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NOTICE OF ANNUAL GENERAL MEETING
of the
PRINCE EDWARD ISLAND MUTUAL
INSURANCE COMPANY

The Annual Meeting of the Members of the Prince Edward Island Mutual Insurance Company
for the 2023 year will be held at The Oval, above Red Shores at Summerside Raceway, 55
Greenwood Drive, Summerside, PEI on the 9t day of April, 2024, beginning at 2:00 p.m.

The purpose of the meeting is to receive the financial statements and the auditor’s report for
2023; to elect directors; to appoint auditors; and to transact business of the 2023 Annual
Meeting.

Please check our website, www.peimutual.com for updates in advance of the Annual Meeting.

A copy of PEI Mutual’s Annual Report for 2023 is available on our website or by contacting
head office.

P.E.l. MUTUAL

............. ny

PROTECTING EACH OTHER
SINCE 1885

Josh Toombs,
Corporate Secretary


http://www.peimutual.com/

PRESIDENT'S REPORT 2023

This past year PEI Mutual has continued to be extremely busy, partly due to the lingering impact
of Hurricane Fiona in 2022, as well as undergoing some key operational transitions as we evolve
to meet the needs of the rapidly changing marketplace. I'd like to thank everyone involved in
making this year a success - the head office team, as well as our team members who work
outside the office, serving members directly within our Island communities. Everyone is very
committed trying to help policyholders.

Thank you to the Board of Directors across the Island for representing policyholders, and for
being involved in the debates and decisions on policies and changes within the company, that all
help to make the company stronger.

We were pleased to welcome Andrea MacPherson as Director for zone 4 in May of 2023. Her
voice has been an excellent addition around the Board table.

With everyone's commitment and work efficiency, PEI Mutual has had a profitable year and
we're pleased to continue providing an 18% Mutual rebate at policy renewal time. Our team
strives to provide the highest degree of value to our policyholders, and we give back to our
Island community.

Brian MacKinley,

President



CEO’S REPORT 2023

2023 was year in which PEI Mutual continued to work through many challenges presented in the
aftermath of Hurricane Fiona. Our team performed exceptionally, and we strategically built our
capacity, adding key members and expanding our leadership team in order to better serve our
members and support our people. Through resiliency, we upheld our commitment to providing
outstanding service and did our best to meet the expectations of our policyholders, keeping their
needs at the forefront during challenging times.

PEI Mutual continues to lead the market in responsiveness and accessibility of our team. Our
goal of offering quality products at competitive prices remains strong and we are proud to be
known as the insurance provider of choice on PEI. We are committed to innovation and will

continue to look for ways we can improve for the future.

Financially, the company had another great year in 2023. Premiums written were up by $3.4
million over the previous year and our Mutual membership continued to grow as we added 774
net-new policies during the year.

Claims experience returned to an average level in terms of total losses of around 1100, which is
in line with what we have come to expect in years previous. This is a relief following the
significant impact of Hurricane Fiona in 2022. Gross Losses incurred, however, remained above
average, at $48 million, much of which can be attributed to new and maturing Hurricane Fiona
claims, as well as several major fire losses in 2023. We have seen a significant increase in
reinsurance rates in 2023, which will carry an impact on profitability in future years.

Investment return was favorable, with a profit of $4.5 million. Although the financial markets
generally did not perform well during 2023, PEI Mutual did achieve a positive return on both our
equities (6.01%) and bonds (4.35%).

Together with an underwriting profit of $3.5 million and investment profit of $4.5 million, the
company achieved a net income after tax of $6.1 million. These profits have been added to the
Members’ surplus which now sits at $84.9 million — an exceptionally strong position as at
December 31, 2023.

As a Mutual company, PEI Mutual aims to provide value to our members through competitive
pricing and offering rebates based on the financial results of the current fiscal year. Following
another strong year in 2023, our Board of Directors has declared that the current 18% mutual
rebate will remain effective and be applied to policy renewal premiums through April 30, 2025.

We take pride in giving back to our Island communities through partnerships, community
support and volunteerism. In 2023, we were fortunate to be able to support more than 200
organizations and causes across PEI, delivering more than $300,000 to community initiatives.

Some highlights for the year would include our major commitment as a Champion sponsor of the
2023 Canada Games, as well as an exciting new partnership with the PEI School Athletic
Association. Our PEI Mutual Education Trust also awarded 20 scholarships to deserving Island



graduates in 2023. We are an active member of all 5 Island Chambers of Commerce and take
pride in celebrating and supporting Small Business across PEI.

In 2022, we embarked on the journey of a build and customization project for a new cloud-based
Enterprise Resource Planning (ERP) system. This has been a monumental undertaking, now
more than 2 years in the making, and will revitalize the way we do business. It is undoubtedly
the most significant technological evolution in our company’s history. We are excited to see the
project through to completion with our organization-wide adoption scheduled for the Spring of
2024,

In addition to the ERP System, PEI Mutual has made a commitment to digital transformation,
embracing a number of technology-related initiatives, such as hardware and infrastructure
upgrades, security enhancements, use of additional software tools, and creating supports for
remote/hybrid workers. This transition will bring many opportunities to enhance the way we
serve our members into the future, as well as the potential for creating efficiency in our
operations by leveraging the data and real-time access to information. This will also allow for us
to modernize operational processes, and improve the speed of service to policyholders.

In closing, | would like to say thank you to all of our valued members across Prince Edward
Island, who place their trust in us, and help to make us the insurance provider of choice on PEI.

I would also like to thank our incredible team who have worked hard to support each other in
serving your insurance needs over the past 12 months. Our people really are at the heart of our
success, and | continue to be inspired by their unrelenting commitment to service.

Finally, I would like to thank the Board of Directors for their support in my role as CEO, and
helping to steer the company through a period of significant change and transition, as we position
ourselves for the future.

We look forward to serving our policyholders in 2024, with our focus on striving to be the best
place to work, the insurance provider of choice, and making the most impact in our communities.

Sincerely,

Craig Noonan

CEO
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MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING
DECEMBER 31, 2023

The accompanying financial statements and all other information contained in this annual report are the responsibility of the
management of Prince Edward Island Mutual Insurance Company. The financial statements have been prepared by management
in accordance with International Financial Reporting Standards and have been approved by the Board of Directors.

Preparation of financial information is an integral part of management’s broader responsibilities for the ongoing operations of
Prince Edward Island Mutual Insurance Company. Management maintains a system of internal accounting controls to provide
reasonable assurance that transactions are accurately recorded on a timely basis, are properly approved and result in reliable
financial information. Such information also includes data based on management’s best estimates and judgements.

The Audit Committee and the Board of Directors review and approve the annual financial statements. In addition, the Audit
Committee meets periodically with financial officers of Prince Edward Island Mutual Insurance Company and the external
auditors, and reports to the Board of Directors thereon.

The accompanying financial statements have been audited by BDO Canada LLP, authorized to practice public accounting by the
Chartered Professional Accountants of Prince Edward Island, who are engaged by the Board of Directors and whose appointment
will be ratified at the 2024 annual meeting of the policyholders. The auditors have access to the Audit Committee, without
management present, to discuss the results of their work. Their report dated March 14, 2024, expresses their unqualified opinion
on the Company’s 2023 financial statements.

