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The new bylaw that modernizes the 
way members can vote allows us to 
enable electronic voting for the  
2020 Annual General Meeting.  
Brendan Dick
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Message from the Chair
As the newly elected Chair of the Board of Pacific Blue Cross, it’s a privilege to update you on 
what turned out to be a significant year for the organization.

Since the Pacific Blue Cross Health Benefits Society was formed in 1997, there have been many 
changes to our work environment.  In 2018, we introduced amendments that harmonized our 
Bylaws with the new Societies Act. While substantial in scope, these amendments did not address 
the real needs of Pacific Blue Cross.

We recognize that improving the health and wellbeing of our members starts with the good governance of our 
organization. In that vein, we launched a Good Governance initiative in 2019, with the goal of better aligning 
our governance practices to those of other member-based organizations like VanCity, Coast Capital, and 
Mountain Equipment Co-op.

This Board-driven process resulted in a special resolution to 
amend Pacific Blue Cross’s existing Bylaws, which were presented 
to and approved by our members at a Special General Meeting 
held in December.  These substantive changes established new 
eligibility and competency requirements for Directors, more 
transparency around the nominating process, and term limits. 
We also modernized access for members to vote by allowing for 
alternative voting options.

This significant body of work was led by Richard Taylor, who also served as Board Chair for the last three years. 
As both a Board member since 2017, and a Pacific Blue Cross plan member for close to 30 years, I am truly grateful 
for his leadership and long-standing service to the organization.

At our Annual General Meeting in June 2019 we said goodbye to three board members who did not stand 
for re-election in 2019. I’d like to thank Ms. Alicia Gallo, Dr. Stephane Voyer, and Dr. Sandra Jenneson for their 
contributions over the past several years. Two new members were elected to the board and we’re delighted that 
Ms. Nezihe Aquino and Dr. Patricia Gerber are adding their considerable expertise in financial management and 
health care, respectively, to help guide us forward.

On behalf of the directors and employees of Pacific Blue Cross, I’d like to acknowledge our members, clients, brokers 
and advisors, and employees for their continued support. We can’t do this without you.

 

  
 

Brendan Dick 
Chair,  
Pacific Blue Cross Board of Directors



It’s a great honour to be working with the 
First Nations Health Authority on its journey 
to improve health outcomes for
British Columbian Indigenous peoples.  
We now provide health benefits for147,000 
new First Nations members from over 200 
communities, managing almost 1.5 million 
claims lines on behalf of the FNHA.  
John Crawford
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Message from the President and CEO
Pacific Blue Cross had an incredibly strong year in 2019—in all aspects of the organization.

We exceeded our revenue target by $2 million, experienced significant growth in usage of our 
digital channels, launched a first-of-its-kind travel insurance product, deployed automation 
that’s helping to decrease administration costs and improve service levels, and increased our 
employee engagement and member satisfaction scores. 

Moreover, we did all of this while forging exciting new 
partnerships with the First Nations Health Authority and 
the Independent Contractors and Businesses Association 
(where we onboarded over 180 small-to mid-size groups 
to a new multi-employer pool in a short period of time), 
on top of the other groups and individuals we were 
happy to welcome or retain as Pacific Blue Cross members 
throughout the year.

Our performance continues to align with the three pillars 
of our Member First strategy: Drive Member Value and 
Affordability, Grow and Optimize, and Expand and 
Diversify. Efficiencies through automation and digitization 
are helping us better manage the provision and cost of care, regulatory compliance, and fraud and insurance abuse. 
Investments we’re making into Work & Wellness Case Management, our Blue IQ capabilities, and D.A. Townley will 
allow us to capitalize on opportunities that better meet the needs of members, plan sponsors, and union clients. And 
our new relationship with Blue Cross Life Insurance Company of Canada will be key in growing our Life and Living 
Benefits business. 

We’ve also had great success in containing drug costs, which is a substantial part of most group benefits plans. 
Aligning our drug policy to BC Fair PharmaCare and supporting the BC Ministry of Health Biosimilars Initiative 
allowed our plan sponsors to save or avoid up to $30 million in 2019. Further, an external consultant told us that the 
proportion of plan spending on high cost specialty drugs in our Blue RX formulary was 46% lower than benchmark in 
2018. Our stewardship in this area provides plan sponsors with flexibility to tailor benefit options to fit the needs of all 
plan members while ensuring that the medications offered by the plan are the right drugs at the right price.

We couldn’t present all the data points I’m proud of in this year’s annual report, so I’d like to highlight a few more here:

• Our member satisfaction grew again this year—a 4% increase since 2018. It’s clear that the work we’ve done to 
augment our digital services is meeting people where they want to be.

• As the industry grapples with rapidly increasing drug costs per certificate, we’ve actually decreased ours slightly 
year over year.

