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A MESSAGE FROM OUR CHAIR

It is hard to believe that a year has past and we are still closely monitoring
the Covid 19 infection rates and following provincial restrictions that affect
our businesses, communities, and daily lives.

Tradition Mutual Insurance continues to adapt to our changing
environment. This year, we have magnified our focus on stability, safety
and community. Taking care of our policyholders, who share the
ownership of this company, has been our top priority.

Our CEO, Paul Burns, was very quick to remodel our business to ensure
the safety of everyone at Tradition. Staff were given the opportunity to
work from home, and health screening was set up in the office to ensure
safety and traceability. The Board of Directors continues to provide
leadership, and oversight, through virtual meetings with the CEO and the

management team. You can feel confident knowing our business continues to grow and remains financially
strong despite this unprecedented year. Our agents and staff provide superior customer service and continue
to find innovative ways to serve you, while respecting the restrictions in place.

We are very fortunate Tradition Mutual has had another profitable year in 2020, with a net income after taxes,
and after return of premium, of $2,122,250. This year, as a result of our financial performance, the board
made the decision to declare a 10% refund of premium for both property and auto policy holders. Tradition is
one of the few insurance companies to issue a return of premium to policyholders on profitable years. In the
past, Tradition has only been able to offer a refund of premium to property policy holders, however, the
government has agreed that for the year of 2020 only, a refund of premium can also be issued to holders of
auto policies. Our refund back to owners for 2020 totals $1,554,366. The financial performance this year can
be attributed to good weather, fewer cars on the road during provincial lockdown, and strong underwriting.

Covid 19 continues to challenge the quality of life in our communities. Our reinsurance provider, Farm Mutual
Re, provided funds to their members companies, which includes Tradition, for the purpose of making a
difference in our community. With these funds, the Tradition Board of Directors approved for each staff
member to make a donation to a community cause that was important to them. This provided Tradition with the
opportunity to support many community groups in 2020. This type of generosity is almost unheard of in the
insurance industry so we are very proud of the positive feedback, and appreciation, received from the donation
program. Please go to our website to see the personal stories behind each donation.

I would like to conclude with a thank you to Paul Burns, the management team, staff, agents, brokers, and
fellow directors for the resiliency and flexibility demonstrated this year. | am looking forward to getting
vaccinated and to seeing many, many people once restrictions are lifted. Thank you for allowing me the
opportunity to serve as your chair for the past two years.

Best Regards,
MarylJane Littlejohn

Chair, Board of Directors
Tradition Mutual Insurance Company



A MESSAGE FROM OUR PRESIDENT

2020 was a year that no one will forget. Our part of the world has
been hit hard with the pandemic, but at the same time each of us
have been hit differently. We have all had to adapt to do things
differently.

For Tradition, 2020 was a good year from a number of areas.

e We launched new residential and farm wordings to all of our
clients. In most cases this resulted in better coverage and more
options

e We launched new payment plans including more credit card
options.

® Our business grew by 12.9%

e We had a very good profitable year which enabled us to give a
refund of premium of 10%. For the year 2020, FSRA (our
governing body) is allowing us to refund on automobile policies
as well

e Ourinvestment income was decent, albeit with a lot of
fluctuations

e We spent 2020 also reviewing our commercial wordings and they
will be launched early in 2021

With the pandemic a lot of things changed. Our staff was sent home to work in the early days.
Some returned to the office, while most enjoyed the working remotely. We have extended this
to our staff moving forward. In past years, we attended many local shows, they were mostly
cancelled in 2020. Our advertising and travel were also down considerably.

Our donations to the local community was increased. We gave money to the Salvation Army
food bank to support those in need. We also earmarked $1,000 to each employee to support a
charity of there choice. We managed to help many groups out, which we are extremely happy
about.

In summary, our growth of policies, our profit level and our product offerings were all improved
in 2020. Our surplus continues to increase which allows us to continue to provide you with the
financial security on your investments.

As your mutual insurer, it is our privilege to protect what matters most to you. We are
committed to be your trusted source of insurance and to serve the local community.

=

Paul Burns
President and CEO
Tradition Mutual Insurance Company



2020 Management Discussion & Analysis —Annual Report

Overview

As noted in our Message from the Chair and Message from the President, 2020 saw continued success
for Tradition Mutual Insurance from a financial perspective. Tradition Mutual has now enjoyed nine
years of consecutive profits. In a highly cyclical industry as ours is, where bad years can follow good
years as often as not, this is a very remarkable run of consistency. It is even more remarkable that we
have done this in the face of the worst pandemic in a century.

As a mutual, our first duty is always to you, our policyholders, who together own the Company. Our
primary task is to ensure that we have the financial strength and stability to be there for you when you
need us. By earning a profit in a good year, it enables us to put money aside so that when adverse years
hit, as history shows that they will, we can be sure we will meet our obligations.

Financial Highlights for 2020:

(numbers rounded to $S000’s)

- Net Income of $2,122;

- Underwriting Profit of $2,892;

- Surplus of $ 32,580;

- Gross Written Premiums of $ 17,936, exceeding $17 million for the first time

- New Sales of $ 1,947

- Assets of $ 51,782, exceeding $50 million for the first time in Company history;

- Declared a Refund of Premium to property and automobile policyholders of 10% of premiums.

The intent of this Management Discussion and Analysis (MD&A) is to inform you of the key factors that
brought us to financial success in 2020, and how those factors position us for the future. We will focus
on four topics:

1. Key Ratios — Combined Operating Ratio (COR) which is made up of the Claims Ratio and Expense
Ratio

2. “Top-Line” Growth — How our Premiums are doing

3. Investment Income

4. Our Surplus Position



Key Ratios

Combined Operating Ratio (COR)

This is THE key measure for any property and casualty insurance company. It measures whether or not
your underwriting costs (claims, commissions, and operating expenses) are less than or greater than
your earned premiums net of reinsurance. If the ratio is less than 100%, you have made an underwriting
profit; greater than 100%, a loss. Since all property and casualty insurance companies calculate their
COR in the same manner, the ratio can be used to compare us to other companies regardless of size.

Our COR over the last five years:

Combined Ratio
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The COR is made up of our claims ratio of 49.0% of net earned premiums and our expense ratio of 31.7%
of net earned premiums, both of which will be analyzed below.

In 2020, we saw an improvement over 2019’s profitability levels due both to better claims experience
but even more so due to a reduced expense ratio. In both cases, our premium base has grown faster
than our claims and expenses, which is exactly what you want. 2018 remains the outlier and stands as
evidence that adverse years can and will occur. 2018’s COR was negatively impacted by several events:
(1) a major windstorm in May 2018; (2) several very large property losses, and (3) several one-time
expense items.

Generating consistent underwriting profits is not a matter of “luck”. A company may get “lucky” in its
claims experience in a particular year —good weather, no major losses, favourable auto experience.
However, that “luck” evens out over time. Consistent results are the function of disciplined
underwriting, excellence in our claims service, and keeping expenses under reasonable control. As an
organization, we have been successful in all three elements.



Claims Ratio

For any property and casualty insurer, the primary determinant of your results for a given year are the
claims made against you for losses, both in terms of frequency (number of claims) and severity (size of
claims). This is measured by your claims ratio, which is the percentage that your claims cost net of
reinsurance is of your net earned premiums. The general rule is, as your claims go, so goes your year. If
you suffer a claims ratio of 65% or higher, you will generally have an underwriting loss.

