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Independent auditor’s report
Grant Thornton LLP
328 Main Street, PO Box 297
Yarmouth, NS
B5A 4B2
T +1 902 742 7842
F +1 902 742 0224
www.GrantThornton.ca

To the Policyholders of The Kings Mutual Insurance Company
We have audited the accompanying consolidated financial statements of The Kings Mutual Insurance
Company, which comprise the consolidated statement of financial position as at December 31, 2016,
and the consolidated statement of operations, consolidated statement of comprehensive income,
consolidated statement of changes in policyholders’ equity and consolidated statement of cash flows
for the year then ended, and a summary of significant accounting policies and other explanatory
information.

Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated 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 consolidated financial statements based on our
audit. We conducted our audit in accordance with Canadian generally accepted auditing standards.
Those standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated 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 consolidated 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.
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An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of The Kings Mutual Insurance Company as at December 31, 2016, and
its financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Yarmouth, Nova Scotia
January 25, 2017

Chartered Professional Accountants
Licensed Public Accountants
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The Kings Mutual Insurance Company
Consolidated Statement of Operations
Year Ended December 31

2016

2015

Underwriting
Gross premiums written
Gross reinsurance premiums
Net written premium income
Increase in unearned premium reserve
Net earned premium income
Commission income
Total underwriting revenue

$

Net claims and adjusting expenses
Commission expense
Premium tax
Operating expenses (Note 19)
Total underwriting expenses
Net underwriting profit (loss)
Investment
Interest income
Dividend income
Rental income
Amortization of discount on investments
Investment expense
Gain on sale of investments
Net investment income
Net income from underwriting and investments
Policyholder rebates
Net income before provision for income taxes
Provision for income taxes recovery (Note 17)
Net income for the year

$

11,030,874
(1,167,392)
9,863,482
(171,388)
9,692,094
115,351
9,807,445

$

8,899,119
(934,656)
7,964,463
(173,903)
7,790,560
97,750
7,888,310

3,243,099
1,782,466
278,867
3,940,603
9,245,035
562,410

5,340,948
1,567,271
216,472
3,118,826
10,243,517
(2,355,207)

603,493
619,624
24,450
1,247,567
(44,848)
(91,141)
854,792
1,966,370

454,890
611,681
14,450
1,081,021
(68,074)
(78,115)
1,520,302
2,455,134

2,528,780
(1,265,000)
1,263,780
(326,441)
1,590,221

99,927
99,927
(44,389)
144,316

$

The accompanying notes are an integral part of these consolidated financial statements.
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The Kings Mutual Insurance Company
Consolidated Statement of Comprehensive Income
Year Ended December 31

2016

2015

Statement of Comprehensive Income
Net income for the year

$

Other comprehensive income (loss)
Items that will be reclassified subsequently to net earnings
Change in unrealized gain on available-for-sale
investments, net of income tax
Reclassification to statement of operations
Income tax effect
Other comprehensive income

1,590,221

$

144,316

1,826,877
(854,792)
(207,000)
765,085

Total comprehensive income (loss)

$

2,355,306

(1,434,956)
(1,520,302)
602,000
(2,353,258)

$

(2,208,942)

Consolidated Statement of Changes in
Policyholders' Equity
Retained
earnings

Year Ended December 31
Balance at December 31, 2014

$

Net income for the year
Changes in unrealized gain/losses
on available-for-sale investments

27,399,214

$

144,316

27,543,530

Net income for the year
Adjustment on amalgamation, retained earnings
Changes in unrealized gain/losses
on available-for-sale investments
Adjustment on amalgamation, AOCI

1,590,221
-

29,133,751

$

$

32,011,386
144,316

(2,353,258)

-

(2,353,258)

2,258,914

-

29,802,444

765,085
$

-

Total

-

-

$

4,612,172

Contributed
surplus
(Note 3)

-

-

Balance at December 31, 2015

Balance at December 31, 2016

Accumulated
other
comprehensive
income (AOCI)

3,023,999

$

6,205,128

1,590,221
6,205,128

578,449

765,085
578,449

6,783,577

$

38,941,327

The accompanying notes are an integral part of these consolidated financial statements.
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The Kings Mutual Insurance Company
Consolidated Statement of Financial Position
December 31
Assets
Cash and cash equivalents
Receivables
Reinsurance reserve for unpaid claims
Income taxes receivable
Deferred policy acquisition costs

2016

$

3,529,838
1,810,607
1,347,841
1,276,680
7,964,966
39,921,161
1,666,765
300,000

$

2,362,646
1,469,844
2,117,129
722,361
1,052,174
7,724,154
30,374,947
1,287,266
160,000

$

49,852,892

$

39,546,367

$

1,728,355
3,441,153
5,742,057
10,911,565

$

397,372
4,639,595
4,706,956
9,743,923

Investments (Note 5)
Property and equipment (Note 8)
Deferred income tax asset (Note 17)

Liabilities
Payables and accruals (Note 9)
Reserve for unpaid claims
Unearned premium reserve

2015

Policyholders' equity
Accumulated other comprehensive income
Contributed surplus (Note 3)
Retained earnings

3,023,999
6,783,577
29,133,751
$

49,852,892

2,258,914
27,543,530
$

39,546,367

Commitments (Note 12)
Comparative figures (Note 18)
On Behalf of the Board

Chairman: Robert Wilson

Director: Peter MacKay

The accompanying notes are an integral part of these consolidated financial statements.
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The Kings Mutual Insurance Company
Consolidated Statement of Cash Flows
Year Ended December 31

2016

2015

Operating
Net income
Add (deduct) charges to operations not requiring
a current cash payment:
Depreciation
Unearned premium reserve
Deferred income taxes
Tax expense charged to other
comprehensive income
Loss on sale of property and equipment
Gain on sale of investments
Amortization of discount on investments

$

Change in non-cash operating
working capital (Note 10)

$

80,504
173,903
(136,000)

848
(854,792)
44,848
716,555

602,000
(1,520,302)
68,074
(587,505)
201,345
(386,160)

15,668,583
(16,069,400)
3,000
(66,337)
(464,154)

Net change in cash and cash equivalents
Adjustment on amalgamation (Note 3)
Cash and cash equivalents, beginning of year

11,328,513
(9,831,317)
(137,054)
1,360,142

1,212,204
(45,012)
2,362,646
$

144,316

104,452
171,388
(340,410)

959,803
1,676,358

Investing
Investment disposal proceeds
Purchase of investments
Proceeds from disposal of fixed assets
Purchase of property and equipment

Cash and cash equivalents, end of year

1,590,221

3,529,838

973,982
1,388,665
$

2,362,646

The accompanying notes are an integral part of these consolidated financial statements.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
1.

