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Message from the Chair
Pacific Blue Cross has a long history of serving the health needs of British 
Columbians. As shifting demographics bring new demands for more 
innovation, portability and choice in health coverage from our Members, in 
2016 I was pleased to lead the board in deliberations to approve a new, 5-year 
strategic plan for Pacific Blue Cross. The board fully supports the new “Member 
First” strategy undertaken by the executive leadership team and believes it will 
ensure our organization’s success for years to come.

Coincidentally, in 2016 the BC government modernized the Societies Act for 
the first time since the 1970’s to distinguish between ‘member-funded societies’ and ‘publicly-funded 
societies’. At an extraordinary general meeting in December, our members voted in favour of becoming 
a member-funded society. Pacific Blue Cross continues to operate as we did under the old Act, including 
publishing annual reports and holding annual general meetings for our members.

In October I had the pleasure of representing the board at the Pacific Blue Cross Long Service Dinner. 
Employees who have worked here for ten or more years received a special invitation to the dinner held in 
their honour. More than 400 employees received invitations – more than half of our organization – many 
celebrating employment milestones of 30, 35 and 40+ years. It is a testament not only to their incredible 
loyalty to this organization, but to the desirability of Pacific Blue Cross as a top employer in BC.

Again the board was delighted to see employees actively engaged in our community impact programs, 
as volunteers and members of our Health Foundation Board. In 2016, more than a third of employees 
contributed to our annual United Way campaign, raising a record $54,000 for social impact programs 
across the lower mainland. They also rode the Big Bike through the streets of Burnaby for the Heart and 
Stroke Foundation and answered phones during BC Children’s Hospital’s Miracle Weekend. Our board 
member, Dr. Malcolm Williamson, participated in Covenant House Vancouver’s Sleep Out event benefitting 
homeless youth and helped them raise more than $650,000.

In keeping with our mission, in 2016 the Health Foundation contributed broadly to community 
organizations in British Columbia. Notables include the Canadian Cancer Society Wig Bank, the Pacific 
Autism Family Centre and Kelowna General Hospital’s Neonatal Care Unit. Two grant recipients – Crisis 
Centre BC and the BC Schizophrenia Society – nominated Pacific Blue Cross for the Giving Hearts Award in 
conjunction with National Philanthropy Day in Canada. And our Individual Plans team continued our long-
standing support for Children’s Wish Foundation as the provider of free travel insurance to children whose 
health conditions would otherwise make them ineligible for coverage.

I end with a note of tribute to former long-serving board member Frank Gillespie, who passed away in 
October following a long illness. Frank was a former teacher and registered nurse and was elected to the 
Pacific Blue Cross Board in 2001. He served on several board committees and on the executive boards 
of the British Columbia Nurses Union, Registered Nurses Association of British Columbia and College of 
Registered Nurses of BC. Frank was dedicated to social justice issues such as racism, sexism, homophobia 
and equality for marginalized people and the disabled. On behalf of the board, I share my deepest respects 
for Frank and his contributions to the health and wellbeing of British Columbians.

Mark Olsen
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Message from the President and CEO
April 26, 2017

Financially Healthy and Strategically Focused 
Benjamin Franklin once said “When you’re finished changing, you’re finished,” 
and Pacific Blue Cross is nowhere near the finish line. We achieved a new high 
in top-line revenue growth in 2016 at $1.44 billion and earned the highest 
rating from the Financial Institutions Commission (FICOM) supervisory 
examination for the depth and strength of our business. 

We made significant investments in technology, data analytics and fraud detection. We began converting 
our massive data repository into visual analytics to produce the first of many Stewardship Reports for plan 
sponsors. These reports provide new insights into benefits usage to support strategic planning and drug 
cost control. We vastly improved our mobile claiming app for members, and automated Special Authority 
drug approval confirmation in partnership with BC PharmaCare, reducing Special Authority approval wait 
times by weeks. 

Pacific Blue Cross maintained a healthy Minimum Continuing Capital and Surplus Requirement (MCCSR) 
ratio of 240%, well above the insurance industry average in Canada of 222%. As we do every year, we 
produced an audited Management Report on Internal Controls (CSAE 3416) which illustrated the diligence 
of our claims processing.

In 2016, Pacific Blue Cross was nominated for numerous marketing and business awards and ranked 
among the top 50 private companies and the top 20 most loved brands in the province by BC Business 
Magazine. Our commitment to providing a healthy and productive workplace earned us the distinction of 
being named to the list of BC’s Top Employers®. 

The Bottom Line
While 2016 brought record top-line growth for Pacific Blue Cross, very aggressive national competition 
and downward pressure on Administrative Services Only (ASO) margins continues to threaten our 
sustainability. It became even more apparent in 2016 that we would not win a ‘race to the bottom’ –  
nor did we want to. We needed to make a strategic shift in thinking and be more operationally efficient, 
improve our product offerings and deliver even higher levels of customer service to compete.  

This shift started with the appointments of two executive team members in early 2016: Naveen Kapahi 
as incoming President of our third party administration subsidiary DA Townley, and Farzana Adatiya as 
Senior Vice-President of Strategy and Implementation. Naveen brought his experience and talent gained 
at global consulting firms Mercer and Aon Hewitt. Farzana was previously a vice president in the consumer 
division of Anthem Blue Cross – the largest Blue Cross Blue Shield organization in the U.S., with 38 million 
medical members.  
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Member First Strategy
By late 2016, our Board of Directors approved of a new five-year strategic plan – the first in our history. 
The plan set us on a course to transform Pacific Blue Cross into a ‘Member First’ culture, with a focus on 
accountability, innovation and strength as British Columbia’s #1 benefits provider.  We began extensive 
renovations to transform our building into a modern space and provide a more inviting and healthy work 
environment for employees. This included the expansion of our onsite cafeteria and gym, an innovation 
centre and universal sit-stand workstations. 

The year ended with the departure of Human Resources Vice-President Jean Wong and COO Anne 
Kinvig’s announcement of her intention to retire in early 2017. We promoted Rob Chiarello to the role of 
Vice President of Human Resources and Chief Privacy Officer. Rob has been with Pacific Blue Cross for 17 
years. He previously led our group services transformation project and doubled the efficiency of our plan 
onboarding process.  We began work to reorganize executive team portfolios to align with our strategic 
plan, and announced those changes in early 2017.

Many of you are aware that last year ended with some disappointment, as the aggressive price 
competition I mentioned earlier resulted in two long-time public sector plan sponsors choosing to go with 
national carriers not domiciled in British Columbia. We adjusted quickly to find savings and were able to 
avoid union job losses. However, we all feel disheartened to lose those valued members who have grown 
up with our organization, and hope we may someday win them back. 

Pacific Blue Cross remains strong as British Columbia’s #1 benefits provider.  I thank all of you as our 
members, plan sponsors, advisors, providers and employees for your loyalty and commitment to Pacific 
Blue Cross as we embark on a new era of growth and positive change.

Jan K. Grude, President and CEO
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Responsibility for the Annual Report
The management of PBC Health Benefits Society is responsible for the integrity and fair presentation of 
the financial statements and other information in the Annual Report. The complete financial statements, 
prepared in accordance with International Financial Reporting Standards (IFRS), include amounts based 
on estimates and judgments. Financial information and operating data presented elsewhere in this Annual 
Report are consistent with that in the complete financial statements.

PBC Health Benefits Society maintains systems of internal accounting and administrative controls which 
provide management with reasonable assurance that assets are safeguarded and reliable financial records 
are maintained. This system includes written policies and procedures, an organizational structure that 
segregates duties and a program of periodic audits by internal auditors.

The Appointed Actuary is appointed by the Board of Directors to carry out an annual valuation of the 
insurance liabilities. In performing this valuation, the Appointed Actuary makes assumptions as to future 
rates of interest, mortality, morbidity, expenses, inflation, reinsurance recoveries, and other contingencies, 
taking into account the circumstances of the Society and the policies in force. The Appointed Actuary is 
responsible for ensuring that these assumptions and the methods for the valuation of insurance liabilities 
are in accordance with accepted actuarial practice, applicable legislation, and associated regulations and 
directives, and is required to provide an opinion on the appropriateness of the insurance liabilities at the 
balance sheet date to meet all policyholder obligations of PBC Health Benefits Society. 

KPMG LLP, an independent auditor, has been appointed to express an opinion as to whether these 
financial statements fairly present the Society’s financial position and operating results in all material 
respects in accordance with Canadian generally accepted accounting principles. 

The Appointed Actuary and independent auditor may consider each other’s work in discharging their 
respective responsibilities.

The Board of Directors have reviewed and approved these financial statements. To assist the Board in 
meeting its responsibility, it has appointed an Audit Committee, comprised entirely of independent 
Directors. The committee meets periodically with management, the internal auditors and the independent 
auditors to review internal accounting controls, audit results and accounting principles and practices.

John Crawford, FCPA, FCA
Senior Vice President & Chief Financial Officer
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Appointed Actuary’s Report 
February 21, 2017
To the members of PBC Health Benefits Society:

I have valued the policy liabilities and reinsurance recoverables of PBC Health Benefits Society (operating 
as Pacific Blue Cross) for its consolidated statement of financial positon at December 31, 2016 and their 
changes in the statement of income for the year then ended in accordance with the accepted actuarial 
practice in Canada including selection of appropriate assumptions and methods.

In my opinion, the amount of policy liabilities net of reinsurance recoverables makes appropriate 
provision for all policy obligations and the consolidated financial statements fairly present the results of 
the valuation.

Wendy Harrison, FCIA 
Eckler Ltd
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KPMG LLP 
PO Box 10426 777 Dunsmuir Street 
Vancouver BC V7Y 1K3 
Canada 
Telephone (604) 691-3000 
Fax (604) 691-3031 

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. KPMG Canada provides 
services to KPMG LLP. 

INDEPENDENT AUDITORS' REPORT 

To the Members of PBC Health Benefits Society 

We have audited the accompanying consolidated financial statements of PBC Health 
Benefits Society (operating as Pacific Blue Cross), which comprise the consolidated 
statement of financial position as at December 31, 2016, the consolidated statements of 
comprehensive income, changes in equity and cash flows for the year then ended, and 
notes, comprising a summary of significant accounting policies and other explanatory 
information.

Management’s Responsibility for the Consolidated Financial Statements 

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

Auditors’ Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements 
based on our audit. We conducted our audit in accordance with Canadian generally 
accepted auditing standards. Those standards require that we comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance about 
whether the consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the consolidated financial statements. The procedures selected 
depend on our judgment, including the assessment of the risks of material misstatement 
of the consolidated financial statements, whether due to fraud or error. In making those 
risk assessments, we consider internal control relevant to the entity’s preparation and 
fair presentation of the consolidated financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's internal control. An audit also 
includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating 
the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our audit opinion. 
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PBC Health Benefits Society 
Page 2 

Opinion

In our opinion, the consolidated financial statements present fairly, in all material 
respects, the consolidated financial position of PBC Health Benefits Society as at 
December 31, 2016, and its consolidated financial performance and its consolidated 
cash flows for the year then ended in accordance with International Financial Reporting 
Standards. 

Comparative Information 

Without modifying our opinion, we draw attention to note 26 to the consolidated financial 
statements which indicates that the comparative information presented as at and for the 
year ended December 31, 2015 has been reclassified. 

