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At A Glance

The Philadelphia Contributionship Mutual Holding Company is a mutual 
holding company formed for the purpose of serving as the ultimate controlling 
parent in the corporate structure. The principal business of The Philadelphia 
Contributionship Mutual Holding Company is to hold the stock of TPC 
Holdings, Inc.

TPC Holdings, Inc. is a stock holding company whose principal business is 
to hold the stock of The Philadelphia Contributionship for the Insurance of 
Houses from Loss by Fire, Inc. and Vector Security Holdings, Inc.

The Philadelphia Contributionship for the Insurance of Houses from Loss 
by Fire, Inc. is the oldest successful property and casualty insurance company in 
the United States, having been founded in 1752. The company was converted 
from a mutual company to a stock company in 2009. We continue to hold the 
honor of having retained an A rating or higher from A.M. Best Company for 
80+ years. We currently enjoy an A.M. Best rating of A+ (Superior).

The Philadelphia Contributionship is our group of insurance companies 
writing residential business in predominantly urban communities. Our 
Company was founded by Benjamin Franklin and his fellow fire-fighters to 
provide insurance to urban Philadelphia homeowners. We provide homeowners, 
fire and liability insurance to customers in New Jersey and Pennsylvania.

Vector Security Holdings, Inc., our residential and commercial security 
subsidiary, is the seventh largest supplier of electronic security, fire alarm, 
video surveillance, access control, emergency response services, central station 
monitoring and uniformed guard services to homes and businesses throughout 
the United States. Vector has received numerous awards for its outstanding 
quality of service and has earned a reputation as an industry leader.



1Our Mission

The Philadelphia Contributionship is committed to 
providing insurance protection for the urban community 
and surrounding areas. We are dedicated to producing 
an underwriting profit by providing responsive insurance 
services to our members and policyholders as well as 
maintaining a stable market for our agency partners. We 
value our employees and are committed to providing them 
with professional development opportunities. We will 
continue to support the community that we’ve been a part 
of since 1752.
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Letter to Policy Holders

Financial strength and stability. These qualities are among the greatest assets a company 
that provides insurance and security protection can have. The members, policyholders 
and customers of The Philadelphia Contributionship can rest assured that the company 
is both strong and stable. Since 1752, The Philadelphia Contributionship has prided 
itself in meeting the needs of our customers. With a strong balance sheet, conservative 
management of our businesses and a sound approach to enterprise risk management, we 
believe we are well positioned to continue to protect our customers for the long run.

Never before was our commitment to stand behind our policyholders more evident 
than in 2010. Faced with eight weather catastrophes during the year, our employees 
stood tall and delivered outstanding service in getting our policyholders the help they 
needed. Resources were stretched as these events generated an unprecedented number 
of claims. Even so, service levels remained high and we received numerous letters from 
satisfied policyholders praising our staff for their performance in very tough conditions. 
Employees throughout the company took a team approach and pitched in wherever help 
was needed. It is that kind of commitment, backed by a strong balance sheet that sets 
The Philadelphia Contributionship apart in our industry.

The benefit of our mutual holding company structure was put into practice in 
March when The Philadelphia Contributionship for the Insurance of Houses from Loss 
by Fire, Inc. contributed a $10 million dividend to TPC Holdings, Inc. The vast major-
ity of those proceeds were later contributed to Vector Security, Inc. for use in making a 
strategic acquisition in December 2010.

In October, the company lost one of its leaders with the passing of John A. Murphy. 
John served as President and CEO of Vector Security, Inc. since 1991 and was elected 
to the Board of Directors of The Philadelphia Contributionship in 2007. John’s leader-
ship will be missed. Pamela J. Petrow succeeded John as President and CEO. Ms. Petrow 
formerly served the company as Executive Vice President and COO.

We also owe a debt of gratitude to Mary Patterson McPherson, PhD. and Shaun F. 
O’Malley. Both Pat and Shaun retired from our Board of Directors in 2010. Their many 
years of service to The Philadelphia Contributionship are greatly appreciated and their 
thoughtful advice and council will be missed.

As we complete our 259th year of operation, the directors, officers and employees 
of The Philadelphia Contributionship are proud to continue the tradition started by 
Benjamin Franklin and his friends. We are proud of our past and excited about the 
prospects of our future. Our story is long and unique. We are ready to write the next 
chapter of our history — together.

Insurance Operations
In spite of very harsh weather conditions in 2010, we are pleased to report to you 

that The Philadelphia Contributionship remains in outstanding financial condition. The 
winter of 2010 brought record snowfall to our operating territory. In March, a nor’easter 
hit the region and in summer, severe wind and hail events added to the already high 



3volume of property claims. In total, eight catastrophic events impacted the company 
with $14.3 million of incurred losses attributable to those events; more than four times 
the expected amount in a year.

Our efforts to re-engage our agency partners and to refresh our product portfolio 
began to pay off in 2010. New business premium was up 10% in 2010. However, home 
sales remained weak and the economy’s recovery was slow, so overall growth remained 
constrained. As a result, our 2010 net written premium of $105.4 million is down 2.0% 
when compared to 2009. Net premiums earned for 2010 were $106.3 million, down 3.0% 
from the $109.6 million recorded in 2009.

Income from the investment portfolio was $11.6 million compared to $12.3 million 
in 2009 with the reduction due to lower reinvestment rates and the sale of assets related 
to the $10 million dividend paid to TPC Holdings, Inc. Net realized gains on the sale of 
investments during 2009 was $4.2 million compared to $0.5 million in 2009.

In total, revenues from Insurance Operations for the year ending December 31, 
2010 were $122.1 million compared to $122.3 million for 2009 a decrease of 0.2%.

The catastrophic losses described above adversely impacted our underwriting results 
causing our losses and loss adjustment expenses to grow to $85.4 million. That amount is 
up substantially from the $72.3 million posted in 2009.

Underwriting expenses have been managed very conservatively and, in fact, were 
down 6.2% from the 2009 amount of $29.0 million. Investment expenses declined to 
$2.0 million.

Finally, we once again returned capital to our members with dividends totaling  
$1.1 million.

In total, insurance group income before income taxes was $6.7 million which was 
below the $17.8 million for 2009, reflecting the impact of increased claim activity due to 
weather catastrophes.

In spite of a sluggish economy that constrained premium growth and unprecedented 
losses from weather events, The Philadelphia Contributionship literally weathered the 
storm and emerged every bit as financially stable as the year before. For the tenth consecu-
tive year AM Best Company recognized that strength with an affirmation of our A+ (Supe-
rior) financial strength rating. 2010 represents the 88th consecutive year that the company 
was rated A (Excellent) or better. That track record places The Philadelphia Contribution-
ship in rare company within our industry. Our members, policyholders and agents can take 
comfort that we expect to be there to serve them for many years to come.

Security Operations
Vector Security, Inc., our residential and commercial security subsidiary, had 

another record year in 2010. The commercial market remained strong with custom-
ers deciding to invest in cameras, access control and system upgrades, since new store 
expansions were limited as a result of economic conditions. Residential growth through 
our Authorized Dealer Program was solid with a focus on building market strength in our 



4 existing footprint. Vector continued to closely monitor and control costs throughout the 
year, slowly adding back personnel in order to meet the increased demand over 2009. 
Continued emphasis on training at all levels reinforced the commitment to quality 
customer service in all departments.

The acquisition of Hammond Security, located in Poughkeepsie, New York, was 
completed at the end of the year. Hammond, a provider of high quality alarm services 
in the Lower Hudson Valley, is a good fit with Vector. Poughkeepsie is a new market for 
Vector and this will be a new branch location. All employees were retained to service 
the 5,500 customers and to help us further our market presence in this area.

Revenues for 2010, exceeded $200 million for the first time, with revenue of $204.8 
million as of December 31, 2010, compared to revenues of $173.9 in 2009. Earnings 
before interest, taxes, depreciation and amortization (EBITDA) increased significantly 
in 2010 to $42.3 million from $33.4 million in 2009.

Vector expanded its customer base by 9% in 2010 to 243,000 through its authorized 
dealer program, internal growth and an acquisition in New York.

