE, and unearned
premium with the following individual reinsurers, authorized or unauthorized, exceeding 3 percent of
policyholders’ surplus at December 31:
AM Best Rating
Aspen Insurance
Axa
AXIS Reinsurance Co.
Endurance Reinsurance
Everest Reinsurance Co.
JRG Reinsurance Co.
Lawyer’s Reinsurance Co.
Lloyd’s Syndicate Number 1084
Lloyd’s Syndicate Number 2623
Lloyd’s Syndicate Number 4472
Navigators Ins. Co.
Odyssey
Protective Insurance Co.
Transatlantic Reinsurance Co.

A
NR
A+
A+
A+
A
NR
A
A
A
A
A
A+
A+

2018
$

1,616,000
8,055,000
2,067,000
1,701,000
3,780,000
1,781,000
1,678,000
2,006,000
2,021,000
8,970,000
$ 33,675,000

2017
$

4,980,000
2,909,000
5,685,000
1,610,000
2,533,000
5,650,000
4,494,000
1,264,000
3,162,000
2,270,000
3,879,000
1,363,000
1,794,000
9,005,000
$ 50,598,000

A summary of the impact of ceded reinsurance on written, earned and unearned premiums, and losses
and LAE incurred for the years ended December 31, 2018 and 2017, is as follows:
2018

2017

Premiums written:
Direct
Ceded
Net premiums written

$ 48,852,801
(16,076,081)
$ 32,776,720

$ 48,388,079
(15,847,559)
$ 32,540,520

Premiums earned:
Direct
Ceded
Net premiums earned

$ 48,195,730
(15,874,523)
$ 32,321,207

$ 46,902,314
(15,517,623)
$ 31,384,691

Unearned premiums:
Direct
Ceded
Net unearned premiums

$ 22,682,701
(6,998,128)
$ 15,684,573

$ 22,025,630
(6,796,570)
$ 15,229,060

Losses and LAE incurred:
Direct
Ceded
Net losses and LAE incurred

$ 32,046,693
(11,655,310)
$ 20,391,383

$ 49,737,268
(29,406,599)
$ 20,330,669
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Note 6.

Equity

The Company was originally organized as a mutual insurer and obtained its operating surplus through
surplus contributions from its insured policyholders. The original surplus contributions were evidenced by
Certificates of Surplus Contribution (Certificates). Effective January 1, 2001, the Company demutualized
and converted to a stock insurer. Under the Plan of Demutualization approved by the Company’s Board
of Directors and the Montana Commissioner of Securities and Insurance, each holder of a Certificate
elected to either (1) convert the Certificate to shares of Class A common stock; (2) donate the Certificate
to a bar foundation designated by the holder; or (3) receive annual cash payments until the amount of the
Certificate was repaid, without interest, with payments made only in years following a year in which the
Company had positive net income. An exception to this, where payments may be made in years following
a year in which the Company had a net loss, is in the event of death of the Certificate holder or the
Certificate holder’s retirement from the practice of law. The amount of surplus contributions returned as
cash refunds during 2018 and 2017 was $60,748 and $71,315, respectively.
Dividends on common stock are declared by the Company’s Board of Directors. Under the insurance
regulations of the state of Montana, dividends are classified into two types: ordinary and extraordinary.
Ordinary dividends require 15-day advance notice to the Montana Commissioner of Securities and
Insurance prior to payment. Extraordinary dividends, those that in total exceed 10 percent of the current
year-end policyholders’ surplus, require approval from the Montana Commissioner of Securities and
Insurance 30 days prior to payment. For the year ended December 31, 2018, dividends in excess of
$4,164,163 would be considered extraordinary.
Ordinary dividends in the amount of $1,000,000 were declared and paid by the Company during the year
ended December 31, 2018. Ordinary dividends in the amount of $776,647 were declared and paid by the
Company during the year ended December 31, 2017.
A summary of changes in unassigned surplus represented by unrealized gains and losses is as follows:
Cumulative Increase
Current-Year
(Decrease) in
Increase (Decrease)
Surplus
in Surplus
Unrealized losses—bonds
Unrealized losses—stock
Unrealized gains—other invested assets
Total increase (decrease)

Note 7.

$

$

(13,804)
221,337
(21,334)
186,199

$

86,607
(561,188)
(167,176)
(641,757)

$

Surplus Notes

The Company has issued the following surplus debentures or similar obligations as of December 31,
2018:

Date
Issued
10/14/2005
12/23/2005

Interest
Rate
LIBOR + 3.55% $
Fed fund rate

Par
Value
4,550,000
58,828

Principal
and/or
Interest Paid
Current Year

Carrying
Value
$
$

4,550,000
58,828
4,608,828

20

$ 5,906,261
207,959

Total
Principal
and/or
Interest Paid
$ 12,355,083
10,965,024

Unapproved
Principal
and/or
Interest
$

12,817
-

Date of
Maturity
12/15/2035
None
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Surplus Notes (Continued)

The Company has issued the following surplus debentures or similar obligations as of December 31,
2017:

Date
Issued
10/14/2005
12/23/2005

Interest
Rate
LIBOR + 3.55% $
Fed fund rate

Par
Value
9,900,000
266,787

Principal
and/or
Interest Paid
Current Year

Carrying
Value
$

9,900,000
266,787
$ 10,166,787

$

576,892
237,626

Total
Principal
and/or
Interest Paid
$

6,448,822
10,757,065

Unapproved
Principal
and/or
Interest
$

24,109
15,879

Date of
Maturity
10/15/2035
None

The Company received cash in exchange for a surplus note in the amount of $10,000,000 issued to
Merrill Lynch International on October 14, 2005. This note is administered by US Bank, National
Association, as trustee, and has the following repayment conditions and restrictions: payment of interest
to be made quarterly in arrears on the 15th of March, June, September and December and only with the
prior approval of the Montana Commissioner of Securities and Insurance. Principal payments in the
amount of $5,350,000 and $100,000 were paid by the Company during the years ended December 31,
2018 and 2017, respectively.
The Company’s parent, ALPS Corporation, transferred a liability on December 23, 2005, to the Company
as a result of ALPS Corporation’s redemption of its Class A common stock. This liability was then
simultaneously converted to a surplus note under the approval of the Montana Commissioner of
Securities and Insurance. Payment to stockholders of redeemed shares of ALPS Corporation common
stock (transferred liability) is based upon the amount of the total value of the shares on the redemption
date and is subject to a repayment schedule of between one and seven years. Payments to stockholders
are issued on a quarterly basis in the months January, April, July and October and are issued only upon
prior approval of the Montana Commissioner of Securities and Insurance. Obligation under this note is
subordinated in payment to other indebtedness due to creditors and policyholders of the Company. The
Company’s parent has not transferred any new stock redemption liabilities to the company since 2016.
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Note 8.

Affiliated Companies and Related-Party Transactions

The Company rents office space from related parties under a Facilities Use Agreement, as described in
Note 1. The Company purchases administrative and support services from ALPS Corporation. The
Company retains AIA to provide claims, underwriting, sales, marketing and insurance producer services
for and on behalf of the Company. The amounts charged to the Company for administrative and support,
rent, claims, underwriting, sales, marketing, insurance producer services and investment management
services were as follows:
Years Ended December 31
2018
2017
Administrative services
Investment management services
Rent
Claims
Underwriting
Commissions

$

$

4,014,439
111,413
236,661
1,043,065
1,002,951
2,931,789
9,340,318

$

$

4,006,387
107,078
237,720
1,018,665
908,288
2,879,917
9,158,055

At December 31, 2018, the Company reported net amounts due to affiliates of $689,132. At
December 31, 2017, the Company reported net amounts due to affiliates of $271,957. For the years
ended December 31, 2018 and 2017, the Company has expensed $454,000 and $809,130, respectively,
related to its participation in the ALPS Corporation Long-Term Cash Incentive Plan.
Note 9.

Federal Income Tax

At December 31, 2018 and 2017, the income tax expense represents amounts paid to ALPS Corporation
under the Tax Allocation Agreement. The Company is not subject to state income taxes.
At December 31, the components of the net adjusted admitted deferred income tax asset were as follows:
2018
Capital

Ordinary
Gross deferred tax assets
Statutory valuation allowance
Adjusted gross deferred tax assets

$ 1,850,493
1,850,493

Deferred tax assets nonadmitted
Net admitted deferred tax assets

$

1,850,493

Deferred tax liabilities
Net adjusted deferred tax asset

341,381
$ 1,509,112

22

$

Total

114,765
114,765

$ 1,965,258
1,965,258

114,765

1,965,258

39,101
75,664

380,482
$ 1,584,776
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Federal Income Tax (Continued)
2017
Capital

Ordinary
Gross deferred tax assets
Statutory valuation allowance
Adjusted gross deferred tax assets

$ 2,363,532
2,363,532

Deferred tax assets nonadmitted
Net admitted deferred tax assets

$

(183,950)
2,179,582

Deferred tax liabilities
Net adjusted deferred tax asset

1,896
$ 2,177,686

$ (513,039)
(513,039)

Deferred tax assets nonadmitted
Net admitted deferred tax asset

183,950
(329,089)

Deferred tax liabilities
Net adjusted deferred tax asset

339,485
$ (668,574)

$ 2,462,505
2,462,505

98,973

$

173,871
(74,898)

(183,950)
2,278,555
175,767
$ 2,102,788

Change
Capital

Ordinary
Gross deferred tax assets
Statutory valuation allowance
Adjusted gross deferred tax assets

98,973
98,973

Total

$

$

Total

15,792
15,792

$ (497,247)
(497,247)

15,792

183,950
(313,297)

(134,770)
150,562

204,715
$ (518,012)

For 2018 and 2017, the Company determined a valuation allowance was not necessary.
A summary of the Company’s adjusted admitted gross deferred tax asset calculation by component and
character for the years ended December 31, 2018 and 2017, is as follows:
2018
Capital

Ordinary
Federal income taxes paid in prior years recoverable
through loss carrybacks
Adjusted gross deferred tax assets expected to be
realized after application of the threshold limitation
Adjusted gross deferred tax assets expected to be
realized following the balance sheet date
Adjusted gross deferred tax assets allowed per
limitation threshold
Adjusted gross deferred tax assets offset by gross
deferred tax liabilities
Net adjusted admitted deferred tax assets

