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bigger

Expanding our company. 
Opening up our market.
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bigger
“Building and Growing the Company” was the theme of our 2006 
strategic planning session.  Our vision is “to be a well respected, 
profitable company ranking in the top thirtieth percentile of 
property and casualty companies in Canada.”

Our business is truly built on relationships and it continues to be a 
people business, those who excel possess both the skills and local 
knowledge that makes a difference.  This continues to be one of  
our strengths.

We are dedicated to growing our organization and advancing our 
position as a premier provider of insurance in Western Canada and 
we remain convinced that our vision and strategy are right.  Our 
success lies in the completion of this vision.

2006 was the second best year in the company’s history.  This success 
is attributed to a combination of growth, diligent underwriting  
and innovative claims handling.  There is not a single department, 
branch or division of the company that can be complimented for 
making 2006 such a success; they are all to be praised as it is truly 
a team effort.

Growth, what a challenge this has been, especially when we are still 
mandated to reduce automobile premiums.  However, in spite of 
that, we were able to grow our personal auto new business from 
4,065 pieces in 2005 to 4,456 in 2006, a �0% increase in policy 
growth.  Every other line of business continued in the same fashion, 
ending the year with a �5% increase in new business accounts.

During the past two years the insurance industry has not been an 
easy environment to grow in.  Competition has increased as other 
companies are looking to expand their market share, therefore, we 
have had to become very innovative in our marketing strategies. 

The implementation of our Treasure Chest Contest made a 
remarkable difference in new business activity.  The contest began 
August �st and to the end of the year produced a �2% increase in 
new business, comparing August 2006 to August 2005.

Peace Hills Insurance was the recipient of a Silver Award presentation 
in Toronto at the National Promotional Products Industry Awards 
Banquet.  We are very proud of the innovation and creative job that 
our marketing department has done.  With a very small budget they 
generated a great deal of new business.

Mid year Gabe Lee resigned from the Board of Directors of Peace 
Hills Insurance.  We would like to recognize his contribution to the 
company, especially his expertise with respect to our investment 
portfolio.  Gabe also brought a knowledgeable and positive approach 
to every aspect of our Board’s agenda.

We are very proud of the company’s accomplishments this past 
year.  Throughout the last 24 years of continuous change we have 
preserved our entrepreneurial spirit, which encourages creativity 
and focuses on broker relationships.  As we continue to grow we 
are committed to maintaining this culture.

Peace Hills Insurance employees will be the driving force for our 
future growth and the critical ingredient in our ongoing success.  
Their dedication, hard work, cooperative spirit and expertise will 
continue to provide Peace Hills with its fundamental strength. 

Together as a Board of Directors and employees, we look forward 
to the future with confidence.

Marvin Yellowbird 
Chairman of the Board

Diane Brickner, CIP 
President and CEO

CHAIRMAN & PRESIDENT’S REPORT
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better

Maintaining a positive environment. 
Liking where we work.
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John Morgan, CMA 
Vice President, 
Finance & Administration

FINANCE & ADMINISTRATION REPORT

Peace Hills enjoyed a very good year as revenues and investment income 
exceeded budget, while expenses were less than budget.  Net income 
was $5,907,902 producing a return on equity (ROE) of �5.9�%.

Direct written premiums, excluding the company’s market share 
of Facility Association and the Alberta Risk Sharing Pool, totaled 
$��5,02�,9�0, an increase of 7.58% over the prior year.  You will 
see from the detailed analysis in the Underwriting and Marketing 
report that Peace Hills experienced good growth in all business lines, 
except for personal lines automobile.  Policies in force for personal 
automobile increased by one from ��,�28 to ��,�29 while our gross 
written premium declined by $27,69�.  At the same time, however, our 
net incurred losses for personal automobile declined by $2,7�5,884 
resulting in a �.4% reduction in its net loss ratio.

Impacting premium growth as well was a decline in the company’s share 
of the Facility Association and the Alberta Risk Sharing Pool.  Facility 
revenues of $2,�20,996 were 20.84% less than 2005 while the Alberta 
Risk Sharing Pool revenues of $�0,�77,282 were �.99% less than last 
year.  That the Alberta Government automobile plan is depopulating the 
Facility Association can be seen from the fact our share of Facility has 
remained constant but our revenues have declined almost 2�%.

Overall, premiums from all sources (including Facility Association premiums) 
totaled $�27,720,�88, an increase of 5.85% over the prior year.

Loss results were excellent in 2006 with the net loss ratio improving 
5.�% over the prior year (57.�% versus 62.4%).  There were 8,860 new 
claims reported in 2006 compared to 8,�76 over the prior year.  The 
increase in new claims was offset by the increase in our policy growth 
so that claims frequency actually declined 0.05%.  Combined with the 
improvement in frequency we experienced only two large weather 
related losses in 2006 compared to five the year before.  The current 
estimated dollar value of the 2006 catastrophe losses is $�,805,467 
compared to 2005 losses of $6,220,457.  Last, but not least, there 

were 54 large losses (other than catastrophic losses) compared to 60 
the year before.  All of these factors combined helped to reduce our 
net claims costs from $4�,9�2,44� to $4�,084,�00.

Investment income increased 7.2% over 2005, a reflection of strong 
equity markets and increased interest rates.  Investment income 
also benefited from $6,4�9,000 in funds received from the Facility 
Association in late 2005.  These funds represent each member’s share 
of investments previously held by the association to pay future claims 
and unearned policy liabilities.  The Board of Directors of the Facility 
Association determined that member companies would likely be able 
to generate better returns on these funds than could the Association, 
which has a very conservative investment policy.  Peace Hills was able 
to generate a full year of income on these holdings compared to only 
four months of income in 2005.

Operations from the Peace Hills Insurance Building in downtown 
Edmonton resulted in a loss of $�46,05� on consolidation, a $75,000 
improvement over last year.  Increased rental rates played a large 
part in the improved results as commercial leasing rates in the City 
of Edmonton are growing rapidly.  This figure of $�46,05� can be 
interpreted as the rent and operating costs to Peace Hills General 
Insurance to occupy ��,600 square feet in a Class A building in 
downtown Edmonton, which is quite a deal at less than $5.00 per 
square foot.