Our claims ratio for the last 5 years:
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2020 saw even further improvement in our claims experience from 2019, mostly notably in our
residential property lines. Our farm business continues to show very good experience as well. Auto
experience was essentially steady — while we had fewer new accidents as there were fewer cars on the
road due to COVID, we had to increase reserves on a few older personal injury claims. As noted in our
COR analysis, 2018 remains the outlier year. 2018 was negatively impacted by: (1) a major windstorm
on May 4, 2018 that caused just under $1 million worth of claims and (2) several large property losses, in
particular two large fire losses.

Good claims experience is a function of both good claims management and prudent underwriting in
ensuring that quality risks are brought onto the books, and that the risks we accept are priced
appropriately. Positive experience in terms of weather and unusual events (or lack of them) plays a role
from year to year, however that experience evens out over time. Over a 10-year period, our average
claims ratio has been 52%.

Some aspects of our residential property businesses continue to struggle. We will be taking some
further rate increases in 2021, however these will be specifically targeted to those lines with higher loss
ratios. Other lines will see rates maintained or even reduced where feasible.



Expense Ratio

Expense ratio is the percentage of expenses (defined as commissions plus operating expenses less
service charges) to your net earned premiums.

This measures what you have most control over on a year-to-year basis — how much you spend on your
operations. It is a critical skill to achieve the correct balance between keeping your expense under
control yet spend adequately to keep your client service where it needs to be in the present and to
invest money for future improvements and expansion. As a rule for an insurance company, the majority
of expenses will be people-related: commissions, salaries, benefits, training. In an industry such as ours,
where you sell your ability to fulfill a promise when needed, people are truly your core asset.

Our expense ratio over the last 5 years:
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2020 saw a sizeable improvement in our expense ratio, which was driven by three primary factors:

The significant growth in our premium base, which allows us to accept higher levels of expense
and remain profitable;
The introduction in 2020 of service charges for members on monthly or quarterly payment
plans. For analysis purposes, service charges are used to offset expenses. Service charges
compensate the Company for;

o Foregone investment income —if you do not have the cash up front, you cannot invest it

and earn money on it;

o Additional costs of staff and system time to administer the payment plans.
The impact of COVID-19, which resulted in reductions in our marketing costs and
meeting/conference costs as meetings/conferences were held virtually instead of in person and
trade shows were cancelled.



“Top-Line” Growth — Our Premiums

In 2020, Tradition Mutual experienced once again our best sales and premium revenue year in the
history of the Company, exceeding even the record year we had in 2019:

New Sales of $1,947,000, a 24% increase over 2019. We fell just short of $2 million —two years ago we
did not even reach $1 million;

Gross Written Premiums of $17,935,751, a 12.9% increase over 2019 and exceeding $17 million in a year
for the first time.

In 2020, the insurance industry continued to experience a “hard market” which had commenced in
2019. In a hard market, demand for insurance exceeds supply, driving up premium rates. Asin 2019, a
significant number of companies either exited from certain insurance markets and/or substantially
raised their rates. As a result, our rates both in auto and property insurance continued to be very
competitive, particularly in our core Southwestern Ontario market. This, coupled with the hard work
and dedication of our agents and broker partners, drove the considerable increase in sales.

Our premium growth the last 5 years:

Direct Written Premiums
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As indicated by the above graph, we have experienced solid growth in premium income the last three
years after several years of minimal growth.



By type of product, our 2020 premiums broke down as follows:

Written Premiums by Type

= Auto = Residential Farm Commercial

Auto insurance currently accounts for approximately half our business (47%). Residential homeowners
account for 29%, farms for 19%, and 5% small to medium sized commercial business. While 2020 saw
some expansion in other geographic areas, our primary policyholder base remains Perth County —
Stratford, St. Mary’s, Mitchell, and surrounding areas.



Investment Income

Our investment income has two main components:

- Interest and dividend income received from our investments;
- Market value gains and losses, which under international Financial Reporting
Standards (IFRS) we report as part of our investment income

In 2020, we moved more of our assets into cash to maintain flexibility and minimize risk in the volatile
environment caused by the market reaction to the COVID-19 pandemic. This, coupled with a decline in
GIC and bond interest rate, resulted in a decline in interest/dividend income for $984,000 in 2019 to
$924,000 in 2020. Market value gains also declined from $1,374,000 in 2019 to $575,000 in 2020. The
first quarter of 2020 saw catastrophic market value losses as markets reacted to the pandemic. Those
losses were made back over the rest of the year. However, it did result in the net gain being much less
than 2019.

We focus our investments on high-quality securities with steady interest and dividend income, as our
overriding priority is to preserve capital against adverse years in the future. It is our policy to invest no
more than 25% of our invested assets in equities. Our remaining investments are fixed - income
securities of varying maturities, from 6-month GIC’s to longer-term bonds. We invest only in securities
with credit ratings of BBB or higher.

Investment Income
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Surplus

Our surplus position as a company is very strong:
Our surplus of $32,579,965 is a 7% increase over 2019.
Our ratio of surplus to gross written premiums is 1.82 to 1, which is very strong indeed.

Our surplus position the last 5 years:
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A strong and growing surplus position is what gives us the ultimate assurance that we will be there for
you, our policyholders, when you need us. It allows us to withstand one or even several years of poor
claims experience and still be very safe.
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INDEPENDENT AUDITORS' REPORT

To the Policyholders of
Tradition Mutual Insurance Company
Sebringville, Ontario

Opinion

We have audited the financial statements of Tradition Mutual Insurance Company, which
comprise the statement of financial position as at December 31, 2020 and the statements of
comprehensive income, members' surplus and cash flows for the year then ended and notes to the
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of Tradition Mutual Insurance Company as at December 31, 2020 and the
results of its operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards.
Our responsibilities under those standards are further described in Auditors' Responsibilities
for the Audit of the Financial Statements section of our report. We are independent of
Tradition Mutual Insurance 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 those requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

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 Canadian generally accepted accounting principles 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 entity'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 entity
or to cease operations or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the entity's financial reporting
process. '



INDEPENDENT AUDITORS' REPORT - continued

Auditors' 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 auditors'
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
Jjudgment and maintain professional skepticism throughout the audit. We also:

(2

®)

©
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(e)

Identify 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.

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 entity’s internal control.

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

Conclude on the appropriateness of the entity’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 entity’s
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditors' 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 auditors'
report. However, future events or conditions may cause the entity to cease to continue as
a going concern.

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.