23

$

-

$

-

Total
$

-

1,569,646

114,765

1,684,411

1,569,646

114,765

1,684,411

6,008,528
280,847
$ 1,850,493

-

$

114,765

6,008,528
280,847
$ 1,965,258
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Federal Income Tax (Continued)
2017
Capital

Ordinary
Federal income taxes paid in prior years recoverable
through loss carrybacks
Adjusted gross deferred tax assets expected to be
realized after application of the threshold limitation
Adjusted gross deferred tax assets expected to be
realized following the balance sheet date
Adjusted gross deferred tax assets allowed per
limitation threshold
Adjusted gross deferred tax assets offset by gross
deferred tax liabilities
Net adjusted admitted deferred tax assets

$

-

$

-

Total
$

-

2,177,686

98,973

2,276,659

2,177,686

98,973

2,276,659

5,790,675
1,896
$ 2,179,582

-

$

98,973

5,790,675
1,896
$ 2,278,555

Under SSAP No. 101, Income Taxes, the following thresholds were used in the calculations of
admissibility:
Years Ended December 31
2018
2017
Percentage used to determine recovery period and threshold
limitation amount
Adjusted capital and surplus used to determine recovery period
and threshold limitation
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361%
$ 40,056,851

348%
$ 38,604,498

ALPS Property & Casualty Insurance Company
Notes to Statutory Financial Statements
Note 9.

Federal Income Tax (Continued)

The components of net deferred federal income tax assets were as follows:
December 31
2018
2017
Gross deferred federal income tax assets:
Ordinary:
Discounting unpaid losses
Unearned premium reserve
Alternative minimum tax credit
Other
Capital:
Investments
Total deferred federal income tax assets

$

1,053,689
749,064
47,740

$

114,765
1,965,258

Gross deferred federal income tax liabilities:
Ordinary:
Policyholder reserves
Investments
Capital:
Investments
Total deferred federal income tax
liabilities
Net deferred federal income tax asset

$

Decrease in deferred federal income tax assets
nonadmitted

$

$

98,973
2,462,505

437,129
24,720
(1,007,148)
32,260
15,792
(497,247)

(339,368)
(2,013)

(1,896)

(39,101)

(173,871)

134,770

(380,482)

(175,767)

(204,715)

1,584,776

Deferred federal income tax assets nonadmitted
Net admitted deferred federal income
tax asset

616,560
724,344
1,007,148
15,480

Change

2,286,738

1,584,776

(183,950)

(339,368)
(117)

(701,962)

(183,950)
$

$

2,102,788

183,950
$

(518,012)

(563,494)

The Company’s current income tax differs from the amount obtained by applying the federal statutory rate
of 21 percent to income before income taxes due primarily to dividend received deductions, tax-exempt
interest and nondeductible impairments of securities.
On December 22, 2017, the president of the United States signed into law the Tax Cuts and Jobs Act tax
reform legislation. This legislation makes significant changes in U.S. tax law, including a reduction in the
corporate tax rates, changes to net operating loss carryforwards and carrybacks, and a repeal of the
corporate alternative minimum tax. The legislation reduced the U.S. corporate tax rate from the current
rate of 35 percent to 21 percent. As a result of the enacted law, the Company was required to revalue
deferred tax assets and liabilities to the enacted rate. This revaluation resulted in a one-time, noncash
charge to surplus of $792,000 during the year ended December 31, 2017.
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Note 9.

Federal Income Tax (Continued)

At December 31, 2018, the Company did not have an operating loss carryforward available to offset
against future taxable income.
At December 31, 2018, the Company had $508,374 in taxes paid for 2018 and 2017, both of which are
recoverable through carrybacks.
Note 10.

Nonadmitted Assets

A summary of assets nonadmitted is as follows:
Years Ended December 31
2018
2017
Balance of nonadmitted assets—beginning of the year
Increase (decrease) in nonadmitted assets:
Deductible receivables
Reinsurance recoverables
Prepaid expenses
Deferred tax assets
Net decrease
Balance of nonadmitted assets—end of the year

Note 11.

$

257,663

$

6,858
123,713
23,053
(183,950)
(30,326)
227,337

$

836,314

$

(968)
(42,768)
28,579
(563,494)
(578,651)
257,663

Fair Value of Financial Instruments and Fair Value Measurements

The fair values of investment securities, including short-term investments and cash, are estimated based
on prices received from third-party securities dealers. Cash and short-term investments’ carried values
approximate their fair values.
The Company’s financial assets and liabilities carried at fair value have been classified, for disclosure
purposes, based on a hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value into three broad levels. The hierarchy gives the highest priority to fair values determined using
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to fair values determined using unobservable inputs (Level 3). An asset’s or liability’s classification
is determined based on the lowest level input that is significant to its measurement. For example, a
Level 3 fair value measurement may include inputs that are both observable (Levels 1 and 2) and
unobservable (Level 3). The levels of the fair value hierarchy are as follows:
Level 1: Valuations are unadjusted quoted prices in active markets for identical assets or liabilities that
the Company has the ability to access at the measurement date.
Level 2: Valuations are derived from inputs other than quoted market prices included within Level 1 that
are observable for the asset or liability, either directly or indirectly, such as:


Quoted prices for similar assets or liabilities in active markets



Quoted prices for identical or similar assets or liabilities in markets that are not active
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Note 11.