Moving forward into next year the company will maintain its focus 
on growth and cost control.  We expect to absorb a greater share of 
net revenues by reducing the quota share cession from 25% to �5%.  
There will hopefully be an end to the rate decreases on mandatory 
coverage from the Alberta Automobile Rate Review Board that have 
continued since October 2005 and a continuation of the strong 
investment markets that were experienced throughout 2006.

better
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farther

Continuing to move forward. 
Enjoying the journey.
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Jamie Hotte, FCIP 
Vice President, 
Underwriting & Marketing

UNDERWRITING & MARkETING REPORT

Gross Written Premiums

Gross written premiums totaled $��5,02�,9�0 (excluding Facility 
Association and Risk Sharing Pool premiums) which was an increase 
of 8% over 2005. 

In Force Policies

Our policy count increased by just over 6% ending the year with 
�02,�24 policies.

Underwriting Results

Underwriting results improved in 2006 and we produced a net 
underwriting profit of $4,�2�,095.  Our gross loss ratio decreased 
by 7% ending the year at 56%. 

REvIEW OF Each BUsInEss LInE

Personal automobile

Gross written premiums (excluding Facility Association and Risk 
Sharing Pool premiums) decreased marginally ending the year 
at $4�,927,�86.  We ceded $�0,��9,668 to the Alberta Risk  
Sharing Pool.

Our in force policies increased by one ending the year with ��,�29 
policies. 

Our gross loss ratio remained the same ending the year at 6�%.

continued on page 10

farther
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UNDERWRITING & MARkETING REPORT

Personal automobile (cont’d) 

Due to the premium freezes legislated by the Provincial Government 
in October �, 200� we were operating with 4 different premium 
tables.  On June �, 2006 we combined these into a single premium 
table.  In addition, we implemented some changes in our optional 
coverage premiums.  Combined, these changes resulted in an overall 
reduction of 2.7%. 

On November �, 2006 the Government mandated an additional 
reduction of �% on both Liability and Accident Benefits coverage.
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UNDERWRITING & MARkETING REPORT

Personal Property

Gross written premiums increased by ��% ending the year at 
$�0,290,677.

Our in force policies increased by just over 9% ending the year with 
5�,9�� policies.

Our gross loss ratio decreased by 26% ending the year at 57%.

There were no rate changes in 2006.
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UNDERWRITING & MARkETING REPORT

Farm Property

Gross written premiums increased by 6% ending the year at 
$6,�24,78�.

Our in force policies increased by just over 4% ending the year with 
4,279 policies.

Our gross loss ratio decreased by �7% ending the year at 6�%.

There were no rate changes in 2006.
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UNDERWRITING & MARkETING REPORT

commercial Property/casualty

Gross written premiums increased by 26% ending the year at 
$�8,�6�,7�9.

Our in force policies increased by �8% ending the year with 9,��7 
policies.

Our gross loss ratio increased 4% ending the year at 40%.

We experienced increased competition throughout 2006, however 
for the most part were able to hold the majority of our premiums 
at their 2005 levels.  On some of the larger accounts we had to 
reduce premiums slightly in order to retain the business. 
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UNDERWRITING & MARkETING REPORT

commercial automobile

Gross written premiums increased by 7% ending the year at 
$�6,��7,525.

Our in force policies increased �% ending the year with 5,468 
policies.

Our gross loss ratio increased by 5% ending the year at 59%.

There were no rate changes during 2006.
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UNDERWRITING & MARkETING REPORT

PROvIncIaL REPORts

alberta

Gross written premiums increased by 4% to $90,589,�29.  Policies 
in force increased by �% ending the year with 72,899.  Our gross 
loss ratio decreased by 5% ending the year at 57%.

Manitoba

Gross written premiums increased by 2�% to $6,64�,625.  Policies 
in force increased by 2�% ending the year with 9,�07.  Our gross 
loss ratio decreased by ��% ending the year at 50%.

saskatchewan

Gross written premiums increased by �8% to $2,752,859.  Policies 
in force increased by 24% ending the year with 4,598.  Our gross 
loss ratio decreased by 48% ending the year at 77%.

British columbia

Gross written premiums increased by 25% to $��,058,970.  Policies 
in force increased by �2.5% ending the year with ��,2�7.  Our gross 
loss ratio increased by 5% ending the year at 52%. 

northwest territories

Gross written premiums decreased by 5% to $96�,850.  Policies in 
force decreased by 2% ending the year with �,�28.  Our gross loss 
ratio decreased by 49% ending the year at 2�%.

Yukon

Gross written premiums increased by �7% to $6�7,078.  Policies in 
force increased by ��% ending the year with 540.  Our gross loss 
ratio increased by �6% ending the year at 4�%.

nunavut

Gross written premiums decreased by 5% to $�76,�99.  Policies in 
force decreased by 9% ending the year with 4�5.  Our gross loss 
ratio decreased by 44% ending the year at 68%.

MaRkEtInG and OUR BROkERaGE FORcE

Our overall growth was in line with our budgeted growth for the 
year.  We wrote �8,607 new policies during 2006 which was an 
increase of �6% compared to the prior year.

new Business Incentive contest 

In August 2006 we introduced a new business incentive contest for 
our brokers.  We do attribute a large part of our increase in new 
business to this contest.  In the first 7 months of 2006 our new 
business was only up by 4.5% however, we ended the year with an 
overall increase of �5%.

We are extremely proud to report not only 
has the “Peace Hills Treasure Chest Rewards 
Contest” assisted in increasing our new 
business but we were also the recipient 
of a “Silver Award” presented to us by the 
National Promotional Products Industry.  
(See page �7 for a snapshot of this contest.)



�6           Pe a c e  H i l l s  I n s u r a n c e  2 0 0 6  A n n u a l  R e p o r t

UNDERWRITING & MARkETING REPORT

Retention

Even though we have seen signs of the market becoming more 
competitive, our retention remained at 87%, the same as 2005. 