Vector’s outstanding performance in 2010 demonstrates, once again, the value it 
brings to our consolidated operation. In addition to adding diversification to our business, 
Vector’s profitability has added significantly to the financial position of the company.

Consolidated Balance Sheet
Our consolidated balance sheet remained very strong in 2010. Total assets through 

December 31, 2010 increased 9.5% during the year to $607.0 million from $554.2 mil-
lion primarily due to an increase in the value of our equity investment portfolio and 
the value of intangible assets related to our security operation. During the same period, 
liabilities increased 11.0% to $345.5 million from $311.4 million due primarily to an 
increase in unpaid loss and loss adjustment expenses of the insurance operation and 
an increase in long-term debt in the security operation. Equity as of December 2010 is 
$261.4 million which is a 7.7% increase since December 2009.

On behalf of the Board of Directors, we would like to thank the employees of The 
Philadelphia Contributionship’s insurance and security operations. It is their hard work 
and dedication to the service of our customers that make this company successful in the 
markets we serve.

Scott M. Jenkins	 Robert G. Whitlock, Jr., FCAS, MAAA
Chairman of the Board	 President and Chief Executive Officer
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consolidated balance sheet

December 31,  2010 and 2009

(In Thousands)

see notes to consol idated fina nci a l s tatements .

assets 2010 2009

insurance group assets

Investments available for sale:
Debt securities  $160,180  $161,329 
Preferred stocks  1,922  1,739 
Common stocks  186,442  174,229 

 348,544  337,297 

Cash and cash equivalents  12,933  15,003 
Reinsurance recoverable and receivable  8,937  6,800 
Prepaid reinsurance premiums  1,933  1,788 
Premiums receivable  8,057  4,870 
Other receivables  349  887 
Accrued income from investments  1,618  1,902 
Deferred acquisition costs  11,332  10,957 
Property and equipment, net  2,106  1,965 
Other assets  1,014  647 

Total Insurance Group Assets  396,823  382,116 

security group assets

Current assets:
Cash and cash equivalents  119  474 
Trade accounts receivable, less allowance  

for doubtful accounts of $1,245  
in 2010 and $899 in 2009  19,925  11,379 

Unbilled revenue  10,375  8,870 
Inventories  4,394  4,209 
Prepaid expenses and other current assets  2,079  2,534 
Income taxes receivable  1,399  —   

Total Current Assets  38,291  27,466 

Property and equipment, net  15,109  13,191 
Intangible assets, net  141,094  115,419 
Goodwill  5,044  5,044 
Deferred income taxes  9,816  9,158 
Other noncurrent assets  806  1,792 

Total Security Group Assets  210,160  172,070 

Total Assets  $606,983  $554,186 
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consolidated balance sheet

December 31,  2010 and 2009

(In Thousands)

see notes to consol idated fina nci a l s tatements .

liabilities and equity 2010 2009

insurance group liabilities

Unpaid losses and loss adjustment expenses  $  85,683  $  79,314 
Unearned premiums  61,292  62,000 
Advance premiums  2,352  1,928 
Deposit premiums  17,326  17,520 
Deferred income taxes  14,653  9,468 
Income taxes payable  995  895 
Other liabilities  7,854  9,593 

Total Insurance Group Liabilities  190,155  180,718 

security group liabilities

Current liabilities:
Current maturities of long-term debt  8,294  8,331 
Current portion of deferred compensation  3,504  —   
Accounts payable and accrued expenses  18,016  16,607 
Customer deposits  807  705 
Unearned revenue  10,528  9,712 
Purchase holdbacks  4,355  3,101 
Interest rate swap payable  —    705 
Deferred income taxes  787  483 
Income taxes payable —   616 

Total Current Liabilities  46,291  40,260 

Long-term debt, less current maturities  108,079  86,762 
Interest rate swap payable  547 —
Other long-term liabilities  474  3,617 

Total Security Group Liabilities  155,391  130,639 

Total Liabilities  345,546  311,357 

equity

Accumulated other comprehensive income  36,664  27,874 
Retained earnings  224,773  214,955 

Total Equity  261,437  242,829 

Total Liabilities and Equity  $606,983  $554,186 
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consolidated statement of operations

years ended December 31,  2010 and 2009

(In Thousands)

see notes to consol idated fina nci a l s tatements .

2010 2009

insurance group

Revenue: 
Net premiums earned  $106,261 $109,575
Gross investment income  11,607 12,267
Net realized gains on investments  4,228 455

Total Revenue  122,096 122,297

Losses and expenses:
Losses and loss adjustment expenses  85,370 72,319
Underwriting expenses  27,202 29,011
Investment expenses  2,028 2,148

Total Losses and Expenses  114,600 103,478

Income before Other Income (Expense), 
Dividends to Policyholders, and  
Income Tax Expense  7,496 18,819

Other income, net  317 155
Dividends to policyholders  (1,124) (1,130)

Insurance Group Income before  
Income Tax Expense  6,689 17,844

security group

Revenue  204,793 173,859
Cost of sales  114,747 97,879

Gross Profit  90,046 75,980

Operating expenses:
Selling, general, and administrative  47,715 42,581
Acquisition-related costs  437 559
Depreciation  5,747 5,640
Amortization  22,373 18,292

Total Operating Expenses  76,272 67,072

Operating Income  13,774 8,908

Other:
Interest expense  (6,822) (6,123)
Other income (expense), net  (15) 20

 (6,837) (6,103)

Security Group Income before  
Income Tax Expense  6,937 2,805

Income before Income Tax Expense  13,626 20,649

income tax expense  3,808 6,369

Net Income  $    9,818 $  14,280
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consolidated statement of equity

years ended December 31,  2010 and 2009

(In Thousands)

see notes to consol idated fina nci a l s tatements .

Retained  
Earnings

Accumulated  
Other  

Comprehensive  
Income Total

balance, january 1, 2009  $200,675  $  2,917  $203,592 

Comprehensive income:
Net income  14,280 —  14,280 
Other comprehensive 

income, net of taxes —  24,957  24,957 

Total Comprehensive 
Income  39,237 

balance, december 31, 2009  214,955  27,874  242,829 

Comprehensive income:
Net income  9,818  —  9,818 
Other comprehensive 

income, net of taxes —  8,790  8,790 

Total Comprehensive 
Income  18,608 

balance, december 31, 2010  $224,773  $36,664  $261,437 
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see notes to consol idated fina nci a l s tatements .

consolidated statement of cash flows

years ended December 31,  2010 and 2009

(In Thousands)

2010 2009 

cash flow from operating activities

Net income  $   9,818 $ 14,280
Adjustments to reconcile net income to net 

cash provided by operating activities:
Net realized gains on sale of investments  (4,228) (455)
Depreciation and amortization  29,942 24,991
Deferred income taxes  90 327
Gain on disposal of property and equipment  (63) (3)
Change in assets and liabilities, net of effects 

of acquisitions:
Unpaid losses and loss adjustment 

expenses  6,369 (1,831)
Unearned premiums  (708) (1,991)
Advance premiums  424 (796)
Reinsurance recoverable and receivable  (2,137) 155
Prepaid reinsurance premiums  (145) 1
Income taxes and other receivables  (861) 114
Premiums receivable  (3,187) 366
Deferred acquisition costs  (375) (41)
Trade accounts receivable, unbilled 

revenue, and inventories  (10,017) 6,119
Accrued income from investments  284 220
Deposit premiums  (194) (117)
Other liabilities  (2,255) (2,065)
Prepaid expenses and other assets  260 (130)
Accounts payable, accrued expenses and 

purchase holdbacks  1,770 1,076
Unearned revenue and customer 

deposits  (383) (149)

Net Cash Provided by Operating Activities  24,404 40,071

cash flow from investing activities

Cash paid for acquisitions  (45,856) (39,710)
Capital expenditures  (6,994) (4,844)
Proceeds from disposal of property and 

equipment  84 79
Proceeds from maturities of investments  16,519 10,218
Proceeds from sale of investments  82,766 86,808
Purchase of investments  (93,329) (93,820)

Net Cash Used in Investing Activities $(46,810) $(41,269)
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see notes to consol idated fina nci a l s tatements .