Fair Value of Financial Instruments and Fair Value Measurements (Continued)


Inputs other than quoted prices that are observable for the asset or liability



Inputs that are derived principally from or corroborated by observable market data by
correlation or other means

Level 3: Valuations are derived from techniques that require significant unobservable inputs. The
unobservable inputs reflect the Company’s own assumptions about the assumptions that
market participants would use in pricing the asset or liability.
Cash, short-term investments, uncollected premiums, reinsurance recoverable, and accounts
payable and accrued expenses: The carrying amounts reported are at cost for these financial
instruments, which approximates their fair value due to the short duration to maturity.
Investment securities: The fair values of bonds are based on market values prescribed by the NAIC’s
SVO. The Company uses amortized cost as a substitute for fair value in accordance with prescribed
guidance for certain investments for which the NAIC did not provide a value. The fair values for common
stocks are based on market values prescribed by the SVO.
All other financial instruments are specifically exempted from fair value disclosure requirements because
they qualify as insurance-related products.
The estimated carrying amounts and fair values of the Company’s financial instruments classified by the
fair value hierarchy as of December 31, 2018 and 2017, are as follows:
Assets
Bonds
Common stocks
Cash and short-term investments
Total

Level 1
$

2,470,845
5,419,313
9,593,498
$ 17,483,656

Assets
Bonds
Common stocks
Cash and short-term investments
Total

Level 1
$

672,838
6,035,870
14,016,530
$ 20,725,238

Level 2
$ 101,167,818
$ 101,167,818

Level 2
$ 102,570,944
$ 102,570,944

December 31, 2018
Level 3
$

$

-

Fair Value

Carrying Value

$ 103,638,663
5,419,313
9,593,498
$ 118,651,474

$ 101,182,831
5,419,313
9,593,498
$ 116,195,642

December 31, 2017
Level 3
$

$

-

Fair Value

$ 103,243,782
6,035,870
14,016,530
$ 123,296,182

Carrying Value
$

99,711,457
6,035,870
14,016,530
$ 119,763,857

The Company holds a 31.27 percent ownership in Lawyers Reinsurance Company, which is considered
to be an insurance subsidiary, controlled and affiliated entity (SCA) under SSAP No. 97. The insurance
SCA completes its financial statements in accordance with GAAP, which differs from NAIC Statutory
Accounting Principles (NAIC SAP). The monetary effect of the differences between GAAP and NAIC SAP
is a $496 decrease in the insurance SCA’s net income and a decrease in the insurance SCA’s surplus of
$51,768. Lawyers Reinsurance Company is only audited on a GAAP basis. The insurance SCA is valued
based on the underlying audited GAAP equity of the investee and has a carrying value of $1,048,648 and
$1,266,013 at December 31, 2018 and 2017, respectively.
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Fair Value of Financial Instruments and Fair Value Measurements (Continued)

The Company holds an investment in Federal Home Loan Bank stock. It is not practicable to determine
the fair value of the investment as there is no real marketplace to sell and buy the stock. It is bought and
sold at par and has a carrying value of $157,700 and none at December 31, 2018 and 2017, respectively.
The Company holds an other invested asset in the SIT Opportunity Bond Fund, LLC, which is a private
investment fund that invests in closed-end registered investment companies that have underlying
investments in fixed-income securities. The fund is carried at net asset value, and has a carrying value of
$2,978,666 and $3,145,842 at December 31, 2018 and 2017, respectively. The Company is required to
provide 30 days of advanced notice to the fund manager for all redemption requests.
The following summarizes financial instruments measured at fair value as of December 31, 2018 and
2017, segregated by the level of valuation inputs within the fair value hierarchy utilized to measure fair
value:
December 31, 2018
Assets
Bonds:
State, municipal and other governments

Level 1

Level 2

$

Common stocks

$ 5,419,313

-

$

96,145

$

Total
Fair Value

Level 3

-

$

-

$

96,145

$

-

$ 5,419,313

December 31, 2017
Assets
Bonds:
State, municipal and other governments

$

Common stocks

$ 6,035,870

Note 12.

Level 1

Level 2
-

$
$

Total
Fair Value

Level 3

411,608
-

$

-

$

411,608

$

-

$ 6,035,870

Commitments and Contingencies

The Company is not aware of any pending or threatened litigation or any unasserted claims or
assessments that management considers to be probable of assertion and that, if asserted, would have at
least a reasonable possibility of an unfavorable outcome, the risk of which has not been adequately
insured against or provision for which has not been adequately reserved.
Note 13.