Independent Brokerage network

We have seen an increase in the number of brokers selling their 
brokerages and in some cases we have lost our portfolio of business 
with them.  Our commitment to broker distribution remains and we 
would like to thank all of our brokers for their continued support.

During 2006 we appointed �8 new brokers.  Over the year there 
was some consolidation where larger brokers purchased smaller 
ones.  Overall the number of brokers has decreased, yet the number 
of locations has increased.

We are represented by �67 brokers with �20 locations throughout 
western Canada.

    PROvIncE BROkERs  LOcatIOns

    British Columbia 22 68 
    Alberta ��6 �9�  
    Saskatchewan 7 20 
    Manitoba 2� �6 
    NWT, Yukon & Nunavut � �

Our Underwriting and Marketing team

We could not do what we do without our people.  I would like 
to extend my gratitude and thanks to all of our marketing and 
underwriting team for their commitment to their jobs and for the 
very successful results they produced. 
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UNDERWRITING & MARkETING REPORT

Sample of the award 
winning Treasure Chest 
Rewards Contest poster.
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wiser

Learning from the past. 
Looking forward to the future.
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wiser
Robert Doiron, BA, CIP 
Vice President, Claims

CLAIMS REPORT

It is always a good sign when all is quiet on the claims front.  Such 
is the case that 2006 was a rather unremarkable year in the claims 
world.  Our financial results reflect a largely uneventful catastrophe 
season and fairly static regular claims volume.  The votes are in and 
we have decided to retain the corporate lucky rabbit foot for 2007 
as well.

We had only two catastrophes in 2006.  A storm blew through 
Brandon on May 27 – 29, 2006 causing 28� claims for total damage 
estimated around $755,000.  Central Alberta was caught with severe 
hail August 9 – ��, 2006 causing �25 claims ringing in at around 
$�,05�,000.  Catastrophe losses in 2006 compared well with the 
previous three years in quantity and severity.

Our loss frequency relative to policy count remained static from 
2005 to 2006 at 9%.  We had 8,�76 new claims in 2005 and 8,860 
in 2006.  The decrease in severity allowed us to record a 56% loss 
ratio in 2006 relative to a loss ratio of 6�% in 2005.

There was very little in the way of new government initiatives 
impacting claims in 2006. 

One of our greatest challenges is one that has beset all industries 
in booming Alberta.  The chronic shortage of experienced staff 
available in the industry generally has made it difficult to maintain 
�00% staffing levels.  We continue to struggle to attract new 
experienced staff and this will likely continue for several years.  

Once again our employees have risen to the challenge to provide 
great customer service while shouldering heavier workloads.  We are 
indeed fortunate to have such a strong core of dedicated people.
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stronger

Working hard at what we do. 
doing it very well.
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BOARD OF DIRECTORSstronger
Marvin Yellowbird 
Chairman of the Board

Diane Brickner 
President and CEO

Victor Buffalo 
Chief

Pat Buffalo 
Executive Vice President

Trevor Swampy 
Secretary/Treasurer

Victor Bruno 
Elder

John Crier

Bill Kordyback Julian KoziakLeiha Crier Dennis Leonard Walter Lightning Lawrence Saddleback John Szumlas

aUdIt/cOndUct REvIEW  
cOMMIttEE

Trevor Swampy, Chair Bill kordyback 
Leiha Crier  Dennis Leonard 
Julian koziak  John Szumlas

GOvERnancE/cOMPEnsatIOn  
cOMMIttEE

Pat Buffalo, Chair  John Crier 
Marvin Yellowbird  Dennis Leonard 
Lawrence Saddleback John Szumlas

InvEstMEnt/PhI PROPERtIEs Ltd.  
cOMMIttEE

John Crier, Chair  Walter Lightning 
Lawrence Saddleback Julian koziak 
Pat Buffalo  Bill kordyback
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faster

Becoming more efficient. 
achieving good balance.



Pe a c e  H i l l s  I n s u r a n c e  2 0 0 6  A n n u a l  R e p o r t   2�

Keith McCullagh 
Commercial Lines Manager, 
Southern Alberta

Mary Mattern 
Human Resources 
Manager

faster MANAGEMENT

Sheldon Bos 
Branch Manager, 
Northern Alberta

John Bud 
Information Systems 
Manager

Kathy Coogan 
Controller

Jim Dyson 
Personal Lines Manager, 
Southern Alberta

Donna Lee Genge 
Personal Lines Manager, 
Northern Alberta

Fergus Kavanagh 
VP & Branch Manager, 
Southern Alberta

Daryl Kochan 
Regional Manager,  
British Columbia

Joan McMillan 
Executive Assistant

Rob Rogers 
Commercial Lines 
Manager

Gail Routh 
Branch Manager, MB, SK, 
NWT, Yukon, Nunavut

Pat White 
Claims Manager, 
Southern Alberta

Kevin Wood 
Claims Manager, Property
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CORPORATE STRUCTURE
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COMPANY PROFILE
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success

Setting the standard. 
and then surpassing it.

financials
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MANAGEMENT STATEMENT
Peace Hills General Insurance Company • Year Ended December 31, 2006

The consolidated financial statements are the responsibility of 
Management and have been prepared in conformity with Canadian 
generally accepted accounting principles including the accounting 
requirements of the Superintendent of Insurance for Alberta.  In the 
opinion of Management, the consolidated financial statements fairly 
reflect the financial position, results of operations and cash flows of 
Peace Hills General Insurance Company within reasonable bounds 
of materiality.

Preparation of financial information is an integral part of 
Management’s broader responsibilities for the ongoing operations 
of the Company.  Management maintains an extensive system 
of internal accounting controls to ensure that transactions are 
accurately recorded on a timely basis, are properly approved and 
result in reliable consolidated financial statements.  The adequacy of 
operation of the control systems is monitored on an ongoing basis 
by Management.

The Board of Directors is responsible for approving the financial 
statements and has established an Audit Committee, comprised of 
directors who are not employees of the Company. This committee 
meets with Management, internal auditors, the actuary and external 
auditors, all of whom have unrestricted access and the opportunity 
to have private meetings with the Audit Committee, to review the 
financial statements.  The Audit Committee then submits its report 
to the Board of Directors recommending approval of the financial 
statements.