-INDEPENDENT AUDITORS' REPORT - continued

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.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our independence and, where applicable,
related safeguards.

e 2 G,

Professional Corporation
Chartered Professional Accountants
Authorized to practice public accounting by
the Chartered Professional Accountants of Ontario
Stratford, Ontario
February 10, 2021

)



Tradition Mutual Insurance Company
Statement of Financial Position

As at December 31, 2020
ASSETS
2020 2019
Assets
Cash $ 6,287,027 $ 3,367,295
Investments (Note 6 and 7) 34,003,389 34,538,570
Outstanding premiums receivable 6,267,175 5,787,479
Due from reinsurer - ceded claims (Note 9) 1,963,000 2,477,208
- other 70,268 107,153
Other receivables 241,394 192,544
Income taxes receivable 231,391 -
Deferred policy acquisition expenses (Note 9) 1,042,773 912,998
Property, plant and equipment -
net of depreciation (Note 8 ) 1,675,951 1.739.533
' $_51,782.368  $_49.122.780
LIABILITIES AND MEMBERS' SURPLUS
Liabilities
Accounts payable and accrued liabilities 2,602,752 1,315,599
Income taxes payable (Note 11) - 836,902
Unearned premiums (Note 9) 8,716,895 7,819,316
Provision for unpaid claims (Note 9) 7,787,000 8,596,731
Deferred income taxes (Note 11) 95,756 96.517
19,202,403 _18.665.065
Members' Surplus 32.579.965 30.457.715

$_51.782.368 $_49.122.780

Approved on Behalf of the B/af/a

. / | /
Voo -

Director

(See Accompanying Notes to the Financial Statements)



Tradition Mutual Insurance Company
Statement of Members' Surplus
For the year ended December 31, 2020

2020 2019

Balance - beginning of year $ 30,457,715 $ 27,625,047
Net income for the year 2,122,250 2.832.668
Balance - end of year $_32.579.965 $_30.457.715

(See Accompanying Notes to the Financial Statements)



Gross Premiums Written
Less:

Tradition Mutual Insurance Company
Statement of Comprehensive Income
For the year ended December 31, 2020

Increase in reserve for unearned premiums $ 896,676
Reinsurance premiums 2,084,453
Reinsurance assumed (35,383)

Net premium income

Service charge revenue

Net underwriting income

Claims and Expenses
Gross claims incurred 8,795,751
Reinsurance plan recoveries 1.457.390
Net claims incurred 7,338,361
Commissions 2,279,991
Salaries and directors' fees 982,281
Benefits and education 593,063
Audit and legal fees 62,889
Travel, convention and meetings 15,415
Corporation premium tax 37,871
Printing supplies 40,433
Office and general 30,863
MVA's and claim reports 37,795
Telephone and mailing 41,795
Insurance 48,091
Association fees 114,444
Office premises 122,567
Data processing 439,579
Bank charges 43,411
Advertising and promotion 67,311
Loss prevention 15.960

Underwriting gain

$ 17,935,751

2020 2019

$_15.886.268

691,131
2,115,557
(31.739)
2.774.949
13,111,319

2.945.746
14,990,005
214.554
15,204,559

13.111.319

8,296,670
_1.523.466
6,773,204
1,997,418
864,377
533,939
59,141
86,140
35,241
19,767
37,469
37,128
29,987
44,487
108,246
118,273
355,700
31,954
84,425
—26.178
11.243.074
_1.868.245

_12.312.120
2,892,439

(See Accompanying Notes to the Financial Statements)



Tradition Mutual Insurance Company
Statement of Comprehensive Income
For the year ended December 31, 2020

Balance carried forward

Other Revenue (Note 7)
Investment

Market value appreciation of investments

Other

Refund from Premium
Donations
Agent and staff profit sharing

Income before income taxes

Provision for (recovery of) income taxes
- current (Note 11)
- deferred (Note 11)

Net income for the year

(See Accompanying Notes to the Financial Statements)

$ 1,024,665

462,996

11,388

1,554,366
46,804

140.400

528,429
(761)

2020 2019
$ 2,892,439 $_ 1.868.245
1,182,939

1,158,734

15.715

1.499.049 2.357.388
4,391,488 4.225.633
417,505

25,736

124.197

1,741,570 567.438
2,649,918 3.658.195
773,861

51.666

527,668 825527
$_2122250 $_2.832.668



Tradition Mutual Insurance Company
Statement of Cash Flows
For the year ended December 31, 2020

Cash Provided By (Used In):
Operating Activities
Comprehensive income for the year
Deferred income taxes
Provision for income taxes
Depreciation of property, plant and equipment
Investment income

Adjustments to convert income to cash basis:
Increase (decrease) in unearned premiums
Increase (decrease) in unpaid claims
Increase (decrease) in accounts payable and

accrued liabilities
Increase (decrease) in premium taxes payable
(Gain) loss on sale of investments
Decrease (increase) in receivables
Decrease (increase) in deferred policy
acquisition expenses
Market value (appreciation) depreciation on
investments

Investing Activities
Proceeds from sale of investments
Purchase of investments
Investment income received
Income taxes recovered (paid)
Purchase of property, plant and equipment

Excess (shortage) of cash provided over cash applied

Cash - beginning of year
Cash - end of year

(See Accompanying Notes to the Financial Statements)

$ 2,122,250
(761)

528,429
175,944

(1.024,665)
1,801,197

897,579
(809,731)

1,287,153

3,074
(112,117)

22,547

(129,775)

(462.996)

5,014,009
(3,903,715)

1,024,665
(1,599,796)
—(112,362)

Cash consists of cash on hand and balances with banks.

2020

S 2,496,931

422.801

2019

$ 2,832,668
51,666
773,861
133,064

1.182.939
2,608,320

696,670
(371,270)

768,960
32,030

(214,596)
963,892

(65,900)

(1.158.734)
—3.259.372

3,570,004
(10,288,846)
1,182,939
688,377

(252.965)
(5.100.491)

2,919,732
3,367,295

(1,841,119)
5.208.414

56287027

§__3.367.295



Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Nature of Operations of Reporting Entity

Tradition Mutual Insurance Company (the Company) is incorporated under the laws of
Ontario and is subject to the Ontario Insurance Act. It is licensed to write property, liability,
automobile and farmers' accident insurance in Ontario. The Company's head office is located in
Sebringville, Ontario.

The Company is subject to rate regulation in the automobile business that it writes. Before
automobile insurance rates can be changed, a rate filing is prepared as a combined filing for most
Ontario Farm Mutuals by the Farm Mutual Reinsurance Plan Inc. The rate filing must include
actuarial justification for rate increases or decreases. All rate filings are approved or denied by the
Financial Services Regulatory Authority of Ontario. Rate regulation may affect the automobile
revenues that are earned by the Company. The actual impact of rate regulation would depend on the
competitive environment at the time.

These financial statements have been authorized for issue by the Board of Directors on
February 10; 2021.

Basis of Presentation

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

These financial statements were prepared under historical cost convention, as modified by
the revaluation of fair value through profit and loss financial assets.

The Company's functional and presentation currency is the Canadian dollar. The financial
statements are presented in Canadian dollars.

The preparation of financial statements in compliance with IFRS requires management to
make certain critical accounting estimates. It also requires management to exercise judgment in
applying the Company's accounting policies. The areas involving a higher degree of judgment of
complexity or areas where assumptions and estimates are significant to the financial statements are
disclosed in Note 4.

Significant Accounting Policies
(a) Insurance Contracts

In accordance with IFRS 4, Insurance Contracts, the Company has continued to apply the
accounting policies it applied in accordance with pre-changeover Canadian GAAP.

Balances arising from insurance contracts primarily include unearmed premiums,
provisions for unpaid claims and adjustment expenses, the reinsurers' share of provisions for
unearned premiums and unpaid claims and adjustment expenses, deferred policy acquisition
expenses and salvage and subrogation recoverable.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Significant Accounting Policies (continued)

@
®

(i)

(iii)

(iv)

™

v)

Insurance Contracts (continued)

Premiums and unearned premiums

Premiums written comprise the premiums on contracts incepting in the financial year.
Premiums written are stated gross of commissions payable to agents and exclusive of taxes
levied on premiums.

The Company earns premium income evenly over the term of the insurance policy,
generally using the pro rata method. The portion of the premium related to the unexpired
portion of the policy at the end of the fiscal year is reflected in unearned premiums.