17 B

Craig llj/a()nan, Rudy Smith,
ChiefExecutive Officer Chief Flnanclal Officer
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Tel: 902-436-2171 BDO Canada LLP
Fax: 902-436-0960 107 Walker Avenue, PO Box 1347
www.bdo.ca Summerside, PE C1N 4K2

Independent Auditor’'s Report

To the Policyholders of Prince Edward Island Mutual Insurance Company
Opinion

We have audited the accompanying financial statements of Prince Edward Island Mutual Insurance
Company (the Company), which comprise the statement of financial position as at December 31,
2023, and the statements of comprehensive income, changes in members' equity and cash flows for
the year then ended, and notes to the financial statements, including material accounting policy
information.

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Company as at December 31, 2023, and its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards.

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for
the Audit of the Financial Statements section of our report. We are independent of the Company in
accordance with the ethical requirements that are relevant to our audit of the financial statements
in Canada, and we have fulfilled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our opinion.

Other Matters

The financial statements for the year ended December 31, 2022 were audited by another auditor
who expressed an unmodified opinion on those financial statements on February 14, 2023.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company's
ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless management either intends to liquidate the
Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

PAGE 3



IBDO

PAGE 4

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with Canadian generally accepted auditing standards will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

e ldentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit 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 Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

¢ Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Company to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

BDO Canada [LFP

Chartered Professional Accountants
Summerside, Prince Edward Island
March 14, 2024



Prince Edward Island Mutual Insurance Company
Statement of Financial Position
December 31, 2023

As at As at
As at December 31 January 1
December 31 2022 2022
2023 restated restated
Assets
Cash and cash equivalents $ 10,905,711 $ 2,379,611 $§ 13,342,688
Investments (Note 5) 94,295,369 92,702,651 85,565,182
Investment income accrued 704,879 678,486 576,714
Income taxes receivable 892,982 2,471,248 -
Reinsurance contract assets (Note 4.2) 31,113,013 86,650,875 1,612,830
Property, plant and equipment (Note 11) 3,879,685 3,827,771 3,968,174
Prepaid software costs (Note 12) 4,639,350 2,222,338 -
Other assets 256,831 81,070 50,011
Deferred income taxes (Note 10) - 349,618 516,344

Total Assets

$ 146,687,820

$ 191,363,668

$ 105,631,943

Liabilities

Accounts payable and accrued liabilities $ 806,390 $ 927,070 $ 839,351

Income taxes payable - - 3,466,550

Insurance contract liabilities (Note 4.2) 60,829,686 111,674,361 29,090,708

Deferred income taxes (Note 10) 161,709 - -
61,797,785 112,601,431 33,396,609

Members' Surplus
Unappropriated members' surplus 84,890,035 78,762,237 72,235,334
Total liabilities and equity $ 146,687,820 § 191,363,668 § 105,631,943

Signed on behalf of'thc Board b
' C' &
= 7/ /6uecto:

‘
(J@mf PO ZN

7

Director

The accompanying notes are an integral part of these financial statements
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Prince Edward Island Mutual Insurance Company

Statement of Comprehensive Income
For the Year-Ended December 31, 2023

Insurance revenue
Insurance service expense (Note 8)
Insurance service result before reinsurance contracts held

Reinsurance premium ceded
Amounts recoverable from reinsurers for incurred claims
Net income from reinsurance contracts held

Insurance service result

Insurance finance income for insurance contracts issued (Note 4.2)
Reinsurance finance income (expense) for reinsurance contracts held (Note 4.2)

Net insurance financial result

Investment and other income and expenses (Note 6)
Other operating expenses (Note 8)

Net income before income taxes
Income tax expense (Note 10)

Total income and comprehensive income

2022
2023 restated

$ 37,536,191 $ 35,400,365
(60,166,553)  (118,254,531)
(22,630,362) (82,854,166)

(4,961,120) (3,623,764)

30,455,288 93,733,508
25,494,168 90,109,744
2,863,806 7,255,578
2,774,000 154,851
451,000 (26,663)
3,225,000 128,188
4,530,571 4,069,540
(2,360,199) (2,248,693)
2,170,372 1,820,847
8,259,178 9,204,613
(2,131,380) (2,677,710)

$ 6,127,798 $ 6,526,903

The accompanying notes are an integral part of these financial statements
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Prince Edward Island Mutual Insurance Company

Statement of Members’ Surplus
For the Year-Ended December 31, 2023

Unappropriated

Members'

Surplus
Balance at December 31,2021, as previously reported $ 73,132,879

Impact of initial application of IFRS 17 (897,545)
Restated balance as at January 1, 2022 72,235,334
Net income and comprehensive income 6,526,903
Restated balance at December 31,2022 78,762,237
Net income and comprehensive income 6,127,798
Balance at December 31,2023 3 84,890,035

The accompanying notes are an integral part of these financial statements
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Prince Edward Island Mutual Insurance Company

Statement of Cash Flows
For the Year-Ended December 31, 2023

Operating activities

Net income and comprehensive income

Adjustments for:
Depreciation of property, plant and equipment
Bond premium amortized
Gain on disposal of investments
(Gain) loss on disposal of property, plant and equipment
Deferred income taxes
Unrealized gain on investments

Change in non-cash operating working capital:
Investment income accrued
Reinsurance contract assets
Other assets
Accounts payable and accrued liabilities
Income taxes payable/receivable
Insurance contract liabilities

Investing activities
Purchase of investments
Proceeds on disposal of investments
Purchase of prepaid software costs
Purchase of property, plant and equipment
Proceeds on disposal of property, plant and equipment

Net increase (decrease) in cash and cash equivalents
Cash and cash eqvivalents, beginning of year

Cash and cash eqvivalents, end of year

Income taxes paid, net of refunds

2023 2022
S 6,127,798 $ 6,526,903
394,142 308,642
309,266 369,785
(94,483) (551,545)
(11,372) 2,094
511,327 166,726
(565,580) (173,284)
6,671,098 6,649,321
(26,393) (101,772)
55,537,862 (85,038,045)
(175,761) (31,059)
(120,680) 87,719
1,578,266 (5,937,798)
(50,844,675) 82,583,653
12,619,717 (1,787,981)
(7,997,162) (13,213,921)
6,755,241 6,431,496
(2,417,012) (2,222,338)
(450,209) (170,333)
15,525 .
(4,093,617) (9,175,096)
8,526,100 (10,963,077)
2,379,611 13,342,688
$ 10905711 $ 2379611
$ 2,513,035 $ 8448782

The accompanying notes are an integral part of these financial statements
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Prince Edward Island Mutual Insurance Company

1. CORPORATE INFORMATION

The Company is incorporated without share capital under the laws of Prince Edward Island and is subject to the
Prince Edward Island Insurance Act. It is licensed to write property and casualty insurance in Prince Edward Island.
The Company’s head office is located at 116 Walker Avenue, Summerside, Prince Edward Island.

These financial statements have been authorized for issue by the Board of Directors on March 12, 2024.

2. BASIS OF PREPARATION
(a) Statement of Compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as issued by the International Accounting Standards Board (the IASB).

(b) Basis of Measurement

These financial statements were prepared under the historical cost convention, except for financial assets
classified as fair value through profit or loss (“FVTPL”).