The Superintendent of Insurance for Alberta makes an annual 
examination and inquiry into the affairs of the Company as deemed 
necessary to ensure that the Company is in sound financial condition 
and that the interests of the policyholders are protected under the 
provisions of the Insurance Act (the “Act”).

The actuary has been appointed by the Board of Directors pursuant 
to the Act.  The actuary is required to carry out a valuation of the 
policy liabilities recorded by the Company in its financial statements 
and report thereon to the shareholder.  Policy liabilities consist 
of the provisions for and reinsurance recovery of unpaid claims 
and adjustment expenses on insurance policies in force, including 
provisions for salvage and subrogation, and future obligations on the 
unearned portion of insurance policies in force, including deferred 
policy acquisition costs.  The valuation is made in accordance with 
accepted actuarial practice, as well as any other matter specified 
in any direction that may be made by regulatory authorities.  The 
actuary, in her verification of the Management information provided 
by the Company used in the valuation, also makes use of the work 
of the external auditors.  The actuary’s report outlines the scope of 
her work and opinion.

The Company’s external auditors have been appointed by the 
shareholder, pursuant to the Act, to conduct an independent and 
objective audit of the financial statements of the Company in 
accordance with Canadian generally accepted auditing standards 
and report thereon to the shareholder.  In carrying out their audit, 
the auditors also make use of the actuary and her report on the 
Company’s policy liabilities.  The auditors’ report outlines the scope 
of their audit and their opinion.

Diane Brickner, CIP                          John Morgan, CMA 
President and CEO                           Vice President,  
                                                     Finance & Administration

Edmonton, Canada 
February �9, 2007
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AUDITORS’ REPORT
Peace Hills General Insurance Company • Year Ended December 31, 2006

To the Shareholder of Peace Hills General Insurance Company:

We have audited the consolidated balance sheet of Peace Hills 
General Insurance Company as at December ��, 2006 and the 
consolidated statements of income and retained earnings and 
cash flows for the year then ended.  These consolidated financial 
statements are the responsibility of the Company’s Management.  
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 plan 
and perform an audit to obtain reasonable assurance whether the 
consolidated financial statements are free of material misstatement.  
An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the consolidated financial statements.  

An audit also includes assessing the accounting principles used and 
significant estimates made by Management, as well as evaluating the 
overall financial statement presentation.

In our opinion, these consolidated financial statements present 
fairly, in all material respects, the financial position of the Company 
as at December ��, 2006 and the results of its operations and its 
cash flows for the year then ended in accordance with Canadian 
generally accepted accounting principles.

 
 
Edmonton, Canada                 Chartered Accountants 
February �9, 2007

ACTUARY’S REPORT
Peace Hills General Insurance Company • Year Ended December 31, 2006

To the Shareholder of Peace Hills General Insurance Company:

I have valued the policy liabilities of Peace Hills General Insurance 
Company for its balance sheet as at December ��, 2006 and their 
changes in its statement of income for the year then ended, in 
accordance with accepted actuarial practice, including selection of 
appropriate assumptions and methods.

In my opinion, the amount of the policy liabilities make appropriate 
provision for all policyholder obligations and the financial statements 
fairly present the results of the valuation.

Toronto, Ontario                    Barbara Addie 
February �9, 2007                  Fellow, Canadian Institute of Actuaries
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CONSOLIDATED BALANCE SHEET
Peace Hills General Insurance Company • At December 31, 2006

    2006  2005

assEts
Cash and cash equivalents (note 2) $ �5,289,9�� $ ��,��4,7�0
Accrued investment income  566,490  467,9�8
Investments (note �)  82,976,9�2  74,749,206
Due from agents, brokers and policyholders  25,648,5�4  2�,66�,7�6
Due from other insurance companies  ��,878,768  �4,400,767
Income taxes receivable     -  2,0�9,78�
Other receivables  �,467,886  �,�57,4�5
Amounts recoverable from reinsurers:

Unpaid claims and adjustment expenses (notes 5 and 6)  �4,699,42�  ��,�65,��8
Unearned premiums  24,656,09�  22,925,9�0
Salvage and subrogation  (�92,75�)  (��6,628)
  59,�62,76�  55,954,620

Deferred policy acquisition costs  �4,625,448  ��,0�0,284
Future income taxes  �,750,947  �,25�,7��
Prepaid expenses and other assets  �97,�86  �62,45�
Capital assets (note 4)  5,807,7�9  4,680,�76

   $ 22�,�72,782 $ 204,852,997

LIaBILItIEs and shaREhOLdER’s EqUItY
Due to agents, brokers and policyholders $ 2,948,9�7 $ �,�2�,599
Due to other insurance companies  �,579,9�9  2,666,868
Expenses due and accrued  �,�9�,7�7  �,079,779
Income taxes due and accrued  �,�40,499      -
Other taxes due and accrued  5,�8�,9��  4,00�,72�
Funds held for other insurance companies (note �6)  6,4�9,�7�  6,4�9,�7�
Bank loan payable (note 7)  2,280,500  2,442,500
Unearned premiums  64,��5,9�7  59,005,629
Provision for unpaid claims and adjustment expenses (note 5)  88,87�,026  84,906,704
Unearned reinsurance commissions  7,268,4�8  6,69�,7��
Other liabilities  �85,205  209,675
    �8�,409,442  �70,547,559

Shareholder’s equity:
Share capital (note 8)  2,000,000  2,000,000
Contributed surplus  9,�62,250  9,�62,250
Retained earnings  28,60�,090  22,94�,�88

    �9,96�,�40  �4,�05,4�8

Commitments (note ��)
Contingent liabilities (note �2)

   $ 22�,�72,782 $ 204,852,997

See accompanying notes to consolidated financial statements.