The consolidated financial statements of PBC Health Benefits Society as at and for the 
year ended December 31, 2015, excluding the reclassification described in note 26 to 
the consolidated financial statements, were audited by another auditor who expressed 
an unmodified opinion on those financial statements on February 25, 2016. 

As part of our audit of the consolidated financial statements as at and for the year 
ended December 31, 2016, we audited the reclassification described in note 26 to the 
consolidated financial statements that was applied to reclassify the comparative 
information presented as at and for the year ended December 31, 2015. In our opinion, 
the reclassification is appropriate and has been properly applied. 

Chartered Professional Accountants 

February 24, 2017 
Vancouver, Canada 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Consolidated Statement of Net Income (Loss) and Comprehensive Income (Loss) 
(Expressed in thousands of dollars) 

Year ended December 31, 2016, with comparative information for 2015 

   Notes 2016 2015 

Billings processed 17 $ 1,436,911 $ 1,348,464 

Revenue: 
Premium revenue  $ 354,907 $ 328,257 
Premiums ceded to reinsurers  (26,340) (24,057) 
Net insurance premiums earned  328,567 304,200 

Fees from self-insured plans  39,433 39,995 
Fee and other income  8,946 9,359 
Commissions earned from reinsurers  4,013 3,958 
Investment income  18 31,848 3,356 
Total revenues 412,807 360,868 

Claims and expenses: 
Insurance claims incurred  269,142 255,728 
General and administrative costs 19 113,165 106,175 
Commissions and premium taxes  14,257 12,438 
Total claims and expenses 396,564 374,341 

Income (loss) before income taxes 16,243 (13,473)

Income tax recovery (expense) (10) 40  

Net income (loss) 16,233 (13,433) 

Other comprehensive loss: 
Pension plan and post-retirement benefits 

actuarial adjustment 13 (5,256) (2,643) 

Net income (loss) and comprehensive income (loss) $ 10,977 $ (16,076) 

See accompanying notes to consolidated financial statements. 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Consolidated Statement of Changes in Equity 
(Expressed in thousands of dollars) 

Year ended December 31, 2016, with comparative information for 2015 

    Accumulated  
   Retained other  
   earnings comprehensive  
  Reserves (deficit) loss Total 

Balance, December 31, 2014 $ 10,000 $ 209,100 $ (9,495) $ 209,605  

Loss for the year - (13,433) - (13,433) 

Other comprehensive loss - - (2,643) (2,643) 

Balance, December 31, 2015 10,000 195,667 (12,138) 193,529 

Net income - 16,233 - 16,233 

Other comprehensive loss - - (5,256) (5,256) 

Balance, December 31, 2016 $ 10,000 $ 211,900 $ (17,394) $ 204,506 

See accompanying notes to consolidated financial statements. 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Consolidated Statement of Cash Flows 
(Expressed in thousands of dollars) 

Year ended December 31, 2016, with comparative information for 2015 

2016 2015 

Cash provided by (used in): 

Cash flows from operating activities: 
Net income (loss) and comprehensive income (loss) $ 16,233 $ (13,433) 
Adjustments for: 

Amortization of property and equipment  2,059 1,857 
Amortization of intangible assets 9,922 9,942 
Impairment on intangible asset 631 - 
Realized and unrealized (gain) loss on investments (12,235) 11,348 
Amortization of net premiums/discounts on bonds 12 19 
Employee benefits 1,419 1,380 
Interest expense 68 418 
Income tax expense (recovery) 10 (40) 

  18,119 11,491 
Changes in non-cash operating working capital: 

Trade and other receivables  (6,315) 3,820 
Amounts due from reinsurers  (8,490) (5,124) 
Prepaid expenses  (678) (118) 
Trade and other payables 14,948 5,010 
Insurance liabilities 13,339 10,525 
Members’ dues received in advance 474 826 
Restricted cash (8) 6,708  
  31,389 33,138 

Interest paid (863) (912) 
Interest received 795 494 
Income taxes paid (73) (462) 
Income taxes recovered 478  205 
  31,726 32,463 

Cash flows from investing activities: 
Proceeds from sale of investments 75,212 61,084 
Purchase of investments (82,566) (76,144) 
Purchases of property and equipment  (12,691) (1,718) 
Purchases of intangible assets  (929) (10,485) 
  (20,974) (27,263) 

Increase in cash and cash equivalents 10,752 5,200 

Cash and cash equivalents, beginning of year 12,858 7,658 

Cash and cash equivalents, end of year $ 23,610 $ 12,858 

Represented by: 
Cash $ 16,586 $ 12,858 
Cash equivalents 7,024 - 

  $ 23,610 $ 12,858 

See accompanying notes to consolidated financial statements. 

11



PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 

6

1. Reporting entity: 

PBC Health Benefits Society (the “Society”) (operating as Pacific Blue Cross) is incorporated and 
governed by the British Columbia Society Act (and licensed under the Financial Institutions Act of 
British Columbia) in Canada. The Society is a not-for-profit organization and is engaged in the 
business of providing extended health and dental benefits to its members. The Society is licensed 
in British Columbia, Alberta, and the Yukon Territory. Through its wholly owned subsidiary, 
British Columbia Life & Casualty Company (“BC Life”), the Society provides life and accidental 
death and dismemberment (“AD&D”) insurance; short-term and long-term disability coverage; 
critical illness coverage; individual life insurance; trip cancellation insurance; and baggage 
insurance. MSA Business Services Ltd. (“BSL”) is a wholly-owned subsidiary and is a holding 
company used for acquisitions. The address of the registered office of the Society, BC Life and 
BSL is 4250 Canada Way, Burnaby, British Columbia, Canada. 

2. Basis of presentation: 

(a) Statement of compliance: 

These consolidated financial statements are prepared in accordance with International 
Financial Accounting Standards (“IFRS”) as issued by the International Accounting Standards 
Board (“IASB”).

The consolidated financial statements were authorized for issue by the Board of Directors on 
February 24, 2017. 

(b) Basis of measurement: 

The Society’s consolidated financial statements have been prepared using the historical cost 
convention, with the exception of investments, which are measured at fair value, insurance 
liabilities, which are measured at the present value of expected net cash out flows, and 
employee benefits, which are measured at the fair value of plan assets less the present value 
of the defined benefit obligations. 

(c) Functional and presentation currency: 

The consolidated financial statements are presented in Canadian dollars, which is the 
Society’s functional currency. 

(d) Use of estimates and assumptions: 

The preparation of consolidated financial statements in conformity with IFRS requires 
management to make estimates and assumptions that affect the application of accounting 
policies and the reported amounts of assets, liabilities, income and expenses. Actual results 
may differ from these estimates.  
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 
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2. Basis of presentation (continued): 

(d) Use of estimates and assumptions (continued): 

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 
accounting estimates are recognized in the period in which the estimates are revised and in 
any future periods affected.  

Information about significant areas of estimation uncertainty and critical judgments in 
applying accounting policies that have the most significant effect on the amounts recognized 
in the financial statements are described in the following notes: 

─ Notes 6 and 22: insurance liabilities and reinsurance assets (estimates for losses 
incurred but not reported);  

─ Note 10: intangible assets including goodwill (assumptions underlying 
recoverable amounts);  

─ Note 13:  employee benefits (actuarial assumptions); and 

─ Note 24: investments (valuations based on models or with unobservable inputs). 

3. Significant accounting policies: 

The principal accounting policies applied in the preparation of these consolidated financial 
statements are set out below. These policies have been consistently applied to all the years 
presented.  

(a) Basis of consolidation: 

Subsidiary undertakings are entities controlled by the Society. The Society controls an entity 
when it is exposed to, or has rights to, variable returns from its involvement with the entity 
and has the ability to affect those returns through its power over the entity. In assessing 
control, the Society takes into consideration potential voting rights that are currently 
exercisable. The acquisition date is the date on which control is transferred to the acquirer. 
The financial statements of subsidiaries are included in these consolidated financial 
statements from the date that control commences until the date that control ceases. The 
subsidiaries which are consolidated in these consolidated financial statements are 
BC Life and BSL, both of which are wholly-owned by the Society. 

The Society has used the acquisition method of accounting for business combinations arising 
on the purchase of subsidiaries. Under this method, the cost of acquisition is measured as 
the fair value of assets given, shares issued or liabilities undertaken at the date of acquisition 
directly attributable to the acquisition. The excess of the cost of an acquisition over the net 
fair value of the identifiable assets, liabilities and contingent liabilities of the subsidiary 
acquired is recorded as goodwill.  
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 
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3. Significant accounting policies (continued): 

(b) Cash and cash equivalents: 

Cash and cash equivalents comprise of cash on hand, deposits held with banks and other 
short-term highly liquid investments, with original maturities of three months or less from the 
date of purchase. Cash and cash equivalents are disclosed net of outstanding cheques. 
Outstanding cheques are cheques that have been issued but are yet to clear at year-end. 

(c) Financial instruments: 

(i) Recognition and initial measurement: 

Financial instruments are recognized in the consolidated statement of financial position at 
such time as the Society becomes a party to the contractual provisions of the financial 
instruments. Purchases and sales of financial assets are recognized on the trade date, 
which is the date the Society commits to purchase or sell the asset. 

(ii) Classification: 

The Society classifies its financial assets into the following categories: at fair value 
through profit and loss (“FVTPL”) and loans and receivables. The classification is 
determined by management at initial recognition and depends on the purpose for which 
the assets were acquired. Financial assets are reviewed at initial recognition for the 
appropriate classification based the nature of the asset. The Society’s financial liabilities 
are classified as other financial liabilities at amortized cost. 

FVTPL:

A financial asset is classified as FVTPL if it is held-for-trading and has been acquired 
principally for the purpose of selling in the short-term, if it forms part of a portfolio of 
financial assets in which there is evidence of short-term profit-taking or if so designated 
by management. The Society has designated investments as FVTPL. 

Loans and receivables: 

Loans and receivables are non-derivative financial assets with fixed or determinable 
payments that are not quoted in an active market other than those that the Society 
intends to sell in the short-term or that it has designated as at fair value through income. 
The Society has classified cash and cash equivalents, restricted cash, amounts due from 
reinsurers, and trade and other receivables as loans and receivables. 

Financial liabilities at amortized cost: 

The Society classifies trade and other payables as other financial liabilities at amortized 
cost. 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 
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3. Significant accounting policies (continued): 

(c) Financial instruments (continued): 

(iii) Measurement: 

Financial assets and liabilities are initially measured at fair value. Financial assets 
designated FVTPL are subsequently measured at fair value. Loans and receivables and 
other financial liabilities are subsequently measured at amortized cost using the effective 
interest method. 

Fair value is the price that would be received to sell an asset or paid to transfer a liability 
in an orderly transaction between market participants at the measurement date in the 
principal or, in its absence, the most advantageous market to which the Society has 
access to at that date. 

When available, the Society measures the fair value of a financial instrument using the 
quoted price in an active market for that instrument. A market is regarded as ‘active’ if 
transactions for the assets or liability take place with sufficient frequency and volume to 
provide pricing information on an on-going basis. The Society measures instruments 
quoted in an active market using bid price. 