Nature of business
The Kings Mutual Insurance Company (“the Company”) is federally incorporated without share
capital under the Insurance Companies Act and is domiciled in Canada. The address of the
Company’s registered office is 220 Commercial Street, Berwick, Nova Scotia. The Company is a
general property and casualty insurer operating in the province of Nova Scotia.

2.

Basis of preparation
(a) Statement of compliance
The consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards
Board (“IASB”).
The consolidated financial statements were authorized for issue by the Board of Directors on
January 25, 2017.
(b) Basis of consolidation
The Company accounts for its subsidiary using the consolidation method. These consolidated
financial statements include the accounts of its subsidiary, KMI Brokerage Limited. All significant
intercompany balances and transactions with the subsidiary have been eliminated.
(c) Basis of measurement
The consolidated financial statements have been prepared on a going concern basis under the
historical cost basis, except for those financial assets and financial liabilities that have been
measured at fair value as described in Note 4.
As permitted by IFRS 4 Insurance Contracts, the Company has applied Canadian generally
accepted accounting principles (“GAAP”) for its insurance contracts.
(d) Functional and presentation currency
The consolidated financial statements are presented in Canadian dollars, which is the Company’s
functional currency. Assets and liabilities denominated in foreign currencies are translated at the
rates of exchange on the consolidated statement of financial position date. Revenues and
expenses are translated at average exchange rates.
Unrealized gains and losses resulting from translation of currencies to the presentation currency
are included as a component of comprehensive income. Realized currency gains and losses
resulting from foreign currency transactions are included in income.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
2. Basis of preparation (continued)
(e) Use of estimates and judgement
The preparation of consolidated financial statements in conformity with IFRS requires
management to make judgements, estimates, and assumptions that affect the application of
accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual
results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognized in the period in which the estimates are revised and in any
future periods affected. Information about assumptions and estimation uncertainties that have a
significant risk of resulting in a material adjustment within the next financial year are included in
the following notes:
Note 4 (e)
Note 4 (f)
Note 4 (j)
Note 4 (k)
(f)

Insurance contract assets
Unpaid claims
Depreciation
Income taxes

Critical judgements in applying the Company’s accounting policies
Management has not made any critical judgments apart from those involving estimations in the
process of applying the Company’s accounting policies that have a significant effect on the
amounts recognized in these consolidated financial statements.

3. Amalgamation
Effective January 1, 2016, The Kings Mutual Insurance Company and Pictou County Farmers’ Mutual
Fire Insurance Company executed a statutory amalgamation to form “The Kings Mutual Insurance
Company.” The Amalgamation was performed by mutual consent of the Boards of Directors and
approved at the Special General Meetings of both companies held on August 26, 2016. The former
companies operating under the names of The Kings Mutual Insurance Company and Pictou County
Farmers’ Mutual Fire Insurance Company cease to exist and all business is now transacted under the
name The Kings Mutual Insurance Company.
The amalgamation of the two companies is intended to increase premium and policyholder base, as
well as a capital position to support additional growth of the company. It will also create synergies and
efficiencies with regard to operational expenses including regulatory compliance to better position the
company to remain strong into the future.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
3. Amalgamation (continued)
The following are the details of identifiable assets and liabilities assumed from Pictou County Farmers’
Mutual Fire Insurance Company on amalgamation at fair value; it is impracticable to separate profit and
loss since amalgamation:
Cash and cash equivalents
Accounts receivable
Prepaid expenses
Accrued interest on investments
Deferred policy acquisition expenses
Reinsurance reserve for unpaid claims
Property and equipment
Investments
Deferred taxes
Accounts payable and accrued liabilities
Reserve for unearned premiums
Unpaid claims payable
Total members’ surplus

$ (45,012)
73,463
9,353
46,895
41,697
17,000
422,336
7,362,494
6,590
(103,476)
(863,713)
(184,050)
$ 6,783,577

The following is the opening statement of financial position at January 1, 2016 after the amalgamation:
Assets
Cash and cash equivalents
$
2,933,904
Receivables
1,599,555
Reinsurance reserve for unpaid claims
2,134,129
Income taxes receivable
722,361
Deferred policy acquisition costs
1,093,871
8,483,820
Investments
37,121,171
Property and equipment
1,709,602
Deferred income tax asset
166,590

Liabilities
Payables and accruals
Reserve for unpaid claims
Unearned premium reserve

$

47,481,183

$

500,848
5,503,308
4,891,006
10,895,162

Policyholders' equity
Accumulated other comprehensive income
Contributed surplus
Retained earnings

2,258,914
6,783,577
27,543,530
$

47,481,183
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies
The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements.
(a) Cash and cash equivalents
Cash and cash equivalents are comprised of cash on hand, balances with banks and highly liquid
temporary investments which are readily convertible into cash and which are subject to an
insignificant risk of changes in value. Bank borrowings are considered to be financing activities.
The estimated fair value of cash and cash equivalents approximate carrying values due to the
relatively short term nature of the instruments.
(b) Financial assets
Non-derivative financial assets of the Company include: available-for-sale financial assets and
loans and receivables. The Company initially recognizes loans and receivables and deposits on
the date that they are originated at fair value. All other financial assets are recognized on the
trade date at which the Company becomes a party to the contractual provisions of the instrument.
The Company derecognizes a financial asset when the contractual rights to the cash flows from
the asset expires or it transfers the rights to receive the contractual cash flows on the financial
asset in a transaction in which substantially all the risks and rewards of ownership of the financial
asset are transferred. Any interest in transferred financial assets that is created or retained by the
Company is recognized as a separate asset or liability.
Available-for-sale financial assets
Available-for-sale financial assets include investments. Changes in fair value are recorded in
other comprehensive income until the instrument is derecognized or impaired. Accumulated
other comprehensive income (AOCI) is included in the consolidated statement of financial
position as a separate component of equity (net of tax) and includes net unrealized gains and
losses on available-for-sale assets.