The financial statements are presented in Canadian dollars, which is also the Company’s functional currency,
and all values are rounded to the nearest thousand (000), unless otherwise indicated.

(¢) Judgment and Estimates

The preparation of financial statements in compliance with IFRS requires management to make certain critical
accounting cstimates. It also requires management to exercise judgment in applying the Company’s accounting
policies. The areas involving critical judgments and estimates in applying accounting policies that have the
most significant risk of causing material adjustment to the carrying amounts of assets and liabilities recognized
in the financial statements within the next financial year are:

e  Upon transition to IFRS 17, there have been no changes to the level of aggregation of insurance
contracts and reinsurance contracts and the Company continues to present its financial results on an
entity level basis as there have been no material changes to the Company’s user base of business
operations.

e  The Company applies the Premium Allocation Approach (PAA) to simplify the measurement of
insurance contracts as the coverage period of each contract in the group is one year or less.

e  The Company has made the election under IFRS 17.59(a) to recognize insurance acquisition cash
flows as an expense when it incurs those costs.

e For groups of contracts that are onerous, the liability for the remaining coverage is determined by the
fulfilment cash flows. Any loss/recovery is recognized on underlying contracts and the recovery
expected on claims from reinsurance contracts held. The Company assumes that no contracts in the
portfolio are onerous at initial recognition unless facts and circumstance indicate otherwise. The
Company considered facts and circumstances to identify whether a group of contracts are onerous
based on (i) pricing information, (ii) results of similar contracts it has recognized, and (iii)
Environmental factors (i.e., change in market experience or regulations). The Company has not
identified any onerous contracts at this time.

e  The Company does not adjust the carrying amount of the liability for remaining coverage to include
the time value of money or the effect of financial risk for any of its product lines.

o  The cost of outstanding claims is estimated using appropriate standard actuarial claims projection
techniques. The main assumption underlying these techniques is that a Company’s past claims
development experience can be used to project future claims development and hence ultimate claims
costs.
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Prince Edward Island Mutual Insurance Company

2. BASIS OF PREPARATION (CONTINUED)

(¢) Judgment and Estimates (continued)

PAGE 10

Insurance contract liabilities are calculated by discounting expected future cash flows at the risk-free
rate, plus illiquidity premium (when applicable). Risk free rates are determined by reference to the
Provincial bond yield rates and a liquidity spread ratio of 90% with nil liquidity premium constant.

Discount rates applied are listed below:

1 year 3 years 5 years 10 years
2023 2022 2023 2022 2023 2022 2023 2022

Personal Property and
Liability, and Commercial
Property and Liability
(including farm)

4.52% 441% 3.70% 397% 3.53% 3.86% 3.77% 4.08%

The Company periodically assesses its liabilities and contingencies related to income taxes for all years
open to audit based on the latest information available. For matters where it is probable that an
adjustment will be made, the Company records its best estimate of the tax liability including the related
interest and penalties in the current tax provision. Management believes they have adequately
provided for the probable outcome of these matters; however, the final outcome may result in a
materially different outcome than the amount included in the tax liabilities.

On September 24, 2022, Prince Edward Island was hit by post-tropical storm Fiona. This was an
historic weather event including high winds and heavy rains, which resulted in catastrophic damage to
Island properties. As at December 31, 2023, there were 9,734 reported claims (2022 — 9,021) resulting
in gross losses incurred of $119.6 million (2022 - $95.0 million) , with approximately $117.8 million
(2022 - $93.2 million) being recoverable under the company’s Catastrophe reinsurance treaty.

The risk adjustment for non-financial risk is the compensation the Company requires for bearing the
uncertainty about the amount and timing of the cash flows that arises from non-financial risk as the
entity fulfils insurance contracts. The Company has estimated the risk adjustment using a cost of
capital approach at the 75" percentile. The Company has estimated the probability distribution of
future cash flows, and the additional amount above the expected present value of future cash flows
required to meet the target percentiles.

The Company has elected not to disaggregate the change in risk adjustment for non-financial risk in
accordance with IFRS 17.81 and includes the entire change as part of the insurance service result in the
statement of comprehensive income.

The Company applies judgment over the inputs and methods used to allocate insurance acquisition
cash flows to the related contracts. This includes judgments about the amounts allocated to insurance
contracts expected to arise from renewals of insurance contracts in that group. The Company will
revisit the assumptions at the end of each reporting period and revise the amounts of assets for
insurance acquisition cash flows as necessary.



Prince Edward Island Mutual Insurance Company

3. ADOPTION OF NEW ACCOUNTING STANDARDS

31 IFRS 17 — INSURANCE CONTRACTS

IFRS 17 replaces IFRS 4 — Insurance Contracts for periods on or after January 1, 2023. The Company has applied
IFRS 17 for the first time using the full retrospective approach and has restated comparative information for 2022
applying the transitional provisions in IFRS 17.

The adoption of IFRS 17 did not change the classification of the Company’s insurance contracts. Under the full
retrospective approach, at January 1, 2022 the Company identified, recognized and measured each group of
insurance contract liabilities and reinsurance contract assets held and any acquisition costs, and derecognized
previously reported balances that would not have existed had IFRS 17 always applied. This includes due from
reinsurer, due from members, reinsurer’s share of unpaid claims, unearned premiums and unpaid claims and
adjustment expenses which are included in the measurement of insurance contract liabilities and reinsurance
contract assets held under IFRS 17. The net difference of $(897,545) was recognized in Unappropriated Members’
Surplus on January 1, 2022,

All of the Company’s insurance contract liabilities and reinsurance contract assets held are measured using the PAA,
minimizing the differences between IFRS 4 and IFRS 17.

The measurement principles using the PAA which differ from those under IFRS 4 primarily include:

e  The liability for remaining coverage represents premiums received less amounts recognized in revenue for
insurance services provided in that period. The Company discounts the measurement of the liability for
remaining coverage to reflect the time value of money and the effect of financial risk where the premium
due date and the related period of services are more than 12 months apart.

e  The liability for incurred claims is determined on a discounted-probability-weighted expected value basis,
and includes a risk adjustment for non-financial risk.

Where a group of insurance contracts is onerous, measurement of the liability for remaining coverage includes a
risk-adjustment for non-financial risk in order to calculate a loss component.

e  Where a group of reinsurance contracts reinsures onerous insurance contracts, the measurement of the asset
for remaining coverage is adjusted to include a loss-recovery component to reflect the expected recovery of
onerous contract losses.

The presentation and disclosure principles using IFRS 17 differ from those under IFRS 4 primarily include:

e Portfolios of insurance contracts that are assets and those that are liabilities, and portfolios of reinsurance
contract assets held that are assets and those that are liabilities, are presented separately on the Statement of
Financial Position.

e The line-item descriptions for amounts recognized in the Statement of Comprehensive Income have
changed significantly compared with the prior year. Changes to the line-item descriptions include:

Under IFRS 4, the Company presented: IFRS 17 requires separate presentation of:
Gross written premiums
Changes in premium reserves [nsurance revenue

Net insurance premium revenue

Gross claims expenses and adjustment expenses
Commission income and expenses

Insurance service exXpenses

Income or expenses from reinsurance contracts held

Reinsurer’s share of claims and benefits incurred Insurance finance income or expenses

Reinsurance finance (income) / expense
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Prince Edward Island Mutual Insurance Company

4. MATERIAL ACCOUNTING POLICY INFORMATION

4.1 INSURANCE CONTRACTS
4.1.1 Classification

Insurance contracts are those contracts that have significant insurance risk at the inception of the contract. The
Company determines whether it has significant insurance risk, by comparing the benefits payable after an insured
event with benefits payable if the insured event did not occur. The Company issues non-life insurance products
including personal property and liability, and commercial property and liability (including farm). These products
offer protection of policyholder’s assets and indemnification of other parties that have suffered damages as a result
of a policyholder’s accident.