If there is no quoted price in an active market, then the Society uses valuation techniques 
that maximize the use of relevant observable inputs and minimize the use of 
unobservable inputs. The chosen valuation technique incorporates all of the factors that 
market participants would take into account in pricing a transaction.  

The amortized cost of a financial asset or financial liability is the amount at which the 
financial assets or financial liability is measured at initial recognition, minus principal 
repayments, plus or minus the cumulative amortization using the effective interest 
method of any difference between the initial amount recognized and the maturity amount, 
minus any reduction for impairment.  

(iv) Impairment: 

Financial assets not classified as FVTPL are assessed at each reporting date to 
determine whether they are impaired. A financial asset or group of financial assets is 
impaired only if there is objective evidence of impairment as a result of one or more 
events that have occurred after the initial recognition of the asset (a “loss” event) and that 
loss event (or events) has an impact on the estimated future cash flows of the financial 
asset or group of financial assets that can be reliably estimated. 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 
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3. Significant accounting policies (continued): 

(c) Financial instruments (continued): 

(iv) Impairment (continued): 

If there is objective evidence that an impairment loss has been incurred on financial 
assets carried at amortized cost, the amount of the loss is measured as the difference 
between the asset’s carrying amount and the present value of estimated future cash 
flows discounted at the financial asset’s original effective interest rate. The amount of the 
loss is recognized in the consolidated statement of comprehensive income. 

If in a subsequent period, the amount of the impairment loss decreases and the decrease 
can be related objectively to an event occurring after the impairment was recognized, the 
previously recognized impairment loss is reversed. 

(v) Derecognition: 

The Society derecognizes a financial asset when the contractual rights to the cash flows 
from the asset expire, or it transfers the rights to receive the contractual cash flows in a 
transaction in which substantially all of the risks and rewards of ownership of the financial 
asset are transferred or in which the Society neither transfers nor retains substantially all 
of the risks and rewards of ownership and does not retain control of the financial asset.  

On derecognition of a financial asset, the difference between the carrying amount of the 
asset and the consideration received is recognized in net income. Any interest in such 
transferred financial assets that is created or retained by the Society is recognized as a 
separate asset or liability.  

Financial liabilities are derecognized if the Society’s obligations specified in the contract 
expire, are discharged or cancelled. 

(d) Property and equipment: 

Items of property and equipment are measured at cost less accumulated amortization and 
impairment losses. Property and equipment is subject to an impairment review if there are 
events or changes in circumstances which indicate that the carrying amount may not be 
recoverable. Cost includes expenditure that is directly attributable to the acquisition of the 
assets. 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Notes to Consolidated Financial Statements 
(Amounts expressed in thousands of dollars, unless otherwise indicated) 

Year ended December 31, 2016 
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3. Significant accounting policies (continued): 

(d) Property and equipment (continued): 

Amortization is recognized in net income on a straight-line basis over the estimated useful 
lives of each part of an item of property or equipment, since this most closely reflects the 
expected pattern of consumption of the future economic benefits embodied in the asset. The 
amortization terms are as follows: 

Asset  Terms 

Furniture and equipment  3 to 10 years 
Leasehold improvements Over the terms of related leases 

The carrying values of plant and equipment are reviewed for impairment when events or 
changes in circumstances indicate that the carrying value may be impaired. If any such 
condition exists, the recoverable amount of the asset is estimated in order to determine the 
extent of impairment and the difference is charged to net income. The recoverable amount is 
the higher of the asset’s fair value less costs to sell and value in use. 

(e) Goodwill and intangible assets: 

(i) Goodwill: 

Goodwill represents the excess of the cost of an acquisition over the Society’s share of 
the fair value of the identifiable assets, liabilities and contingent liabilities of the acquired 
subsidiary at the date of acquisition. Goodwill is carried at cost less accumulated 
impairment losses. Goodwill has an indefinite life. 

(ii) Intangible assets: 

Computer software and IT development costs are costs recognized as intangible assets 
that are directly associated with the purchase and development of identifiable and unique 
software products and that are anticipated to generate economic benefits exceeding 
costs beyond one year. Costs include external consultants’ fees, certain qualifying 
internal staff costs and other costs incurred to develop software programs. These costs 
are amortized over their estimated useful life on a straight-line basis subject to 
impairment. Other non-qualifying costs, including the maintenance of computer software 
programs are expensed as incurred. 
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3. Significant accounting policies (continued): 

(e) Goodwill and intangible assets (continued): 

(ii) Intangible assets (continued): 

Customer relationships acquired are recorded at fair value on initial recognition and 
amortized over their estimated useful life on a straight-line basis subject to impairment. 
The amortization terms are as follows: 

Intangible assets  Terms 

Computer software  1 to 10 years 
IT development costs  10 years 
Customer relationships  15 years 

(iii) Impairment: 

At each reporting date, the Society reviews the carrying value of its goodwill and 
intangible assets to determine whether there is any indication of impairment. If any such 
indication exists, then the asset’s recoverable amount is estimated. Goodwill is tested 
annually for impairment. 

For impairment testing, assets are grouped together into the smallest group of assets that 
generates cash inflows from continuing use that are largely independent of the cash 
inflows of other assets or Cash Generating Units (“CGUs”). Goodwill arising from a 
business combination is allocated to CGUs or groups of CGUs that are expected to 
benefit from the synergies of the combination. 

The recoverable amount of an asset or CGUs is the greater of its value in use and its fair 
value less costs to sell. Value in use is based on the estimated future cash flows, 
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 or CGUs. 

An impairment loss is recognized if the carrying amount of an asset or CGUs exceeds its 
recoverable amount. Impairment losses are recognized in profit or loss. They are 
allocated first to reduce the carrying amount of any goodwill allocated to the CGUs, and 
then to reduce the carrying amounts of the other assets in the CGUs on a pro rata basis. 

An impairment loss in respect of goodwill is not reversed. For other assets, an 
impairment loss is reversed only to the extent that the asset’s carrying amount does not 
exceed the carrying amount that would have been determined, net of depreciation, if no 
impairment loss had been recognized. 
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3. Significant accounting policies (continued): 

(f) Insurance contracts: 

Contracts under which the Society accepts significant insurance risk from members by 
agreeing to compensate the member or other beneficiary if a specified uncertain future event 
(the insured event) that adversely affects the member or other beneficiaries are classified as 
insurance contracts. Insurance risk is risk other than financial risk transferred from the holder 
of the contract to the issuer. Financial risk is the risk of a possible future change in one or 
more of a specified interest rate, security price, commodity price, foreign exchange rate, 
index of prices or rates, credit rating or credit index or other variable provided in the case of a 
non-financial variable that the variable is not specific to a party to the contract. Insurance 
contracts may also transfer some financial risk. 

Insurance risk is significant, if and only if, an insured event could cause the Society to pay 
significant additional benefits. Once a contract is classified as an insurance contract it 
remains classified as an insurance contract until all rights and obligations are extinguished or 
expire. Contracts under which the transfer of insurance risk to the Society from the member is 
not significant are classified as investment contracts. 

The Society issues long-term disability insurance, short-term disability insurance, accidental 
death and dismemberment (“AD&D”) insurance, life insurance, critical illness insurance, 
extended health and dental insurance, trip cancellation insurance and baggage insurance. 

Insurance liabilities represent the amounts 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 incurred but not reported (“IBNR”) amount is based on estimates calculated using widely 
accepted actuarial techniques. The techniques generally use projections, based on past 
experience of the development of claims over time, to form a view on the likely ultimate 
claims to be experienced. For more recent underwriting years, regard is given to the 
variations in the business portfolio accepted and the underlying terms and conditions. Thus, 
the critical assumptions used when estimating provisions are that past experience is a 
reasonable predictor of likely future claims development and that the rating and business 
portfolio assumptions are a fair reflection of the likely level of ultimate claims to be incurred 
for the more recent years. 
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3. Significant accounting policies (continued): 

(g) Reinsurance ceded: 

The Society cedes reinsurance in the normal course of business for the purpose of limiting its 
net loss potential through the transferal of its risks. Reinsurance arrangements do not relieve 
the Society from its direct obligations to its policyholders. Assets, liabilities and income and 
expenses arising from ceded reinsurance contracts are presented separately from the related 
assets, liabilities, income and expenses from the related insurance contracts because the 
reinsurance arrangements do not relieve the Society from its direct obligations to its 
members. 

Only reinsurance agreements that give rise to a significant transfer of insurance risk are 
accounted for as reinsurance contracts. Amounts recoverable under such contracts are 
recognized in the same year as the related claim. 

Reinsurance premiums for ceded reinsurance are recognized as an expense over the period 
that the reinsurance cover is provided based on the expected pattern of the reinsured risks. 
The unexpensed portion of ceded insurance premiums is included in reinsurance assets. 

The amounts recognized as reinsurance assets are measured on a basis that is consistent 
with the measurement of the provisions held in respect of the related insurance contracts. 
Reinsurance assets include recoveries due from reinsurance companies in respect of claims 
paid and are recorded within amounts due from reinsurers on the consolidated statement of 
financial position. 

Reinsurance assets are assessed for impairment at each reporting date or more frequently 
when an indication of impairment arises during the reporting year. Such assets are deemed 
impaired if there is objective evidence, as a result of an event that occurred after its initial 
recognition, that the Society may not recover all amounts due under the terms of the contract 
and that the event has a reliably measurable impact on the amounts that the Society will 
receive from the reinsurer. The impairment is recorded in the statement of comprehensive 
income. 

Reinsurance assets and liabilities are derecognized when the contractual rights are 
extinguished or expire when the contract is transferred to another party. 

(h) Revenue recognition: 

(i) Premium revenue: 

Insurance premiums are included in premium revenue on a pro-rata basis over the terms 
of the underlying insurance policies. Members’ dues received in advance represent the 
portion of premiums written that relate to the unexpired term of the policies in force and 
represent liabilities of the Society. Insurance premiums are shown before deduction of 
commissions and are gross of any taxes and dues levied on premiums. 
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3. Significant accounting policies (continued): 

(h) Revenue recognition (continued): 

(ii) Fees from self-insured plans: 

Fees from self-insured plans are from Administrative Services Only (“ASO”) 
administration fees contracts. The Society manages the benefits of client employees on 
behalf of clients for a service fee. These fees are recognized when services are rendered 
and the amount can be reasonably estimated. 

(iii) Investment income: 

Interest income is recognized on an accrual basis. Dividend income is recognized on the 
date that the right to receive payment is established, which for quoted equity securities is 
usually the ex-dividend date. Portfolio transactions are recorded on the trade date. 
Realized gains and losses arising from the sale of investments are determined on the 
average cost basis of the respective investments. 

(iv) Commissions earned from reinsurers: 

Commissions earned from reinsurance ceded are recognized on a pro-rata basis over the 
terms of the underlying related insurance policy. 

(v) Fees and other income: 

Fees and other income includes other non-insurance related billings for client services, 
gain or loss on foreign exchange and miscellaneous income. Fees and other income are 
recognized as revenue over the period that the related service is provided. 

(i) Post-employment benefits: 

The Society operates several post-employment benefit schemes, including defined benefit 
and defined contribution plans. In addition, certain employees participate in a multi-employer 
defined contribution pension plan. 