Fair value is best evidenced by quoted market prices in an active market. Where quoted market
prices are not available, the quoted prices of similar financial instruments or valuation models with
observable market based inputs are used to estimate fair value. These valuation models may use
multiple observable market inputs, including observable interest rates, foreign exchange rates,
index levels, credit spreads, equity prices, counterparty credit quality, and corresponding market
volatility levels. Minimal management judgement is required for fair values calculated using
quoted market prices or observable market inputs for models. The calculation of estimated fair
value is based on market conditions at a specific point in time and may not be reflective of future
fair values.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies (continued)
(b) Financial assets (continued)
The Company employs a fair value hierarchy to categorize the inputs it uses in valuation
techniques to measure the fair value. The extent of use of (Level 1) quoted prices in active
markets for identical assets or liabilities, (Level 2) inputs other than quoted prices included in Level
1 that are observable for the asset or liability either directly or indirectly, and (Level 3) inputs for
the asset or liability that are not based on observable market data in the valuation of securities as
at the consolidated statement of financial position date is disclosed in Note 6.
Loans and receivables
Loans and receivables are financial assets with fixed or determinable payments that are not
quoted in an active market. Such assets are recognized initially at fair value plus any directly
attributable transaction costs. Subsequent to initial recognition, loans and receivables are
measured at amortized cost using the effective interest rate method, less any impairment losses.
Loans and receivables comprise mainly cash and cash equivalents and receivables arising from
insurance contracts. The estimated fair value of cash and cash equivalents and receivables
approximate carrying values due to the relatively short term nature of the instruments.
(c) Impairment of financial assets
Financial assets are assessed for indicators of impairment at each consolidated statement of
financial position date. They are impaired where there is objective evidence that, as a result of
one or more events that occurred after the initial recognition of the financial asset, the estimated
future cash flows of the investment have been impacted. A significant or prolonged decline in
fair value of an investment in an equity investment below its cost is considered to be objective
evidence of impairment. The carrying amount of the financial asset is reduced by the
impairment loss and is recognized in net income (loss) for the year.
In respect of available-for-sale equity instruments, impairment losses previously recognized
through net income (loss) are not reversed through net income (loss) for the year. Any increase
in fair value subsequent to an impairment loss is recognized directly in comprehensive income
(loss) for the year.
Certain categories of financial assets, such as loans and receivables carried at amortized cost
that are assessed to not be impaired individually, are subsequently assessed for impairment on
a collective basis.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies (continued)
(d) Financial liabilities
Financial liabilities are recognized initially at fair value plus any directly attributable transaction
costs. Subsequent to initial recognition, financial liabilities are measured at amortized cost using
the effective interest rate method. A financial liability is derecognized when the obligation under
the liability is discharged, cancelled or expires.
Financial liabilities comprise payables arising from insurance contracts, trade payables and
accrued liabilities. The estimated fair value of financial liabilities approximate carrying values due
to the relatively short term nature of the instruments.
(e) Insurance contract assets
Insurance contract assets comprise reinsurance assets and deferred policy acquisition costs.
Reinsurance assets
Recoverable amounts from Farm Mutual Reinsurance Plan (“FMRP”) in respect to unpaid claims
are benefits of the Company and are recognized as reinsurance assets. These assets are
estimated in a manner consistent with estimates of unpaid claims and in accordance with the
related reinsurance contract.
Reinsurance assets are reviewed for impairment at each reporting period or more frequently when
an indication of impairment arises during the reporting year. Impairment occurs when there is
objective evidence as a result of an event that occurred after initial recognition of the insurance
asset that the Company may not receive all outstanding amounts due under the terms of the
contract and the event has a reliably measurable impact on the amounts that the Company will
receive from the FMRP. The impairment loss is then recorded in the consolidated statement of
operations in the reporting period in which the Company determines objective evidence that the
full amount or disputed amount due from FMRP will not be collectible.
Deferred policy acquisition costs
Deferred policy acquisition costs comprise commissions, direct sales office expenditures and
premium tax as they are directly related to the writing and renewal of insurance contracts. These
costs are deferred and amortized on the same basis as unearned premiums and are reported in
commissions, direct distribution, and premium tax expenses on the consolidated statement of
operations.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016