consolidated statement of Cash Flows (continued)

years ended December 31,  2010 and 2009

(In Thousands)

2010 2009

cash flow from financing activities

Net repayments under revolving credit 
agreements  $ 28,500 $  (7,500)

Proceeds from term note  —  75,000
Repayments on term notes  (7,500) (58,750)
Cash paid for debt issuance costs —  (2,400)
Principal payments on capital leases  (1,019) (1,182)

Net Cash Provided by Financing Activities  19,981 5,168

Net Increase (Decrease) in 
Cash Equivalents  (2,425) 3,970

cash and cash equivalents, beginning  15,477 11,507

cash and cash equivalents, ending  $13,052 $ 15,477

supplemental cash flows information

Interest paid  $  5,776 $   4,814

Income taxes paid  $  2,727 $   6,891

supplemental schedule of noncash investing 
and financing activities

In conjunction with acquisitions,  
the Security Group:
Recorded purchase holdbacks  $  3,469 $   2,005

Recorded purchase price adjustments  $      (37) $  (1,529)

Capital leases  $  1,299 $      306
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notes to consolidated financial statements

December 31,  2010 and 2009

(Dollars In Thousands Unless Otherwise Noted)

Note 1:	 Summary of Significant Accounting Policies

Basis of Presentation
The accompanying consolidated financial statements include the accounts of The Philadel-
phia Contributionship Mutual Holding Company (the Company), a mutual holding company, 
and its wholly-owned subsidiaries: TPC Holdings, Inc., The Philadelphia Contributionship for 
the Insurance of Houses from Loss by Fire, Inc. (The Contributionship), and Vector Security 
Holdings, Inc. (Vector).

The consolidated financial statements include the accounts of The Contributionship, a stock 
company, and its wholly-owned subsidiaries, The Philadelphia Contributionship Insurance 
Company, Germantown Insurance Company, First Insurance Company of America, and Frank-
lin Agency, Inc. (collectively, the Insurance Group), and Vector. Vector is the parent company 
of the following wholly-owned subsidiaries: Vector Security, Inc., The Jupiter Group, Inc., Vec-
tor International Holdings, Inc., Vector Security Canada, Inc., and Vector Security de Mexico, 
S.A. de CV (collectively, the Security Group). The consolidated financial statements have been 
prepared in conformity with accounting principles generally accepted in the United States 
of America (GAAP), which differ in some regard from those followed in reports to insurance 
regulatory authorities. All significant intercompany transactions and balances have been 
eliminated.

On December 4, 2009, the members of The Contributionship voted to approve the Plan of 
Reorganization which provided for the conversion of The Contributionship from a Pennsylvania 
mutual insurance company to a Pennsylvania stock insurance company within a mutual hold-
ing company structure and certain related transactions including the adoption of articles of 
incorporation and amended and restated bylaws of The Contributionship and the adoption of 
articles of incorporation and bylaws of the stock holding company and mutual holding com-
pany formed in connection with the reorganization. As a result, The Contributionship is now 
a stock insurance company and is a wholly-owned subsidiary of TPC Holdings, Inc., a stock 
holding company, and TPC Holdings, Inc. is now a wholly-owned subsidiary of The Philadelphia 
Contributionship Mutual Holding Company, the ultimate controlling entity. As part of the Plan 
of Reorganization, The Contributionship distributed all of the outstanding shares of Vector to 
TPC Holdings, Inc. Vector is now a wholly-owned subsidiary of TPC Holdings, Inc. The reorga-
nization did not have a material impact on the Company’s consolidated financial statements.

The preparation of financial statements in conformity with GAAP requires management to 
make estimates and assumptions that affect amounts reported in the financial statements and 
accompanying notes. Such estimates and assumptions could change in the future as more 
information becomes known which could impact the amounts reported and disclosed herein.

The Insurance Group writes property and casualty insurance for homeowners and multi-family 
dwellings principally in urban communities in Pennsylvania and New Jersey. The Insurance 
Group had approximately 122,000 policyholders at December 31, 2010.

Vector installs and services security systems and provides security-monitoring services 
through advanced electronic systems designed to detect intrusions, as well as fire, water, 
temperature, and medical emergencies. Vector has approximately 243,000 residential and 
commercial customers as of December 31, 2010 located primarily in Pennsylvania, Ohio, New 
Jersey, Maryland, Virginia, New York, West Virginia, Delaware, Massachusetts, North Carolina, 
South Carolina, Florida, California, and Washington, D.C. to which it provides security monitor-
ing services and other services. Vector also has several large national commercial accounts 
to which it provides equipment and installation and monitoring services. One such customer 
accounted for approximately 9% of Vector’s 2010 total revenue and 20% of the December 31, 
2010 trade accounts receivable balance and approximately 11% of Vector’s 2009 total revenue 
and 20% of the December 31, 2009 trade accounts receivable balance.
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notes to consolidated financial statements

December 31,  2010 and 2009

(Dollars In Thousands Unless Otherwise Noted)

Premiums
The Contributionship issues perpetual fire and homeowners insurance policies. When a per-
petual policy is issued, a deposit premium is received, which is reflected as a liability. The pre-
mium is returned if coverage terminates.

The Insurance Group also issues term policies for property and casualty coverage. Premiums 
on such policies are reflected in income over the effective period of the policies. Unearned 
premiums are calculated on the monthly pro rata basis.

Reinsurance
Prospective reinsurance premiums, losses, and loss adjustment expenses are accounted for 
on bases consistent with those used in accounting for the original policies issued and the 
terms of the reinsurance contracts.

Assessments
The Insurance Group is subject to assessments in the states in which it is licensed. Assess-
ments consist primarily of charges from guaranty fund associations. These charges are propor-
tionately allocated to the Insurance Group based upon premiums written in prior years.

A liability is established based upon historical experience and actual correspondence from 
the assessing associations. Based upon assessments paid, certain states allow credits 
against future premium taxes due. The Insurance Group recorded a liability of $1,486 and 
$2,797 (net of estimated premium tax credits of $1,464 and $ $2,301) for such assessments 
as of December 31, 2010 and 2009, respectively.

Acquisition Costs
Acquisition costs, such as commissions, premium taxes, and certain other underwriting and 
agency expenses that vary with and are directly related to the production of new and renewal 
business, are deferred and amortized over the effective period of the related insurance poli-
cies. The Insurance Group determines whether acquisition costs are recoverable consider-
ing future losses and loss adjustment expenses, policy maintenance costs and anticipated 
investment income. To the extent that acquisition costs are not recoverable, the difference is 
charged to income in the period identified.

Liability for Unpaid Losses and Loss Adjustment Expenses
The liability for losses and loss adjustment expenses includes management’s best estimate 
for the ultimate net cost of all reported and unreported losses and loss adjustment expenses 
incurred through December 31.

The Insurance Group believes that the liability for losses and loss adjustment expenses is 
adequate to provide for the ultimate cost of losses and loss adjustment expenses, but this 
liability is necessarily based on estimates, and the amount ultimately paid may vary signifi-
cantly from such estimates. Those estimates are subject to the effects of trends in loss sever-
ity and frequency. This liability is continually reviewed and changes in estimates are reflected 
in earnings currently.

Investments
All debt and equity securities are classified as available for sale and are carried at fair value. 
Management reviews the securities in its investment portfolio on a periodic basis to specifi-
cally identify individual securities that have incurred an other-than-temporary decline in fair 
value below cost or amortized cost. As part of its periodic review process, management uti-
lizes information received from its outside professional asset manager to assess each issuer’s 
current credit situation. When management’s review identifies an other-than-temporary impair-
ment in the valuation of a debt security, it compares its projected discounted cash flows to 
the amortized cost in order to determine the credit related portion and the non-credit related 
portion of the loss. The credit related portion is recorded as a charge in the consolidated 
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notes to consolidated financial statements

December 31,  2010 and 2009

(Dollars In Thousands Unless Otherwise Noted)

statement of operations while the non-credit related portion is recorded through other com-
prehensive income in the consolidated balance sheet.