Defined contribution plans: 

A defined contribution plan is a post-employment benefit plan under which an entity pays 
fixed contributions into a separate entity and will have no legal or constructive obligation to 
pay further amounts if the fund does not hold sufficient assets to pay all employees the 
benefits relating to employee service in the current and prior reporting periods. Obligations for 
defined contribution pension plans are determined by the amounts to be contributed and 
recognized as an expense in comprehensive income when they are due in respect of service 
rendered before the end of the reporting period.  
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3. Significant accounting policies (continued): 

(i) Post-employment benefits (continued): 

Defined benefit plans: 

A defined benefit plan is a post-employment benefit plan other than a defined contribution 
plan. The Society’s net obligation in respect of defined benefits plans is the present value of 
the defined benefit obligation at the end of the reporting period less the fair value of any plan 
assets. It is calculated periodically by independent actuaries using the projected unit credit 
method. The present value of the defined benefit obligation is calculated separately for each 
plan by estimating the amount of future benefit that employees have earned in return for 
service in the current and prior periods and discounting that benefit to determine its present 
value using market yields at the end of the reporting period on high-quality corporate bonds. 

The Society recognizes all actuarial gains and losses arising from changes in actuarial 
assumptions and experience adjustments immediately in the consolidated statement of 
comprehensive income. 

Past service costs are recognized immediately in the consolidated statement of 
comprehensive income, unless the changes to the pension plan are conditional on the 
employees remaining in service for a specified period of time (the “vesting period”). In this 
case, the past service costs are amortized on a straight-line basis over the vesting period. 

(j) Foreign currency translations: 

Foreign currency transactions are translated into the functional currency using the prevailing 
exchange rates applicable to the period in which the transactions take place and where the 
Society considers these to be a reasonable approximation of the transaction rate. Foreign 
exchange gains and losses resulting from the settlement of such transactions and from 
translation at the period end of monetary assets and liabilities denominated in foreign 
currencies are recognized in the consolidated statement of comprehensive income. Non-
monetary items recorded at historical cost in foreign currencies are translated using the 
exchange rate on the date of the initial transaction. 

(k) Income tax: 

The Society is registered under the Income Tax Act as a not-for-profit society and, as such, is 
exempt from income tax. BC Life and BSL; however, are both subject to federal and 
provincial income taxes. 

The Society follows the deferred method of accounting for income taxes whereby current 
income taxes are recognized for the estimated income taxes payable for the current period. 
Deferred tax assets and liabilities represent the cumulative amount of tax applicable to 
temporary differences between the carrying amount of the assets and liabilities, and their 
values for tax purposes.  
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3. Significant accounting policies (continued): 

(k) Income tax (continued): 

Deferred tax assets and liabilities are measured using enacted or substantively enacted tax 
rates expected to apply to taxable income in the years in which those temporary differences 
are expected to be recovered or settled. Changes in deferred income taxes related to a 
change in tax rates are recognized in income in the period of the tax rate change. All deferred 
income tax assets and liabilities are expected to be realized in the normal course of 
operations.  

(l) Leases: 

Payments made under operating leases are recognized in net income on a straight-line basis 
over the term of the lease. Lease incentives received are recognized as an integral part of the 
total lease expense, over the term of the lease. 

Minimum lease payments made under finance leases are apportioned between the finance 
expense and the reduction of the outstanding liability. The finance expense is allocated to 
each period during the lease term so as to produce a constant periodic rate of interest on the 
remaining balance of the liability. 

Contingent lease payments are accounted for in the period in which they are incurred. 

(m) New standards issued but not yet effective: 

A number of new standards and amendments to standards and interpretations are not yet 
effective for the year ended December 31, 2016 and have not been applied in preparing 
these consolidated financial statements. None of these are expected to have a significant 
effect on the consolidated financial statements of the Society, with the exception of: 

(i) IFRS 9, Financial Instruments, addresses the classification, measurement and 
recognition of financial assets and financial liabilities. The complete version of IFRS 9 
was issued in July 2014. It replaces the guidance in IAS 39 that relates to the 
classification and measurement of financial instruments. IFRS 9 retains but simplifies the 
mixed measurement model and establishes three primary measurement categories for 
financial assets: amortized cost, fair value through other comprehensive income (“OCI”) 
and fair value through profit or loss. The basis of classification depends on the entity’s 
business model and the contractual cash flow characteristics of the financial asset. 
Investments in equity instruments are required to be measured at fair value through profit 
or loss with the irrevocable option at inception to present changes in fair value in OCI. 
Amounts presented in OCI will not be reclassified to net income at a later date. IFRS 9 
has introduced an expected credit loss model that replaces the incurred loss impairment 
model used in IAS 39.  
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3. Significant accounting policies (continued): 

(m) New standards issued but not yet effective: 

(i) IFRS 9, Financial Instruments (continued): 

For financial liabilities designated as fair value through profit and loss, changes in fair 
value attributable to changes in own credit risk are recognized in OCI. IFRS 9 relaxes the 
requirements for hedge effectiveness by replacing the bright line hedge effectiveness 
tests. It requires an economic relationship between the hedged item and hedging 
instrument and for the hedged ratio to be the same as the one management actually uses 
for risk management purposes. Contemporaneous documentation is still required but is 
different to that currently prepared under IAS 39. The standard is effective for accounting 
periods beginning on or after January 1, 2018. Qualifying insurance entities have been 
granted an exemption for IFRS 9 implementation to coincide with IFRS 17, Insurance 
Contracts, implementation. Early adoption of IFRS 9 is not permitted by the Society’s 
regulator. The Society is yet to assess IFRS 9’s full impact. 

(ii) IFRS 15, Revenue from Contracts with Customers, deals with revenue recognition and 
establishes principles for reporting useful information to users of financial statements 
about the nature, amount, timing and uncertainty of revenue and cash flows arising from 
an entity’s contracts with customers. Revenue is recognized when a customer obtains 
control of a good or service and thus has the ability to direct the use and obtain the 
benefits from the good or service. The standard replaces IAS 18, Revenue, and IAS 11, 
Construction Contracts, and related interpretations. The standard is effective for annual 
periods beginning on or after January 1, 2018, and earlier application is not permitted by 
the Society’s regulator. The Society is assessing the impact of IFRS 15.  

(iii) IFRS 16, Leases, was issued in January 2016 and specifies how to recognize, measure, 
present and disclose leases. The standard provides a single lessee accounting model, 
requiring the recognition of assets and liabilities for all leases, unless the lease term is 
12 months or less or the underlying asset has a low value. Lessor accounting; however, 
remains largely unchanged and the distinction between operating and finance leases is 
retained. IFRS 16 will be effective for annual periods beginning on or after January 1, 
2019. Early adoption is not permitted by the Society’s regulator. The Society is yet to 
assess its full impact. 

(n) New standard not yet issued: 

IFRS 17, Insurance Contracts, changes the basis of measuring insurance contracts. The 
standard is not expected to affect the Society until 2021 at the earliest. The standard will 
impact the classification and measurement of insurance liabilities and premiums. The 
Society is yet to assess its full impact. 
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4. Restricted cash: 

Restricted cash represents the amount held in escrow for the contingent consideration related to 
the purchase of D.A. Townley & Associates Ltd. on January 1, 2015. 

5. Investments: 

  2016 2015 

Fixed income securities $ 9,338 $ 45,899 
Fixed income pooled funds 176,465 182,887 
Equity securities 65,030 50,440 
Equity pooled funds 89,417 51,789 
Real estate pooled funds 56,120 45,779 

Total investments $ 396,370 $ 376,794 

6. Insurance liabilities: 

(a) Nature and valuation of unpaid claims: 

The expenditures on members' claims include an estimate for services performed and claims 
incurred but which have not been reported to (“IBNR”) or processed by the Society. This 
estimate is based on the results of an actuarial valuation performed in accordance with 
standards established by the Canadian Institute of Actuaries (“CIA”) using data supplied by 
the Society. The actual amount of the Society's liabilities with respect to IBNR and open 
claims cannot be determined until all claims have been submitted and processed. Although 
the Society is liable for the full amount of claims filed by its members, it mitigates its exposure 
to significant claims by entering into contracts with reinsurers. It is not possible to determine 
the amount by which actual settlements and amounts recoverable from reinsurers will differ 
from amounts reserved. 
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6. Insurance liabilities (continued): 

(a) Nature and valuation of unpaid claims (continued): 

An analysis of movements in insurance liabilities is as follows: 

  2016 2015 

Balance, December 31, 2015 $ 168,172 $ 157,647 

Change in reserve: 
Changes due to business growth 20,285 16,090 
Changes in assumptions: 

Change in interest rate (1,790) 1,761 
Change in other assumptions (5,156) (7,326) 

Balance, December 31, 2016 $ 181,511 $ 168,172 

Current $ 66,825 $ 65,008 
Non-current 114,686 103,164 

  $ 181,511 $ 168,172 

(b) Reinsurers share of insurance liabilities: 

The change in amounts recoverable from reinsurers is set out below: 

  2016 2015 

Balance, December 31, 2015 $ 80,928 $ 77,224 
Normal business changes 10,280 4,150 

Changes due to retention: 
Changes in assumptions: 

Interest rate (1,045) 1,041 
Other assumptions (646) (1,487) 

Balance, December 31, 2016 $ 89,517 $ 80,928 

Current $ 22,492 $ 20,181 
Non-current 67,025 60,747 

  $ 89,517 $ 80,928 
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6. Insurance liabilities (continued): 

(b) Reinsurers share of insurance liabilities (continued): 

The Society has guidelines and a review process in place to ascertain the creditworthiness of 
the companies to which it cedes insurance. The Society cedes a portion of its business to 
registered reinsurers. No information has come to the Society’s attention indicating weakness 
or failure of any of its current reinsurers; consequently, no provision has been made in the 
accounts for doubtful collection. 

7. Trade and other receivables: 

  2016 2015 

Accounts receivable - Insured $ 12,251 $ 8,860 
Accounts receivable - ASO 24,057 23,961 
Accounts receivable - Other 6,444 3,598 
Allowance for doubtful accounts (264) (246) 

  $ 42,488 $ 36,173 

Current $ 41,290 $ 35,007 
Non-current 1,198 1,166 

  $ 42,488 $ 36,173 

Accounts receivable -  Insured relates to premiums and other receivables due from insurance 
contracts.  

Accounts receivable -  ASO includes the recovery of claims and fees receivable related to self-
insured plans.  