4. Significant accounting policies (continued)
(f)

Insurance contract liabilities
Insurance contract liabilities comprise unpaid claims and unearned premiums.
Unpaid claims
Unpaid claims is the estimated ultimate cost of all claims incurred but not settled on insurance
contracts at the reporting date, whether reported to the Company or not, together with related
claims handling costs. Unpaid claims are reported gross of any related recoverable. The
recoverable is reported as an asset in reinsurance reserve for unpaid claims.
Unpaid claims are first determined on a case-by-case basis as insurance claims are reported
and then reassessed as additional information becomes known. Reserving takes into account
the consistency of the Company’s claims handling procedures, the amount of information
available, the characteristics of the line of business from which the claim arises and the delays
in reporting claims. These reserves for unpaid claims and adjusting expenses are estimates
and, as such, are subject to variability, which could be material in the near term. Changes to
the estimates could result from future events such as receiving additional claim information,
changes in judicial interpretation of contracts or significant changes in severity or frequency of
claims from past trends. In general, the longer the term required for the settlement of a group of
claims, the more variable the estimates.
Unpaid claims includes a provision to include claims incurred but not reported (“IBNR”), as well
as a provision for adverse deviation, as required by Canadian accepted actuarial practice.
Unpaid claims are discounted to take into account the time value of money. The discount rate
reflects the estimated market yield of the underlying assets backing these unpaid claims.
Several actuarial assumptions are used to calculate this discount rate. These may change from
period to period in order to arrive at the most accurate and representative market yield based
discount rate.
The estimated costs of all claims are calculated based on Canadian accepted actuarial practice as
there is no active market for such liabilities. The provision consists of case estimates, a provision
for further development of losses that have been reported but for which not enough has been
recorded as paid or reserved, and a margin for adverse deviation. Estimates performed by the
appointed actuary are completed using standard actuarial techniques and are based on
assumptions such as historical loss development factors, payment patterns, future rates of
insurance claims frequency and severity, inflation, expenses, changes in the legal environment,
changes in the regulatory environment and other matters, taking into consideration the
circumstances of the Company and the nature of the insurance contracts. These liabilities are
recognized on the consolidated statement of financial position and changes are recognized in
gross claims and adjustment expenses on the consolidated statement of operations. The liabilities
are derecognized when the obligation to pay a claim expires, is discharged, or is cancelled.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies (continued)
(f)

Insurance contract liabilities (continued)
Unearned premiums
Unearned premiums are those proportions of premiums written in a year on insurance contracts
that relate to periods of risk after the reporting date. The proportion attributable to subsequent
periods is deferred as a provision for unearned premiums and is recognized over the remaining
term of the insurance contract in net premiums earned on the consolidated statement of
operations.
At the end of each reporting period, a liability adequacy test is performed, in accordance with
IFRS, to validate the adequacy of unearned premiums and deferred policy acquisition costs. A
premium deficiency would exist if unearned premiums are deemed insufficient to cover the
estimated future costs associated with the unexpired portion of written insurance contracts. A
premium deficiency would be recognized immediately as a reduction of deferred policy
acquisition costs to the extent that unearned premiums plus anticipated investment income is
not considered adequate to cover all deferred policy acquisition costs and related insurance
claims and expenses. If the premium deficiency is greater than the unamortized deferred policy
acquisition costs, a liability is accrued for the excess deficiency.

(g) Revenue recognition
Gross premiums
Insurance premiums written comprise the total premiums receivable for the whole period of cover
provided by contracts entered into during the accounting period. The premiums are recognized on
the date on which the policy commences. Premiums include any adjustments arising in the
accounting period for premiums receivable in respect of business written in prior accounting
periods. Premiums collected by intermediaries, but not yet received, are assessed based on
estimates from underwriting or past experience and are included in premiums written.
Unearned premiums are calculated on a daily pro rata basis. The proportion attributable to
subsequent periods is deferred as a provision for unearned premiums.
Reinsurance premiums
Reinsurance premiums written comprise the total premiums payable for the whole period of cover
provided by contracts entered into during the period and are recognized on the date on which the
policy incepts. Premiums include any adjustments arising in the accounting period in respect of
reinsurance contracts incepting in prior accounting periods. Reinsurance premiums are earned
during the year as the reinsurance contract expires December 31 of each year.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies (continued)
(g) Revenue recognition (continued)
Fees and commission income
Insurance contract policyholders are charged for policy administrations costs. These fees are
recognized as revenue over the period in which the related services are performed. If the fees are
for services provided in future periods, then they are deferred and recognized over those future
periods.
Investment income
Interest income is recognized in the statement of operations as it accrues and is calculated by
using the effective interest rate method. Fees and commissions that are an integral part of the
effective yield of the financial asset or liability are recognized as an adjustment to the effective
interest rate of the instrument.
Investment income also includes dividends when the right to receive payment is established.
Realized gains and losses
Realized gains and losses recorded in the consolidated statement of operations on investments
include gains and losses on financial assets and investment properties. Gains and losses on the
sale of investments are calculated as the difference between net sales proceeds and the original
or amortized cost and are recorded on occurrence of the sale transaction.
(h) Claims and expenses recognition
Gross claims
Gross claims include all claims occurring during the year, whether reported or not. These
expenses include related internal and external claims handling costs that are directly related to the
processing and settlement of claims, a reduction for the value of salvage and other recoveries,
and any adjustments to claims outstanding from previous years.
Reinsurance claims
Reinsurance claims are recognized when the related gross insurance claim is recognized
according to the terms of the contract.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies (continued)
(i)

Property and equipment
Property and equipment is recorded at cost less accumulated depreciation and any recognized
impairment loss. Depreciation is charged to write off the cost or valuation of property and
equipment over their estimated useful lives using the following methods and rates.
Buildings
Building attachments
Land improvements
Computer equipment
Furniture and fixtures
Leasehold improvements

60 yrs, straight-line
20 yrs, straight-line
20 yrs, straight-line
4 yrs, straight-line
10 yrs, straight-line
20 yrs, straight-line

The assets’ residual values and useful lives and method of depreciation are reviewed at each
financial year end and adjusted prospectively, if appropriate.
Impairment reviews are performed when there are indicators that the carrying value may not be
recoverable. The recoverable amount is determined as the higher of an asset’s fair value less
costs to sell and value in use. If an asset is impaired, the carrying amount is reduced to the asset’s
recoverable amount with an offsetting charge recorded in the consolidated statement of
operations. If events or changes in circumstances indicate that a previously recognized
impairment loss has decreased or no longer exists, the reversal is recognized in the consolidated
statement of operations to the extent that the carrying amount of the asset after reversal does not
exceed the carrying amount that would have been had no impairment taken place.
Gains and losses arising from the disposition of a property and equipment asset are measured as
the difference between the net disposal proceeds and the carrying value of the asset and are
reported in the consolidated statement of operations.
An item of property and equipment is derecognized upon disposal or when no further economic
benefits are expected from its use or disposal. Any gain or loss arising on derecognition of the
asset, calculated as the difference between the net disposal proceeds and the carrying amount of
the asset, is included in the consolidated statement of operations in the year the asset is
derecognized.
(j)