For structured securities, management projects cash flows using loss adjusted cash flows 
that contemplate current market factors such as prepayment assumptions, expected default 
assumptions, and the current condition of the guarantor of the security. For structured securi-
ties, the discount rate used in the present value calculation is the security’s current effective 
interest rate. The discount rate used for other fixed income securities is the security’s effec-
tive interest rate at the date of acquisition.

In addition to issuer-specific financial information, general economic data and management’s 
projections of discounted cash flows, management also assesses whether it has the intent 
to sell a particular security or whether it is more likely than not it will be required to sell the 
security before its anticipated recovery. When management determines that it either intends 
to sell or is no longer more likely than not to hold the security until its anticipated recovery, a 
realized loss is recorded in the consolidated statement of operations for the full amount of the 
difference between fair value and amortized cost.

Dividends and interest income are recognized when earned. Premiums and discounts on debt 
securities are amortized or accreted based upon the effective-interest method. Realized gains 
and losses on investments are determined by the specific identification method.

Property and Equipment - The Insurance Group
Property and equipment, which primarily consist of the Insurance Group’s office, EDP equip-
ment, and furniture and fixtures, are reflected at cost less accumulated depreciation of $5,330 
and $4,720 at December 31, 2010 and 2009, respectively. Depreciation is provided using the 
straight-line method over the estimated useful lives of the assets.

Property and Equipment - The Security Group
Property and equipment are stated at cost less accumulated depreciation. Equipment under 
capital leases is stated at the present value of minimum lease payments. Vector provides for 
depreciation over the estimated useful lives of the related assets utilizing the straight-line 
method. Estimated useful lives range from 3 to 7 years, with the exception of buildings, which 
are depreciated over approximately 25 years.

Vector installs certain home security package systems in residences if the customer commits 
to a monitoring arrangement for a minimum period of time. These security systems remain 
the property of Vector. The cost of the security systems, including costs of installation, is capi-
talized and depreciated over their useful life of 7 years.

Balances consist of the following as of December 31, 2010 and 2009:

2010 2009

Land $     305 $     305

Buildings and improvements 3,949 3,714

Home security package systems 22,028 19,545

Furniture and fixtures 3,398 3,158

Vehicles and equipment 16,659 16,575

Construction-in-progress 113 10

46,452 43,307

Less accumulated depreciation (31,343) (30,116)

$15,109 $13,191
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notes to consolidated financial statements

December 31,  2010 and 2009

(Dollars In Thousands Unless Otherwise Noted)

Revenue Recognition
Vector’s major sources of revenue are equipment sales and installation, and monitoring as 
described above. While Vector frequently sells these elements in a bundled arrangement, it 
also sells each element individually, with no discounts given for the elements included in a 
bundled arrangement. Accordingly, when elements are included in a bundled arrangement, 
each element is treated as a separate unit of accounting. The revenue recognition policy with 
respect to each of the three major elements is as follows:

•	 Installation and Equipment Revenue - Recognized as services are performed on a 
percentage-of-completion basis calculated on a cost-to-cost comparison.

•	 Service Revenue - Recognized as services are performed for time and material agree-
ments and is recognized ratably over the service period for those agreements entered 
into under a fixed fee arrangement.

•	 Monitoring Revenue - Recognized ratably over the service period with amounts billed 
in advance of service delivery deferred and amortized over the applicable period of 
service.

Inventories
Inventories, consisting primarily of security equipment, are stated at the lower of average cost 
or market.

Intangible Assets
Goodwill was tested for impairment as of December 31, 2010 and 2009, and no impairment 
charge was required.

Long-lived assets, such as property, plant, and equipment, and purchased intangible assets 
subject to amortization, are reviewed for impairment whenever events or changes in circum-
stances indicate that the carrying amount of an asset may not be recoverable. If circum-
stances require a long-lived asset or asset group be tested for possible impairment, Vector 
first compares the undiscounted future cash flows of that asset or asset group to its carrying 
value. If the carrying value of the long-lived asset or asset group is greater than the undis-
counted cash flows, an impairment is recognized to the extent that the carrying value exceeds 
its estimated fair value. Vector recorded impairment expense, through amortization, on their 
customer service agreements of $1,573 and $1,064 during 2010 and 2009, respectively.

Customer service agreements, which have been acquired through Vector’s authorized dealer 
program or as a result of an acquisition, are amortized on a straight-line basis over periods 
ranging from 10-13 years.

Covenants not-to-compete are generally amortized on a straight-line basis over periods rang-
ing from 3 to 5 years, depending upon the length of the agreement. All intangible assets were 
recorded in connection with acquisitions.

All fully amortized intangible assets are removed from Vector’s asset system in the year fol-
lowing full amortization.

Income Taxes
Deferred income tax assets and liabilities are recognized for the future tax consequences 
attributable to differences between the financial statement carrying amounts of existing 
assets and liabilities and their respective tax bases.

Cash Equivalents
For purposes of the statements of cash flows, all short-term investments with a maturity at 
date of purchase of three months or less are considered to be cash equivalents.
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Credit Risk
The Company maintains cash balances in major financial institutions in excess of the federally 
insured limit of $250 by the Federal Deposit Insurance Corporation (FDIC). The Company has 
not experienced any losses and believes it is not exposed to any significant credit risk on cash 
and cash equivalents.

Derivative Instruments and Hedging Activities
Vector accounts for derivatives and hedging activities as either assets or liabilities in the bal-
ance sheet at their respective fair values.

Vector only enters into derivative contracts that it intends to designate as a hedge of a fore-
casted transaction or the variability of cash flows to be received or paid related to a recognized 
asset or liability (cash flow hedge). For all hedging relationships, Vector formally documents 
the hedging relationship and its risk-management objective and strategy for undertaking 
the hedge, the hedging instrument, the hedged item, the nature of the risk being hedged, 
how the hedging instrument’s effectiveness in offsetting the hedged risk will be assessed 
prospectively and retrospectively, and a description of the method of measuring ineffective-
ness. Vector also formally assesses, both at the hedge’s inception and on an ongoing basis, 
whether the derivatives that are used in hedging transactions are highly effective in offsetting 
cash flows of hedged items. For derivative instruments that are designated and qualify as a 
cash-flow hedge, the effective portion of the gain or loss on the derivative is reported as a 
component of other comprehensive income (loss) and reclassified into earnings in the same 
period or periods during which the hedged transaction affects earnings. Gains and losses on 
the derivative representing either hedge ineffectiveness or hedge components excluded from 
the assessment of effectiveness are recognized in current earnings.

Vector discontinues hedge accounting prospectively when it determines that the derivative 
is no longer effective in offsetting cash flows of the hedged item, the derivative expires or 
is sold, terminated, or exercised, the derivative is dedesignated as a hedging instrument 
because it is unlikely that a forecasted transaction will occur, or management determines that 
designation of the derivative as a hedging instrument is no longer appropriate.

In all situations in which hedge accounting is discontinued and the derivative is retained, Vec-
tor continues to carry the derivative at its fair value on the balance sheet and recognizes any 
subsequent changes in its fair value in earnings. When it is probable that a forecasted transac-
tion will not occur, Vector discontinues hedge accounting and recognizes immediately in earn-
ings gains and losses that were accumulated in other comprehensive income (loss).

Deferred Financing Costs
Deferred financing costs represent loan fees and other related costs incurred in obtaining the 
debt financing currently in place, which are being amortized over the term of the related debt.
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Comprehensive Income
The components of other comprehensive income and related tax effects are as follows:

2010
BEFORE  

TAX
TAX EXPENSE 

(BENEFIT)
NET OF  

TAX

Unrealized net holding gains arising 
during the year $18,291 $ 6,401 $11,890

Reclassification adjustments for net 
realized gains included in net 
income (4,918) (1,721) (3,197)

Change in Unrealized Gains on 
Securities Available for Sale 13,373 4,680 8,693

Changes in fair value of  
cash flow hedge (1,372) (535) (837)

Reclassification adjustment for 
settlement of cash flow hedge 
included in net income 1,528 595 933

Change in Fair Value of Cash 
Flow Hedge 156 60 96

Minimum pension liability 2 1 1

Other Comprehensive Income $13,531 $  4,741 $  8,790

2009
BEFORE  

TAX
TAX EXPENSE 

(BENEFIT)
NET OF  

TAX

Unrealized net holding gains arising 
during the year $41,547 $14,542 $ 27,005

Reclassification adjustments for net 
realized gains included in net 
income (4,472) (1,565) (2,907)

Change in Unrealized Gains on 
Securities Available for Sale 37,075 12,977 24,098

Changes in fair value of  
cash flow hedge (1,344) (524) (820)

Reclassification adjustment for 
settlement of cash flow hedge 
included in net income 2,332 910 1,422

Change in Fair Value of Cash 
Flow Hedge 988 386 602

Minimum pension liability 395 138 257

Other Comprehensive Income $38,458 $13,501 $24,957
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The components of accumulated other comprehensive income at December 31 were as 
follows:

2010 2009

Unrealized gains on securities available for sale,  
net of tax $38,479 $29,786

Minimum pension liability, net of tax (1,484) (1,485)
Net loss on cash flow hedge, net of tax (331) (427)

$36,664 $ 27,874

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation. 
Such reclassifications had no impact on net income.