4.1.2 Level of Aggregation and Recognition

Insurance contracts and reinsurance contract assets held are required to be aggregated into portfolios of insurance
contracts, based on underlying risk and the management of those risks, then further aggregated into groups based on
the underlying expected profitability at inception into three categories: onerous contracts, contracts with no
significant risk of becoming onerous, and the remainder. The profitability of groups of contracts is assessed by
actuarial valuation models that take into account existing and new business. IFRS 17 also requires that no group for
level of aggregation purposes may contain contracts issued more than one year apart.

Insurance contracts are recognized from the earliest of: the beginning of the insurance contract's coverage period;
when payment from the policyholder becomes due or, if there is no contractual due date, when it is received; and
when a contract is onerous.

Reinsurance contract assets held that provide proportionate reinsurance coverage are recognized from the later of:
the beginning of the reinsurance contract's coverage period; and when underlying insurance contracts are initially
recognized.

The Company adds new contracts to the group in the reporting period in which that contract meets one of the criteria
set out above.

4.1.3 Separating components from insurance and reinsurance contracts

The Company assesses its insurance products to determine whether they contain distinct components which must be
accounted for under another IFRS instead of under IFRS 17. After separating any distinct components, the Company
-applies IFRS 17 to all remaining components of the (host) insurance contract.

Currently, the Company’s products do not include any distinct components that require separation.

4.1.4 Measurement

The Company uses the PAA to all the insurance contracts that it issues and reinsurance contracts held. Insurance
contracts issued and reinsurance contracts held are eligible for the PAA when the coverage period of each contract
in the group is one year or less or the Company reasonably expects that the resulting measurement of the liability for
remaining coverage would not differ materially from that of applying the General Measurement Model.

Contract Boundary

The contract boundary determines the cash flows that are included in the measurement of a group of insurance
contracts issued and reinsurance contract assets held. Cash flows are within the contract boundary if they arise from
substantive rights and obligations that exist during the reporting period in which the Company can compel the
policyholder to pay the premiums or has a substantive obligation to provide services including insurance coverage.
A liability or asset relating to expected premiums or claims outside the boundary of the insurance contract is not
recognized. Such amounts relate to future insurance contracts.

Insurance Acquisition Cash Flows

Insurance acquisition cash flows arise from the cost of selling, underwriting and starting a group of insurance
contracts that are directly attributable to the portfolio of insurance contracts to which the group belongs. These costs
are expensed in the year that they are incurred.
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Prince Edward Island Mutual Insurance Company

4. MATERIAL ACCOUNTING POLICY INFORMATION (CONTINUED)

4.1 INSURANCE CONTRACTS (CONTINUED)
4.1.4 Measurement (CONTINUED)

Insurance Contract Liabilities - Initial Measurement

On initial recognition of each group of insurance contracts that is not onerous at initial recognition, the Company
measures the liability for remaining coverage as:

e Premiums received on initial recognition;

e  Any other asset or liability previously recognized for cash flows related to the group of contracts that the
Company pays or receives before the group of insurance contracts is recognized.

Insurance Contract Liabilities - Subsequent Measurement

The carrying amount of a group of insurance contracts at each reporting date is the sum of the liability for remaining
coverage and the liability for incurred claims.

The Company measures the carrying amount of the liability for remaining coverage at the end of each reporting
period as the liability for remaining coverage at the beginning of the period:

e  Plus premiums received in the period;
e  Minus the amount recognized as insurance revenue for services provided.

The liability for incurred claims includes the fulfillment cash flows for losses on claims and expenses that have not
yet been paid, including those that have been incurred but not reported. The liability for incurred claims reflects
current estimates from the perspective of the Company and include an explicit adjustment for non-financial risk. The
Company does not adjust the future cash flows for the time value of money and the effect of financial risk for the
measurement of liability for incurred claims that are expected to be paid within one year of being incurred.

Reinsurance Contract Assets — Initial Measurement

The Company measures its reinsurance contract assets for a group of reinsurance contracts that it holds on the same
basis as insurance contracts that it issues. However, they are adapted to reflect the features of reinsurance contracts
held that differ from insurance contracts issued.

Reinsurance Contract Assets — Subsequent Measurement

The subsequent measurement of reinsurance contract assets held follows the same principles as those for insurance
contracts issued and has been adapted to reflect the specific features of reinsurance held.

4.1.5 Derecognition and contract modification

An insurance contract is derecognized when it is extinguished, that is when the specified obligations in the contract
expire or are discharged or cancelled. An insurance contract is also derecognized if its terms are modified in a way
that would have significantly changed the accounting for the contract had the new terms always existed. In such
cases, the Company derecognizes the initial contract and recognizes the modified contract as a new contract. If an
insurance contract modification does not result in derecognition, then the changes in cash flows caused by the
modification are treated as changes in estimates of fulfillment cash flows.
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Prince Edward Island Mutual Insurance Company

4. MATERIAL ACCOUNTING POLICY INFORMATION (CONTINUED)

4.1 INSURANCE CONTRACTS (CONTINUED)

4.1.6 Presentation

The Company has presented separately, in the statement of financial position, the carrying amount of portfolios of
insurance contracts issued that are assets, portfolios of insurance contracts issued that are liabilities, portfolios of
reinsurance contracts held that are assets and portfolios of reinsurance contracts held that are liabilities.

The Company disaggregates the total amount recognised in the statement of comprehensive income into a net
insurance service result, comprising insurance revenue and insurance service expense, and insurance finance income
or expenses.

The Company does not disaggregate the change in risk adjustment for non-financial risk between a financial
and non-financial portion and includes the entire change as part of the insurance service result.

The Company separately presents income or expenses from reinsurance contracts held from the expenses or
income from insurance contracts issued.

Insurance revenue

The Company recognizes insurance revenue based on the expected premium receipts and the passage of time over
the coverage period of a group of contracts unless the release of risk differs significantly from the passage of time, in
which case insurance revenue is recognized based on the release of risk. For all periods presented, the Company has
recognized insurance revenue based on the passage of time.

Insurance service expense

Insurance service expenses arising from insurance contracts are recognized in the statement of comprehensive
income as they are incurred and include losses on claims, other insurance service expenses, insurance acquisition
costs, losses and reversals of losses on onerous contracts, and impairment losses and reversals of those impairment
losses on insurance acquisition cash flow assets.