Depreciation
Property and equipment is depreciated using the straight-line method over the estimated useful
lives of the assets. Management reviews useful lives and residual values of the depreciable
assets at each reporting date, based on the expected utilization of the assets by the Company.
Significant judgement is involved in the determination of useful lives and residual values and no
assurance can be given that actual useful lives and residual values will not differ significantly from
current assumptions.
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The Kings Mutual Insurance Company
Notes to Consolidated Financial Statements
December 31, 2016
4. Significant accounting policies (continued)
(k) Income taxes
The income tax expense represents income tax currently payable and deferred income tax.
The tax currently payable is based on taxable income for the year. Taxable income differs from
net income as reported in the consolidated statement of operations because it excludes items of
income or expense that are taxable or deductible in other years and it further excludes items that
are never taxable or deductible. The Company’s liability for current tax is calculated using tax
rates that have been enacted or substantively enacted by the consolidated statement of financial
position date.
Deferred tax is the tax expected to be payable or recoverable on differences between the
carrying amounts of assets and liabilities in the consolidated financial statements and the
corresponding tax bases used in the computation of taxable income and is accounted for using
the statement of financial position liability method. Deferred tax liabilities are generally
recognized for all taxable temporary differences and deferred tax assets are recognized to the
extent that it is probable that taxable income will be available against which deductible
temporary differences can be utilized.
The carrying amount of deferred tax assets is reviewed at each consolidated statement of
financial position date and reduced to the extent that it is no longer probable that sufficient
taxable income will be available to allow all or part of the asset to be recovered.
Deferred tax is calculated at the tax rates that are expected to apply in the period when the
liability is settled or the asset is realized. Deferred tax is charged or credited in the statement of
operations, except when it relates to items charged or credited directly to equity, in which case
the deferred tax is also dealt with in equity.
Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off
current tax assets against current tax liabilities and when the Company intends to settle its
current tax assets and liabilities on a net basis.

(l)

Comprehensive income
Comprehensive income includes the change in a Company’s net assets that results from
transactions, events and circumstances from sources other than the Company’s equity and
includes items that would not normally be included in net income, such as unrealized gains and
losses on available-for-sale financial assets.

(m) Business combinations
The consolidated financial statements incorporate the results of business combinations using
the acquisition method. In the statement of financial position, the acquiree’s identifiable assets
and liabilities are initially recognized at their fair values at the acquisition date. In the statement
of changes in policyholders’ equity, the acquiree’s net assets are recognized as a direct addition
to contributed surplus. The results of acquired operations are included in the statement of
operations from the date on which control is obtained.
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4. Significant accounting policies (continued)
(n) New and Revised International Financial Reporting Standards in issue but not yet effective
IFRS 9 – Financial instruments
In November 2009, the IASB issued IFRS 9 – Financial Instruments. This standard represents the
completion of the first part of a three-part project to replace IAS 39 – Financial Instruments:
Recognition and Measurement. The new standard reduces complexity by replacing the many
different rules in IAS 39. The key features of the new standard are as follows:
 a business model test is applied first in determining whether a financial asset is eligible for
amortized cost measurement. The business model objective is based on holding financial
assets in order to collect contractual cash flows rather than realizing cash flows from the sale
of the financial assets,
 in order to be eligible for amortized cost measurement an asset must have contractual cash
flow characteristics representing principle and interest,
 all other financial assets are measured at fair value on the consolidated statement of financial
position,
 an entity can elect on initial recognition to present the fair value changes on an equity
investment that is not held for trading directly in other comprehensive income (“OCI”). The
dividends on investments for which this election is made must be recognized in net income
(loss) but gains and losses are not removed from OCI when the equity investment is
disposed, and if a financial asset is eligible for amortized cost measurement an entity can
elect to measure its fair value if it eliminates or significantly reduces an accounting mismatch.
The standard is effective for years beginning on or after January 1, 2018.
The Company is currently evaluating the impact of these new standards and amendments on its
consolidated financial statements but believes there will be no material change as a result of
adoption.
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4. Significant accounting policies (continued)
(n) New and Revised International Financial Reporting Standards in issue but not yet effective
(continued)
IFRS 15 Revenue from contracts with customers
The IASB has published IFRS 15 Revenue from Contracts with Customers which establishes a
new control-based revenue recognition model and provides additional guidance on multiple
deliverable arrangements, variable pricing, customer refund rights, supplier repurchase options
and other complexities, effective January 2018. The key features of the new standard are as
follows:
 contracts involving the delivery of two or more goods and services—when to account
separately for the individual performance obligations in a multiple element arrangement,
how to allocate the transaction price, and when to combine contracts,
 timing – when revenue is required to be recognized (over time or at a point in time),
 variable pricing and credit risk – how to treat arrangements with variable (e.g.,
performance-based) pricing, and how revenue can be constraint,
 time value of money – when to adjust a contract price for a financing component,
 specific issues, including: non-cash consideration and asset exchanges; contract costs;
rights of return and other customer options; supplier repurchase options; warranties;
principal versus agent; licensing; breakage; non-refundable upfront fees; and consignment
and bill-and-hold arrangements.
The Company is currently evaluating the impact of these new standards and amendments on its
consolidated financial statements but believes there will be no material change as a result of
adoption.
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5. Investments
The Company manages its investment portfolio in accordance with their Investment Policy which is in
compliance with regulatory and statutory requirements.
The policy has both short term and long term objectives based upon preserving Company capital,
increasing portfolio value, producing a stable level of investment income, meeting Company liquidity
requirements and complying with the Company’s level of risk tolerance.
Portfolio performance and compliance with the Investment Policy is reviewed at each Board meeting.
The Investment Policy is reviewed and approved by the Board of Directors on an annual basis.