Subsequent Events
In preparing these consolidated financial statements, the Company has evaluated events 
and transactions for potential recognition or disclosure through March 3, 2011, the date the 
consolidated financial statements were available to be issued.

Note 2.	 Investments
The cost and estimated fair values of investments classified as available for sale at  
December 31, 2010 and 2009 were as follows:

2010
Cost or  

Amortized 
Cost

Gross  
Unrealized 

Gains

Gross  
Unrealized 

Losses
Estimated  
Fair Value

Debt securities:

U.S. Treasury securities 
and obligations of U.S. 
Government corporations 
and agencies $    8,846 $  1,372 $        — $  10,218

Obligations of states and 
political subdivisions 56,009 1,823 (2,250) 55,582

Corporate securities 30,067 1,954 (34) 31,987

Mortgage-backed securities 60,942 2,536 (1,085) 62,393

Total Debt Securities 155,864 7,685 (3,369) 160,180

Preferred stocks 2,277 — (355) 1,922
Common stocks 131,204 55,708 (470) 186,442

Total $289,345 $63,393 $(4,194) $348,544



19

notes to consolidated financial statements

December 31,  2010 and 2009

(Dollars In Thousands Unless Otherwise Noted)

2009
Cost or  

Amortized 
Cost

Gross  
Unrealized 

Gains

Gross  
Unrealized 

Losses
Estimated  
Fair Value

Debt securities:

U.S. Treasury securities 
and obligations of U.S. 
Government corporations 
and agencies $  15,203 $  1,290 $     (15) $  16,478

Obligations of states and 	
political subdivisions 58,952 2,426 (1,923) 59,455

Corporate securities 35,722 1,572 (97) 37,197

Mortgage-backed securities 48,643 1,480 (1,924) 48,199

Total Debt Securities 158,520 6,768 (3,959) 161,329

Preferred stocks 2,277 — (538) 1,739
Common stocks 130,674 45,480 (1,925) 174,229

Total $291,471 $52,248 $(6,422) $337,297

The amortized cost and estimated fair value of debt securities at December 31, 2010, by 
contractual maturity, are shown below. Expected maturities will differ from contractual maturi-
ties because borrowers may have the right to call or prepay obligations with or without call or 
repayment penalties.

amortized  
cost

estimated fair 
value

Due in one year or less $    3,339 $    3,513
Due after one year through five years 38,797 41,080
Due after five years through ten years 21,729 23,085
Due after ten years 31,057 30,109

94,922 97,787
Mortgage-backed securities 60,942 62,393

$155,864 $160,180

Net realized gains on investments consisted of the following:

2010 2009

Gross realized gains $    8,568 $    9,280
Gross realized losses (3,647) (4,808)
Other-than-temporary impairment charges (693) (4,017)

$    4,228 $       455

Of the other-than-temporary impairment charges noted above, $693 and $3,929 related to 
mortgage-backed securities in 2010 and 2009, respectively.
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The Company had on deposit, as required by various state regulatory agencies, debt securi-
ties with a fair value of $5,507 and $4,333, and cash of $551 and $125 at December 31, 2010 
and 2009, respectively.

As of December 31, 2010 and 2009, the Company’s investment portfolio had gross unrealized 
losses of $4,194 and $6,422, respectively. For securities that were in an unrealized loss posi-
tion as of December 31, 2010 and 2009, the length of time that such securities have been in 
an unrealized loss position, as measured by their year-end fair values, is as follows:

less than 12 months 12 months or more total
fair 

value
un-realized 

losses
fair 

value
un-realized 

losses
fair 

value
un-realized 

losses

December 31, 2010:

Obligations of 
states and political 
subdivisions $  6,996 $     80 $ 4,786 $2,170 $11,782 $2,250

Corporate 
securities 5,340 34 — — 5,340 34

Mortgage-backed 
securities 7,832 1,072 215 13 8,047 1,085

20,168 1,186 5,001 2,183 25,169 3,369

Preferred stocks — — 1,922 355 1,922 355

Common stocks 7,846 372 1,019 98 8,865 470

Total $28,014 $1,558 $  7,942 $2,636 $35,956 $4,194

December 31, 2009:

U.S. Treasury 
securities and 
obligations of 
U.S. Government 
Corporations and 
agencies $  2,767 $     15 $       — $     — $  2,767 $     15

Obligations of 
states and political 
subdivisions 767 4 4,627 1,919 5,394 1,923

Corporate 
securities 5,349 97 — — 5,349 97

Mortgage-backed 
securities 4,345 28 10,436 1,896 14,781 1,924

13,228 144 15,063 3,815 28,291 3,959

Preferred stocks — — 1,662 538 1,662 538

Common stocks 6,733 790 10,454 1,135 17,187 1,925

Total $19,961 $   934 $27,179 $5,488 $ 47,140 $6,422
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At December 31, 2010, there were 43 debt securities in an unrealized loss position. In man-
agement’s opinion, the unrealized losses on debt securities reflect changes in interest rates 
subsequent to the acquisition of specific securities. Management believes that the unrealized 
losses are temporary. The Company does not intend to sell these securities until maturity 
or market recovery, and it is more likely than not the Company has the ability to hold these 
securities until maturity or market recovery. Management performed cash flow testing on its 
mortgage-backed securities and based on this cash flow testing all principal of these securi-
ties was deemed to be recoverable at December 31, 2010. At December 31, 2010, there were 
23 common and preferred stocks in an unrealized loss position. Management has the intent 
and ability to hold these common and preferred stocks to market price recovery.

Total other-than-temporary impairments for mortgage-backed securities consisted of the 
following:

2010 2009

Total other-than-temporary impairments $2,800 $5,377

Portion of loss recognized in other comprehensive 
income (before taxes) (2,107) (1,360)

Net impairment losses recognized in earnings $   693 $4,017

The following table presents the change in other than temporary credit related impairment 
charges on fixed income securities for which a portion of the other than temporary impair-
ments related to other factors and was recognized in other comprehensive income:

2010 2009

Balance of total other-than-temporary credit related 
impairment charges at the beginning of the year $6,009 $3,188

Additions for the amount related to the credit losses for 
which an other-than-temporary impairment was not 
previously recognized 109 3,527

Additions for the amount related to the credit losses 
for which an other-than-temporary impairment was 
previously recognized 584 490

Reductions for securities sold during the year (1,047) (1,196)

Balance of total other-than-temporary credit related 
impairment charges at the end of the year $ 5,655 $6,009

Note 3:	 Fair Value Measurements
The Company measures fair value by categorizing assets and liabilities based upon the level of 
judgment associated with the inputs to measure their fair value. These levels are:

Level 1:	 Inputs are unadjusted, quoted prices for identical assets or liabilities in active mar-
kets at the measurement date.

Level 2:	 Inputs other than quoted process included in Level 1 that are observable for the 
assets or liability through corroboration with market data at the measurement date.

Level 3:	 Unobservable inputs that reflect management’s best estimate of what market 
participants would use in pricing the asset or liability at the measurement date.
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The Company’s fair value measurements are based on observable inputs either directly or 
indirectly, such as quoted prices in markets that are active, quoted prices for similar securities 
at the measurement date; quoted prices in markets that are not active; or other inputs that are 
observable. The fair values for securities included in level 2 are based upon fair values gener-
ated by external pricing models that vary by asset class and incorporate available trade, bid 
and other market information, as well as price quotes from other independent market partici-
pants which reflect fair value of that particular security.