On behalf of the Board:

Chairman, Board of Directors Chairman, Audit Committee



Pe a c e  H i l l s  I n s u r a n c e  2 0 0 6  A n n u a l  R e p o r t   ��

CONSOLIDATED STATEMENT  
OF INCOME & RETAINED EARNINGS
Peace Hills General Insurance Company • Year Ended December 31, 2006

    2006  2005

Gross premiums written $ �27,720,�88 $ �20,662,840

Direct premiums written  $ ��7,580,520 $ ���,�94,826

Net premiums written $ 7�,8�7,705 $ 69,94�,7�8

Net premiums earned (note 6) $ 70,487,844 $ 68,974,42�
Earned service charge revenue  �,469,28�  �,40�,550

Underwriting revenue $ 7�,957,�25 $ 70,�77,97�

Expenses incurred (note 6):
Claims  4�,084,�00  4�,9�2,44�
Commissions  8,506,687  8,577,955
Premium and other taxes  �,69�,46�  �,508,284
Administrative expenses (note �0)  �4,55�,582  �2,268,620

Total insurance expenses  67,8�6,0�0  68,287,�00

Underwriting income  4,�2�,095  2,090,67�

Investment income (expenses):
Interest  2,7�9,56�  2,654,65�
Dividends  8�0,987  667,�8�
Gain on disposal of investments  2,��8,7�4  �,98�,��2
General investment expenses  (276,278)  (256,892)

Net investment income  5,4�2,986  5,048,456

Loss from PHI Properties Limited (note 9)  (�46,05�)  (220,6�5)

Income before income taxes  9,�88,028  6,9�8,494

Income taxes:
Current  �,977,�42  2,992,428
Future  (497,2�6)  (�69,704)
  �,480,�26  2,622,724

Net income  5,907,902  4,295,770

Retained earnings, beginning of year  22,94�,�88  �8,647,4�8

Dividends paid  (250,000)  -

Retained earnings, end of year $ 28,60�,090 $ 22,94�,�88

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS
Peace Hills General Insurance Company • Year Ended December 31, 2006

    2006  2005

Cash provided by (used in):

Operations:
Net income $ 5,907,902 $ 4,295,770
Items not affecting cash:

Future income taxes  (497,2�6)  (�69,704)
Net realized gain on disposal of investments  (2,��8,7�4)  (�,98�,��2)
Amortization of capital assets  586,55�  525,7�6
Gain on disposal of capital assets  (7,999)  (428)

Change in non-cash operating working capital:
Deferred policy acquisition costs  (�,6�5,�64)  (�,�44,97�)
Unpaid claims and adjustment expenses, 
     net of recoverable from reinsurers  2,4�2,2�9  5,542,790
Unearned premiums, net of recoverable from reinsurers  �,�49,864  969,295
Unearned reinsurance commissions  576,707  928,5�9
Net change in other non-cash balances  �,594,�75   �,088,849

  �2,�88,�47  9,85�,524
Financing:

Payment of dividends  (250,000)  - 
Repayment of bank loan payable  (�62,000)  (�62,000)
  (4�2,000)  (�62,000)

Investments:
Investments sold or matured:    

Bonds and debentures  5,�9�,496  20,�74,885
Common shares  ��,�74,5��  ��,789,096
Other investments  2,�8�,000  -

Investments acquired:
Bonds and debentures  (�,466,88�)  (24,6��,�29)
Common shares  (�5,4�0,�95)  (�7,965,744)
Other investments  (6,074,927)  -

      Amortization of bond premiums and (discounts)  ���,986  (86,�7�)
      Purchase of capital assets  (�,6�2,094)  (78�,449)
      Proceeds on disposal of capital assets  79,940  �5,�04

  (7,62�,�46)  (9,447,4�0)

Net increase in cash and cash equivalents  4,�55,20�  244,��4

Cash and cash equivalents, beginning of year  ��,��4,7�0  �0,890,6�6

cash and cash equivalents, end of year $ �5,289,9�� $  ��,��4,7�0

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

Peace Hills General Insurance Company (the “Company”) is incorporated under the laws of Alberta.  The Company is subject to the 
Insurance Act of Alberta (the “Act”) and is licensed to write all classes of insurance other than life, accident, sickness and hail in British 
Columbia, Alberta, Saskatchewan, Manitoba and the Northwest, Yukon and Nunavut Territories.  The Company has a concentration of 
business in automobile and property insurance in the Province of Alberta.  The Company is subject to regulation by the Superintendent 
of Insurance in the Province of Alberta.

1. significant accounting policies:

(a) Basis of presentation:

These consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary, PHI Properties 
Limited.  All significant inter-company balances and transactions have been eliminated.

(b)  Rate regulation:

The Company writes compulsory automobile business that is subject to rate regulation which comprises approximately �5.�% 
of net premiums written.  The Company’s automobile insurance premiums can be impacted by mandatory rate roll backs and 
mandatory rate assessments as legislated by provincial law and by regulation in certain provinces.  This could result in lower future 
premium rates or reductions to premium rates charged by the Company.  In addition, the Company is required, under certain 
provincial legislation, to participate in risk sharing pools which may impact positively or negatively upon underwriting results. 
Certain benefit payments are also subject to provincial government regulation including automobile accident benefits.

(c) Investments:

Investments are accounted for on the following basis:

(i) General:

Gains and losses arising on disposal of investments are recognized at the trade date.

(ii) Bonds and debentures:

Investments in bonds and debentures are carried at amortized cost.  The effective interest rate method is utilized to amortize 
discounts and premiums on investments in bonds and debentures.  Interest income and amortization of discounts and 
premiums are recorded on an accrual basis over the term of the investment.

(iii) Common shares:

Investments in common shares are carried at cost.  Dividend income on common shares is accrued on the ex-dividend date.
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1. significant accounting policies, continued:

(iv) Other investments:

Investments in mutual funds, private equity and hedge funds are carried at cost.

Where there has been a reduction in the value of an investment below cost that is other than temporary, the investment is written 
down to recoverable value, and such a provision is recorded in investment income.

(d) Premiums earned and deferred policy acquisition costs:

Insurance premiums are recorded as revenue on a straight-line basis over the terms of the policies.  Unearned premiums represent 
the portion of premiums written that relate to the unexpired term of the policies in force.

Policy acquisition costs are those expenses incurred in the acquisition of business.  Acquisition costs comprise commissions, 
premium taxes, health levies and an allocation of other variable policy issue and underwriting expenses, which relate directly to 
the acquisition of the business.