8. Other assets: 

  2016 2015 

Current tax receivable $ - $ 291 
Deferred tax assets 611 536 
Prepaid expenses 4,686 4,008 

  $ 5,297 $ 4,835 
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9. Property and equipment: 

  Leasehold Furniture and 
  improvements equipment Total 

Year ended December 31, 2016: 

Cost: 
Balance, January 1, 2016 $ 7,328 $ 16,268 $ 23,596 
Additions 7,863 4,828 12,691 
Disposals  - (184) (184) 

Balance, December 31, 2016 $ 15,191 $ 20,912 $ 36,103 

Accumulated amortization: 
Balance, January 1, 2016 $ (5,470) $ (13,542) $ (19,012) 
Current year charge  (623) (1,436) (2,059) 
Disposals - 184  184 

Balance, December 31, 2016 $ (6,093) $ (14,794) $ (20,887) 

Net book value $ 9,098 $ 6,118 $ 15,216 

  Leasehold Furniture and 
  improvements equipment Total 

Year ended December 31, 2015: 

Cost: 
Balance, January 1, 2015 $ 6,860 $ 15,018 $ 21,878 
Additions 468 1,254 1,722 
Disposals - (4) (4) 

Balance, December 31, 2015 $ 7,328 $ 16,268 $ 23,596 

Accumulated amortization: 
Balance, January 1, 2015 $ (5,052) $ (12,105) $ (17,157) 
Current year charge (418) (1,437) (1,855) 
Disposals - - - 

Balance December 31, 2015 $ (5,470) $ (13,542) $ (19,012) 

Net book value $ 1,858 $ 2,726 $ 4,584  
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10. Goodwill and intangible assets: 

  IT Computer Customer 
  development software relationships Goodwill Total 

Year ended December 31, 2016:

Cost: 
Balance, January 1, 2016 $ 75,504 $ 22,139 $ 5,491 $ 2,634 $ 105,768 
Additions - 929 - - 929 
Impairment - - (631) - (631) 
Disposals - - - - - 

Balance, December 31, 2016 $ 75,504 $ 23,068 $ 4,860 $ 2,634 $ 106,066 

Accumulated amortization: 
Balance, January 1, 2016 $ (21,878) $ (12,345) $ (279) $ - $ (34,502) 
Current year charge (6,442) (3,027) (453) - (9,922) 
Disposals - - - - - 

Balance, December 31, 2016 $ (28,320) $ (15,372) $ (732) $ - $ (44,424) 

Net book value $ 47,184 $ 7,696 $ 4,128 $ 2,634 $ 61,642 

  IT Computer Customer 
  development software relationships Goodwill Total 

Year ended December 31, 2015:

Cost: 
Balance, January 1, 2015 $ 75,283 $ 20,000 $ - $ - $ 95,283 
Additions 221 2,139 5,491 2,634 10,485 
Disposals - - - - - 

Balance, December 31, 2015 $ 75,504 $ 22,139 $ 5,491 $ 2,634 $ 105,768 

Accumulated amortization: 
Balance, January 1, 2015 $ (13,706) $ (10,854) $ - $ - $ (24,560) 
Current year charge (8,172) (1,491) (279) - (9,942) 
Disposals - - - - - 

Balance, December 31, 2015 $ (21,878) $ (12,345) $ (279) $ - $ (34,502) 

Net book value $ 53,626 $ 9,794 $ 5,212 $ 2,634 $ 71,266 
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10. Goodwill and intangible assets (continued): 

Goodwill relates to the Society’s purchase of D.A. Townley & Associates Ltd. in 2015 and is 
primarily related to growth expectations, future profitability and expected cost synergies. Goodwill 
is allocated to the Cash Generating Unit (“CGU”) of the Society which represents the lowest level 
at which goodwill is monitored for internal management purposes. Management has determined 
that the CGU for goodwill is the division of D.A. Townley. The Society’s impairment test compares 
the net assets of this CGU at December 31, 2016, to the recoverable amount. The recoverable 
amount was based on the Society’s value in use. At December 31, 2016, it was concluded that 
the recoverable amount based on value in use exceeded the net assets of the CGU, and 
accordingly, goodwill was not impaired. 

The value in use is calculated using projected cash flows based on financial budgets approved by 
management and taking into account expected growth rates and future market conditions. A 
discount rate of 15% has been used to discount the projected cash flows. The discount rate 
reflects the Society’s expected return on equity and cost of borrowing and is considered 
representative of the rate appropriate to the risk specific to the Society. 

11. Trade and other payables: 

  2016 2015 

Due to clients $ 74,106 $ 82,344 
Client deposits 80,386 67,854 
Trade 30,261 18,963 
Payroll 3,302 3,118 
Reinsurance 2,131 2,756 
Other 281 286 

  $ 190,467 $ 175,321 

Due to clients represents refunds due to experience rated benefits. Certain ASO contracts pay 
estimated claims in advance. This balance represents amounts received in excess of actual claim 
payments. 

Client deposits are related to ASO contracts and are provided to cover a short-fall on funds owed 
for prior month claims. 
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12. Members’ dues received in advance: 

Members’ dues received in advance are premiums for annual policies that have been received 
but have not been fully earned at the balance sheet date. They are recognized in the 
consolidated statement of comprehensive income in the period to which coverage is in force.  

At year-end, the split between travel plans and health plans was as follows: 

  2016 2015 

Travel plans $ 5,969 $ 5,481 
Health plans 5,521 5,535 

  $ 11,490 $ 11,016 

13. Employee benefits: 

(a) Employee benefit plans information: 

The Society sponsors a contributory defined benefit plan and retirement compensation 
agreement plan for eligible management employees and a contributory defined contribution 
plan for eligible hourly and management employees. Certain employees participate in a multi-
employer defined contribution plan. Contribution made by the Society for the year ended was 
$142 (2015 - $127).  

In addition to its pension plans, the Society also provides certain post-employment medical 
and dental benefits to eligible employees and dependents upon meeting certain 
requirements. These post-employment benefits are currently not funded. 

Total cash payments for employee future benefits are as follows: 

  2016 2015 

Cash payments to: 
Beneficiaries for unfunded post-employment  

benefit plans $ 836 $ 624 
Retirement compensation agreement plan 307 305 
Defined contribution plans 2,937 3,001 
Defined benefit pension plan  206 197 

  $ 4,286 $ 4,127 
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13. Employee benefits (continued): 

(a) Employee benefit plans information (continued): 

The Society measures its accrued benefit obligation and the fair value of plan assets for 
accounting purposes as at December 31 of each year. The most recent actuarial valuation of 
the pension plans for funding purposes was at December 31, 2014, and the next required 
valuation will be as of December 31, 2017. The valuation used for these consolidated 
financial statements was extrapolated to December 31, 2016, using the December 31, 2014 
valuation data with ages and salaries adjusted to December 31, 2016. 

Information regarding the defined benefit plans and post-employment benefits for the year 
ended December 31, 2016, as follows: 

   Retirement Total Post- 
  Pension compensation defined employment Total 
  plan agreement pension plan benefits 2016 
Change in benefit obligation:

Benefit obligation, beginning of year $ 4,355 $ 4,583 $ 8,938 $ 39,706 $ 48,644 
Actuarial losses from financial  

adjustments - 50 50 3,107 3,157 
Actuarial losses from experience 

adjustments 40 30 70 2,348 2,418 
Interest cost 171 182 353 1,611 1,964 
Current service cost 52 - 52 914 966 
Benefits paid (367) (307) (674) (836) (1,510) 

Benefit obligation, end of year 4,251 4,538 8,789 46,850 55,639 

Change in plan assets: 
Fair value of plan assets, 

beginning of year 4,022 - 4,022 - 4,022 
Interest cost  162 - 162 - 162 
Return on plan assets (excluding  

amount included in net
  interest expense) 319 - 319 - 319 

Employer contributions 206 307 513 836 1,349 
Benefits paid  (367) (307) (674) (836) (1,510) 

Fair value of plan assets, end of year 4,342 - 4,342 - 4,342 

Net asset (obligation)  $ 91 $ (4,538) $ (4,447) $ (46,850) $ (51,297) 

Amounts recognized in  
net income (loss): 
Current service cost $ 52 $ - $ 52 $ 914 $ 966 
Interest cost 9 182 191 1,611 1,802 
  61 182 243 2,525 2,768 

Amounts recognized in OCI: 
Return on plan assets (excluding  

amount included in 
  interest expense) (319) - (319) - (319) 

Actuarial losses from financial 
adjustments - 50 50 3,107 3,157 

Actuarial losses from experience 
adjustments 40 30 70 2,348 2,418 

  (279) 80 (199) 5,455 5,256 

Net change $ (218) $ 262 $ 44 $ 7,980 $ 8,024 
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13. Employee benefits (continued): 

(a) Employee benefit plans information (continued): 

Information regarding the defined benefit plans and post-employment benefits for the year 
ended December 31, 2015 follows: 

   Retirement Total Post- 
  Pension compensation defined employment Total 
  plan agreement pension plan benefits 2015 

Change in benefit obligation:
Benefit obligation, beginning of year $ 4,449 $ 4,676 $ 9,125 $ 35,579 $ 44,704 
Actuarial losses from experience  

adjustments 26 28 54 2,460 2,514 
Interest cost 175 185 360 1,446 1,806 
Current service cost 22 - 22 845 867 
Benefits paid (317) (306) (623) (624) (1,247) 
Benefit obligation, end of year 4,355 4,583 8,938 39,706 48,644 

Change in plan assets: 
Fair value of plan assets,  

beginning of year 4,105 - 4,105 - 4,105 
Interest cost  166 - 166 - 166 
Return on plan assets (excluding  

amount included in net
 interest expense) (129) - (129) - (129) 

Employer contributions 197 306 503 624 1,127 
Benefits paid (317) (306) (623) (624) (1,247) 
Fair value of plan assets, end of year 4,022 - 4,022 - 4,022 

Net obligation $ (333) $ (4,583) $ (4,916) $ (39,706) $ (44,622) 

Amounts recognized in  
net income (loss): 
Current service cost $ 22 $ - $ 22 $ 845 $ 867 
Interest cost 9 185 194 1,446 1,640 
  31 185 216 2,291 2,507 

Amounts recognized in OCI:
Return on plan assets (excluding  

amount included in interest 
   expense) 129 - 129 - 129 

Actuarial losses from experience  
adjustments 26 28 54 2,460 2,514  

  155 28 183 2,460 2,643 

Net change $ 186 $ 213 $ 399 $ 4,751 $ 5,150 
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13. Employee benefits (continued): 

(b) Employee benefits risks: 

A defined benefit plan can expose the entity to risks. The most significant such risks for the 
Society are: 

(i) Investment risk - the present value of the defined benefit obligation is calculated using a 
discount rate determined by reference to high quality corporate bond yields. If the return 
on plan assets is below this yield, it will create a plan deficit. Due to the long-term nature 
of the plan liabilities, the Society considers it appropriate to invest a reasonable 
proportion of the plan assets in equity investments to leverage the return generated by 
the fund. 

(ii) Interest risk - a decrease in corporate bond yields will increase the plan’s liabilities. 
However, this will be partially offset by an increase in value of the assets of the plan held 
in bonds.  

(iii) Longevity risk - an increase in the life expectancy of the plan members will increase the 
plan’s liability.  

The Society is responsible for the governance of the defined benefit plans, including setting 
the investment policy for the assets of the fund, and ensuring that the defined benefit plans 
are administered in line with legal and regulatory requirements and respective plan text.  

The expected contributions for 2017 are $205 (2016 - $205). The duration of the defined 
benefit obligation has been estimated as 10-years (2016 - 10-years). The duration of the 
post-retirement obligation has been estimated as 19-years (2015 - 19-years). 

As at December 31, 2016 and 2015, the pension plan assets were invested in balanced 
funds. 