In classifying the mortgage-backed securities owned as Level 2 securities, the Company 
considers the inputs as follows:

a.	 Quoted prices for similar assets or liabilities in active markets

b.	 Quoted prices for identical or similar assets or liabilities in markets that are not active, 
that is, markets in which there are few transactions for the assets or liabilities, the 
prices are not current, or price quotations vary substantially either over time or among 
market makers (for example, some brokered markets) or in which little information is 
released publicly (for example, a principal-to-principal market)

The Company’s determination of the fair value of its interest rate swap as Level 2 is calcu-
lated using a discounted cash flow analysis based on the terms of the swap contract and the 
observable interest rate curve.

The following table summarizes fair value measurements by level at December 31, 2010 and 
2009 for assets and liabilities measured at fair value on a recurring basis:

2010
Level 1 Level 2 Level 3 Total

Assets

Investments Available for Sale:
U.S. Treasury securities 

and obligations of U.S. 
Government corporations 
and agencies $   4,305 $    5,913 $          — $  10,218

Obligations of states and 
political subdivisions — 55,582 — 55,582

Corporate securities — 31,987 — 31,987
Mortgage-backed securities — 62,393 — 62,393

Total Debt Securities 4,305 155,875 — 160,180

Preferred stocks — 1,922 — 1,922
Common stocks 186,442 — — 186,442

$190,747 $157,797 $          — $348,544

Liabilities

Interest rate swaps payable $         — $      547 $          — $       547
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2009
Level 1 Level 2 Level 3 Total

Assets

Investments Available for Sale:
U.S. Treasury securities 

and obligations of U.S. 
Government corporations 
and agencies $    6,804 $    9,674 $          — $  16,478

Obligations of states and 
political subdivisions — 59,455 — 59,455

Corporate securities — 37,197 — 37,197
Mortgage-backed securities — 48,199 — 48,199

Total Debt Securities 6,804 154,525 — 161,329

Preferred stocks — 1,739 — 1,739
Common stocks 174,229 — — 174,229

$181,033 $156,264 $          — $337,297

Liabilities

Interest rate swaps payable $         — $       705 $          — $      705

Note 4:	 Liability for Unpaid Losses and Loss Adjustment Expenses
Activity in the liability for unpaid losses and loss adjustment expenses is summarized as follows:

2010 2009

Balance as of January 1 $79,314 $81,145
Less reinsurance recoverable (6,619) (6,215)

Net balance at January 1 72,695 74,930

Incurred related to:
Current year 86,121 73,171
Prior years (751) (852)

Total Incurred 85,370 72,319

Paid related to:
Current year 52,570 39,510
Prior years 28,084 35,044

Total Paid 80,654 74,554

Net balance as of December 31 77,411 72,695

Plus reinsurance recoverable 8,272 6,619

Balance at December 31 $85,683 $79,314

Due to changes in estimates of insured events in prior years, the Insurance Group decreased 
the liability for unpaid losses and loss adjustment expenses relative to prior accident years in 
2010 and 2009 by $751 and $852, respectively. The decrease in 2010 and 2009 is primarily due 
to better than expected development related to the Contributionship’s perpetual homeowner’s 
business and the Insurance Group’s property line of business.
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Note 5:	 Reinsurance
The Insurance Group purchases quota share and per risk and catastrophic excess of loss 
reinsurance. The Insurance Group remains contingently liable in the event that the reinsurer is 
unable to meet its obligations assumed under the reinsurance agreements.

The Insurance Group assumed earned premiums in 2010 and 2009 of $38 and $32, respec-
tively, and ceded earned premiums in 2010 and 2009 of $11,088 and $10,557, respectively. 
Losses and loss adjustment expenses are net of reinsurance recoveries of $5,334 and $2,107 
in 2010 and 2009, respectively. Amounts paid to reinsurers related to the unexpired portion of 
reinsured contracts were $1,933 and $1,788 as of December 31, 2010 and 2009, respectively.

The Insurance Group had no significant concentration in risk from any one authorized rein-
surer as of December 31, 2010. At December 31, 2009, the Insurance Group had a reinsur-
ance recoverable and receivable and prepaid reinsurance premiums from one authorized 
reinsurer of approximately 84% of total reinsurance recoverable and receivable and prepaid 
insurance premiums.

Note 6:	 Dividends from Subsidiaries and Statutory Financial 
Information

The Contributionship and its subsidiaries prepare statutory financial statements in accordance 
with accounting practices prescribed or permitted by the Pennsylvania Insurance Department 
(The Insurance Department). The Commonwealth of Pennsylvania requires that insurance com-
panies domiciled in the Commonwealth of Pennsylvania prepare their statutory financial state-
ments in accordance with the National Association of Insurance Commissioners Accounting 
Practices and Procedures manual, subject to any deviations prescribed or permitted by the Com-
monwealth of Pennsylvania Insurance Commissioner. Permitted statutory accounting practices 
encompass all accounting practices that are not prescribed; such practices differ from state to 
state, may differ from company to company within a state, and may change in the future.

The Contributionship and its subsidiaries are restricted by law as to the amount of dividends 
they may pay without the approval of regulatory authorities. During 2011, the maximum 
amount of dividends that can be paid by the Contributionship without such approval is 
$19,440. During 2010, the Contributionship paid ordinary dividends of $9,996.

The surplus of the Contributionship and its subsidiaries, as determined in accordance with 
statutory accounting practices, is $194,397 and $190,076 at December 31, 2010 and 2009, 
respectively. The net income of the Contributionship and its subsidiaries, as determined in 
accordance with statutory accounting practices, is $5,865 and $12,388 for the years ended 
December 31, 2010 and 2009, respectively.
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Note 7:	 Intangible Assets
Intangible assets consist of the following at December 31:

2010 2009
gross  

carrying 
amount

accumulated  
amortization

Net  
carrying 

amount

gross  
carrying 

amount
accumulated  
amortization

Net  
carrying 

amount

Customer 
service 
agreements $256,669 $116,039 $140,630 $215,552 $100,673 $114,879

Covenants not-
to-compete 292 105 187 1,593 1,475 118

Other 731 454 277 785 363 422

Total $ 257,692 $116,598 $141,094 $217,930 $102,511 $115,419

The estimated amortization expense for each of the five succeeding fiscal years is as follows:

2011 $21,976
2012 19,728
2013 17,002
2014 16,146
2015 14,938

Note 8:	 Acquisitions

Hammond Security Systems
On December 31, 2010, Vector acquired selected assets of Hammond Security Systems 
(Hammond) located in Poughkeepsie, New York for a purchase price of $8,817. Hammond 
provides residential and commercial security services. The results of Hammond have been 
included in the consolidated financial statements since the acquisition date. The assets 
acquired represent approximately 5,500 customer accounts primarily in Poughkeepsie, New 
York. The acquisition was accounted for as a business combination.

The aggregate purchase price was $8,817, which includes $9,719 of intangible assets and $362 
of tangible and current assets, net of $1,264 in current liabilities. Of the $9,719 of intangible 
assets, $9,619 was assigned to customer service agreements, which are amortized over 13 years, 
and $100 was assigned to covenants not to compete, which are amortized over 5 years.

Funding for the acquisition consisted entirely of an additional equity contribution with $7,935 
paid to the seller and $882 paid to a joint escrow between Vector and Hammond. The pay-
ment of the escrow to Hammond is contingent upon attrition of accounts over the first year 
with the payment to be made in January 2012. Any adjustment to the purchase price will 
result in a return of funds from the escrow and an offset to the consolidated statement of 
operations. Vector expensed the deal costs of $437 associated with this acquisition.

Power Home Technologies, Inc.
On November 2, 2010, Vector acquired selected assets of Power Home Technologies, Inc. (PH) 
located in Alabama and Tennessee, for a purchase price of $477. PH provides residential secu-
rity services. The results of PH have been included in the consolidated financial statements 
since the acquisition date. The assets acquired represent approximately 329 accounts primar-
ily in Alabama and Tennessee. The acquisition was accounted for as a business combination.