Guaranteed Investment Certificates (GICs)

2016

2015

Market
Value

Market
Value

$ 7,107,433

$ 4,000,000

5,640,770
458,501
8,407,556

1,772,103
8,843,640

14,506,827

10,615,743

8,722,003
7,337,751
2,247,147

6,448,494
6,906,807
2,403,903

18,306,901

15,759,204

$ 39,921,161

$ 30,374,947

Bonds
Provincial
Municipal
Corporate
Total bonds
Equity investments
Canadian common equity
Canadian preferred
U.S. common equity

Total
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5. Investments (continued)
2016

2015

Market
Value

Market
Value

876,336
6,231,097

$ 3,250,000
750,000

$ 7,107,433

$ 4,000,000

$ 4,115,466
8,686,279
1,705,082

$ 7,052,518
3,563,225
-

$ 14,506,827

$ 10,615,743

GIC’s – maturity profile
Maturing within one year
Maturing between one and five years

$

Bonds – maturity profile
Maturing within one year
Maturing between one and five years
Mauturing in greater than five years

6. Fair value hierarchy
Available-for-sale investments recorded at fair value by the level of the fair value hierarchy as at
December 31, 2016:

Term deposits
Bonds
Common equity
Preferred equity

Level 2

10,969,150
7,337,751

$ 7,107,433
14,506,827
-

$

- $ 7,107,433
14,506,827
10,969,150
7,337,751

$ 18,306,901

$ 21,614,260

$

- $ 39,921,161

$

Level 3

Total
Fair Value

Level 1

Available-for-sale investments recorded at fair value by the level of the fair value hierarchy as at
December 31, 2015:

Term deposits
Bonds
Common equity
Preferred equity

Level 2

8,852,397
6,906,807

$ 4,000,000
10,615,743
-

$

- $ 4,000,000
10,615,743
8,852,397
6,906,807

$ 15,759,204

$ 14,615,743

$

- $ 30,374,947

$

Level 3

Total
Fair Value

Level 1
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7. Insurance Contracts
Estimating claim development requires evaluating the future behaviour of claims; including
consideration into the consistency of claim handling procedures, available information, characteristics
related to the line of business claim occurs in and past delays in claims reporting. The longer the
amount of time required for settlement of a claim, the greater the variable in the estimates. Short term
claims are expected to be settled within a year of the reporting date.
The following tables show the development of claim payments and the estimated ultimate cost of claims
for the years 2007 to 2016. The top half of the table provides the cumulative amounts paid or estimated
to be paid in the years following for each claim year. Original estimates may be changed as additional
information becomes available regarding the original claims as well as claim frequency and severity.

Total all Insurance risks
Year of loss

2007

Estimate of ultimate claims costs
at end of the year of loss
one year later
two years later
three years later
four years later
five years later
six years later
seven years later
eight years later
nine years later
Current estimate of unpaid claims

$
$
$
$
$
$
$
$
$
$
$

Cumulative payments to date
Outstanding claims
Outstanding claims 2006 and prior

2,744
2,500
2,449
2,258
2,249
2,269
2,279
2,267
2,266
2,266
2,266

($'000's)
2009
2010

2008

$
$
$
$
$
$
$
$
$

3,779
3,251
3,046
3,142
3,328
3,323
3,319
3,319
3,319

$
$
$
$
$
$
$
$

2,951
2,851
2,837
2,821
2,812
2,809
2,806
2,806

$
$
$
$
$
$
$

3,797
3,404
3,366
3,335
3,335
3,335
3,334

2011

$
$
$
$
$
$

1,750
1,572
1,525
1,499
1,495
1,494

2012

$
$
$
$
$

2,151
1,924
1,936
1,881
1,879

2013

$
$
$
$

2014

2015

2016

2,533
2,336
2,394
2,483

$ 3,185
$ 3,251
$ 3,159

$ 4,989
$ 4,925

$ 3,393

Total

$ 3,319

$ 2,806

$ 3,334

$ 1,494

$ 1,879

$ 2,483

$ 3,159

$ 4,925

$ 3,393

$ 29,056

$ 2,262

$ 3,314

$ 2,802

$ 3,334

$ 1,491

$ 1,876

$ 2,307

$ 2,881

$ 4,538

$ 2,404

$ 27,207

$

$

$

$

$

$

$

$

$

$

$ 1,849
$
11

4

5

4

-

3

3

176

278

387

989

ULAE
Facility association
Effect of discounting and PfAD
Liability recoverable from reinsurers

$
89
$
$
143
$ 1,349

Gross liabilities in statement of financial position

$ 3,441
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8. Property and equipment
As at December 31, 2016
Land &
Improvements
Gross carrying
amount
Balance,
Dec 31, 2015
Adjustment from
amalgamation
Additions
Disposals

$

Depreciation and
impairment
Balance,
Dec 31, 2015
Depreciation
Disposals

At December 31, 2016

$

427,904

Buildings

Office
Equipment

Computer
Equipment

$

$

$

962,505

264,787

Total

568,221

$ 2,223,417

82,092
4,600
514,596

335,601
5,146
1,303,252

2,826
6,817
(5,153)
269,277

1,818
49,774
(15,904)
603,909

422,337
66,337
(21,057)
2,691,034

85,761
6,332
92,093

259,271
23,052
282,323

213,288
7,632
(4,520)
216,400

377,831
67,436
(11,814)
433,453

936,151
104,452
(16,334)
1,024,269

422,503

$ 1,020,929

$

52,877

$

170,456

$

1,666,765

The Company did not record any impairment charges or reversals during the year.
As at December 31, 2015
Land &
Improvements
Gross carrying amount
Balance, Dec 31, 2014
Additions
Disposals

$

Depreciation and impairment
Balance, Dec 31, 2014
Depreciation
Disposals

At December 31, 2015

427,904
427,904

Buildings

$

79,429
6,332
85,761
$

342,143

960,723
1,782
962,505

Office
Equipment

$

244,963
14,308
259,271
$

703,234

262,201
27,586
(25,000)
264,787

Computer
Equipment

$

223,632
14,656
(25,000)
213,288
$

51,499

515,384
107,686
(54,849)
568,221

Total

$

387,472
45,208
(54,849)
377,831
$

190,390

2,166,212
137,054
(79,849)
2,223,417

935,496
80,504
(79,849)
936,151
$

1,287,266

The Company did not record any impairment charges or reversals during the year.
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9. Payables and accruals
2016
Agents
Policyholders’ rebate
Other
Provincial premium tax