Net finance income or expense from insurance contracts and reinsurance contract assets held

Net finance income or expense from insurance contracts and reinsurance contract assets held as presented in the
statement of comprehensive income are comprised of changes in the carrying amounts of insurance and reinsurance
contracts arising from the effects of time value of money and changes in the time value of money and the effect of
financial risk and changes in financial risk.
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Prince Edward Island Mutual Insurance Company

4.2 INSURANCE AND REINSURANCE CONTRACTS

4.2.1 Movements in net liability for insurance contracts issued

The roll-forward of the net liability for insurance contracts issued is disclosed below:

For the year December 31,2023

Opening insurance contract liabilities
Opening insurance contract assets
Net opening insurance contract (assets)/liabilities
Insurance revenue
Insurance service expenses
Incurred claims and other expenses
Changes to liabilities for incurred claims
Insurance service results before reinsurance contracts held
Insurance finance expenses
Effect of movements in exchange rates
Total changes in the statement of comprehensive income
Cash flows
Premiums received
Claims and other expenses paid
Insurance acquisition cash flows
Total cash flows
Net closing insurance contract (assets)/liabilities

Closing insurance contract liabilities
Closing insurance contract assets
Net closing insurance contract (assets)/liabilities

For the year ended December 31,2022

Opening insurance contract liabilities
Opening insurance contract assets
Net opening insurance contract (assets)/liabilities
Insurance revenue
Insurance service expenses
Incurred claims and other expenses
Changes to liabilities for incurred claims
Insurance service results before reinsurance contracts held
Insurance finance expenses
Effect of movements in exchange rates
Total changes in the statement of comprehensive income
Cash flows
Premiums received
Claims and other expenses paid
Insurance acquisition cash flows
Total cash flows
Net closing insurance contract (assets)/liabilities

Closing insurance contract liabilities

Closing insurance contract assets
Net closing insurance contract (assets)/liabilities
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Liabilities for remaining

Liabilities for incurred

coverage claims
Estimates of
Excluding loss Loss the PV of future Risk
component component cash flows adjustment Total
14,818,196 - 95,242,576 1,615,459 111,676,231
14,818,196 - 95,242,576 1,615,459 111,676,231
(37,536,191) - - - (31,536,191)
- - 113,726,431 158,541 113,884,972
- - (52,571,419) (1,147,000) (53,718/419)
(37,536,191) - 61,155,012 (988,459) 22,630,362
- - 2,774,000 - 2,774,000
(37,536,191) - 63,929,012 (988,459) 25.404,362
38,638,218 - - - 38,638,218
- - (114,889,125) - (114,889,125)
38,638,218 - (114,889,125) - (76,250,907)
15,920,223 - 44,282,463 627,000 60,829,686
15,920,223 - 44,282,463 627,000 60,829,686
15,920,223 - 44,282,463 627,000 60,829,686
Estimates of
Excluding loss Loss the PV of future Risk
component component cash flows adjustment Total
14,307,123 - 14,170,953 612,633 29,090,709
14,307,123 - 14,170,953 612,633 29,090,709
(35,400,365) - - - (35,400,365)
- - 124,271,524 1,280,819 125,552,343
- - (7,019,819) (277,993) (7,297,812)
(35,400,365) - 117,251,705 1,002,826 82,854,166
- - 154,851 - 154,851
(35,400,365) - 117,406,556 1,002,826 83,009,017
35,911,438 - - - 35,911,438
- - (36,336,803) - (36,336,803)
35,911,438 - (36,336,803) - (425,365)
14,818,196 - 95,240,706 1,615459 111,674,361
14,818,196 - 95,240,706 1,615,459 111,674,361
14,818,196 - 95,240,706 1,615,459 111,674,361




Prince Edward Island Mutual Insurance Company

4.2.1 Movements in net asset for reinsurance contracts held

The roll-forward of the net asset reinsurance contracts held is disclosed below:

For the year ended December 31,2023

Opening reinsurance contract liabilities
Opening reinsurance contract assets
Net opening reinsurance contract (assets)/liabilities
Allocation of reinsurance premiums
Amounts recoverable from reinsurers
Amounts recoverable for claims and other expenses
incurred in the period
Changes in amounts recoverable for incurred claims
Net income or expense from reinsurance contracts held
Reinsurance finance income

Total changes in the statement of comprehensive income

Cash flows
Premiums paid
Amounts received
Total cash flows
Net closing reinsurance contract (assets)/liabilities

Closing reinsurance contract liabilities
Closing reinsurance contract assets
Net closing reinsurance contract (assets)/liabilities

For the year ended December 31,2022

Opening reinsurance contract liabilities
Opening reinsurance contract assets
Net opening reinsurance contract (assets)/liabilities
Allocation of reinsurance premiums
Amounts recoverable from reinsurers
Amounts recoverable for claims and other expenses
incurred in the period
Changes in amounts recoverable for incurred claims
Net income or expense from reinsurance contracts held
Reinsurance finance income

Total changes in the statement of comprehensive income

Cash flows
Premiums paid
Amounts received
Total cash flows
Net closing reinsurance contract (assets)/liabilities

Closing reinsurance contract liabilities

Closing reinsurance contract assets
Net closing reinsurance contract (assets)/liabilities
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Assets for remaining

Amounts recoverable on

coverage incurred claims
Estimates of
Excluding Loss the PV of
loss recovery recovery future cash Risk
component  component flows adjustment Total
(218,566) - 85,683,450 1,184,990 86,649,874
(218,566) - 85,683,450 1,184,990 86,649,874
(4,961,120) - - - (4,961,120)
- - 32,067,032 72,010 32,139,042
- - (715,754) (968,000) (1,683,754)
(4,961,120) - 31,351,278 (895,990) 25,494,168
- - 451,000 - 451,000
(4,961,120) - 31,802,278 (895,990) 25,945,168
4,903,012 - - - 4,903,012
- - (86,386,041) - (86,386,041)
4,903,012 - (86,386,041) - (81,483,029)
(276,674) - 31,099,687 289,000 31,112,013
(276,674) - 31,099,687 289,000 31,112,013
(276,674) - 31,099,687 289,000 31,112,013
Estimates of
Excluding Loss the PV of
loss recovery  recovery future cash Risk
component component flows adjustment Total
(335,458) - 1,868,330 79,958 1,612,830
(335,458) - 1,868,330 79,958 1,612,830
(3,623,764) - - - (3,623,764)
- - 93,446,686 1,148,662 94,595,348
- - (819,210) (42,630) (861,840)
(3,623,764) - 92,627,476 1,106,032 90,109,744
- - (26,663) - (26,663)
(3,623,764) - 92,600,813 1,106,032 90,083,081
3,740,657 - - - 3,740,657
- - (8,785,693) - (8,785,693)
3,740,657 - (8,785,093) - (5,045,036)
(218,565) - 85,683,450 1,185,990 86,650,875
(218,565) - 85,683,450 1,185,990 86,650,875
(218,565) - 85,683,450 1,185,990 86,650,875




Prince Edward Island Mutual Insurance Company

4.3 INSURANCE AND FINANCIAL RISK
4.3.1 Insurance Risk

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 or catastrophes. A concentration of risk may arise from
insurance contracts issued in a specific geographic location since all insurance contracts are written in Prince
Edward Island.

The principal risk the Company faces under insurance contracts is that the actual claims and benefit payments or the
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. For longer tail claims that take some years to settle,
there is also inflation risk. 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 diversification across a large portfolio of insurance contracts. The
variability of risks is also improved by careful selection and implementation of underwriting strategy guidelines, as
well as the use of reinsurance arrangements. Inflation risk is mitigated by taking expected inflation into account
when estimating insurance contract liabilities and pricing appropriately.