(c) Significant assumptions: 

Weighted average assumptions as at December 31 are as follows: 

  2016   2015  
  Post  Post 
 Pension employment Pension employment 
 plan benefits plan benefits 

Discount rate 4.10% 4.10% 4.10% 4.10% 
Rate of compensation increase 1.40% n/a 1.10% n/a 
Rate of medical cost trend n/a 4.00% n/a 3.60% 
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13. Employee benefits (continued): 

(c) Significant assumptions (continued): 

The overall expected rate of return on the assets is determined based on market 
expectations applicable to the period over which the obligation is settled. 

Assumptions regarding future mortality are set based on actuarial advice in accordance with 
published studies in Canada. These assumptions translate into an average life expectancy in 
years of a pensioner retiring at age 65: 

Retiring at December 31 2016 2015 

Male 22 21 
Female 24 24 

Retiring 20 years after December 31 2016 2015 

Male 23 23 
Female 25 25 

(d) Sensitivity analysis: 

The method and assumptions used to generate the sensitivity analysis below are the same 
as those used to determine the obligation, with the exception of the assumption amended to 
produce the sensitivity analysis. In practice, it is unlikely that only one assumption will change 
at a time as the assumptions are related.  

The following table sets out the expected change in benefit obligation resulting from a change 
in assumptions: 

    Pension plan     Post-employment benefits  
  2016 2015 2016 2015 

Discount rate: 
1% increase $ (783) $ (812) $ (7,600) $ (6,418) 
1% decrease 926 964 9,891 8,342 

Medical cost: 
1% increase - - 9,210 7,758 
1% decrease - - (7,254) (6,112) 

Mortality rate: 
10% increase (193) (188) (1,336) (1,078) 
10% decrease 212 206 1,495 1,202 
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14. Reserves: 

An internally restricted fund has been set aside for future funding of a foundation. The funds will 
be forwarded to a foundation to be established by the Society at a future date as determined by 
the Society’s Board of Directors. 

15. Commitments: 

The Society has commitments for operating leases relating to property, equipment and contracts 
for software development. Future minimum annual payments are as follows: 

2017   $ 3,036 
2018  2,900 
2019  2,901 
2020  3,155 
2021  5,784 
2022 and thereafter  2,625 

The Society’s bank has issued letters of credit for pension obligations in the amount of $5,533 
(2015 - $5,664). 

The Society leases the land and building under a non-cancellable operating lease agreement. 
The lease expires in November 2038. The lease also covers the operating costs of 4250 Canada 
Way, Burnaby, British Columbia. The lease expenditure charged to the consolidated statement of 
comprehensive income during the year is $4,225 (2015 - $4,057). 

16. Contingencies: 

During the normal course of operations, legal proceedings may arise from time to time against the 
Society from insurance claimants. The Society has policies and procedures in place concerning 
its claims adjudication procedures. Management has reviewed outstanding legal matters pending 
as at December 31, 2016 and 2015. As of the date of these financial statements, the outcome of 
these proceedings cannot be reasonably estimated; therefore, no amounts have been recorded in 
the consolidated financial statements. 

17. Billings processed: 

Billings processed consist of premium revenue from insurance contracts, fees from self-insured 
plans and claims paid on self-insured plans. Claims paid on self-insured plans represent 
payments made on behalf of clients and are not recognized as an expense in the consolidated 
statement of comprehensive income. 
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18. Investment income: 

Investment income is comprised as follows: 

2016 2015 

Investment income earned on: 
Equity securities and equity pooled funds $ 13,668 $ 6,705 
Fixed income securities and fixed income pooled funds 5,409 6,087 
Real estate pooled funds 2,559 3,314 
Cash equivalents 538 494 

22,174 16,600 
Unrealized gain (loss): 

Real estate pooled funds 389 (1,051) 
Fixed income securities and fixed income pooled funds (711) (4,340) 
Equity securities and equity pooled funds 12,856  (21,479) 

12,534 (26,870) 
Realized gain (loss): 

Equity securities and equity pooled funds (146) 15,285 
Fixed income securities and fixed income pooled funds (153) 239 

(299) 15,524 

Investment expenses (1,698) (986) 
Interest paid to members (863) (912)  

(2,561) (1,898) 

Total investment income $ 31,848 $ 3,356 

19. General and administrative costs: 

2016 2015 

Salaries  $ 51,280 $ 48,856 
Benefits 16,391 14,801 
Consulting fees and professional services  13,100 12,625 
Amortization of intangible assets 9,922 9,942 
Occupancy 4,812 4,623 
Advertising and promotion 4,018 3,570 
Information technology 3,065 2,457 
Miscellaneous 2,170 1,350 
Amortization of property and equipment 2,059 1,857 
Postage, delivery and storage 1,750 1,861 
GST 1,419 1,349 
Stationery and supplies 1,222 1,244 
Dues and subscriptions 1,014 1,024 
Telephone 943 616 

  $ 113,165 $ 106,175 
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20. Funds held on behalf of members: 

As at December 31, 2016, $28,748 (2015 - $28,644) was held on behalf of administrative 
services only groups to fund future claims and expenses. These funds are not included in the 
consolidated financial statements of the Society as they do not meet the definition of an asset of 
the Society. 

Any interest earned on these funds is for the benefit of the administrative services only groups. 

21. Related party transactions: 

Related parties of the Society include subsidiaries, retirement benefit plans, key management 
personnel, and close family members of key management personnel and entities which are 
controlled, jointly controlled or significantly influenced or for which significant voting power is held 
by key management personnel or their close family members. 

The Society considers key management personnel to be the Board of Directors, Executive and 
Leadership group. 

Key management compensation 2016 2015 

Salaries and other short-term employee benefits $ 6,354 $ 6,749 
Post-employment benefits 814 775 
Other long-term benefits 608 359 

Claims adjudication follows the same process for related parties as non-related parties and is 
performed in accordance with the terms of the individual policies. 

22. Insurance risk management: 

(a) Managing insurance risk: 

For a portfolio of insurance contracts where the theory of probability is applied to pricing and 
provisioning, the principal risk that the Society faces under its insurance contracts is that the 
actual claims and benefit payments exceed the carrying amount of the insurance liabilities. 
This could occur because the frequency or severity of claims and benefits is greater than 
estimated. Insurance events are random, and the actual number and amount of claims and 
benefits will vary from year-to-year from the level established using statistical techniques.  
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22. Insurance risk management (continued): 

(a) Managing insurance risk (continued): 

Experience shows that the larger the portfolio of similar insurance contracts, the smaller the 
relative variability about the expected outcome will be. In addition, a more diversified portfolio 
is less likely to be affected by a change in any subset of the portfolio. The Society has 
developed its insurance underwriting strategy to diversify the type of insurance risks accepted 
and within each of these categories to achieve a sufficiently large population of risks to 
reduce the variability of the expected outcome. 

Factors that aggravate insurance risk include lack of risk diversification in terms of the type 
and amount of risk, the geographical location and the type of industry covered. 

The products offered by the Society present low risk as the main product lines are yearly 
renewable products, usually with rate guarantees of 12-months on renewal. 

The Society is liable for all insured events that occurred during the term of the contract, even 
if the loss is discovered after the end of the contract term. A large element of the claims 
provision relates to incurred but not reported claims (“IBNR”).  

The estimated cost of claims includes direct expenses to be incurred in settling claims. The 
Society takes all reasonable steps to ensure that it has appropriate information regarding its 
claims exposures. However, given the uncertainty in establishing claims provisions, it is likely 
that the final outcome will prove to be different from the original liability established. The 
liability for these contracts comprises a provision for IBNR and a provision for reported claims 
not yet paid.

Long-term disability, short-term disability and life contracts: 

The most significant factors are rates of incidence of disability and rates of termination from 
disability. These factors are referred to as morbidity risk. The most significant factors for life 
and short-term disability contracts are rates of morbidity and mortality. 

At present, these risks do not vary significantly in relation to the location of the risk insured by 
the Society. However, undue concentration could have an impact on the severity of benefit 
payments on a portfolio basis. The risk of death or disability will vary by industry. Undue 
concentration of risk by industry will therefore increase the risk of a change in the underlying 
average mortality or morbidity of employees in a given industry, with significant effects on the 
overall insurance risk. 
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22. Insurance risk management (continued): 

(a) Managing insurance risk (continued): 

Insurance risk under disability contracts is also dependent on economic conditions in the 
industry. Historical data indicates that recession and unemployment in an industry will 
increase the number of claims for disability benefits as well as reduce the rate of recovery 
from disability. The Society attempts to manage this risk through its underwriting, claims 
handling and reinsurance policy. The amount of disability benefit cover provided per 
individual is restricted to a maximum of 75% of the individual’s monthly income. Excess of 
loss reinsurance contracts have been purchased by the Society to limit the maximum loss on 
any one life to $250,000 for life insurance contracts. 

The Society charges for morbidity risk on a monthly basis for all insurance contracts. It has 
the right to alter these charges annually based on its morbidity experience and hence 
minimize its exposure to morbidity risk. Delays in implementing increases in charges and 
market restraints over the extent of the increase may reduce its mitigating effect.  

The underwriting strategy is intended to ensure that the risks underwritten are well diversified 
in terms of type of risk and the level of insured benefits. The Society balances morbidity risk 
across its portfolio, has reinsurance on any single life insured, reinsures the excess of the 
insured benefit over risks under an excess of loss reinsurance arrangement and has 
reinsurance in place for morbidity risk.  

Uncertainty in the estimation of future benefit payments for long-term disability insurance 
contracts arises from the unpredictability of long-term changes in overall levels of morbidity. 
For incurred long-term disability claims, it is necessary to estimate the rates of recovery from 
disability for future years. Standard industry recovery tables and CIA tables are modified for 
the actual experience of the Society. The influence of economic circumstances on the actual 
recovery rate for individual contracts is a source of uncertainty for these estimates. 

Extended healthcare and dental contracts: 

These contracts are mainly issued to employers to insure their commitments to their 
employees in terms of employee benefit plans. The risk is affected by the nature of the 
industry in which the employer operates and the risk of claims will vary by industry and plan 
design.  

Insurance risk under these plans is dependent on the claiming patterns of the covered 
employee. The Society underwrites these plans with premiums set for a 12-month period 
which permits premium adjustment on an annual basis. The Society reinsures out of country 
claims over a certain dollar threshold with various reinsurers. 
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22. Insurance risk management (continued): 

(a) Managing insurance risk (continued): 

Claims risk is controlled by means of pre-authorization of claims, benefit limits and fee 
schedules. The specific processes used would vary by group depending on plan 
arrangements. 

(b) Policy assumptions: 

The Society’s valuation methods involve the use of best estimates for the following significant 
assumptions: mortality, morbidity, investment yields, expense levels and provision for 
adverse deviation.  

Mortality: 

The mortality assumption varies by type of contract and is based on the Society’s aggregate 
experience or on industry experience modified to reflect the Society’s emerging experience if 
appropriate. 

Morbidity: 

The rate of morbidity refers to the incidence of accident and sickness, and the termination of 
disability due to death or recovery. This assumption is based on the Society’s aggregate 
experience or industry experience modified to reflect the Society’s emerging experience if 
appropriate. 

Expenses: 

Amounts are included in insurance liabilities to provide for the cost of administering incurred 
claims. Where applicable, allowances for future expenses are based on Society experience 
projected into the future with an allowance for inflation consistent with the investment yield. 