Reinsurers' share of unearned premiums
The reinsurers' share of unearned premiums is recognized as an asset using principles
consistent with the Company's method for determining the unearned premium liability.

Deferred policy acquisition expenses

Acquisition costs are comprised of agent and brokers' commissions and premium taxes.
These costs are deferred and amortized over the terms of the related policies to the extent
that they are considered to be recoverable from unearned premiums, after considering the
related anticipated claims and expenses.

Provisions for unpaid claims and adjustment expenses

Individual loss estimates are provided on each claim reported. In addition, provisions are
made for adjustment expenses, changes in reported claims and for claims incurred but not
reported, based on past experience and business in force. The estimates are regularly
reviewed and updated and any resulting adjustments are included in current income.

Claim liabilities are carried on an undiscounted basis.

Liability adequacy test

At each reporting date, the Company performs a liability adequacy test on its insurance
liabilities less deferred policy acquisition expenses to ensure the carrying value is adequate,
using current estimates of future cash flows, taking into account the relevant investment
return. If that assessment shows that the carrying amount of the liabilities is inadequate, any
deficiency is recognized as an expense to the income statement initially by writing off the
deferred policy acquisition expense and subsequently by recognizing an additional claims
liability for claims provisions.

Reinsurers' share of provisions for unpaid claims and adjustment expenses

The Company enters into reinsurance contracts in the normal course of business in order
to limit potential losses arising from certain exposures. Reinsurance premiums are
accounted for in the same period as the related premiums for the direct insurance business
being reinsured. Reinsurance liabilities, comprised of premiums payable for the purchase of
reinsurance contracts, are included in accounts payable and accrued liabilities and are
recognized as an expense when due.

Expected reinsurance recoveries on unpaid claims and adjustment expenses are
recognized as assets at the same time and using principles consistent with the Company's
method for establishing the related liability.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

3. Significant Accounting Policies (continued)

(@)
(vii)

(viii)

(b)

©

@

Insurance Contracts (continued)

Salvage and subrogation recoverable

In the normal course of business, the Company obtains the ownership of damaged
property, which they resell to various salvage operations. Unsold property is valued at its
estimated net realizable value.

Where the Company indemnifies policyholders against a liability claim, it acquires rights
to subrogate its claim against other parties. These claims are reflected at amounts expected
to be received from the subrogated parties once the amount of recovery has been determined
net of related costs.

Refund from premium

Under the discretion of the Board of Directors, the Company may declare a refund to its
policyholders based on the premiums paid on the fiscal period. This refund is recognized in
the statement of comprehensive income for the period in which it is declared.

Structured Settlements, Fire Mutuals Guarantee Fund and Financial Guarantee
Contracts

The Company enters into annuity agreements with various life insurance companies to
provide for fixed and recurring payments to claimants. Under such arrangements, the
Company's liability to its claimants is substantially transferred, although the Company
remains exposed to the credit risk should life insurers fail to fulfil their obligations.

The Company is a member of the Fire Mutuals Guarantee Fund ("the Fund"). The Fund
was established to provide payment of outstanding policyholders' claims if a member
company becomes insolvent. As a result, the Company may be required to contribute assets
to their proportionate share in meeting this objective.

These exposures represent financial guarantee contracts. The company accounts for
financial guarantee contracts in accordance with IFRS 4, Insurance Contracts.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, deposits at call with banks and other
short-term highly liquid investments with original maturities of three months or less. For
cash flow statement presentation purposes, cash and cash equivalents include bank
overdrafts.

Financial Instruments

The Company classifies its financial instruments into one of the following categories
based on the purpose for which the asset was acquired or liability incurred. All transactions
related to financial instruments are recorded on a trade date basis. The Company's
accounting policy for each category is as follows:

11



Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

3. Significant Accounting Policies (continued)

@
®

(i)

©

Financial Instruments (continued)

Fair value through profit and loss financial assets (FVTPL)

Financial assets at fair value through profit and loss investments are financial assets
that are quoted in an active market and are being actively traded. Any increase or decrease
in the market value is shown in the current year on the Statement of Comprehensive Income
as market value appreciation (depreciation) of investments. Term deposits, publicly traded
shares and pooled funds principally comprise these investments. The quoted market price
was used to determine the fair value of these investments. Transaction costs on these
investments are expensed as incurred. Interest on debt securities classified as fair value
through profit and loss is calculated using the effective interest method.

Amortized cost

This category includes outstanding premiums receivable and accounts payable and
accrued liabilities. They are initially recognized at cost and subsequently carried at
amortized cost using the effective interest method, less any impairment losses on financial
assets.

Transaction costs related to financial instruments in the amortized cost category are
added to the carrying value of the instrument.

Writedowns on financial assets in the amortized cost category are recognized when the
amount of a loss is known with sufficient precision and there is no realistic prospect of
recovery. Financial assets are then written down to net recoverable value with the
writedown being recognized in the statement of operations.

Property, Plant and Equipment

Property, plant and equipment are 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
at the following annual rates:

Buildings 5% declining balance
Office equipment 10% declining balance
Computers 33 1/3% straight-line

Depreciation methods, useful lives and residual values are reviewed annually and
adjusted if necessary.

12
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Significant Accounting Policies (continued)

®

®

(h)

Impairment of Non-Financial Assets

Non-financial assets are subject to impairment tests whenever events or changes in
circumstances indicate that their carrying amount may not be recoverable. Where the
carrying value of an asset exceeds its recoverable amount, which is the higher of value in
use and fair value less costs to sell, the asset is written down accordingly.

~For the purpose of assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset.

Where it is not possible to estimate the recoverable amount of an individual asset, the
impairment test is carried out on the asset's cash-generating unit, which is the lowest group
of assets in which the asset belongs for which there are separately identifiable cash flows.
Impairment charges are included in net income.

Facility Association

As a member of the Facility Association, the Company records its proportionate share of
the Association's revenue, expenses, unearned premiums and provision for unpaid claims.

Income Taxes

Income tax expense includes current and deferred tax. Current tax and deferred tax are
recognized in net income except to the extent that it relates to items recognized directly in

equity.

Current income taxes are recognized for the estimated income taxes payable or
receivable on taxable income or loss for the current year and any adjustment to income taxes
payable in respect of previous years. Current income taxes are determined using tax rates
and tax laws that have been enacted or substantively enacted by the year end date.

Deferred tax assets and liabilities are recognized where the carrying amount of an asset
or liability differs from its tax base, except for taxable temporary differences arising on the
initial recognition of an asset or liability in a transaction which is not a business
combination and at the time of the transaction affects neither accounting or taxable profit or
loss.

Recognition of deferred tax assets or unused tax losses, tax credits and deductible
temporary differences is restricted to those instances where it is probable that future taxable
profit will be available against which the deferred tax asset can be utilized. Deferred tax
assets are reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

The amount of deferred tax asset or liability is measured at the amount expected to be
recovered from or paid to the taxation authorities. This amount is determined using tax rates
and tax laws that have been enacted or substantively enacted by the year end date and are
expected to apply when the liabilities/(assets) are settled/(recovered).

13
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Significant Accounting Policies (continued)

@

@

(&)

o

Pension Plan

The Company participates in a defined contribution pension plan. The Company
accounts for the plan by recognizing contributions as an expense in the year to which they
relate.

Provisions

Provisions are recognized for liabilities of uncertain timing or amount that have arisen as
a result of past transactions including legal, equitable or constructive obligations. The
provision is measured at the best estimate of the expenditure required to settle the obligation
at the reporting date.