The ultimate cost of long settlement general liability claims are difficult to predict for several reasons. Claims may
not be reported until many years after a policy expires. Changes in the legal environment can create further
complications. Court decisions and federal and provincial legislation may dramatically increase the liability between
the time a policy is written and associated claims are ultimately resolved. For example, liability for exposure to
toxic substances and environmental impairment, which did not appear likely or even exist when the policies were
written, has been imposed by legislators and judicial interpretation. Tort liability has been expanded by some
jurisdictions to cover defective workmanship. Provisions for such difficult-to-estimate liabilities are established by
examining the facts of tendered claims and adjusted in the aggregate for ultimate loss expectations based upon
historical experience patterns and current socioeconomic trends.

The Company enters into reinsurance contracts in the normal course of business in order to limit potential losses
arising from certain exposures. Retention limits for the excess-of-loss reinsurance are set by product line. The
Company follows a policy of underwriting and reinsuring contracts of insurance which, in the main, limit the
liability of the Company to an amount on any one claim of $700,000 (2022 - $600,000) in the event of a property
claim, and $600,000 (2022 - $600,000) in the event of a liability claim. For amounts over the respective limits there
is a 0% retention to a specified maximum. The Company also obtained reinsurance which limits the Company's
liability to $2.1 million (2022 - $1.8 million) in the event of a series of claims arising out of a single occurrence. In
addition, the Company has obtained stop loss reinsurance which limits the liability of all claims in a specific year to
80% (2022 — 80%) of gross net earned premiums for property and liability.

Amounts recoverable from reinsurer 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 its direct obligations to its members and thus a credit exposure exists with respect to ceded insurance, to
the extent that the reinsurer is unable to meet its obligations assumed under such reinsurance agreements,

4.3.1.1 Claim development

The estimation of claim development involves assessing the future behavior of claims, taking into consideration the
consistency of the Company's claim handling procedures, the amount of information available, the characteristics of
the line of business from which the claim arises and claims reporting patterns. In general, the longer the term
required for the settlement of a group of claims the more variable the estimates. Short settlement term claims are
those which are expected to be substantially paid within a year of being reported.

The tables below show how the Company’s estimate of cumulative incurred claim cost for each accident year has
changed at successive year ends and reconcile the cumulative claims to the amount appearing in the statement of
financial position. An accident-year basis is considered to be the most appropriate for the business written by the
Company.

The Company has not disclosed previously unpublished information about claims development that occurred earlier
than five years before the end of the annual reporting period in which it first applies IFRS 17.
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4.3.1.1.1 Claim development

Prince Edward Island Mutual Insurance Company

Gross undiscounted liabilities for incurred claims for 2023:

($'000)
2019 2020 2021 2022 2023 Total
At the end of insured event year 20,837 12,112 13,692 112,189 24,031 ! :
One year later 20,844 11,910 12,592‘ 137,175! '
Two years later 20,573 11,618 12,453 | {
Three years later 20,418 ‘ 11,762 | |
Four years later 20,439 !
Gross estimates of the ‘
undiscounted amount of the
claims 20,439 11,762 12,453 137,175 24,031 |
Cumulative payments 19,471 10,304 11,871 114,047 8,943 ‘ |
Outstanding claims 968 1,458 582 23,128 15,088 41,224
Outstanding claims 2018 and prior 4,333
Risk adjustment 627
Effect of discounting (1,952)
Other attributable expenses 678
Total gross liabilities for incurred claims 44,910
Net undiscounted liabilities for incurred claims for 2023:
(5'000)
2019 2020 2021 2022 2023 Total
At the end year of claim 14,123 11,996 12,705 17,369 18,773 | }
One year later 14,089 11,845 11,781 16,697 | |
Two years later 13,941 11,586 11,702} |
Three years later 13,786 11,737} !
Four years later 13,812 '
Net estimates of the ' '
undiscounted amount of the ; i
claims 13,812 11,737 11,702 16,697 18,773 I
| |
| |
Cumulative payments 12,870 10,304 11,149 15,855 8,943 | |
Outstanding claims 942 1,433 553 842 9,830 13,600
Outstanding claims 2018 and prior 3,573
Risk adjustment 338
Effect of discounting (843)
Other attributable expenses 678
Total net liabilities for incurred claims 17,346
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Prince Edward Island Mutual Insurance Company

4.3.2 Sensitivities

The risks associated with insurance contracts are complex and subject to a number of variables which complicate
quantitative sensitivity analysis. The Company uses various techniques based on past claims development experience to
quantify these sensitivities. This includes indicators such as average claim cost, amount of claims frequency, expected
loss ratios and claims development. Results of sensitivity testing based on expected loss ratios are as follows, showing

gross and net of reinsurance and the impact on pre-tax income:

2023
Impact on Impact on Impact on
Impact on profit profit equity, equity,
before tax, gross before tax, net
Change in of of gross of net of
assumption
s reinsurance reinsurance reinsurance reinsurance
Expected loss +5% (1,810,000) 107,000 (1,248,900) 73,830
Inflation rate +1% 490,000 218,000 338,100 150,420
Expected loss -5% (3,362,000) (1,172,000) (2,319,780) (808,680)
Inflation rate -1% (483,000) (214,000) (333,270) (147,660)
2022
Impact on Impact on Impact on
Impact on profit profit equity, equity,
before tax, gross before tax, net
Change in of of gross of net of
assumption
$ reinsurance reinsurance reinsurance reinsurance
Expected loss +5% 97,000 71,000 66,930 48,990
Inflation rate +1% 656,000 146,000 452,640 100,740
Expected loss -5% (96,000) (71,000) (66,240) (48,990)
Inflation rate -1% (653,000) (143,000) (450,570) (98,670)

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.
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Prince Edward Island Mutual Insurance Company
4.3.3 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. The Company's 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. The Company has 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.

The following table summarizes the maturity profile of portfolios of insurance contracts issued that are liabilities of
the Company based on the estimated undiscounted future cash flows expected to be paid out in the periods
expected:

Within 1to2 2to3 3tod

1 Year Years Years Years >4 Years Total
December 31,2023 .
Insurance liabilities $ 33,359,000 $ 4,926,000 § 3,426,000 § 1,452,000 § 1,746,000 $ 44,909,000
Percent of total 74% 11% 8% 3% 4% 100%
December 31,2022
Insurance liabilities $ 87,172,000 § 3,844,000 § 2,063,000 $ 709,000 $ 1,453,000 $ 95,241,000
Percent of total 92% 4% 2% 1% 2% 100%

The following the presents the maturity profile of bonds held:

Within 1to2 2to3 3tod
1 Year Years Years Years > 5 Years Total

December 31,2023
Debt instruments at amortizedcost $§ 4,900,000 § 3,842689 § 7942203 § 8,747,750 § 31,120,947 $ 56,553,589

Percent of total 9% 7% 14% 16% 55% 100%

December 31,2022
Debt instruments at amortizedcost $ 3,100,000 $ 4,111,186 § 3,596,257 $§ 7,963,305 § 36,469,556 §$ 55,240,304

Percent of total 6% 7% 7% 14% 66% 100%

There have been no significant changes from the previous year in the exposure to risk or policies, procedures and
methods used to measure liquidity risk.
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Prince Edward Island Mutual Insurance Company
4.3.4 Market risk

Market risk is the risk that the fair value of future cash flows of a financial instrument, insurance contract issued or
reinsurance contract held will fluctuate because of changes in market prices. Market factors that will impact the fair
value of investments include three types of risk: cwirency risk, interest rate risk and equity risk.