The aggregate purchase price was $477, which includes $486 of intangible assets, net of $9 
in current liabilities. The entire $486 of intangible assets was assigned to customer service 
agreements, which are amortized over 13 years.
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Funding for the acquisition consisted primarily of $428 in borrowings on Vector’s existing 
revolving credit facility and $49 in the form of a purchase holdback. The payment of the pur-
chase holdback is contingent upon attrition of accounts over the first year with the payment to 
be made in December 2011. Any adjustment to the purchase price will result in a reduction to 
the purchase holdback and an offset to the consolidated statement of operations. There were 
no deal costs associated with this acquisition.

Certified Security Systems LLC
On November 30, 2009, Vector acquired selected assets of Certified Security Systems, LLC 
(Certified) located in Jacksonville, Florida for a purchase price of $16,023. Certified provides 
residential and commercial security services. The results of Certified have been included in 
the consolidated financial statements since the acquisition date. The assets acquired repre-
sent approximately 17,000 customer accounts primarily in Jacksonville, Ft. Lauderdale and 
Tallahassee, Florida. The acquisition was accounted for as a business combination.

The aggregate purchase price was $16,023, which includes $17,297 of intangible assets and 
$382 of tangible and current assets, net of $1,656 in current liabilities. Of the $17,297 of intan-
gible assets, $17,247 was assigned to customer service agreements, which are amortized over 
13 years, and $50 was assigned to covenants not to compete, which are amortized over 5 years.

Funding for the acquisition consisted primarily of $15,423 in borrowings on Vector’s existing 
revolving credit facility and $600 in the form of a purchase holdback. The payment of the pur-
chase holdback is contingent upon attrition of accounts over the first year with the payment to 
be made in the first quarter 2011. Any adjustment to the purchase price will result in a reduc-
tion to the purchase holdback and an offset to the consolidated statement of operations to be 
recognized. Vector expensed the deal costs associated with this acquisition of $559. Addition-
ally, for four years following the closing of the transaction additional qualified monitoring con-
tracts generated directly by the sellers will be purchased by Vector for a specified multiple of 
monthly recurring income. The sellers are under no obligation to generate any additional moni-
toring contracts under this provision. Vector will record any such future payments as additional 
customer service agreement intangible assets when such assets are acquired.

On February 1, 2010, Vector acquired additional customer accounts (Supplemental Close) for 
an additional purchase price of $1,309.

Cain Security, Inc.
On October 31, 2008, Vector acquired selected assets of Cain Security, Inc. (Cain) located in 
Alexandria, Virginia, for a purchase price of $4,464. Cain provides residential and commercial 
security services. The results of Cain have been included in the consolidated financial state-
ments since the acquisition date. The assets acquired represent approximately 3,500 cus-
tomer accounts, primarily in the Alexandria, Virginia area.

The aggregate purchase price was $4,464, which includes $5,078 of intangible assets 
and $157 of tangible and current assets, net of $771 in current liabilities. Of the $5,078 of 
acquired intangible assets, $5,028 was assigned to customer service agreements, which 
are amortized over 13 years, and $50 was assigned to covenants not to compete, which are 
amortized over 5 years.

Funding for the acquisition consisted primarily of $4,241 in borrowings on Vector’s existing 
revolving credit facility and $223 in the form of a purchase holdback. The payment of the pur-
chase holdback was contingent upon confirmation of all qualified monthly recurring income as 
of the closing date with the payment to be made in April 2009. In September 2009, Vector paid 
$397 which represents the final payment of $223 from the original purchase and an additional 
purchase price amount of $174 for additional qualified customer accounts. The additional pur-
chase price was recorded as an intangible asset assigned to customer service agreements.
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Engineered Protection Systems
On May 31, 2007, Vector acquired selected assets of Engineered Protection Systems (EPS) 
located in Los Angeles, California, for a purchase price of $3,369. EPS provides residential 
and commercial security services. The results of EPS have been included in the consolidated 
financial statements since the acquisition date. The assets acquired represent approximately 
1,500 customer accounts, primarily in the Los Angeles, California area.

On January 15, 2008, Vector acquired additional customer accounts (Supplemental Close) 
from EPS for an additional purchase price of $622.

The aggregate purchase price, including the Supplemental Close, was $3,991, which includes 
$4,002 of intangible assets and $153 of tangible assets, net of $164 of current liabilities. Of 
the $4,002 of acquired intangible assets, $3,952 was assigned to customer service agree-
ments, which are amortized over 13 years, and $50 was assigned to covenants not-to-com-
pete, which are amortized over 4 years.

Funding for the acquisition consisted primarily of $3,592 in borrowings on Vector’s existing 
revolving credit facility and $399 in the form of a purchase holdback. The payment of the pur-
chase holdback is contingent upon attrition of accounts over the first year with the payment 
to be made in June 2008. In 2008, Vector recorded a purchase price reduction of $229 due to 
customer account attrition within the first year as provided in the asset purchase agreement. 
The adjustment was recorded as a reduction to intangible assets (customer service agree-
ments) with an offsetting reduction to purchase holdbacks. Vector also paid $170 in August 
2008, which represents the final payment of the purchase holdback for the entire acquisition 
including the Supplemental Close.

On July 1, 2009, Vector acquired additional customer accounts (Supplemental Close) for an 
additional purchase price of $44.

Franklin Security Corporation
On March 31, 2006, Vector acquired selected assets of Franklin Security Corporation (Franklin 
Security), located in Plymouth Meeting, Pennsylvania, for a purchase price of $4,796. Franklin 
Security provides residential and commercial security services. The results of Franklin Security 
have been included in the consolidated financial statements since the acquisition date. The 
assets acquired represent approximately 3,000 customer accounts, primarily in the Philadel-
phia, Pennsylvania area.

The aggregate purchase price was $4,796, which includes $4,989 of intangible assets and 
$147 of tangible assets, net of $340 in current liabilities. Of the $4,989 of acquired intangible 
assets, $4,979 was assigned to customer service agreements, which are amortized over 13 
years, and $10 was assigned to covenants not-to-compete, which are amortized over 5 years.

Funding for the acquisition consisted primarily of $4,237 in borrowings on Vector’s existing 
revolving credit facility and $559 in the form of a purchase holdback. The payment of the 
purchase holdback is contingent upon attrition of accounts over the first year and the pay-
ment was scheduled to be made in April 2007. The adjustment closing for this acquisition was 
deferred to fiscal 2009 due to a dispute over the calculation of the reduction to the holdback. 
In 2009, Vector recorded a purchase price reduction of $418 due to customer account attri-
tion within the first year as provided in the asset purchase agreement. The adjustment was 
recorded as a reduction to intangible assets (customer service agreements) with an offsetting 
reduction to purchase holdbacks. Vector also paid $141 in October 2009, which represents the 
final payment of the purchase holdback for the entire acquisition.

Security Concepts, Inc.
On October 31, 2006, Vector acquired selected assets of Security Concepts, Inc. (Security 
Concepts), located in Charlottesville, Virginia, for a purchase price of $3,000. Security Con-
cepts provides residential and commercial security services. The results of Security Concepts 
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have been included in the consolidated financial statements since the acquisition date. The 
assets acquired represent approximately 3,200 customer accounts, primarily in the Charlottes-
ville and Harrisonburg, Virginia areas.

The aggregate purchase price was $3,000, which includes $2,907 of intangible assets and 
$499 of tangible assets, net of $406 in current liabilities. The entire $2,907 of intangible assets 
was assigned to customer service agreements, which are amortized over 13 years.

Funding for the acquisition consisted primarily of $1,500 in borrowings on Vector’s existing 
revolving credit facility and $1,500 in the form of a purchase holdback of which payment was 
contingent upon attrition of customer accounts over the first year. In 2007, Vector recorded 
a net purchase price increase of $43 due to the net result of an agreement for payment of 
additional purchase price offset by customer account attrition within the first year as provided 
in the asset purchase agreement. The adjustment was recorded as an increase to intangible 
assets (customer service agreements) with an offsetting increase to purchase holdbacks. 
Vector also recorded additional adjustments to reduce current assets by $25, increase current 
liabilities by $26, with an offsetting adjustment to purchase holdbacks. Vector paid $500 in 
2008 and 2007, which represents the first and second installment payments of the purchase 
holdback. In 2009, Vector paid $492 which represents the final payment of the purchase hold-
back for the entire acquisition.