Foreign Currency Translation
Foreign currency accounts are translated into Canadian dollars as follows:

At the transaction date, each asset, liability, revenue and expense denominated in a
foreign currency is translated into Canadian dollars by the use of the exchange rate in effect
at that date. At the year end date, unsettled monetary assets and liabilities are translated into
Canadian dollars by using the exchange rate in effect at the year end date and the related
translation differences are recognized in net income. Exchange rate gains and losses arising
on the retranslation of monetary financial assets are treated as a separate component of the
change in fair value and recognized in net income. Exchange rate gains and losses on
non-monetary financial assets form part of the overall gain or loss recognized in respect of
that financial instrument.

Non-monetary assets and liabilities that are measured at historical cost are translated into
Canadian dollars by using the exchange rate in effect at the date of the initial transaction and
are not subsequently restated. Non-monetary assets and liabilities that are measured at fair
value or a revalued amount translated into Canadian dollars by using the exchange rate in
effect at the date the value is determined and the related translation differences are
recognized in net income consistent with where the gain or loss on the underlying
non-monetary asset or liability has been recognized.

Leased Assets

Where substantially all of the risks and rewards incidental to ownership of a leased asset
have been transferred to the Company (a "finance lease"), the asset is treated as if it had
been purchased outright. The amount initially recognized as an asset is the lower of the fair
value of the leased property and the present value of the minimum lease payments payable
over the term of the lease. The corresponding lease commitment is shown as a liability.
Lease payments are analyzed between capital and interest. The interest element is charged to
the statement of comprehensive income over the period of the lease and is calculated so that
it represents a constant proportion of the lease liability. The capital element reduces the
balance owed to the lessor.

Where substantially all of the risks and rewards incidental to ownership are not
transferred to the Company (an "operating lease"), the total rentals payable under the lease
are charged to the statement of comprehensive income on a straight-line basis over the lease
term. The aggregate benefit of lease incentives is recognized as a reduction of the rental
expense over the lease term on a straight-line basis.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

3. Significant Accounting Policies (continued)

(m)

Standards, Amendments and Interpretations Not Yet Effective

Certain new standards, amendments and interpretations have been published that are
mandatory for the Company's accounting periods beginning on or after January 1, 2021 or
later periods that the Company has decided not to early adopt. The company applied
Jjudgements related to the order and exclusion of immaterial disclosures consistent with the
amendment to IAS 1, Presentation of Financial Statements. The standards, amendments and
interpretations that will be relevant to the Company are:

IFRS 17 Insurance Contracts supersedes IFRS 4 Insurance Contracts, IFRS 17
fundamentally changes how entities account for insurance contracts, introducing a default
“building block approach”, which disaggregates the cash flows in an insurance contract and
provides a different measurement basis for each component and a simplified “premium
allocation approach™ for certain short-term contracts. Assumptions used in measuring
insurance assets and liabilities such as cash flows, discount rates and risk adjustment will be
updated at each reporting period. The discount rate will reflect the characteristics of the
insurance liabilities and the estimated future cash flows to settle claims incurred will be
discounted unless the period of time between claim occurrence and settlement is less than
one year. Presentation changes include ‘insurance revenue’ replacing the current reporting
of ‘written premiums’ and ‘earned premiums’ and insurance contract assets and liabilities
will not be netted. Under this standard, premiums receivable, unearned premiums and claims
payable may no longer be presented separately from other insurance assets and liabilities.
The effective date for IFRS 17 is January 1, 2023 with mandatory restatement of
comparative periods. The Company has not yet determined the impact of adoption, however,
it is expected to significantly impact the overall Financial Statements.

None of the other new standards, interpretations and amendments, which are effective
for the Company's accounting periods beginning after January 1, 2021 and which have not
been adopted early, are expected to have a material effect on the Company's future financial
statements.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

4. Critical Accounting Estimates and Judgments

The Company makes estimates and assumptions about the future that affect the reported

amounts of assets and liabilities. Estimates and judgments are continually evaluated and based on
historical experience and other factors, including expectations of future events that are believed to
be reasonable under the circumstances. In the future, actual experience may differ from these
estimates and assumptions.

The effect of a change in accounting estimate is recognized prospectively by including it in

comprehensive income in the period of the change, if the change affects that period only; or in the
period of change and future periods, if the change affects both.

The estimates and assumptions that have a significant risk of causing material adjustment to

the carrying amounts of assets and liabilities within the next financial year are discussed below.

()

(b)

(©

Provision for Unpaid Claims

The estimation of the provision for unpaid claims and the related reinsurers' share are
the Company's most critical accounting estimates. There are several sources of uncertainty
that need to be considered by the Company in estimating the amount that will ultimately be
paid on these claims. The uncertainty arises because all events affecting the ultimate
settlement of claims have not taken place and may not take place for some time. Changes in
estimate of the provision can be caused by receipt of additional claim information, changes
in judicial interpretation of contracts or significant changes in severity or frequency of
claims from historical trends. The estimates are based on the Company's historical
experience and industry experience. More details are included in Note 9.

Impairment of Investments

The Company determines that its investments are impaired when there has been a
significant or prolonged decline in fair value below its cost. The determination of what is
significant or prolonged requires judgment. In making this judgment, the Company
considers, among other factors, the normal volatility in market price, the financial health of
the investee and industry and sector performance.

Income Taxes

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.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

S. Financial Instrument Classification

The carrying amount of the Company's financial instruments by classification is as follows:

FVTPL Assets at Liabilities at
amortized cost amortized cost Total

December 31, 2020
Cash $ 6,287,027 § - 5 - § 6,287,027
Investments (Note 6 ) 34,003,389 - - 34,003,389
Outstanding premiums

receivable - 6,267,175 - 6,267,175
Accounts payable and

accrued liabilities - - (2.602.752) (2.602.752)

$__40290416 $__ 6.267.175 $__(2.602.752) $__43.954,839

December 31, 2019

Cash 3,367,295 - - 3,367,295
Investments (Note 6) 34,538,570 - - 34,538,570
Outstanding premiums

receivable - 5,787,479 - 5,787,479
Accounts payable and

accrued liabilities - - (1.315.599) (1.315.599)
) §__37.905865 $__ 5.787.479 $_ (1.315.599) $__ 42.377.745

6. Investments

The following table provides cost and fair value information of investments by type of
security and issuer. The maximum exposure to credit risk would be the fair value as shown below.

December 31, 2020 December 31, 2019
Cost Fair Value Cost Fair Value

Equity investments
Shares ) 18 19 1 8 1
Mutual funds 8,089,610 9,408,473 6,940,658 8,293,208
Pooled funds 15,062,245 15,474,513 13,851,194 13,767,232
GICs ) 9,087,273 9,087,273 12,445,940 12,445,940
Fire Mutuals

Guarantee fund 32.641 33.129 32.154 32.189

Total investments §__32.271.770 $_ 34.003.389 $_ 33.269.947 $__ 34.538.570




Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

6. Investments (continued)

The following table provides an analysis of investments that are measured subsequent to
initial recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair

value is observable:

Level 1 - fair value measurements are those derived from quoted prices (unadjusted) in active

markets for identical assets or liabilities that the entity can access at measurement date;

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).