• Our continued focus on improving employee engagement metrics resulted in a five percentile increase relative 
to the 2019 BC Statistics Workplace Environmental Survey. The biggest impact came from ratings on Teamwork 
and Leadership.
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• We improved turnaround times on dental claims, group set up, and member enrollment despite the increase in 
volume of business we experienced throughout the year.

• After launching our Trip Protection product online in 2019, there was a 184% increase in uptake over the 
previous year.

I’ll end by saying that it is a privilege to work alongside the leaders, management, and staff in our organization.  
They make an outstanding contribution to improving the health and wellbeing of British Columbians every day.

To our trusted brokers and advisors, plan sponsors, and members, we appreciate the relationships we’ve built and for 
your business.

And to our members, thank you for all the feedback you graciously provide us. Your voice helps us improve what we  
do to help you manage your own health and wellbeing.

  
 

   
  
John Crawford 
President and Chief Executive Officer, 
Pacific Blue Cross



Appointed Actuary’s Report 
February 13, 2020
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 position at December 31, 2019 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.

Josephine E Marks 
Fellow, Canadian Institute of Actuaries
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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 

Opinion 

We have audited the consolidated financial statements of PBC Health Benefits Society (the 
Society), which comprise: 

 the consolidated statement of financial position as at December 31, 2019
 the consolidated statement of comprehensive income (loss) for the year then ended
 the consolidated statement of changes in equity for the year then ended
 the consolidated statement of cash flows for the year then ended
 and notes to the consolidated financial statements, including a summary of significant

accounting policies

(Hereinafter referred to as the “financial statements”). 

In our opinion, the accompanying financial statements present fairly, in all material respects, 
the consolidated financial position of the Society as at December 31, 2019, and its 
consolidated financial performance and its consolidated cash flows for the year then ended 
in accordance with International Financial Reporting Standards (IFRS). 

Basis for Opinion 

We conducted our audit in accordance with Canadian generally accepted auditing 
standards.  Our responsibilities under those standards are further described in the 
“Auditors’ Responsibilities for the Audit of the Financial Statements” section of our 
auditors’ report.   

We are independent of the Society in accordance with the ethical requirements that are 
relevant to our audit of the financial statements in Canada and we have fulfilled our other 
ethical responsibilities in accordance with these requirements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide 
a basis for our opinion.     

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

Management is responsible for the preparation and fair presentation of the financial 
statements in accordance with International Financial Reporting Standards (IFRS), and for 
such internal control as management determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or error. 
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PBC Health Benefits Society 
Page 2 

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

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

Auditors’ Responsibilities for the Audit of the Financial Statements 

Our objectives are to obtain reasonable assurance about whether the financial statements 
as a whole are free from material misstatement, whether due to fraud or error, and to issue 
an auditors’ report that includes our opinion.  

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit 
conducted in accordance with Canadian generally accepted auditing standards will always 
detect a material misstatement when it exists.  

Misstatements can arise from fraud or error and are considered material if, individually or in 
the aggregate, they could reasonably be expected to influence the economic decisions of 
users taken on the basis of the financial statements. 

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

We also: 

 Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for
our opinion.

The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

 Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Society's internal control.

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

 Conclude on the appropriateness of management's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Society's
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditors’ report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditors’
report. However, future events or conditions may cause the Society to cease to
continue as a going concern.
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PBC Health Benefits Society 
Page 3 

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

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

Chartered Professional Accountants 

Vancouver, Canada 
March 13, 2020 
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PBC HEAL TH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Consolidated Statement of Financial Position 
(Expressed in thousands of dollars) 

December 31, 2019, with comparative information for 2018 

Notes 2019 2018 

Assets 
Cash and cash equivalents $ 89,541 $ 8,988 
Investments 5 360,012 396,985 
Amounts due from reinsurers 4,771 4,011 
Reinsurers share of insurance liabilities 6 104,178 96,100 
Trade and other receivables 7 46,046 61,784 
Other assets 8 6,020 5,014 
Property and equipment 9 60,025 22,967 
Goodwill and intangible assets 10 43,044 45,789 

$ 713,637 $ 641,638 

Liabilities and Equity 
Trade and other payables 11 215,057 220,213 
Members' dues received in advance 12 13,315 12,942 
Lease liabilities 13 42,026 868 
Insurance liabilities 6 207,567 191,229 
PBC CUPE 1816 Joint Trust Provision 14 9,565 207 
Employee benefits 15 10,983 11,723 

498,513 437,182 
Equity: 

Reserves 16 10,000 10,000 
Retained earnings 222,392 211,687 
Accumulated other comerehensive loss i1712aa1 {171231} 

215,124 204,456 
Commitments 17 
Contingencies 18 
Subsequent event 19 

$ 713,637 $ 641,638 

See accompanying notes to consolidated financial statements. 