Subsequent Events

All of the effects of subsequent events that provide additional evidence about conditions that existed at
the statutory financial statement date, including the estimates inherent in the process of preparing the
statutory financial statements, are recognized in the statutory financial statements. The Company does
not recognize subsequent events that provide evidence about conditions that did not exist at the statutory
financial statement date but arose after, but before the statutory financial statements are available to be
issued. In some cases, nonrecognized subsequent events are disclosed to keep the statutory financial
statements from being misleading.
In February 2019, the Company made a request to the October 14, 2005, surplus note administrator to
make a principal payment totaling $1,050,000. The payment was also approved by the Montana
Commissioner of Securities and Insurance and occurred in March 2019.
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Subsequent Events (Continued)

Subsequent events have been evaluated through April 24, 2019, which is the date the statutory financial
statements were available to be issued.
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ALPS Property & Casualty Insurance Company
Summary Investment Schedule
December 31, 2018

Investment Categories
Bonds:
U.S. Treasury securities
Securities issued by states, territories and political subdivisions
in the U.S.:
States, territories and possessions general obligations
Political subdivisions of states, territories, and possessions and
political subdivisions general obligations
Revenue and assessment obligations
Industrial development and similar obligations
Mortgage-backed securities (including residential and commercial
MBS):
Pass-through securities:
Issued by GNMA
Issued by FNMA and FHLMC
CMOs and REMICs:
Issued by GNMA, FNMA and FHLMC
All other
Other debt and other fixed-income securities (excluding short-term):
Unaffiliated domestic securities (includes credit tenant loans
rated by the SVO)
Unaffiliated non-U.S. securities (including Canada)
Total bonds
Cash and short-term investments
Equity interests:
Investments in mutual funds
Publicly traded equity securities:
Unaffiliated
Other equity securities:
Affiliated
Unaffiliated
Receivables for securities
Other invested assets
Total other invested assets

Gross Investment Holdings
Amount
Percentage
$

223,991

0% $

223,991

0%

447,967

0%

447,967

0%

13,517,673
50,167,812
8,940,353

11%
42%
7%

13,517,673
50,167,812
8,940,353

11%
42%
7%

1,921,483
3,437,087

2%
3%

1,921,483
3,437,087

2%
3%

201,342
6,608,574

0%
5%

201,342
6,608,574

0%
5%

14,910,414
806,135
101,182,831

12%
1%
84%

14,910,414
806,135
101,182,831

12%
1%
84%

9,593,498

8%

9,593,498

8%

5,419,313

5%

5,419,313

5%

1,048,648
157,700
2,978,666
19,197,825
$ 120,380,656

Total invested assets
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Admitted Assets as Reported
in the Annual Statement
Amount
Percentage

1%
0%
2%
16%

-

-

1,048,648
157,700
2,978,666
19,197,825

1%
0%
2%
16%

100% $ 120,380,656

100%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories
December 31, 2018
1. Reporting entity’s total admitted assets as reported: $126,799,825
2. Ten largest exposures to a single issuer/borrower/investment:

Issuer
2.01
2.02
2.03
2.04
2.05
2.06
2.07
2.08
2.09
2.10

Ishares Core High Dividend ETF
Massachusetts Housing Finance
Agency
US Bank Money Market IT&C 3
Freddie Mac Gold Pool
Virginia Housing Development
Authority
SPDR S&P 500 EFT Trust
New Jersey Housing & Mortgage
Finance Agency
Wells Fargo Commercial Mortgage
Trust 20
Illinois Housing Development
Authority
Tennessee Housing Development
Agency

Description of
Exposure

Amount

Percentage of
Total Admitted
Assets

Mutual fund

$ 3,749,847

3.0%

Municipal
Money market
FHLMC

2,772,841
2,723,549
2,196,827

2.2%
2.1%
1.7%

Municipal tax
Mutual fund

1,773,785
1,669,466

1.4%
1.3%

Municipal tax

1,603,133

1.3%

CMBS

1,514,948

1.2%

Municipal

1,466,594

1.2%

Municipal

1,349,432

1.1%

3. Amounts and percentages of the reporting entity’s total admitted assets held in bonds, short-term
investments, and preferred stocks by NAIC designation:

Bonds
3.01
3.02
3.03
3.04
3.05
3.06

NAIC—1
NAIC—2
NAIC—3
NAIC—4
NAIC—5
NAIC—6

Amount
$ 96,849,943
6,217,159
96,145
14,100

Percentage of
Total Admitted
Assets
76.4%
4.9%
0.1%
0.0%
0.0%
0.0%

Preferred
Stock
3.07
3.08
3.09
3.10
3.11
3.12

(Continued)
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P/RP—1
P/RP—2
P/RP—3
P/RP—4
P/RP—5
P/RP—6

Percentage of
Total Admitted
Assets

Amount
$

-

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
4. Assets held in foreign investments:
4.01

Are assets held in foreign investments less than 2.5 percent of the reporting entity’s total
admitted assets?
Yes [ X ] No [ ]

If response to 4.01 above is yes, responses are not required for Interrogatories 5–10.