Investment yields: 

The amount and timing of cash flows arising from both the insurance liabilities and the assets 
supporting them are projected. These cash flows are combined with reinvestment rates, 
derived from the current economic outlook and the Society’s investment policy, to establish 
expected rates of return for all future years, including reasonable provisions for asset default. 

Provision for adverse deviation: 

A margin is included in each assumption to recognize the uncertainty in establishing best 
estimate assumptions, to allow for possible deterioration in experience and to provide greater 
comfort that insurance liabilities are adequate to pay future benefits. A range of allowable 
margins is prescribed by the CIA. As the experience of future accounting periods emerges, 
any provision not required to cover adverse deviations will be included in income for that 
period. 
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22. Insurance risk management (continued): 

(c) Sensitivity to assumption changes: 

The tables below show the sensitivity of net income if the significant assumptions were to 
change independently of each other without management action. 

(i) Long-term disability contracts:

  Change in  Change in net income  
Variable variable 2016 2015 

Morbidity +5% $ (1,004) $ (920) 
Morbidity -5% 972 890 
Expenses +5% (141) (138) 
Expenses -5% 141 138 

(ii) Life and short-term disability insurance contracts: 

  Change in  Change in net income  
Variable variable 2016 2015 

Mortality +5%  (464) $ (426) 
Mortality -5% 469 430 
Morbidity +5% (192) (164) 
Morbidity -5% 191 162 
Expenses +5% (36) (33) 
Expenses -5% 36 33 

(iii) Short-term health and dental contracts: 

  Change in  Change in net income  
Variable variable 2016 2015 

Morbidity +5%  $ (1,207) $ (1,312) 
Morbidity -5% 1,207 1,312 
Expenses +5% (45) (48) 
Expenses -5% 45 48 
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22. Insurance risk management (continued): 

(d) Concentration of insurance risk: 

All insurance risk exposures of the Society are geographically concentrated in British 
Columbia. 

Long-term disability contracts: 

The table below presents the concentration of insured benefits across bands of insured 
benefits per individual long-term disability insured. The benefit insured figures are shown 
gross and net of the reinsurance contracts described above.  

   Total benefit insured  
Monthly benefits insured per life Before After 
 at the end of 2016 reinsurance reinsurance 

$0 - $1,000 $ 174 0.2% $ 70 0.2% 
$1,000 - $2,000 11,374 11.6% 4,550 13.5% 
$2,000 - $3,000 32,604 33.3% 13,126 39.0% 
$3,000 - $4,000 26,779 27.3% 9,783 29.1% 
$4,000+ 27,098 27.6% 6,110 18.2% 

Total $ 98,029 100.0% $ 33,639 100.0% 

   Total benefit insured  
Monthly benefits insured per life Before After 
 at the end of 2015 reinsurance reinsurance 

$0 - $1,000 $ 217 0.3% $ 87 0.3% 
$1,000 - $2,000 10,575 12.2% 4,230 14.3% 
$2,000 - $3,000 28,730 33.5% 11,520 39.1% 
$3,000 - $4,000 23,359 27.2% 8,394 28.5% 
$4,000+ 22,980 26.8% 5,255 17.8% 

Total $ 85,861 100.0% $ 29,486 100.0% 
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22. Insurance risk management (continued): 

(d) Concentration of insurance risk (continued): 

Life and short-term disability contracts: 

The following table presents the year-end aggregated insured benefits for the in-force life and 
short-term disability insurance contracts by benefit. Disability risk is disclosed as the amount 
payable per annum under the terms of the in-force insurance contract. 

2016 Before reinsurance After reinsurance 
By type of insurance Mortality risk disability risk Mortality risk disability risk 

Life & Optional Life $ 9,980,969 64.5% $ 8,176,377 62.8% 
Dependent Life 170,828 1.1% 170,828 1.3% 
AD&D 4,043,259 26.2% 3,468,595 26.7% 
Optional AD&D 128,573 0.8% 95,277 0.7% 
Individual Products 947,554 6.1% 947,554 7.3% 
Critical Illness 196,569 1.3% 155,801 1.2% 
STD $ 7,592 100% $ 7,264 100% 

  100%   100% 100%   100% 

2015 Before reinsurance After reinsurance 
By type of insurance Mortality risk disability risk Mortality risk disability risk 

Life & Optional Life $ 9,042,637 64.5% $ 8,002,439 64.8% 
Dependent Life 115,270 0.8% 115,270 0.9% 
AD&D 3,632,148 26.0% 3,046,479 24.6% 
Optional AD&D 124,483 0.9% 119,033 1.0% 
Individual Products 919,937 6.6% 919,937 7.4% 
Critical Illness 161,602 1.2% 156,092 1.3% 
STD $ 6,931 100% $ 6,619 100% 

  100%   100% 100%   100% 

Short-term health and dental contracts: 

2016 Before reinsurance After reinsurance 
Type of insurance morbidity risk morbidity risk 

Dental $ 88,559 30.5% $ 88,559 30.9% 
EHC 135,432 46.7% 134,347 46.9% 
Individual products 66,183 22.8% 63,454 22.2% 

Total $ 290,174 100.0% $ 286,360 100.0% 
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22. Insurance risk management (continued): 

(d) Concentration of insurance risk (continued): 

Short-term health and dental contracts (continued): 

2015 Before reinsurance After reinsurance 
Type of insurance morbidity risk morbidity risk 

Dental $ 84,128 31.3% $ 84,128 31.7% 
EHC 122,687 45.7% 121,613 45.8% 
Individual products 61,560 23.0% 59,754 22.5% 

Total $ 268,375 100.0% $ 265,495 100.0% 

23. Financial instrument risk management: 

The Society’s risk management policies are designed to identify and analyses risks, to set 
appropriate risk tolerance limits, and to monitor the risks and adherence to limits through the 
maintenance of a strong control environment and use of information systems. Financial 
instrument risk management is carried out by an Investment Committee which reports to the 
Society’s Board of Directors. The Board sets written policies for risk tolerance and overall risk 
management, and management reports to the Board on compliance with the risk management 
policies of the Society. A Statement of Investment Policies and Procedures (“SIPP”) and 
Investment Manager Mandates (“IMM”) are used to set overall risk tolerance. 

The Society is exposed to a range of financial risks through its financial instruments, including 
credit risk, liquidity risk and market risk (which is comprised of interest rate risk, currency risk and 
other price risk).  

(a) Credit risk: 

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an 
obligation it has entered into with the Society, resulting in a financial loss. 

The Society is exposed to credit risk principally through its cash and cash equivalents, 
directly held fixed income investments, amounts due from reinsurers and trade and other 
receivables. The Society has policies to limit and monitor its exposure to individual issuers 
and classes of issuers of investment securities which do not carry the guarantee of a national 
or Canadian provincial government. The Society invests short-term surplus cash in 
guaranteed deposits with British Columbia credit unions and federally incorporated Canadian 
banks.  
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23. Financial instrument risk management (continued): 

(a) Credit risk (continued): 

The Society monitors its exposure in respect of receivables to ensure that credit is provided 
on normal commercial trade terms and to minimize the risk of any large concentration of 
credit risk.  

With regard to amounts due from reinsurers, the Society has policies to manage its exposure 
to individual reinsurers and it regularly reviews the creditworthiness of reinsurers with whom it 
transacts business. As at December 31, 2016, the Society’s reinsurers had a rating of A 
(2015 - A) or above based on AM Best ratings.  

At December 31, 2016 and 2015, the aging of trade and other receivables that were not 
impaired was as follows: 

  2016 2015 

Trade accounts receivable: 
Current (outstanding 1 - 30 days) $ 18,998 $ 27,819 
Outstanding 31 - 60 days 16,440 3,834 
Outstanding 60+ days 869 1,584 
  36,307 33,237 

Allowance for doubtful accounts (264) (246) 
Other accounts receivable 6,445  3,182 

  $ 42,488 $ 36,173 

The Society’s maximum exposure to credit risk is summarized below: 

  2016 2015 

Cash and cash equivalents $ 23,610 $ 12,858 
Fixed income securities 9,338 45,899 
Trade and other receivables 42,488 36,173 
Amounts due from reinsurers 3,877 3,976 

  $ 79,313 $ 98,906 
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23. Financial instrument risk management (continued): 

(a) Credit risk (continued): 

Details concerning the credit quality of financial instruments held are described in the 
following tables. 

      Not 
2016 AAA AA A BBB rated Total 

Cash and cash equivalents $ - $ - $ - $ - $ 23,610 $ 23,610 
Fixed income securities 2,275 2,997 2,144 817 1,105 9,338 
Trade and other receivables - - - - 42,488 42,888 
Amounts due from reinsurers - - 3,877 - - 3,877 

Total $ 2,275 $ 2,997 $ 6,021 $ 817 $ 67,203 $ 79,313 

      Not 
2015 AAA AA A BBB rated Total 

Cash and cash equivalents $ - $ - $ - $ - $ 12,858 $ 12,858 
Fixed income securities 2,959 2,996 2,594 754 36,596 45,899 
Trade and other receivables - - - - 36,173 36,173 
Amounts due from reinsurers - - 3,976 - - 3,976 

Total $ 2,959 $ 2,996 $ 6,570 $ 754 $ 85,627 $ 98,906 

In addition to direct credit risk as described above, the Society is subject to indirect credit risk 
through its investments in fixed income pooled funds. 

(b) Liquidity risk: 

Liquidity risk is the risk that the Society will encounter difficulty in meeting obligations 
associated with financial liabilities. Liquidity management involves maintaining sufficient cash 
and marketable securities or an adequate amount of funding to meet financial obligations as 
they come due. If the Society fails to anticipate the medium and long-term cash demands of 
its products and operations and/or the potential for variances arising from economic and 
regulatory changes, this could result in a risk of the Society having insufficient cash to meet 
its contractual obligations to policyholders, brokers, reinsurers, claimants or creditors. The 
Society has implemented policies and procedures to mitigate risks associated with liquidity 
management. These policies and procedures contribute to prudent and sound management 
of all aspects of liquidity. 

Management monitors rolling forecasts of the Society’s cash flows and the maturity dates of 
liquid assets on the basis of expected cash flows. The Society’s liabilities principally comprise 
short-term trade and other payables and claims reserves.  
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23. Financial instrument risk management (continued): 

(b) Liquidity risk (continued): 

As the exact timing of the maturity of the Society’s claims reserves is unknown and is 
indeterminable. The Society manages the maturity of claims by the use of an overall historical 
liability settlement pattern as a basis to define diversification and duration characteristics of 
future claims liabilities. The Society offers standard product options which do not involve 
significant cash disbursements while the policies are in force. Reinsurance and catastrophe 
reinsurance policies are in place to manage risk to the Society and protect its solvency in the 
case of an adverse event.  

The Society’s financial liabilities, which are comprised principally of trade and other payables, 
have a maturity of one year or less. 

(c) Market risk: 

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest 
rates and equity prices, will affect the Society’s income or the value of its holdings of financial 
instruments. The objective of market risk management is to manage and control market risk 
exposures within acceptable parameters, while optimizing the return.  

(i) Interest rate risk: 

Interest rate risk is the risk that the fair value or cash flows of financial instruments will 
fluctuate as a result of changes in market interest rates. The Society has direct exposure 
to interest rate risk primarily through its investment in fixed income securities. 