Others
Vector acquired selected accounts from various company-authorized dealers located in vari-
ous states. The total purchase price for these accounts was $36,532 and $24,187 in 2010 and 
2009, respectively. The revenue and associated costs from the monitoring contracts acquired 
in these transactions have been included in the consolidated financial statements since the 
acquisition dates. The assets acquired represent approximately 24,000 accounts in 2010 and 
17,000 accounts in 2009 and are primarily in Massachusetts, Pennsylvania, Maryland, Virginia, 
North Carolina, and South Carolina. The entire aggregate purchase price was assigned to 
customer service agreements, which are amortized over 10 years. Substantially all accounts 
are subject to a one-year holdback period in an amount equal to approximately 10% of the 
purchase price.

Note 9:	 Borrowings and Credit Arrangements - Security Group
Long-term debt as of December 31, 2010 and 2009 consists of the following:

2010 2009

Revolving credit facility - variable interest rate (4% as of 
December 31, 2010 and 2009) $51,000 $22,500

Term note - variable interest rate (4% as of 
December 31, 2010 and 2009) 63,750 71,250

Capital leases - bearing interest at rates ranging from 
4% to 8% as of December 31, 2010 and 2009, 
respectively 1,623 1,343

116,373 95,093
Less current maturities (8,294) (8,331)

$108,079 $86,762
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During 2009, Vector refinanced its existing debt by obtaining a $150 million credit facility, 
which consists of a $75 million three‑year term note with 12 equal quarterly payments of 
$1,875 each and one final payment of $52,500 due on July 31, 2012, and a $75 million revolv-
ing credit facility that permits Vector to borrow, on a revolving basis, through July 31, 2012. 
Interest on the entire $150 million credit facility is computed at LIBOR plus a scaling interest 
rate premium based upon a total debt to cash flow ratio. Borrowings under this loan agree-
ment are collateralized by Vector’s assets, including the customer service agreements. The 
credit agreement requires mandatory prepayment of term loan debt should Vector’s leverage 
ratio exceed a specific level or should Vector receive an additional equity contribution for any 
reason other than for an acquisition. Vector was not required to make any mandatory prepay-
ments as of December 31, 2010 or 2009.

On August 2, 2010, Vector entered into a two year interest rate swap agreement with a 
notional amount of $67.5 million. As of December 31, 2010, the notional amount of the swap 
was $63.75 million. This derivative has been designated as a cash flow hedge and is recog-
nized on the consolidated balance sheet at its fair value. Changes in the fair value are recorded 
in other comprehensive income, net of taxes. Under the terms of the swap agreement, Vector 
receives variable rate interest payments based on 90‑day LIBOR and makes fixed rate pay-
ments at 1.17%. The fair value of the swap as of December 31, 2010 was approximately $547 
and was recorded as a liability in the consolidated financial statements. For the year ended 
December 31, 2010, $218 was reclassified from accumulated other comprehensive income 
into interest expense.

On September 30, 2008, Vector entered into a 21-month interest rate swap agreement. As of 
December 31 2009, the notional amount of the swap was $37 million. The swap agreement 
matured on July 12, 2010, and thus had zero fair value as of December 31, 2010. This deriva-
tive has been designated as a cash flow hedge and is recognized on the consolidated balance 
sheet at its fair value. Changes in the fair value are recorded in other comprehensive income 
(loss), net of taxes. Under the terms of the swap agreement, Vector receives variable rate 
interest payments based on 90-day LIBOR and makes fixed rate payments at 3.47%. The fair 
value of the swap as of December 31, 2009 was approximately $619 and was recorded as a 
liability in the consolidated financial statements. For the year ended December 31, 2010, $591 
was reclassified from accumulated other comprehensive income (loss) into interest expense.

On July 21, 2005, Vector entered into a five-year interest rate swap agreement. As of 
December 31, 2009, the notional amount of the swap was $5.5 million. The swap agreement 
matured on June 30, 2010, and thus had zero fair value as of December 31, 2010. This deriva-
tive has been designated as a cash flow hedge and is recognized in the consolidated balance 
sheet at its fair value. Changes in the fair value are recorded in other comprehensive income 
(loss), net of taxes. Under the terms of the swap agreement, Vector receives variable rate 
interest payments based on 90-day LIBOR and makes fixed rate payments at 4.42%. The fair 
value of the swap as of December 31, 2009 was approximately $86 and was recorded as a 
liability in the consolidated financial statements. For the year ended December 31, 2010, $124 
was reclassified from accumulated other comprehensive income (loss) into interest expense.

Vector must pay a quarterly commitment fee of 0.5% on the available unused portion of the 
credit facility. As of December 31, 2010, the available unused portion of the credit facility was 
$21,657.

Under Vector’s revolving credit facility, approximately $2,343 was committed for outstanding 
letters of credit as of December 31, 2010 and 2009. There were no amounts drawn on the 
letters of credit as of December 31, 2010 and 2009.

The credit agreement contains covenants with respect to, among other things, the mainte-
nance of specified financial ratios. These provisions, if violated, could terminate the agreement 
and cause an acceleration of the maturity date. As of December 31, 2010 and 2009, Vector 
was in compliance with all such covenants.
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The aggregate maturities of debt principal for Vector as of December 31, 2010 are as follows:

2011 $8,294
2012 107,724
2013 335
2014 20

Total $116,373

The estimated fair value of Vector’s long-term debt approximated the carrying value as of 
December 31, 2010.

Note 10:	Leases
Vector has various capital leases for equipment (Note 9) that expire at various dates dur-
ing the next 40 months. Amortization of assets held under capital leases is included with 
depreciation expense.

Vector leases certain equipment and office space under various operating leases. The future 
minimum rental commitments for all such noncancelable leases as of December 31, 2010 are 
as follows:

2011 $2,418
2012 1,489
2013 1,055
2014 566
2015 383

Total $5,911

Rent expense for leased equipment and office space totaled $3,108 and $3,073 for the years 
ended December 31, 2010 and 2009, respectively.

Note 11:	Income Taxes
Income tax expense consists of:

2010 2009
current deferred total current deferred total

$3,718 $90 $3,808 $6,042 $327 $6,369

The expected tax expense differed from the amounts computed by applying the U.S. federal 
income tax rate of 35% as follows:

2010 2009

Computed “expected” tax expense $4,769 $7,227
Increase (decrease) in income taxes resulting from:

Tax-exempt interest (732) (768)
Dividends received deduction (861) (897)
State taxes, net of federal benefit 180 114
Other, net 452 693

$3,808 $6,369
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The tax effects of temporary differences that give rise to significant portions of the deferred 
tax assets and deferred tax liabilities as of December 31, 2010 and 2009 are presented below:

2010 2009

Insurance Group:
Deferred tax assets:

Unearned premiums $   4,320 $ 4,350
Unpaid losses and loss adjustment expenses 2,561 2,454
Other-than-temporary impairments 2,609 2,733
Accrued pension liability 799 800
Deferred compensation 396 539
Premium reserves 86 86

Total Deferred Tax Assets 10,771 10,962

Deferred tax liabilities:
Deferred acquisition costs (3,966) (3,835)
Unrealized investment gains (20,720) (16,040)
Other (738) (555)

Total Deferred Tax Liabilities (25,424) (20,430)

Net Deferred Tax Liability $(14,653) $(9,468)

Security Group:
Deferred tax assets:

Accrued expenses $2,289 $ 3,254
Inventories and accounts receivable 1,054 675
State net operating losses — 113
Interest rate swap 213 273
Intangible assets 12,351 9,874

Total Deferred Tax Assets 15,907 14,189

Deferred tax liabilities:
Unbilled revenue (3,892) (3,245)
Property and equipment (2,986) (2,269)

Total Deferred Tax Liabilities (6,878) (5,514)

Net Deferred Tax Asset $   9,029 $ 8,675