Amount
4.02
4.03
4.04

Total admitted assets held in foreign investments
Foreign currency–denominated investments
Insurance liabilities denominated in that same foreign
currency

$

806,135
-

Percentage of
Total Admitted
Assets
0.6%
0.0%
0.0%

5. Aggregate foreign investment exposure categorized by NAIC sovereign designation:

Amount
5.01
5.02
5.03

Countries designated NAIC—1
Countries designated NAIC—2
Countries designated NAIC—3 or below

$

-

Percentage of
Total Admitted
Assets
0.0%
0.0%
0.0%

6. Largest foreign investment exposures by country, categorized by the country’s NAIC sovereign
designation:

Amount

6.01
6.02
6.03
6.04
6.05

Countries designated NAIC—1:
Country 1:
Country 2:
Countries designated NAIC—2:
Country 1:
Country 2:
Countries designated NAIC—3 or below:
Country 1:

(Continued)
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$

Percentage of
Total Admitted
Assets

-

0.0%
0.0%

-

0.0%
0.0%

-

0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
7. Aggregate unhedged foreign currency exposure:

Amount
$

Percentage of
Total Admitted
Assets

-

-

8. Aggregate unhedged foreign currency exposure categorized by NAIC sovereign designation:

Amount
8.01
8.02
8.03

Countries designated NAIC—1
Countries designated NAIC—2
Countries designated NAIC—3 or below

$

-

Percentage of
Total Admitted
Assets
0.0%
0.0%
0.0%

9. Largest unhedged foreign currency exposures by country, categorized by the country’s NAIC
sovereign designation:

Amount

9.01
9.02
9.03
9.04
9.05
9.06

Countries designated NAIC—1:
Country 1:
Country 2:
Countries designated NAIC—2:
Country 1:
Country 2:
Countries designated NAIC—3 or below:
Country 1:
Country 2:

(Continued)
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$

Percentage of
Total Admitted
Assets

-

0.0%
0.0%

-

0.0%
0.0%

-

0.0%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
10. Ten largest nonsovereign (i.e., nongovernmental) foreign issues:

Issuer

NAIC Designation

10.01
10.02
10.03
10.04
10.05
10.06
10.07
10.08
10.09
10.10

Amount
$

-

Percentage of
Total Admitted
Assets
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

11. Amounts and percentages of the reporting entity’s total admitted assets held in Canadian investments
and unhedged Canadian currency exposure:
11.01

Are assets held in foreign investments less than 2.5 percent of the reporting entity’s total
admitted assets?
Yes [ X ] No [ ]
If response to 11.01 is yes, detail is not required for the remainder of Interrogatory 11.

Amount
11.02
11.03
11.04
11.05

Total admitted assets held in Canadian investments
Canadian currency–denominated investments
Canadian-denominated insurance liabilities
Unhedged Canadian currency exposure

(Continued)
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$

-

Percentage of
Total Admitted
Assets
0.0%
0.0%
0.0%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
12. Report aggregate amounts and percentages of the reporting entity’s total admitted assets held in
investments with contractual sales restrictions:
12.01

Are assets held in investments with contractual sales restrictions less than 2.5 percent of the
reporting entity’s total admitted assets?
Yes [ X ] No [ ]
If response to 12.01 is yes, responses are not required for the remainder of Interrogatory 12.

Amount

12.02 Aggregate statement value of investments with
contractual restrictions
Largest three investments with contractual sales
restrictions:
12.03
12.04
12.05

$

Percentage of
Total Admitted
Assets

-

0.0%

-

0.0%
0.0%
0.0%

13. Amounts and percentages of admitted assets held in the 10 largest equity interests:
13.01

Are assets held in equity interests less than 2.5 percent of the reporting entity’s total admitted
assets?
Yes [ ] No [ X ]
If response to 13.01 is yes, responses are not required for the remainder of Interrogatory 13.

Issuer
13.02
13.03
13.04
13.05
13.06

Ishares Select Dividend EFT
SPDR S&P 500 EFT Trust
Lawyers Reinsurance Company
Federal Home Loan Bank of Des Moines

(Continued)

35

Amount

Percentage of
Total Admitted
Assets

$ 3,749,847
1,669,466
1,048,648
157,700
-

3.0%
1.3%
0.8%
0.1%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
14. Amounts and percentages of the reporting entity’s total admitted assets held in nonaffiliated, privately
placed equities:
14.01

Are assets held in nonaffiliated privately placed equities less than 2.5 percent of the reporting
entity’s total admitted assets?
Yes [ X ] No [ ]
If response to 14.01 above is yes, responses are not required for the remainder of
Interrogatory 14.
Percentage of
Total Admitted
Amount
Assets

14.02 Aggregate statement value of investments with
contractual restrictions
Largest three investments with contractual sales
restrictions:
14.03
14.04
14.05

$

-

0.0%

-

0.0%
0.0%
0.0%

15. Amounts and percentages of the reporting entity’s total admitted assets held in general partnership
interests:
15.01

Are assets held in general partnership interests less than 2.5 percent of the reporting entity’s
total admitted assets?
Yes [ X ] No [ ]
If response to 15.01 above is yes, responses are not required for the remainder of
Interrogatory 15.
Percentage of
Total Admitted
Amount
Assets

15.02 Aggregate statement value of investments with
contractual restrictions
Largest three investments with contractual sales
restrictions:
15.03
15.04
15.05

(Continued)
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$

-

0.0%

-

0.0%
0.0%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
16. Amounts and percentages of the reporting entity’s total admitted assets held in mortgage loans:
16.01