The Company’s investment policy operates within the guidelines of the Insurance Act. An investment policy is in
place and its application is monitored by the Investment Committee and the Board of Directors. Diversification
techniques are utilized to minimize risk. The Policy limits the investment in any one corporate issuer to a maximum
of 5% (except government sponsored bonds) of the Company’s portfolio.

Currency risk

The Company’s currency risk is related to stock holdings which are limited to United States equities in sectors
which are not readily available in Canada. The Company limits its holdings in foreign equity to 25% of the total
equity holdings in accordance with its investment policy. Foreign currency changes are monitored by the
Investment Committee and holdings are adjusted when offside of the investment policy. A 1% change in the value
of the United States dollar would affect the fair value of stocks by $52,241 which would be reflected in the
statement of comprehensive income.

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.

Interest rate risk

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument or insurance or
reinsurance contract will fluctuate because of changes in market interest rates. The Company has minimal exposure
to interest rate risk on its debt instruments, as its interest-bearing investments are being held to maturity.

At December 31, a 1% move in interest rates, with all other variables held constant, could have the following impact
to the Company:

2023 2022
Impact on Impact on
Change in  pre-tax profit Impact on  pre-tax profit Impact on
interest rate or loss equity or loss equity
Insurance and reinsurance contracts +- 1% (178,000) (122,820) (136,000) (93,840)

Equity risk

The Company is exposed to equity risk through its portfolio of stocks in listed Canadian and US companies. At
December 31, 2023, a 10% movement in the stock markets with all other variables held constant would have an
estimated effect on the fair values of the Company’s listed Canadian common equities and United States common
equities of $2.73 million (2022 - $2.53 million). This change would be recognized in profit or loss.

The Company’s investment policy limits investment in common shares to a maximum of 30% of the carrying value
of the portfolio.

Equities are monitored by the Investment Committee and the board of directors and holdings are adjusted as
required to ensure the investments portfolio remains in compliance with the investment policy.

There have been no significant changes from the previous year in the exposure to risk or policies, procedures and
methods used to measure market risk.
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4.3.4 Market risk (CONTINUED)
Credit risk
Credit risk is the risk that one party to a financial instrument, insurance contract issued in an asset position or

reinsurance contract held will cause a financial loss for the other party by failing to discharge an obligation. The
Company is exposed to credit risk relating to its bond holdings in its investment portfolio.

The following table provides the carrying value information of investments by type of security and issuer.

Carrying value 2023 2022
Investments at amortized cost $ 66,973,589 $67,360,304
Investments at fair value though profit or loss 27,321,780 25,342,347

$ 94,295,369 §$92,702,651

December 31, 2023 December 31,2022
Fair Fair
Investments at amortized cost Cost Value Cost Value
Term deposits
and GIC's $ 10,420,000 $10,420,000 § 12,120,000 § 12,120,000
Bonds, at par less
unamortized purchase
discounts and premiums
- Federal 898,181 883,447 197,272 207,598
- Provincial 14,005,120 13,863,765 14,631,911 14,253,201
- Municipal 13,174,741 13,005,584 13,430,977 13,019,905
- Corporate 28,475,547 28,055,680 26,980,145 25,723,593
Total bonds 56,553,589 55,808,476 55,240,304 53,204,297

$ 66,973,589 $66,228,476 $ 67,360,304 § 65,324,297

Investments at fair value through profit or loss
Equities - Canadian

Common Stock $ 15,888,814 $22,097,721 § 14,266,565 §$ 19,715,136
Equities - US
Common Stock 3,374,993 5,224,059 3,583,388 5,627,211

$ 19,263,807 $27,321,780 § 17,849,953 § 25,342,347

The Company’s investments in bonds and debentures are measured at amortized cost and are considered to have low
credit risk. Based on Management’s assessment of past events, current conditions and expected collectability of
future cash flows from these instruments, there is no expected credit loss allowance to be recognized in the financial
statements.

The Company’s investment policy includes guidelines on the bond portfolio relating to portfolio composition, issuer
type, bond quality ratings (at time of acquisition — rated as “BBB” or better) and general guidelines for geographic
exposure. All fixed income portfolios are monitored by management on a monthly basis.
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4.3.4 Market risk (CONTINUED)
The maximum exposure to investment credit risk is the carrying value of investments.

Reinsurance is placed with Farm Mutual Re, a Canadian registered reinsurer. Management monitors the
creditworthiness of Farm Mutual Re by reviewing their annual financial statements and through ongoing
communications. Reinsurance treaties are reviewed annually by management prior to renewal of the reinsurance
contract. At year-end, the Company reviewed the amounts owing from its reinsurer and determined that no
allowance is necessary.

There have been no significant changes from the previous year in the exposure to risk of policies, procedures and
methods used to measure credit risk.

5. INVESTMENTS
(a)  Recognition and initial measurement

The Company recognizes debt instruments on the date on which they are originated. Equity instruments are
recognized on the settlement date, which is the date that the asset is received by the Company. The
instruments are initially measured at fair value.

(b) Classification and subsequent measurement

The Company’s financial assets are classified as fair value though profit or loss, or amortized cost. Financial
assets are initially recognized at fair value with subsequent measurement based on classification. The
classification depends on the purpose for which the financial instruments were acquired, their characteristics
and choice where applicable.

Financial assets are measured at fair value except for those classified as amortized cost, which are initially
recognized at fair value net of any transaction costs directly attributable to the issuance of the instrument, then
subsequently carried at amortized cost using the effective interest method.

Fair values are based on quoted market values where available from active markets, otherwise fair values are
estimated using a variety of valuation techniques and models.

(¢)  Derecognition

The Company derecognizes investments when the contractual rights to the cash flows from the investment
expires or the Company transfers the investment. On derecognition, the difference between the carrying
amount at the date of derecognition and the consideration received is recognized in profit or loss.

(d)  Fair value measurement

The following table provides an analysis of investments grouped into Levels 1 to 3 based on the degree to
which the fair value is observable:

- Level | fair value measurements are those derived from quoted prices (unadjusted) in active markets for
identical assets or liabilities;

- Level 2 fair value measurements are those derived from inputs other than quoted prices included within
Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e.
derived from prices); and

- Level 3 fair value measurements are those derived from valuation techniques that include inputs for the
asset or liability that are not based on observable market data (unobservable inputs).
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5. INVESTMENTS (CONTINUED)

Carrying Fair Value
Value Level 1 Level 2 Level 3 Total
December 31,2023
Equityinvestments
- Canadian $22,097,721 $22,097,721 S - S - §22,097,721
-US 5,224,059 5,224,059 - - 5,224,059
Bonds 66,973,589 - 66,228,476 - 66,228,476
Total $ 94,295,369 $27,321,780 S 66,228,476 S - $93,550,256
December 31, 2022
Equity imestments
- Canadian $19,715,136 $19,715,136 § - 8 - §$19.715,136
-US 5,627,211 5,627,211 - - 5,627,211
Bonds 67,360,304 - 65,234,297 - 65,234,297
Total $92.702,651 $25342347 S 65234297 § - $90.576.644

There were no transfers between any levels of the fair value hierarchy for the years ended December 31, 2023 and
2022.