Policy acquisition costs related to unearned premiums are only deferred to the extent that they are expected to be recovered from 
the unearned premiums, and are amortized on a straight line basis over the periods during which the premiums are earned.  If the 
unearned premiums and anticipated investment income are not sufficient to pay expected claims and expenses (including policy 
maintenance expenses and unamortized policy acquisition costs), a premium deficiency exists.  Premium deficiencies are recognized 
by first writing down the deferred policy acquisition cost asset, with any excess being recognized against underwriting income.

(e) capital assets:

Capital assets are carried at cost less accumulated amortization.  Amortization is provided using the following methods and  
annual rates:

asset Basis Rate

Building Straight-line �%
Building improvements Straight-line �0%
Automotive equipment Declining balance �0%
Leasehold improvements Straight-line Terms of leases
Office equipment Declining balance 20%
Computer software Straight-line 20%
System software Straight-line �0%

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

1. significant accounting policies, continued:

(f) Provision for unpaid claims and adjustment expenses:

The provision for unpaid claims represents the amount needed to provide for the estimated ultimate expected cost of settling 
claims related to insured events (both reported and unreported) that have occurred on or before each balance sheet date.  The 
provision for adjustment expenses represents the estimated ultimate expected cost of investigating, resolving and processing these 
claims.  As permitted by the Superintendent of Insurance of Alberta, the provision estimations do not take into consideration the 
time value of money, or make explicit provision for adverse deviation.  These estimates are necessarily subject to uncertainty and 
are selected from a wide range of possible outcomes.

As a result, all provisions are periodically reviewed and evaluated in the light of emerging claim experience and changing 
circumstances.  Changes in estimates of the ultimate liability are recorded as incurred claims in the current period.

(g) salvage and subrogation:

Salvage and subrogation recoverable are accrued on a specific case by case basis.  The gross recoverable is recorded under “other 
receivables” and the estimated amounts payable to reinsurers is recorded against “amounts recoverable from reinsurers”.

(h) Reinsurance ceded:

Premiums, claims and expenses are recorded net of amounts ceded to, and recoverable from, reinsurers.  Estimates of amounts 
recoverable from reinsurers on unpaid claims and adjustment expenses and on unearned premiums are recorded on a gross basis 
as “amounts recoverable from reinsurers”.

Amounts recoverable from reinsurers are estimated in a manner consistent with the claim liability associated with the reinsured 
policy.  

(i) Income taxes:

Income taxes are accounted for using the asset and liability method.  Under this method, future tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of 
existing assets and liabilities and their respective tax bases.  Future tax assets and liabilities are measured using enacted or 
substantively enacted tax rates expected to apply when the asset is realized or the liability settled.  The effect on future tax assets 
and liabilities of a change in tax rates is recognized in income in the period that substantive enactment occurs.
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1. significant accounting policies, continued:

(j) Foreign currency:

Monetary items denominated in foreign currency are translated to Canadian dollars at exchange rates in effect at the balance 
sheet date and non-monetary items are translated at exchange rates in effect when the assets were acquired or obligations 
incurred.  Revenues and expenses are translated at rates in effect at the time of the transactions.  Foreign exchange gains and 
losses are included in income.

(k) Use of estimates:

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires Management 
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting 
period.  Actual results could differ from those estimates.

2. cash and cash equivalents:

The Company considers deposits in banks, certificates of deposit and short-term investments with original maturities of three months 
or less as cash and cash equivalents.  The major components of cash and cash equivalents are as follows:

  2006  2005

Cash $ �,��8,7�9 $ 4,754,650
Bank term deposits, maturities in three months or less, 
       at rates of interest varying between 4.7% to 6.5%  ��,95�,2�2  6,�80,080

 $ 15,289,931 $ 11,134,730

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

3. Investments:

The carrying amounts and fair values of investments are summarized as follows:

         2006
   Amortized Gross Gross
  Carrying discount/ unrealized unrealized Market
  amount premium gains losses value

  Bonds and debentures $   4�,�65,�55 $   460,�8� $   �,0�4,88�   $   548,�85    $  42,092,0�2
  Common shares     �7,9�9,829 –      ��,�05,902 652,446 48,�7�,285
  Other investments �,89�,928 –      49,467 48,��� �,89�,284

  $   82,976,9�2 $   460,�8� $ �2,�70,250   $ �,248,942   $  94,�58,60�

          2005
  Amortized Gross Gross
 Carrying discount/ unrealized unrealized Market
 amount premium gains losses value

  Bonds and debentures $   4�,�70,258 $   449,84� $   �,�4�,76� $   604,�57 $  44,�59,50�
  Common shares ��,578,948 –      7,960,27� �,076,25� �8,462,970

 $   74,749,206 $   449,84� $   9,�04,0�4 $ �,680,608    $  82,822,47�

Management has reviewed currently available information regarding those investments for which market value is less than carrying 
amount and ascertained that the carrying amounts are expected to be recovered.  As such, the Company determined that no 
securities in the investment portfolio had suffered an impairment in the market value that is other than temporary.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

3. Investments, continued

(a) Bonds and debentures – interest rate risk:

Details of significant terms and conditions and exposures to interest rate risk on investments are as follows:

   2006  2005

 Interest receivable Effective rates Coupon rates Effective rates Coupon rates
 basis (% range) (% range) (% range) (% range) (% range) 
   

Government of Canada Semi-annual 2.94 to 9.24% �.00 to 7.25% 2.94 to 9.24% �.00 to 7.25%
Canadian provincial, municipal and  
    public authorities Semi-annual 2.58 to 6.87% �.�0 to 7.50% 2.58 to 6.87% 2.9� to 7.50%
Canadian corporate Quarterly �.4� to 9.0�% 4.20 to 8.�0% �.40 to 9.29% 4.00 to 9.00%

The company holds $�,��0,000 (2005 - $�,2�0,000) in bonds that have a variable rate of return.  

 (b) Bonds and debentures – principal amount and carrying amount:

The principal amount and carrying amounts are shown by contractual maturity.  Actual maturity may differ from contractual 
maturity because certain issuers have the right to call or prepay certain obligations with or without call or prepayment penalties.