$

2015

212,199 $
1,269,793
215,542
30,821

159,494
4,793
171,613
61,472

$ 1,728,355 $

397,372

10. Supplemental cash flow information
2016

2015

Change in non-cash operating working capital
Receivables
Reinsurance reserve for unpaid losses
Deferred policy acquisition costs
Payables and accruals
Reserve for unpaid claims
Income taxes

$

Income taxes paid

(211,052) $ (124,374)
786,288
(1,406,480)
(182,810)
(39,612)
1,227,508
(415,904)
(1,382,492)
2,870,726
722,361
(683,011)

$

959,803 $

201,345

$

- $

160,126

11. Recovery on corporate bond
During 2016, a recovery of $16,575 (2015 – $26,934) was received on a corporate bond previously
written down in 2008. This has been recorded as a gain on sale of investments.

12. Commitments
The Company has entered into various vehicle lease agreements for various periods until 2020.
Minimum payments are:
2017
$ 49,031
2018
24,603
2019
22,221
2020
5,176
$ 101,031
The Company has pledged to donate $5,000 for one year to Valley Wildcats Major Bantam Hockey
Club and $5,000 for four years to Acadia Athletics.
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13. Capital management
The Company’s objectives with respect to capital management are to maintain a capital base that is
structured to exceed regulatory requirements and to best utilize capital allocations.
The regulators measure the financial strength of property and casualty insurers using a minimum capital
test (MCT). The regulators generally expect property and casualty companies to comply with capital
adequacy requirements. This test compares a Company’s capital against the risk profile of the
organization. The risk-based capital adequacy framework assesses the risk of assets, policy liabilities
and other exposures by applying various factors. The regulator indicates that the Company should
produce a minimum MCT of 150%. During the year, the Company has consistently exceeded this
minimum. The regulator has the authority to request more extensive reporting and can place
restrictions on the Company’s operations if the Company falls below this requirement and deemed
necessary.

14. Insurance risk management
The principal risk the Company faces under insurance contracts is that the actual claims and benefit
payments or timing thereof, differ from expectations. This is influenced by the frequency of claims,
severity of claims, actual benefits paid and subsequent development of long term claims. Therefore, the
objective of the Company is to ensure that sufficient reserves are available to cover these liabilities.
The above risk exposure is mitigated by careful selection and implementation of underwriting strategy
guidelines, the use of reinsurance arrangements and settling claims promptly.
Underwriting strategy
The Company manages this risk via its underwriting and reinsurance strategy within an overall
risk management framework. Exposures are limited by having documented underwriting limits
and criteria. Pricing of property and liability policies are based on assumptions in regard to trends
and past experience, in an attempt to correctly match policy revenue with exposed risk. There
have been no significant changes from the previous year in the exposure to risk or policies,
procedures and methods used to measure the risk.
Reinsurance arrangements
The Company purchases reinsurance as part of its risks mitigation program. Reinsurance is
placed with FMRP, a Canadian registered reinsurer. Retention limits for the excess-of-loss
reinsurance vary by product line.
Amounts recoverable from reinsurers are estimated in a manner consistent with the outstanding
claims provision and are in accordance with the reinsurance contracts. Although the Company
has reinsurance arrangements, it is not relieved of direct obligations to its policyholders and thus
a credit exposure exists with respect to ceded insurance, to the extent that any reinsurer is unable
to meet its obligations assumed under such reinsurance agreements.
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14. Insurance risk management (continued)
Excess of Loss
The Company retains $450,000 on property claims with recoveries at 100% on amounts
greater than retention, up to a total limit of $9 million per risk.
The Company retains $350,000 on liability claims with recoveries at 100% on amounts
greater than retention, up to a total limit of $30 million per occurrence.
Catastrophe
Reinsurance also limits the Company’s liability in the event of a catastrophe. The
Company retains $1,350,000 with recoveries at 100% on amounts greater than retention.
Stop Loss
The Company recovers 90% of current year claims which exceed 80% of gross net earned
premiums. If the current year losses exceed 200% of gross net earned premiums, the
recovery rate increases to 100% on the excess.
Claims Settlement
Claims settlement is generally not a long process as most claims fall under the property class of
business with remaining claims in the liability class. The Company does not offer automobile
insurance significantly reducing the risk of long-tail claims. Typically, the Company settles claims
within one year of being reported. This significantly reduces uncertainty about the amount and
timing of claim payments. As such, additional information on these unpaid claims is not disclosed
as permitted by IFRS 4 - Insurance Contracts.
The Company writes insurance primarily over a twelve month duration. The most significant risks arise
through high severity, low frequency events such as natural disasters and catastrophes. A
concentration of risk may arise through insurance contracts issued in a specific geographic location
since all insurance contracts are written in Nova Scotia.
The Company is exposed to a pricing risk to the extent that unearned premiums are insufficient to meet
the related future policy costs. Evaluation is performed regularly to estimate future claim costs, related
expenses, and expected profit in relation to unearned premiums. There is no premium deficiency
recorded during the current or prior year.
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15. Financial instrument management
Interest rate risk
Historical data and current information is used to profile the ultimate claims settlement pattern by class
of insurance, which is then used in a broad sense to develop an investment policy and strategy.
However, because a significant portion of the Company’s assets relate to its capital rather than
liabilities, the value of its interest rate based assets exceeds its interest rate based liabilities. As a
result, generally the Company’s investment income will move with interest rates over the medium to
long term with short term interest rate fluctuations creating unrealized gains or losses in Other
Comprehensive Income.
At December 31, 2016, a 1% move in interest rates, with all other variables held constant, could impact
the market value of bonds and GICs by $320,068 (2015 - $86,094). For bonds and GICs that the
Company did not sell during the year, the change during the period and changes prior to the period
would be recognized as Other Comprehensive Income during the period.
Credit risk
The Company’s investment policy puts limits on the bond portfolio including portfolio composition limits,
issuer type limits, bond quality limits, aggregate issuer limits, corporate sector limits and general
guidelines for geographic exposure. The bond portfolio remains high quality with 85.4% of the bonds
rated A or better. All fixed income portfolios are measured for performance on a quarterly basis and
monitored by management on a monthly basis.
Below is the Company’s exposure to credit risk by credit rating for bonds and debentures:
Credit Rating - Bonds
AAA
AA
A
BBB