Level 1 Level 2 Level 3 Total
December 31, 2020
Equity investments
Canadian . § - $ - $ 1 1
U.s. - - - -
Mutual funds 9,408,473 - - 9,408,473
Pooled funds
Cdn. fixed
income - 15,474,513 - 15,474,513
GICs - 9,087,273 - 9,087,273
Fire Mutuals
Guarantee fund - - 33.129 33.129
$ 9.408473 $ 24.561.786 $ 33,130 34.003.389
: Level 1 Level 2 Level 3 Total
December 31, 2019
Equity investments
Canadian $ - $ - b 1 1
U.S. - - - -
Mutual funds 8,293,208 - - 8,293,208
Pooled funds
Cdn. fixed
income s 13,767,232 - 13,767,232
GICs - 12,445,940 - 12,445,940
Fire Mutuals
Guarantee fund - - 32.189 32.189
3 8.293.208 $ 26.213.172 § 32,190 34.538.570
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Investments (continued)

There were no transfers between Level 1 and Level 2 for the years ended December 31, 2019
and 2020. The following table presents a reconciliation of the other investments which are only the
Level 3 investments:

2020 2019
Balance - beginning of year $ 32,190 § 30,965
Gains (losses) recognized in net

income 940 1,225
Purchases - -
Sales - -
Transfers into Level 3 - -

Balance - end of year §___33.130 §__ 32.190

For the Level 3 investments in unquoted equities, fair value is estimated using a discounted
cash flow model which includes some assumptions that are not supportable by observable market
prices or rates. In determining the fair value, an earnings growth factor of 2.1% and a risk adjusted
discount factor of 1.9% are used. If these inputs to the valuation model were 1.0% higher or lower,
while all the other variables were held constant, the carrying amount of the shares would be affected
by § 1,000.

The company has determined that no investments have incurred a significant or prolonged
decline in their fair value, which constitutes objective evidence of impairment. As a result, an
impairment loss of $ nil and $ nil has been recognized in net income for the years ended
December 31, 2020 and 2019, respectively. Interest income on the impaired financial assets was
$ nil (2019 ~'$ nil).

Shares, mutual funds and the Fire Mutuals Guarantee fund have no specific maturity.
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For the year ended December 31, 2020

7. Investments and Other Income

2020

Interest income

Dividend and other
income

Investment expense

Net realized gains

Change in unrealized
gains

Other income

2019

Interest income

Dividend and other
income

Investment expense

Net realized gains

Change in unrealized
gains ’

Other income

FVTPL Other Total

$ 354,870 § - $ 354,870
689,947 - 689,947
(132,269) - (132,269)

112,117 - 112,117

462,996 - 462,996

- 11.388 11.388

$_ 1487661 $ 11,388 §$__ 1.499.049

$ 458,812 § - $ 458,812

633,476 - 633,476
(123,945) - (123,945)

214,596 - 214,596

1,158,734 - 1,158,734

- 15.715 15,715

§___2341.673 § 15.715 §__ 2.357.388
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

8. Property, Plant and Equipment

Cost
Balance at January 1,
2019
Additions
Disposals
Balance at December
31,2019
Additions
Disposals
Balance at December
31,2020

Accumulated
Depreciation
Balance at January 1,
2019
Depreciation
expense
Disposals
Balance at December
31,2019
Depreciation
expense
Disposals
Balance at December
31,2020

Net book value
December 31, 2019
December 31, 2020

Office

Land Building  Equipment Computers Total
§ 362,013 $ 1,517,037 $ 303,271 $§ 435718 $ 2,618,039
- 109,132 - 143,833 252,965
362,013 1,626,169 303,271 579,551 2,871,004
= 3,923 58,904 49,535 112,362
$__362.013 $_1.630.092 362.175 $__629.086 $_2.983.366
$ - § 625,440 34,565 $ 338,402 $ 998,407
- 45,087 25,673 62,304 133,064
- 670,527 60,238 400,706 1,131,471
- 46,759 25,903 103,282 175,944
$ = §___717.286 86.141 $__503.988 $_1.307.415
§__362.013 §__ 955.642 243033 §_ 178.845 §$_1.739.533
§__362.013 $__ 912.806 276,034 §__125098 §_1.675.951




Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

9. Insurance Contracts

(i) Due from reinsurers

2020 2019

Balance - beginning of year $ 101,956 $ 956,621
Submitted to reinsurer 1,935,948 1,298,582
Received from reinsurer (1,971,597) (2.153.247)
Balance - end of year $ 66,307 $ 101,956
Expected settlement within one year 66,307 101,956

More than one year - -

$ 66,307 $ 101.956

At year end, the Company reviewed the amounts owing from (due to) its reinsurer and
determined that no allowance was necessary.

(ii) Due from reinsurer - ceded claims

2020 2019

Balance - beginning of year $ 2477208 § 3,203,000
New claims reserve 457,664 803,409
Change in prior year's reserve 999,725 719,962
Submitted to reinsurer (1,971,597) (2.249.163)
Balance - end of year $___1.963.000 $___2.477.208
Expected settlement within one year 17,008 351,474
More than one year 1,945,992 2.125.734

§___1.963.000 §$__ 2.477.208

(iii) Deferred policy acquisition expenses

2020 2019

Balance - beginning of year $ 912,998 3 847,098

Acquisition costs incurred 2,102,479 1,828,576
Expensed during the year (1,972,704) (1.762.676)

Balance - end of year §___1.042.773 § 912.998

Deferred policy acquisition expense will be recognized as an expense within one year.

(iv) Unearned premiums (UEP)

2020 2019
Balance - beginning of year $__7.819316 $___7.122.646
Premiums written 17,935,751 15,886,268
Premiums earned during year (17,038.172) (15.189.598)
Changes in UEP recognized in
income 897.579 696.670

Balance - end of year $__ 8,716,895 $__ 7.819.316
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

9. Insurance Contracts (continued)

(vi)

(vii)

Comments and assumptions for specific claims categories

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 have created 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 must participate in industry automobile residual pools of business and
recognizes a share of this business based on its automobile market share. The Company
records its share of liabilities provided by the actuaries of the pools.

Claims and adjustment expenses

Changes in claim liabilities recorded in the balance sheet for the years ended
December 31, 2020 and 2019 and their impact on claims and adjustment expenses for the
two years are as follows:

2020 2019

Unpaid claim liabilities - beginning of year - net of reinsurance $§ 6,119,523 §$ 5,765,001
Increase (decrease) in estimated losses and expenses, for losses

occurring in prior years 1,006,568 (519,489)
Provision for losses and expenses on claims occurring in the
current year - 6,331,794 6,683,583
Payment on claims:
Current year (3,711,225) (3,426,062)
Prior years (3,922.660) (2.383.510)
Unpaid claims liabilities - end of year - net of reinsurance 5,824,000 6,119,523
Reinsurer's share and subrogation recoverable 1.963.000 2.477.208
Unpaid Claim Liabilities - end of year - Gross $___7.787.000 $__ 8.596.731

(viii)

The change in estimate of losses occurring in prior years is due to changes arising from
new information received.

Provision for unpaid claims and adjustment expenses

The determination of the provisions for unpaid claims and adjustment expenses and
the related reinsurers' share requires the estimation of three major variables which are
development of claims, reinsurance recoveries and future investment income.

The Superintendent of the Financial Services Regulatory Authority of Ontario has
required that consideration of future investment income be disregarded except in the
evaluation of automobile accident benefit claims.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

10. Pension Plan

As of January 1, 2015, all employees previously enrolled in the defined benefit pension plan
were transferred to a defined contribution pension plan. Previously, only employees not eligible for
the defined benefit plan and sales agents participated in the defined contribution plan. The amount
contributed to the plan for 2020 was $ 193,341 (2019 - $ 167,629). The contributions were made for
current service and have been recognized in comprehensive income.