  2006  2005

Term to maturity Principal amount Carrying amount Principal amount Carrying amount

Government of Canada:
     Due in one year or less $ 4,540,000 $ 4,586,222 $ -  $ - 
 Between one and five years �2,9�5,000 �2,995,9�9 ��,5�0,000 ��,764,222
 After five years 6,060,000 5,7��,09� 8,585,000 8,089,�05
Canadian provincial, municipal
   and public authorities:
     Due in one year or less 6�0,000     6�0,225  �,600,000     �,600,274
     Between one and five years �,�55,000 �,40�,98� �,485,000 �,5�5,088
 After five years 4,550,000 4,8�7,404 4,550,000 4,8�2,9�5
Canadian corporate:
     Due in one year or less �,�70,000 �,�78,0�2 550,000 55�,6�4
     Between one and five years 7,460,000 7,582,2�9 7,250,000 7,�7�,06�
 After five years 2,��0,000 2,260,060 5,��5,000 5,425,957

 $ 41,010,000 $ 41,165,155 $ 42,865,000 $ 43,170,258
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

3. Investments, continued

 (c) common shares and other investments:

The Company limits its investment concentration in any one investee or related group of investees to 5% of the Company’s total 
assets, except as allowed by Section 4�8(�), Insurance Act of Alberta and Regulations.

4. capital assets:

      2006  2005

    Accumulated  Net book  Net book
  Cost  amortization  value  value

Land $ 640,000 $ –      $ 640,000 $ 640,000
Building  2,�0�,620  �68,789  �,7�4,8��  �,689,�68
Building improvements  �,�86,47�  69�,729  694,744  8��,692
Automotive equipment  765,208  �4�,�28  424,080  250,4�7
Leasehold improvements  458,7��  �09,�6�  �49,570  �99,460
Office equipment and
    computer software  2,087,�08  �,24�,��0  84�,998  720,4�0
System software  �,�20,5�6  –      �,�20,5�6  �47,009

 $ 8,561,858 $ 2,754,119 $ 5,807,739 $ 4,680,376

Amortization of capital assets of $5�7,20� (2005 – $460,8�2) is included in administrative expenses.  Amortization of the building of 
$69,�52 (2005 – $64,884) is included in rental expenses (Note 9).  Capital assets include software development costs and leasehold 
improvements of $�,288,675 (2005 - $�47,009) that are not being amortized as they are not in use.  

5. Unpaid claims and adjustment expenses:

(a) nature of unpaid claims and adjustment expenses:

The provision for unpaid claims and adjustment expenses is determined using expected future claims payments based on 
assumptions that reflect the expected set of economic conditions and planned courses of action.  Uncertainty exists on reported 
claims in that all information may not be available at the reporting date.  In addition, claims may not be reported to the Company 
immediately, therefore estimates are made as to the value of claims incurred but not yet reported, a value that may take years to 
finally determine.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

5. Unpaid claims and adjustment expenses, continued:

The determination of the provision is dependent on numerous significant assumptions and estimates, which are developed 
considering the characteristics of the class of business, historical trends, the amount of data available on individual claims and any 
other pertinent factors.  Claims provisions are periodically reviewed and evaluated in light of emerging claims experience and 
changing circumstances.  The resulting changes in the estimates of the ultimate liability are recorded as claims incurred in the 
period in which the change occurred.

(b) activity in the provision for unpaid claims and claims adjustment expenses, by line of business, is summarized as follows:

       2006  2005  
  Property  automobile  total  total

Provision for unpaid claims and
   adjustment expenses, beginning of year :

Gross $ 20,296,002 $ 64,6�0,702 $ 84,906,704 $ 75,400,774
Reinsurance ceded  �0,2�8,64�  22,926,697  ��,�65,��8  29,202,�97

Net provisions, beginning of year  �0,057,�6�  4�,684,005  5�,74�,�66  46,�98,577

Net incurred claims and claim adjustment expenses:
Provision for insured events of current year  �5,247,��0  29,67�,�2�  44,920,2��  45,�06,227
Decrease in provision for insured events of prior years  (�8�,�07)  (�,452,624)  (�,8�5,9��)  (�,�7�,786)

Total net incurred  �4,86�,80�  26,220,497  4�,084,�00  4�,9�2,44�

Net payments attributable to:
Current year events  (7,02�,65�)  (��,8�4,445)  (20,858,096)  (22,�07,505)
Prior year events  (6,�55,�65)  (��,6�8,600)  (�7,79�,965)  (�6,282,�48)

Total net payments  (��,�79,0�6)  (25,47�,045)  (�8,652,06�)  (�8,�89,65�)

Net provision for unpaid claims and
   adjustment expenses, end of year  ��,742,�48  42,4��,457  54,�7�,605  5�,74�,�66

Reinsurance ceded, end of year  �0,200,674  24,498,747  �4,699,42�  ��,�65,��8

Gross provision for unpaid claims and
   adjustment expenses, end of year $ 21,942,822 $ 66,930,204 $ 88,873,026 $ 84,906,704
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

6. Underwriting policy and reinsurance ceded:

In the normal course of business, the Company seeks to reduce the loss that may arise from catastrophe or other events that cause 
unfavorable underwriting results by reinsuring certain levels of risk, in various areas of exposure, with other insurers. 

Failure of reinsurers to honor their obligations could result in losses to the Company; consequently, allowances are established for 
amounts deemed uncollectible.

The Company follows the policy of underwriting and reinsuring contracts of insurance that limit the net exposure of the Company to 
a maximum amount on any one loss of $�75,000 (2005 - $�75,000) in the event of a claim or a catastrophe, excluding reinstatement 
fees when applicable.

In addition, the Company has catastrophe reinsurance having an upper limit of $40,000,000 (2005 - $40,000,000).

The Company evaluates the financial condition of its reinsurers and monitors concentrations of credit risk arising from similar 
geographic regions, activities, or economic characteristics of the reinsurers to minimize its exposure to significant losses from reinsurer 
insolvency.