2016

2015

$

437,218 $
254,100
7,803,207
3,279,680
10,221,639
5,312,463
3,152,196
1,769,500
$ 21,614,260 $ 10,615,743

Reinsurance is placed with FMRP. Management monitors the creditworthiness of FMRP by reviewing
their annual financial statements and through ongoing communications. Reinsurance treaties are
reviewed annually by management prior to renewal of the reinsurance contract.
Receivables are short term in nature and are not subject to material credit risk. However, the
Company’s maximum exposure to credit risk is $1,810,607 (2015 - $1,469,844). The Company
minimizes credit risk on cash and cash equivalents and GICs through the utilization of different
investments to spread the risk amongst various financial institutions.
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15. Financial instrument management (continued)
Currency risk
Foreign currency risk is the risk that the fair value or cash flows of a financial instrument will fluctuate
because of changes in exchange rates and produce an adverse impact on net income when
measured in the Company’s functional currency.
Net exposure to United States dollar denominated amounts (in United States Dollars) included in the
balance sheet as at December 31 is:
2016
2015
Cash
Investments

$

887,586 $
45,031
2,540,441
2,449,512

$ 3,428,027 $ 2,494,543

Market risk
The Company utilizes the prudent person approach to asset management as required by the Insurance
Companies Act. An investment policy is in place and is monitored by management and the Board of
Directors. Diversification techniques are utilized to minimize risk. The policy limits investment in any
one corporate issuer to a maximum of 5% of the Company’s total assets.
The Company’s portfolio includes Canadian equity investments with fair values that move with the
Toronto Stock Exchange Composite Index and US equity investments with fair values that move with
the S&P 500 Index.
A 1% movement in the stock markets with all other variables held constant would have an estimated
affect on the fair values of the Company’s Canadian common equity of $87,220 (2015 - $64,485). A 1%
movement in the stock markets with all other variables held constant would have an estimated affect on
the fair values of the Company’s Canadian preferred equity of $73,377 (2015 - $69,068). A 1%
movement in the stock markets with all other variables held constant would have an estimated affect on
the fair values of the Company’s United States common equity of $22,471 (2015 - $24,039).
Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet all cash outflow obligations as they
come due. The Company mitigates this risk by monitoring cash activities and expected outflows.
Current liabilities arise as claims are made. The Company does not have material liabilities that can be
called unexpectedly at the demand of a lender or client. There are no material commitments for capital
expenditures and there is no need for such expenditures in the normal course of business. Claim
payments are funded by current operating cash flow including investment income.
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16. Related party transactions
Director’s fees are presented in Note 19. Compensation for the Company’s key management personnel
is set out below:
2016

2015

Key management personnel
Salaries
Short term employee benefits

$

783,642 $
90,160

641,181
72,207

Total remuneration

$

873,802 $

713,388
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17. Income taxes
Deferred tax assets, and current / deferred income tax expense recognized in the consolidated
statement of comprehensive income.
Deferred tax asset (liability)
Property, equipment and reserves
Investments
Losses, donations and other

2016

2015

$

7,000 $
(3,000)
296,000

(17,000)
26,000
151,000

$

300,000 $

160,000

Current and deferred tax expense in other comprehensive income
2016

2015

Current
Deferred

$

- $
207,000

(602,000)
-

Current and deferred income tax expense

$

207,000 $

(602,000)

Income tax expense compared to statutory income tax rates
Income tax expense attributable to taxable income differs from the amounts computed by applying the
combined federal and provincial income tax rate of 21.64% (2015 - 20.41%) to income before income
taxes as a result of the following:
The provision for income tax expense is as follows:
Income before income taxes

2016
$ 1,263,780

Income tax expense at the statutory rate
Changes in income taxes
Non-taxable dividend income
Loss carry forward (back)
Other
$
Current income tax (recovery) expense
Deferred income tax recovery

2015
$

99,927

273,496

20,392

(116,989)
(504,029)
21,081

(106,527)
25,107
16,639

(326,441) $

13,969
(340,410)
$ (326,441)

(44,389)

91,611
(136,000)
$ (44,389)
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18. Comparative figures
Certain of the comparative figures have been reclassified to conform to the consolidated financial
statement presentation adopted for the current year.

19. Operating expenses

Administrative salaries
Advertising
Agency (excluding commissions)
Allowance for doubtful accounts
Automobile and travel
Bureaus and associations
Direct distribution
Director's remuneration
Donations
EDP and statistical
Loss on sale of capital assets
Employee benefits
Fire prevention tax
Furniture and equipment
Inspections and investigations
Insurance
Miscellaneous
Occupancy - 220 Commercial Street
Occupancy - 222 Commercial Street
Occupancy - 8994 Commercial Street
Occupancy - 368 Faulkland Street
Postage and courier
Printing and stationary
Professional fees
Regulatory assessments
Telephone and other communication

2016

2015

$ 1,336,883
83,948
33,405
2,490
214,704
29,372
347,664
121,100
38,676
327,700
848
243,591
104,796
13,986
550,116
46,275
79,416
79,342
7,914
29,270
44,432
46,290
36,904
90,062
14,415
17,004

$ 1,065,605
72,323
20,781
568
117,625
23,023
169,682
74,700
71,595
273,587
187,456
84,796
16,384
501,799
35,685
55,037
90,268
17,233
34,185
44,439
27,284
105,609
14,330
14,832

$ 3,940,603

$ 3,118,826
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