Are mortgage loans reported in Schedule B less than 2.5 percent of the reporting entity’s total
admitted assets?
Yes [ X ] No [ ]
If response to 16.01 above is yes, responses are not required for the remainder of
Interrogatories 16 and 17.
Percentage of
Total Admitted
Type (Residential, Commercial, Agricultural)
Amount
Assets

16.02
16.03
16.04
16.05
16.06
16.07
16.08
16.09
16.10
16.11

$

-

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

Amount and percentage of the reporting entity’s total admitted assets held in the following categories
of mortgage loans:

Amount

16.12
16.13
16.14
16.15
16.16

Construction loans
Mortgage loans over 90 days past due
Mortgage loans in the process of foreclosure
Mortgage loans foreclosed
Restructured mortgage loans

(Continued)
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$

-

Percentage of
Total Admitted
Assets

0.0%
0.0%
0.0%
0.0%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
17. Aggregate mortgage loans having the following loan-to-value ratios as determined from the most
current appraisal as of the annual statement date:

Loan-toValue
17.01
17.02
17.03
17.04
17.05

Residential
Percentage of
Total Admitted
Amount
Assets

Above 95% $
91 to 95%
81 to 90%
71 to 80%
Below 70%

-

0.0%
0.0%
0.0%
0.0%
0.0%

Commercial
Percentage of
Total Admitted
Amount
Assets
$

-

0.0%
0.0%
0.0%
0.0%
0.0%

Agricultural
Percentage of
Total Admitted
Amount
Assets
$

-

0.0%
0.0%
0.0%
0.0%
0.0%

18. Amounts and percentages of the reporting entity’s total admitted assets held in each of the five
largest investments in real estate:
18.01

Are assets held in real estate reported less than 2.5 percent of the reporting entity’s total
admitted assets?
Yes [ X ] No [ ]
If response to 18.01 above is yes, responses are not required for the remainder of
Interrogatory 18.
Largest five investments in any one parcel or group of contiguous parcels of real estate:

Description

Amount

18.02
18.03
18.04
18.05
18.06

$

(Continued)

38

-

Percentage of
Total Admitted
Assets
0.0%
0.0%
0.0%
0.0%
0.0%

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
19. Report aggregate amounts and percentages of the reporting entity’s total admitted assets held in
investments held in mezzanine real estate loans:
19.01

Are assets held in investments held in mezzanine real estate loans less than 2.5 percent of
the reporting entity’s total admitted assets?
Yes [ X ] No [ ]
If response to 19.01 above is yes, responses are not required for the remainder of
Interrogatory 19.
Percentage of
Total Admitted
Amount
Assets

19.02 Aggregate statement value of investments held in
mezzanine real estate loans
Largest three investments held in mezzanine real estate
loans:
19.03
19.04
19.05

$

-

0.0%

-

0.0%
0.0%
0.0%

20. Amounts and percentages of the reporting entity’s total admitted assets subject to the following types
of agreements:
At Year-End
Percentage of
Total Admitted
Amount
Assets
20.01

20.02
20.03
20.04
20.05

Securities lending
agreements (do not
include assets held
as collateral for
such transactions)
$
Repurchase agreements
Reverse repurchase
agreements
Dollar repurchase
agreements
Dollar reverse
repurchase agreements

At End of Each Quarter
1st
Quarter

2nd
Quarter

3rd
Quarter

$

$

$

-

0.0%
0.0%

-

0.0%

-

-

-

-

0.0%

-

-

-

-

0.0%

-

-

-

(Continued)
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-

-

-

ALPS Property & Casualty Insurance Company
Investment Risks Interrogatories (Continued)
December 31, 2018
21. Amounts and percentages of the reporting entity’s total admitted assets for warrants not attached to
other financial instruments, options, caps and floors:
Owned
Percentage of
Total Admitted
Amount
Assets
21.01 Hedging
21.02 Income generation
21.03 Other

$

-

0.0%
0.0%
0.0%

Written
Percentage of
Total Admitted
Amount
Assets
$

-

0.0%
0.0%
0.0%

22. Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for
collars, swaps and forwards:
At Year-End
Percentage of
Total Admitted
Amount
Assets
22.01
22.02
22.03
22.04

Hedging
Income generation
Replications
Other

$

-

0.0%
0.0%
0.0%
0.0%

At End of Each Quarter
1st
Quarter

2nd
Quarter

3rd
Quarter

$

$

$

-

-

-

23. Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for
future contracts:
At Year-End
Percentage of
Total Admitted
Amount
Assets
23.01
23.02
23.03
23.04

Hedging
Income generation
Replications
Other

$

-

0.0%
0.0%
0.0%
0.0%

See accompanying independent auditor’s report.
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At End of Each Quarter
1st
Quarter

2nd
Quarter

3rd
Quarter

$

$

$

-

-

-

ALPS Property & Casualty Insurance Company
Reinsurance Interrogatories
December 31, 2018
7.1.