The Company also contributed $ nil (2019 - § 15,837) to a deferred profit sharing plan,
These payments are included in expenses on the statement of income.
11.  Income Taxes

The Company is subject to income taxes on that portion of its income derived from insuring
other than farm related risks.

The significant components of tax expense included in comprehensive income are composed

of:
. 2020 2019
Current tax expense
Based on current year taxable income $ 528429 § 799,896
Adjustments for over/under provision in prior periods - (26.035)

$__528.429 $__773.861

Deferred tax expense
Origination and reversal of temporary differences $ (761) $§ 51,666
Reduction in tax rate = -

) (761) $__ 51.666

Reasons for the difference between current tax expense for the year and the expected
income taxes based on a statutory tax rate of 26.50% (2019 - 26.50%) are as follows:

2020 2019

Net income for the year before income taxes $.2.649.918 $ 3.658.195
Expected taxes based on the statutory rate of 26.50% (2019 - 26.50%) 702,228 969,422
Non-deductible portion of claims liabilities 9,254 24,157
Other non-deductible expenses 442 916
Market to market and other adjustments related to investments (182,833) (167,876)
Depreciation in excess of capital cost allowance (capital cost allowance

in excess of depreciation) 267 (26,723)
Other (929) -
Total income tax expense $__528429 $_ 799.896
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

11. Income Taxes (continued)

The movement in the 2020 deferred tax liabilities and assets are:

Deferred tax
liabilities

Tax losses and
credits

Property, plant and
equipment

Claims liabilities

Deferred tax liability

Deferred tax assets

Tax losses and
credits

Claims liabilities

Property, plant and
equipment

Deferred tax asset

2020 net deferred tax
asset (liability).
movement

Opening Reclassify Closing

balance at Recognized Recognized fromequity balance at

January 1, in net Recognized directly in to net December

2020 income in OCI equity income 31,2020

$ - b - $ § - $ - $ -
54,898 (2,784) - - 52,114
41.619 2.023 - - 43.642

$___96.517 § (761) § $ - $ - $__95.756

$ - $ - $ $ - $ = 3 =

§ - $ = $ $ - § - $ -

§__(96.517) § 761 $ $ - $ - $___(95.756)
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

11.  Income Taxes (continued)

The movement in the 2019 deferred tax liabilities and assets are:

Opening Reclassify ~ Closing
balance at Recognized Recognized fromequity balance at
January 1, in net Recognized directly in to net December
2019 income in OCI equity income 31, 2019
Deferred tax
liabilities
Property, plant and
equipment $ 28,174 § 26,724 § - $ - $ - $ 54,898
Claims liabilities 16.677 24.942 - - - 41.619
Deferred tax liability $__ 44851 § 51.666 $ - 3 - 5 - §___96517
Deferred tax asséts
Tax losses and
credits $ - $ - $ - $ “ $ “ $ .
Claims liabilities - - - - - -
Property, plant and
equipment - - - - - -
Deferred tax asset $ - 5 - $ - $ - $ - $ -
2019 net deferred tax
asset (liability)
movement §__(44.851) §__ (51.666) $ - $ - $ - $___(96.517)
2020 2019
Deferred tax liabilities
Deferred tax liabilities to be settled within 12 months $ 43,642 $ 41,619
Deferred tax liabilities to be settled after more than 12 months 52.114 54.898
$__ 95756 $__ 96.517
Deferred tax assets
Deferred tax assets to be recovered within 12 months $ - 5 =
Deferred tax assets to be recovered after more than 12 months - -
$ - $ -
Net deferred tax asset (liability) $__(95.756) $__ (96.517)

12. Gross Claims and Adjustment Expenses

Included in claims expenses were wage and benefits costs and overhead costs of $ 601,483

(2019 - § 534,703).
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13.

14.

15.

Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

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,

2020 2019

Compensation
Short-term employee benefits, wages and directors' fees $ 557,470 $ 539,739
Total pension and other post-employment benefits 42,332 43,590
Premiums 160,452 128,925
Claims paid 3,751 11,094

Amounts owing to and from key management personnel at December 31, 2020 are
$ 54,856 (2019 - $ 2,000) and $ 22,776 (2019 - $ 18,360), respectively.

Amounts purchased from key management personnel during the 2020 year were $ nil
(2019 - $.nil).

Capital Management

The Company's objectives with respect to capital management are to maintain a capital
base that is structured to exceed regulatory requirements and to best utilize capital allocations.

The regulators measure the financial strength of property and casualty insurers using a
minimum capital test (MCT). The regulators gencrally expect property and casualty companies to
comply with capital adequacy requirements. This test compares a company's capital against the
risk profile of the organization. The risk-based capital adequacy framework assesses the risk of
assets, policy liabilities and other exposures by applying various factors. The regulator indicates
that the Company should produce a minimum MCT of 150%. During the year, the Company has
consistently exceeded this minimum. The regulator has the authority to request more extensive
reporting and can place restrictions on the Company's operations if the Company falls below this
requirement as deemed necessary.

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

Insurance Risk Management

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. 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. The variability of risks is also improved by careful selection and implementation of
underwriting strategy guidelines, as well as the use of reinsurance arrangements.

30



15.

Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Insurance Risk Management (continued)

The Company purchases reinsurance as part of its risks mitigation program. Retention
limits for the excess-of-loss reinsurance vary by product line.

Amounts recoverable from reinsurers are estimated in a manner consistent with the
outstanding claims provision and are in accordance with the reinsurance contracts. Although the
Company has reinsurance arrangements, it is not relieved of its direct obligations to its
policyholders and thus a credit exposure exists with respect to ceded insurance, to the extent that
any reinsurer is unable to meet its obligations assumed under such reinsurance agreements.

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 Ontario.

The Company manages the risk via its underwriting and reinsurance strategy within an
overall risk management framework. Exposures are limited by having documented underwriting
limits and criteria. Pricing of property and liability policies are based on assumptions in regard to
trends and past experience, in an attempt to correctly match policy revenue with exposed risk.
Automobile premiums are subject to approval by the Financial Services Regulatory Authority of
Ontario and, therefore, may result in a delay in adjusting the pricing to exposed risk; in this case
the Company has policies regarding renewal and new business accepted. Reinsurance is
purchased to mitigate the effect of the potential loss to the Company. Reinsurance is placed with
Farm Mutual Reinsurance Plan Inc. (FMRe), a Canadian registered reinsurer.

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
$ 500,000 (2019 - $ 290,000) in the event of a property claim, an amount of $ 500,000
(2019 - $ 340,000) in the event of an auto claim, an amount of $ 500,000 (2019 - $ 320,000) in
the event of a liability claim and an amount of $ 60,000 (2019 - $ 20,000) in the event of a
farmer's accident claim. The Company also obtained reinsurance which limits the Company's
liability to $ 1,500,000 (2019 - $ 870,000) 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% of gross net earned premiums for property, automobile and
liability combined.

The Company is exposed to pricing risk to the extent that unearned premiums are
insufficient to meet the related future policy costs. Evaluation is performed regularly to estimate
future claims costs, related expenses and expected profit in relation to unearned premiums. There
was no premium deficiency at December 31, 2020 and 2019, respectively.