6. INVESTMENT AND OTHER INCOME AND EXPENSES

2023 2022
Interest income $ 2,920,611 $ 2,382,047
Dividend income 1,045,384 903,368
Gains on disposal of investments 94,483 551,545
Unrealized gains (losses) on investments 565,580 173,284
Investment expenses (123,279) (131,048)
Gain (loss) on disposal of property, plant and equipment 11,372 (2,094)
Other income 16,420 192,438

$ 4,530,571 § 4,069,540

7. CAPITAL MANAGEMENT

For the purpose of capital management, the Company has defined capital as members' surplus.

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. Reinsurance is utilized to protect capital from
catastrophic losses as the frequency and severity of these losses are inherently unpredictable. To limit their potential
impact, catastrophe coverage limits the Company’s exposure to $2.1 million. The $2.1 million net retained amount
represents approximately 2.5% of Company’s capital.

Section 317. (1) of the Insurance Act of Prince Edward Island requires insurers to maintain a reserve fund equal to the
sum of $500 for every $100,000 of the first $1 million of insurance in force, and $3,000 for each additional §1 million
or part thereof insurance in force. The Company’s reserve fund as of December 31, 2023 was 1.32 times that which
is required by S317. (1) of the Insurance Act.
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8. INSURANCE SERVICE AND OTHER OPERATING EXPENSLES

2023 2022
Claims and benefits $ 51,336,748 $ 110,279,189
Salaries and employee benefits 3,708,821 3,076,043
Directors remuneration 293,252 305,754
Professional fees 321,254 479,997
Commissions and acquistion costs 3,417,678 3,403,861
Depreciation 284,618 265,561
Occupancy costs 1,385,188 1,158,295
Information technology 644,258 565,327
Inspections and investigations 28,342 28,899
Premium tax 493,968 450,961
Other general expenses 612,625 489,337

$ 62,526,752 $ 120,503,224

Represented by:
Insurance service expenses $ 60,166,553 $ 118,254,531
Other operating expenses 2,360,199 2,248,693

$ 62,526,752 § 120,503,224

9. SALARIES, BENEFITS AND DIRECTORS FEES

2023 2022
Claims handling - Salaries, adjusting fees & benefits $ 779,745 § 1,606,238
Sales salaries, commissions and benefits 3,097,278 3,028,266
Director fees 293,252 305,754
Other salaries and benefits 3,708,821 3,076,043

$ 7,879,096 § 8,016,301
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10. INCOME TAXES

Income tax expense is comprised of current and deferred tax. Current and deferred tax are recognized in net income
except to the extent that it relates to items recognized directly in equity or in other comprehensive income.

The significant components of the tax effect of the amounts recognized in net income and comprehensive income
are as follows:

Current tax expense 2023 2022
Based on current year taxable income $ 1,620,053 § 2,510,984
Deferred tax expense

Origination and reversal of temporary differences 511,327 166,726
Total income tax expense $ 2,131,380 $ 2,677,710

Reasons for the difference between tax expense for the year and the expected income taxes based on the statutory
tax rate of 31% (2022 — 31%) are as follows:

2023 2022
Income before income taxes $ 8,259,178 § 9,204,613
Combined basic Canadian Federal and provincial income tax rate 31% 31%
Income taxes at statutory rates 2,560,345 2,853,430
Non-deductible portion of claims liabilities 362,464 (144,054)
Depreciation in excess of capital cost allowance (67,544) (18,515)
Other non deductible expenses 11,172 (350)
Deduction for CCPC dividends (278,665) (238,877)
Adjustments to reserves relating to IFRS 17 (967,719) 59,350
Origination and reversal of temporary timing differences 511,327 166,726
Total income tax expense ' $ 2,131,380 $ 2,677,710
The significant components of deferred tax assets (liabilities) are:
Deferred tax asset (liability) 2023 2022
Claims reserves $ 696,097 $ 333,633
IFRS 17 transitional adjustment (796,946) -
Pension liability - 4,251
Property, plant & equipment (60,860) 11,734

$ (161,709) § 349,618

As at December 31, 2023, a deferred tax asset (liability) of $(161,709) (2022 — $349,618) has been recorded. The
utilization of this tax asset (liability) is dependent on future taxable profits in excess of profits arising from the
reversal of existing taxable temporary differences. The Company believes that this asset should be recognized as it
will be recovered through future rates.
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11. PROPERTY, PLANT & EQUIPMENT

Property, plant & equipment

Property, plant & equipment is initially recorded at cost and subsequently measured at cost less accumulated
depreciation and accumulated impairment losses, with the exception of land which is not depreciated. Depreciation
is recognized in net income and is provided on a declining balance basis over the estimated useful lives of the assets.

Property, plant and equipment 2023
Depreciation Accumulated Net Book

Rate Cost Depreciation Value
Land N/A $ 608,343 § - § 608,343
Building 4%, 8% 4,010,249 1,288,458 2,721,791
Office equipment 20% 381,729 301,875 79,854
Computer equipment 45% 629,737 470,128 159,609
Vehicles 30% 684,633 429,080 255,553
Land improvements 8% 106,693 52,158 54,535

$ 6421,384 $ 2,541,699 $ 3,879,685
2022
Depreciation Accumulated Net Book
Rate Cost Depreciation Value

Land N/A 608,343 § - $ 608,343
Building 4%, 8% 4,010,249 1,159,134 2,851,115
Office equipment 20% 365,269 283,807 81,462
Computer equipment 45% 478,258 351,215 127,043
Vehicles 30% 441,037 340,506 100,531
Land improvements 8% 106,693 47416 59,277
6,009,849 $§ 2,182,078 $ 3,827,771
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12. PREPAID SOFTWARE COSTS

In December 2021, the Company entered into an agreement with third-party vendors to build a new cloud-based
enterprise resource planning (ERP) system. Implementation costs related to the configuration and customization of
underlying software are considered to be not distinct from the access to the software and are therefore recognized over
the life of the service contract.

As at December 31, 2023, the development of the new ERP system remains in progress. To date $4.64 million of
implementation costs have been incurred and are being classified as a prepaid software asset. Upon activation of the
system, these costs will be expensed over the service contract, which is being estimated at ten years.

13. PENSION PLAN

The Company has a defined contribution plan providing pension benefits to eligible employees. The total plan
expense for the Company’s defined contribution plan for 2023 was $412,809 (2022 - $345,121).

14, RELATED PARTY TRANSACTIONS

The Company entered into the following transactions with key management personnel, which are defined by IAS
24, Related Party Disclosures, as those persons having authority and responsibility for planning, directing and
controlling the activities of the Company, including directors and management:

2023 2022
Compensation
Short term employee benefits and director's fees $ 1,684,546 $ 1,466,637
Total pension and other post-employment benefits 104,314 97,941
$ 1,788,860 $ 1,564,578
Premiums $ 77391 $ 62,679
Claims $ 144,786 $ 31,450
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