Has the reporting entity reinsured any risk with any other entity under a quota share reinsurance
contract that includes a provision that would limit the reinsurer’s losses below the stated quota
share percentage (e.g., a deductible, a loss ratio corridor, a loss cap, an aggregate limit, or any
similar provisions)?
Yes [ ] No [ X ]

7.2.

If yes, indicate the number of reinsurance contracts containing such provisions.
Not applicable.

7.3.

If yes, does the amount of reinsurance credit taken reflect the reduction in quota share coverage
caused by any applicable limiting provision(s)?
Not applicable.

8.1.

Has this reporting entity reinsured any risk with any other entity and agreed to release such entity
from liability, in whole or in part, from any loss that may occur on the risk, or portion thereof,
reinsured?
Yes [ X ] No [ ]

8.2.

If yes, give full information.
Effective April 13, 2015, the Company entered into a Commutation and Release Agreement with
Catalina Safety Reinsurance Ltd., formerly known as American Safety Reinsurance Limited
(American Safety). Under the terms of the Commutation and Release Agreement, the Company
received a commutation payment from American Safety in the total sum of $4,501,469 in full and
final settlement of all sums due from American Safety under nine separate reinsurance agreements
to which American Safety was a subscribing reinsurer in varying percentages of participation and
covering various treaty years from 2007 through 2011.

9.1

Has the reporting entity ceded any risk under any reinsurance contract (or under multiple contracts
with the same reinsurer or its affiliates) for which during the period covered by the statement: (i) it
recorded a positive or negative underwriting result greater than 5 percent of prior year-end surplus
as regards policyholders or it reported calendar year written premium ceded or year-end loss and
loss expense reserves ceded greater than 5 percent of prior year-end surplus as regards
policyholders; (ii) it accounted for that contract as reinsurance and not as a deposit; and (iii) the
contract(s) contain one or more of the following features or other features that would have similar
results:
a. A contract term longer than two years and the contract is noncancelable by the reporting entity
during the contract term;
b. A limited or conditional cancellation provision under which cancellation triggers an obligation by
the reporting entity, or an affiliate of the reporting entity, to enter into a new reinsurance
contract with the reinsurer, or an affiliate of the reinsurer;
c.

Aggregate stop-loss reinsurance coverage;
(Continued)
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ALPS Property & Casualty Insurance Company
Reinsurance Interrogatories (Continued)
December 31, 2018
d. A unilateral right by either party (or both parties) to commute the reinsurance contract, whether
conditional or not, except for such provisions which are only triggered by a decline in the credit
status of the other party;
e. A provision permitting reporting of losses, or payment of losses, less frequently than on a
quarterly basis (unless there is no activity during the period); or
f.

Payment schedule, accumulating retentions from multiple years, or any features inherently
designed to delay timing of the reimbursement to the ceding entity?
Yes [ ] No [ X ]

9.2.

Has the reporting entity, during the period covered by the statement, ceded any risk under any
reinsurance contract (or under multiple contracts with the same reinsurer or its affiliates) for which,
during the period covered by the statement, it recorded a positive or negative underwriting result
greater than 5 percent of prior year-end surplus as regards policyholders or it reported calendar
year written premium ceded or year-end loss and loss expense reserves ceded greater than
5 percent of prior year-end surplus as regards policyholders; excluding cessions to approved
pooling arrangements or to captive insurance companies that are directly or indirectly controlling,
controlled by, or under common control with (i) one or more unaffiliated policyholders of the
reporting entity or (ii) an association of which one or more unaffiliated policyholders of the reporting
entity is a member where:
a. The written premium ceded to the reinsurer by the reporting entity or its affiliates represents fifty
percent (50 percent) or more of the entire direct and assumed premium written by the reinsurer
based on its most recently available financial statement; or
b. Twenty-five percent (25 percent) or more of the written premium ceded to the reinsurer has
been retroceded back to the reporting entity or its affiliates in a separate reinsurance contract?
Yes [ ] No [ X ]

9.3.

If yes to 9.1 or 9.2, please provide the following information:
a. The aggregate financial statement impact gross of all such ceded reinsurance contracts on the
balance sheet and statement of income;
Not applicable.
b. A summary of the reinsurance contract terms, and indicate whether it applies to the contracts
meeting the criteria in 9.1 or 9.2; and
Not applicable.
c.

A brief discussion of management’s principal objectives in entering into the reinsurance
contract, including the economic purpose to be achieved.
Not applicable.
(Continued)

42

ALPS Property & Casualty Insurance Company
Reinsurance Interrogatories (Continued)
December 31, 2018
9.4.

Except for transactions meeting the requirements of paragraph 30 of SSAP No. 62, Property and
Casualty Reinsurance, has the reporting entity ceded any risk under any reinsurance contract (or
multiple contracts with the same reinsurer or its affiliates) during the period covered by the financial
statement, and either:
a. Accounted for that contract as reinsurance (either prospective or retroactive) under statutory
accounting principles (SAP) and as a deposit under generally accepted accounting principles
(GAAP); or
b. Accounted for that contract as reinsurance under GAAP and as a deposit under SAP?
Yes [ ] No [ X ]

9.5.

If yes to 9.4, explain why the contract(s) is treated differently for GAAP and SAP.
Not applicable.

See accompanying independent auditor’s report.
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