The figures shown in the consolidated statement of income are net of the following amounts relating to reinsurance ceded to other 
companies:

  2006  2005

Net premiums earned reduced by  $ 42,�24,222 $ 40,2�8,827

Claims incurred reduced by  24,�60,�90  26,279,0�8

Commissions and premium taxes reduced by  ��,645,446  ��,247,892

7. Bank loan payable:

PHI Properties Limited, the Company’s wholly-owned subsidiary, owns an office building in Edmonton.  The building purchase and 
the subsequent building improvements were financed by a loan from the Bank of Nova Scotia for a five year term, with twenty year 
amortization at a floating interest rate of prime plus 0.25% (6.25%).  The collateral for the loan is provided by hypothecation of federal 
and provincial government bonds and treasury bills equal to the amount of the outstanding principal.  Annual principal payments of 
$�62,000 are due until the maturity of the loan on May ��, 20��.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Peace Hills General Insurance Company • Year Ended December 31, 2006

8. share capital:

    2006  2005

Authorized:
 20,000 Common shares with a stated value of $�00 per share

Issued:
 20,000 Common shares $ 2,000,000 $ 2,000,000

9. PhI Properties Limited:

    2006  2005

Rental income  $ 797,8�4 $ 6�2,7�9

Expenses:
Operations    649,5�8  557,�22
Amortization   69,�52  64,884
Interest     ��8,904  �20,70�
Other     86,07�  ��0,447
Total expenses  94�,867  85�,�54

net loss   $ (146,053) $ (220,635)

 

10. Related party transactions:

The Company donated $�,889,4�8 (2005 - $�7�,095) to individual members and organizations of the Samson Cree Nation, which is 
the ultimate shareholder of the Company.  These donations are included in administrative expenses. 
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11. commitments:

 Operating lease commitments:

The Company has contractual obligations expiring at various dates in 2007 to 20�� in respect of rents payable on leased premises 
and equipment as follows:

Year ending December ��:
       2007 $ �64,790
        2008  �77,229 
        2009  �46,058
        20�0  �45,244
       20��   �42,800
       20�2 and thereafter  2�4,200

The Company is also responsible for its proportionate share of operating costs under the terms of the premises leases.

12. contingent liabilities:

In common with the insurance industry in general, the Company is subject to litigation arising in the normal course of conducting its 
insurance business.  The Company is of the opinion that this litigation will not have a significant effect on the financial position, results 
of operations or cash flows of the Company.

The Company has provided loan guarantees of $�,600,000 (2005 - $�,600,000) with terms ending in the year 202�.  These guarantees 
were made to unrelated parties and there is no carrying amount reflected in the financial statements.  In the event of a default the 
Company will realize recovery on the assets of the entities for which guarantees have been made.

13. Fair value of financial assets and financial liabilities:

Fair values

The fair values of financial instruments approximate the carrying amounts except for investments as disclosed in Note �.
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13. Fair value of financial assets and financial liabilities, continued:

credit risk

The Company is exposed to credit risk through amounts due from agents, brokers and policyholders and amounts due from other 
insurance companies.  The Company maintains provisions for potential credit losses and any such losses to date have been within 
Management’s expectations.  The Company is also exposed to credit risk through contracts with third parties for reinsurance.  This risk 
is mitigated by contracting with reputable organizations, and by utilizing a number of different organizations to mitigate the risk of any 
one company defaulting on its contractual obligations as disclosed in Note 6.

Interest rate risk

The Company is exposed to interest rate risk through investments in bonds and debentures, which are sensitive to changes in interest 
rates.  The Company is also exposed to interest rate risk through a bank loan bearing interest at bank prime rate plus 0.25%.  

Foreign currency risk

The Company is exposed to foreign currency risk, principally to the U.S. dollar, through holding foreign currency denominated common 
share and other investments in the amount of $�4,5�5,626 (2005 - $��,65�,2�6).

14. supplemental cash flow information:

   2006  2005

Cash paid for :
 Interest $ ��8,904 $ �20,70�
 Income taxes  2,95�,689  5,022,266

Cash received from:
 Dividends  8�0,987  59�,�60
 Interest  2,7�9,425  2,478,640
 Income taxes  2,���,292  40,247
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15.  alberta Risk sharing Pool and Facility association Residual Market:

The Company is a participant in the Alberta Risk Sharing Pool and Facility Association Residual Market (“ARSP” and “FARM”).  Both 
the ARSP and FARM are joint ventures of insurers which provide automobile insurance for owners and operators of motor vehicles 
who may otherwise have difficulty obtaining such insurance.  

The Company proportionately consolidates its interests in the ARSP and FARM, which are restricted to the pool of business relating 
to Alberta (including Northwest, Yukon and Nunavut Territories). 

The Company has included in its accounts the following aggregate amounts in respect of its interests in the ARSP and FARM:

   2006  2005

Assets:
 Due from other insurance companies $  8,09�,299 $ 8,2��,7�2
 Amounts recoverable from reinsurers  4,872,78�  4,�0�,27�
 Deferred policy acquisition costs   �,69�,98�     �,78�,�6�

   �4,658,065  �4,098,�44
 
Liabilities:
 Provision for unpaid claims and adjustment expenses  ��,4�0,6�5  ��,056,�6�
 Unearned premiums  6,080,498  5,�56,728
 Due to other insurance companies  �,�24,66�  �,644,780
 Other taxes due and accrued        74,��2        �6,�9�

   20,899,926  �8,094,062
 
Revenues:  
 Premiums earned  8,980,288  9,�26,��6
 Investment income                 -     225,�42

   8,980,288  9,�5�,478

Expenses:    
 Claims  5,940,577  6,9�4,�96
 Commissions  2,�84,���  2,�06,042
 Premium and other taxes  669,9��  7�8,9�4
 Administrative expenses     289,509      402,870

      9,284,��0     �0,�42,242
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16. Funds due to FaRM:

FARM reduced its role in investing funds on behalf of participating companies.  As a result the Company received its proportionate 
share of these funds and they are currently held by the Company as part of its investment portfolio.  These funds will be returned to 
FARM over time as needed to facilitate payment of the related policyholder claims.
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