The risk associated with insurance contracts is complex and subject to a number of
variables which complicate quantitative sensitivity analysis. The Company's various techniques,
based on past claims development experience, quantify these sensitivities. This includes
indicators such as average claim costs, amount of claims occurrence, expected loss ratios and
claims development as described in Note 9.

In relation to COVID-19, the Company applied judgement and actuarial standards to
determine its unpaid claims using different scenarios and assumptions based on the information
currently available.
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Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

15.  Imsurance Risk Management (continued)

The provision for unpaid claims and accounts receivable from the company's reinsurer are

categorized as follows:

2020 2019
Type of Unpaid Claim Gross Ceded Gross Ceded
Property $ 1,257,604 $ 155415 § 1,802,698 § 473,084
Liability 1,558,416 430,447 1,885,357 622,367
Automobile 4,528,042 1,377,138 4,486,419 1,381,757

Facility Association
and risk sharing
pool 442,938 - 422.257 -

$__7,787.000 §_1.963.000 $_8596.731 $_ 2.477.208

Results of sensitivity testing based on expected loss ratios are as follows, shown gross
and net of reinsurance as impact on pre-tax income:

Property Claims Auto Claims Liability Claims
2020 2019 2020 2019 2020 2019
5% Increase in Loss
Ratios
Gross $ 359,046 § 348,847 $ 427,812 $373,436 $ 58,870 $ 39,473
Net 324,761 309,412 370,360 315,265 45,333 30,297
5% Decrease in Loss
Ratios
Gross (359,046) (348,847) (427,812) (373,436) (58,870)  (39,473)
Net ’ (324,761)  (309,412) (370,360) (315,265)  (45,333)  (30,297)

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.

32



16.

17.

Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Credit Risk

Credit risk is the risk of financial loss to the Company if a debtor fails to make payments of
interest and principal when due. The Company is exposed to this risk related to its debt holdings
in its investment portfolio and the reliance on reinsurers to make payment when certain loss
conditions are met.

The Company's investment policy puts limits on the bond portfolio including portfolio
composition limits, issuer type limits, bond quality limits, aggregate issuer limits, corporate
sector limits and general guidelines for geographic exposure. All fixed income portfolios are
measured for performance on a quarterly basis and monitored by management on a monthly
basis.

Reinsurance is placed with FMRe, a Canadian registered reinsurer. Management monitors
the creditworthiness of FMRe by reviewing their annual financial statements and through
ongoing communications. Reinsurance treaties are reviewed annually by management prior to
renewal of the reinsurance contract.

Accounts receivable are short-term in nature, consisting of a large number of
policy-holders and are not subject to material credit risk. Regular review of outstanding
receivables is performed to ensure creditworthiness.

The maximum exposure to credit risk and concentration of this risk is outlined in Note 6.

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.

Market Risk

Market risk is the risk that fair value of future cash flows of a financial instrument will
fluctuate as a result of market factors. Market factors include three types of risk: currency risk,
interest rate risk and equity risk.

The Company's investment policy operates within the guidelines of the Ontario 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.

(a) Currency Risk

Currency risk relates to the Company operating in different currencies and
converting non-Canadian earnings at different points in time at different foreign
exchange levels when adverse changes in foreign currency exchange rates occur.

The Company's foreign exchange risk is related to its bond, stock and mutual fund
holdings. Foreign currency changes are monitored by the Board of Directors. A 1%
change in the value of the United States dollar would affect the fair value of bonds,
stocks and mutual funds by approximately $ 20,100 (2019 - $ 9,900) which would be
reflected in net 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.
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17.

Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Market Risk (continued)

(b)

©

Interest Rate Risk

Interest rate risk is the potential for financial loss caused by fluctuations in fair
value or future cash flows of financial instruments because of changes in market interest
rates. The Company is exposed to this risk through its interest-bearing investments.

Historical data and current information are used to profile the ultimate claims
settlement pattern by class of insurance, which is then used in a broad sense to develop
an investment policy and strategy. However, because a significant portion of the
Company's assets relate to its capital rather than liabilities, the value of its interest rate
based assets exceeds its interest rate based liabilities. As a result, generally, the
Company's investment income, as recognized on the statement of comprehensive income,
will move with interest rates over the medium to long-term. There are no occurrences
where interest would be charged on liabilities. Therefore, little protection is needed to
ensure the fair market value of assets will be offset by a similar change in liabilities due
to an interest rate change.

The objective and policies and procedures for managing interest rate risk is to
manage the bond portfolio in such a way that the bonds are a portfolio laddered over 10
years. One tenth of the bond portfolio would come due each year and be reinvested. This
protects the Company from fluctuations in the interest rates.

At December 31, 2020, a 1% move in interest rates, with all other variables held
constant, could impact the market value of the fixed income pooled fund by $ 553,800
(2019 - $ 500,500). These changes would be recognized in 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.

Equity Risk

Equity risk is the uncertainty associated with the valuation of assets arising from
change in equity markets. The Company is exposed to this risk through its equity
holdings within its investment portfolio.

The Company's portfolio includes Canadian stocks with fair values that move with
the Toronto Stock Exchange Composite Index, United States stocks with fair values that
move with the S&P 500 Index and international stocks that move with financial markets
in Europe, Australia and Asia. A 10% movement in the stock markets, with all other
variables held constant, would have an estimated effect on the fair value of the
company's Canadian common stocks and United States common stocks of approximately
$ 940,900 (2019 - § 829,400). For stocks that the Company did not sell during the period,
the change would be recognized in the asset value and the statement of comprehensive
income. For stocks that the Company did sell during the period, the change during the
period and changes prior to the period would be recognized as net realized gains in
income during the period.

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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20.

Tradition Mutual Insurance Company
Notes to the Financial Statements
For the year ended December 31, 2020

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet all cash outflow
obligations as they come due. The Company mitigates this risk by monitoring cash activities and
expected outflows. Current liabilities arise as claims are made. There are no material liabilities
that can be called unexpectedly at the demand of a lender or client. There are no material
commitments for capital expenditures and there is no need for such expenditures in the normal
course of business. Claim payments are funded by current operating cash flow, including
investment income.

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.

Comparative Figures

Certain of the 2019 figures on the statement of comprehensive income have been
reclassified to conform to the 2020 financial statement presentation.

Impact of COVID-19 Pandemic

During the year, the World Health Organization declared COVID-19 a pandemic. As a
result, some government services were temporarily suspended, international travel was limited
and health authorities advised individuals to practice “social distancing”. Furthermore, the
Provincial government ordered that non-essential businesses and services must close effective
March 25, 2020. Over the year, the Provincial government implemented a phased, regional
approach to allowing businesses and services to reopen.

On December 21, 2020, the Ontario government ordered that non-essential businesses and
services must close effective December 26, 2020. This order is effective until February 16, 2021
in Southern Ontario.

On January 12, 2021, the Ontario government declared a state of emergency and issued a
stay-at-home order effective January 14, 2021. This order requires all residents of the province to
remain at home except for essential purposes or essential work. Additional public health measures
were enacted, limiting the size of public gatherings and restricting hours of operations for certain
retail businesses.

Governments and banks have introduced several monetary and fiscal measures designed to
stabilize economic conditions. The success of these measures is not currently determinable. The
current economic climate may lead to adverse changes in cash flows, working capital levels or
debt balances, which may have a direct impact on the company's operating results and financial
position in the future,

It is uncertain how long these conditions may continue and an estimate of any future
financial impact on the company cannot be made.
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