The effective annual interest rate of the fixed income securities portfolio at December 31, 
2016 was 2.28% (2015 - 2.26%). 

The immediate impact on the fair value of fixed income securities of a 1% change in 
interest rates would be approximately $621 (2015 - $608). 

In addition to exposure to direct interest rate risk, the Society is exposed to indirect 
interest rate risk through its investment in fixed income pooled funds. 

(ii) Currency risk: 

Currency risk is the risk that the fair value of financial instruments denominated in 
currencies other than the Canadian dollar will fluctuate due to changes in foreign 
currency risks. The Society is not directly exposed to currency risk as its services and 
transaction activity are conducted in Canadian dollars. However, the Society may be 
indirectly exposed to fluctuations in US and other foreign currency movements through its 
investments in pooled investment funds which invest in US dollar and other foreign 
currency.  
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23. Financial instrument risk management (continued): 

(c) Market risk (continued): 

(iii) Other price risk: 

Other price risk is the risk that the fair value of the financial instrument will fluctuate as a 
result of changes in market prices, other than these arising from interest rate risk or 
currency risk, whether caused by factors specific to an individual investment or its issuer 
or factors affecting all instruments traded in the market. 

Other price risk is managed by holding a diversified portfolio of investments and with the 
assistance of professional advisors. Furthermore, risk tolerance limits and concentration 
limits are formally set out in the Society’s SIPP. 

The immediate impact on of a 1% increase or decrease in the relevant benchmark 
indices associated with the Society’s investments would be approximately $260 (2015 -
 $247) with all other variables held constant and assuming the Society’s instruments 
moved according to historical correlation with relevant benchmark indices.  

24. Fair value of financial instruments: 

(a) Measurement of fair values: 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date. All fair value 
measurements relate to recurring measurements. Fair value measurements for investments 
are categorized into levels within a fair value hierarchy based on the nature of the valuation 
inputs (Levels 1, 2 or 3). 

The three levels are based on the priority of inputs to the respective valuation technique. The 
fair value hierarchy gives the highest priority to quoted prices in active markets for identical 
assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). An 
asset’s or liability’s classification within the fair value hierarchy is based on the lowest level of 
significant input to its valuation. 
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24. Fair value of financial instruments (continued): 

(a) Measurement of fair values (continued): 

The input levels are defined as follows: 

Level 1:  Unadjusted quoted prices in active markets for identical assets or liabilities. 

The Society defines active markets based on the frequency of valuation and any 
restrictions or illiquidity on disposition of the underlying investment and trading 
volumes. Assets measured at fair value and classified as Level 1 include Canadian 
and US common shares. Fair value is based on market price data for identical 
assets obtained from the investment custodian, investment managers or dealer 
markets. The Society does not adjust the quoted price for such investments. 

Level 2:  Quoted prices in markets that are not active or inputs that are observable either 
directly (i.e., as prices) or indirectly (i.e., derived from prices). 

Level 2 inputs include observable market information, including quoted prices for 
assets in markets that are considered less active. Assets measured at fair value 
and classified as Level 2 include short-term investments, bonds and pooled funds. 
Fair value for short-term investments and bonds is based on or derived from 
market price data for same or similar instruments obtained from the investment 
custodian, investment managers or dealer markets. Fair value for the pooled funds 
is determined based on the net asset value of the funds. 

Level 3: Unobservable inputs that are supported by little or no market activity and are 
significant to the estimated fair value of the assets or liabilities. 

Level 3 assets and liabilities would include financial instruments whose values are 
determined using internal pricing models, discounted cash flows methodologies, or 
similar techniques that are not based on observable market data, as well as 
instruments for which the determination of estimated fair value requires significant 
management judgment or estimation. The Society’s finance department is 
responsible for reviewing the basis of the valuation of fair value measurements of 
Level 3 investments. The valuation processes and results for recurring 
measurements are reviewed and monitored by the Chief Financial Officer (“CFO”) 
at least once every quarter, in line with the Society’s quarterly reporting dates. The 
valuation processes and results for non-recurring measurements are reviewed and 
approved by the Controller and the CFO in the quarter in which the measurement 
occurs. All Level 3 valuation results are discussed with the Audit Committee as part 
of its review of the Society’s consolidated financial statements. Currently the 
Society’s only Level 3 investments consist of closed ended real estate pooled 
funds for which there is no observed trading activity. Fair value of these closed 
ended pooled funds is based on the respective fund’s net asset value as reported 
by the fund’s manager. 
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24. Fair value of financial instruments (continued): 

(a) Measurement of fair values (continued): 

The tables below analyze financial instruments measured at fair value at the reporting date 
by the level in the fair value hierarchy into which the fair value measurement is categorized. 
The amounts are based on the values recognized in the Statement of Financial Position. All 
fair value measurements below are recurring. 

Financial assets at fair value as at December 31, 2016: 

 Level 1 Level 2 Level 3 Total 

Fixed income securities $ - $ 9,338 $ - $ 9,338 
Fixed income pooled funds - 176,465 - 176,465 
Equity securities 65,030 - - 65,030 
Equity pooled funds - 89,417 - 89,417 
Real estate pooled funds - 48,263 7,857 56,120 

 $ 65,030 $ 323,483 $ 7,857 $ 396,370 

Financial assets at fair value as at December 31, 2015: 

 Level 1 Level 2 Level 3 Total 

Fixed income securities $ - $ 45,899 $ - $ 45,899 
Fixed income pooled funds - 182,887 - 182,887 
Equity securities  50,440  -  -  50,440 
Equity pooled funds - 51,789 - 51,789 
Real estate pooled funds - 45,779 - 45,779 

 $ 50,440 $  326,354 $ - $ 376,794 

During 2016 and 2015, there were no significant transfers of investments between the three 
levels of the hierarchy. 
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24. Fair value of financial instruments (continued): 

(b) Reconciliation of Level 3 fair values: 

The following table shows a reconciliation from the opening balances to the closing balances 
for Level 3 fair values. 

Opening balance, December 31, 2015   $ - 
Total gains and losses recognized in net income  245 
Purchases  7,612 
Sales  - 

Closing balance, December 31, 2016   $ 7,857 

Total unrealized gain or loss relating to financial assets held at December 31 $ 245 

For the year ended December 31, 2015, the Society did not hold any Level 3 investments. 

(c) Significant unobservable inputs used in measuring fair value: 

The table below sets out information about significant unobservable inputs used in measuring 
the fair value of Level 3 financial instruments in the fair value hierarchy as at December 31: 

      Sensitivity 
      to change 
      in significant 
  Fair Valuation Unobservable  unobservable 
2016 value technique input Amount input 

Real estate pooled funds $ 7,857 Unadjusted Net asset $ 7,857 The estimated 
    net asset value  fair value 

   value   would increase 
      (decrease) if the 

     respective fund’s 
     net asset value 

      was higher (lower) 

The Society values its investment in real estate pooled funds based on the latest available 
financial information provided by the respective fund managers, which is based on the net 
asset value of the respective fund as determined by its manager. 

The real estate funds are subject to redemption restrictions and accordingly, the Society is 
unable to dispose of the investee until the maturity or wind-up and liquidation of the 
respective investee. In such cases, it is the Society’s policy to categorize the investee as 
Level 3 within the fair value hierarchy. 
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24. Fair value of financial instruments (continued): 

(c) Significant unobservable inputs used in measuring fair value (continued): 

The following table shows the sensitivity of Level 3 measurements to reasonably possible 
favourable or unfavourable changes in the unobservable input. If the net asset value were to 
change by +/- 10%, the impact is outlined below:  

   Change in after-tax income  
 Favourable Unfavourable 
 changes changes 

At December 31, 2016 $ 718 $ (718) 

For the year ended December 31, 2015, the Society did not hold any Level 3 investments. 

25. Capital disclosure: 

The Society’s capital objective is to manage its capital to provide an available and effective 
resource to support business activities. Additional objectives include maintaining safety and 
stability by ensuring capital is adequate to reduce risk exposure in a variety of situations, and that 
sufficient capital exists for future needs and strategic initiatives and to satisfy expectations of 
members. 

The Society implemented the Office of the Superintendent of Financial Institutions (“OSFI”) 
guideline on Own Risk Solvency Assessment (“ORSA”) in 2014. As a result, it updated its 
Enterprise Risk Management Policy (“ERMP”), Risk Appetite Policy (“RAP”) and formed a Risk 
Management Committee (“RMC”) which reports quarterly to the Board of Directors via the Audit 
Committee on all risk-related matters and appointed a Chief Risk Officer. The ORSA report was 
completed and approved by the Board in December 2015 and provided detailed assessment of 
identified risks and mitigation assessments on them. It also expanded the scenarios under 
Dynamic Capital Adequacy Testing (“DCAT”) to others deemed appropriate by the Board and 
management. 

The Society is externally regulated by the Financial Institutions Commission of British Columbia 
(“FICOM”). The Society reports quarterly to the regulatory agency. The regulatory agency 
imposes minimum continuing capital and surplus requirements (“MCCSR”). The guidelines 
provide minimum and supervisory target capital levels. FICOM requires a 150% minimum capital 
requirement. The Society maintains a Capital Risk Management Policy to ensure objectives are 
met and capital is managed within distinct stages relating to specific levels of the MCCSR.  
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25. Capital disclosure (continued): 

During 2016 and 2015 and as at December 31, 2016 and 2015, the Society fully met the 
regulatory capital requirements. The Society manages its capital by maintaining an investment 
portfolio that is 90% to 100% of the total equity of the Society. The SIPP requires high quality 
investments and the investment portfolio is presented to the Investment Committee of the Board 
every six months. Any substandard investments are sold to maintain the quality of the portfolio. 
The holdings may include pooled funds, bonds and common equities. There are concentration 
limits imposed as well to the portfolio, by industry and by investment instrument. 

26. Reclassification of prior year comparatives: 

During the current year, the Society chose to change the basis of presentation of its investment in 
the PIMCO Canadian Tactical Bond Fund (“PIMCO investments”). Previously, the PIMCO 
investments were disclosed separately in the consolidated statement of financial position. In 
2016, it was determined that it would be more meaningful to group the PIMCO investments with 
the Society’s other investments in the consolidated statement of financial position to better reflect 
the Society’s total investment pool available to satisfy insurance and other obligations. As a 
result, for the 2015 comparative period presented in the consolidated financial statements, 
$179,818 of PIMCO investments assets and $3,352 of PIMCO investments liabilities were netted 
and presented together with other investments of $200,332 in the consolidated statement of 
financial position as at December 31, 2015, resulting in a total investment balance of $376,798. 

In addition, the Society also chose to change the basis of presentation of its cash and cash 
equivalents. Previously, outstanding cheques, being cheques that have been issued but are yet 
to clear at year end, were separated from cash and cash equivalents and classified within trade 
and other payables. In 2016, it was determined that it would be more meaningful to classify 
outstanding cheques within cash and cash equivalents to better reflect the Society’s available 
cash resources at year-end. As a result, for the 2015 comparative period presented in the 
consolidated financial statements, $27,328 of outstanding cheques have been removed from 
trade and other payables and presented within cash and cash equivalents of $40,185 in the 
consolidated statement of financial position as at December 31, 2015, resulting in a total cash 
and cash equivalents balance of $12,857. 
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