Approved on behalf of the Board: 
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

Consolidated Statement of Comprehensive Income (loss) 
(Expressed in thousands of dollars) 

Year ended December 31, 2019, with comparative information for 2018 

Notes 2019 2018 

Billings processed 20 $ 1,507,667 $ 1,394,602 

Revenue: 
Premium revenue $ 395,670 $ 370,202 
Premiums ceded to reinsurers (29,437) (30,046) 
Net insurance premiums earned 366,233 340,156 

Fees from self-insured plans 37,214 33,314 
Fee and other income 8,961 7,827 
Commissions earned from reinsurers 3,780 4,506 
Investment income (loss) 21 34,298 (3,594) 
Total revenues 450,486 382,209 

Claims and expenses: 
Insurance claims incurred 288,047 260,371 
General and administrative costs 22, 23 126,439 120,393 
PBC CUPE 1816 Joint Trust Provision  14 9,358 207 
Commissions and premium taxes 16,755 15,613 
Total claims and expenses 440,599 396,584 

Income (loss) before income taxes 9,887 (14,375) 

Income tax recovery 24 (818) (134)

Net income (loss) 10,705 (14,241) 

Other comprehensive income (loss): 
Pension plan and post-retirement benefits 

actuarial adjustment 15 (37) 4,813

Comprehensive income (loss) $ 10,668 $ (9,428) 

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, 2019, with comparative information for 2018 

Accumulated 
Retained other 
earnings comprehensive 

Reserves income (loss) Total 

Balance, December 31, 2017 $ 10,000 $ 225,928 $ (22,044) $ 213,884 

Net loss - (14,241) - (14,241)

Other comprehensive income - - 4,813 4,813

Balance, December 31, 2018 10,000 211,687 (17,231) 204,456 

Net income - 10,705 - 10,705

Other comprehensive loss - - (37) (37) 

Balance, December 31, 2019 $ 10,000 $ 222,392 $ (17,268) $ 215,124 

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, 2019, with comparative information for 2018 

2019 2018 

Cash and cash equivalents provided by (used in): 

Cash flows from operating activities: 
Net income (loss) $ 10,705 $ (14,241) 
Adjustments for: 

Amortization of property and equipment 3,274 3,854 
Amortization of right to use  2,276 - 
Amortization of intangible assets 8,844 8,577 
Realized and unrealized gain on investments (22,663) 15,765 
Amortization of net premiums/discounts on bonds 59 248 
Employee benefits 8,581 (40,993) 
Interest expense 530 1,124 
Income tax recovery (829) (134)
Deferred tax asset 11 - 

10,788   (25,800) 
Changes in non-cash operating working capital: 

Trade and other receivables  15,738 (15,522) 
Amounts due from reinsurers  (8,838) 5,292 
Prepaid expenses  (667) (675)
Trade and other payables (5,156) 31,222
Insurance liabilities 16,338 2,199
Write off of property and equipment   517 409 
Write off of right to use      602  - 
Members’ dues received in advance 373  1,445 
Restricted cash - 1,260

29,695  (170) 
Interest paid (2,053) (1,727) 
Interest received 1,523 959 
Income taxes paid - (1,037)
Income taxes recovered 479 444

29,644  (1,531) 

Cash flows from investing activities: 
Net sale of investments 59,577 20,478  
Purchases of property and equipment  (787) (2,130)
Purchases of intangible assets  (6,099) (2,669)
Right to Use property and equipment   (42,940)  - 

 9,751 15,679 

Cash flows from financing activities: 
Lease liability 41,158  - 

Increase in cash and cash equivalents 80,553 14,529 

Cash and cash equivalents, beginning of year 8,988 (5,541) 

Cash and cash equivalents, end of year $ 89,541 $ 8,988 

Represented by: 
Cash $ 88,977 $ 7,289 
Cash equivalents 564 1,699 

$ 89,541 $ 8,988 

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

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

Year ended December 31, 2019 

 

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. PBC Business Services Ltd. (“PSL”) (formally MSA Business Services Ltd.) is a
wholly-owned subsidiary and comprises group benefit plan consultant services and
administration. As result of the Business Transfer Agreement with Blue Cross Life Insurance
Company of Canada (“Blue Cross Life”, two new wholly-owned subsidiaries named “Pacblue Life
Service Limited” and “Pacblue Life Holdings Limited” were incorporated, the amount invested in
each was nominal upon inception. Pacblue Life Service Limited is a wholly-owned subsidiary of
BC Life. Pacblue Life Holdings Limited is a wholly-owned subsidiary of the Society. The address
of the registered office of the Society, 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 27, 2020.

(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.
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

2. Basis of presentation (continued):

(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

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 26: insurance liabilities and reinsurance assets (estimates for losses incurred 
but not reported);  

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

Note 15: employee benefits (actuarial assumptions); and 

Note 28: 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 PSL, both of which are wholly-owned by the Society.
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

3. Significant accounting policies (continued):

(a) Basis of consolidation (continued):

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.

(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 required to be classified into one of the following categories:
amortized cost, fair value through other comprehensive income (“FVOCI”) or fair value
through profit or loss (“FVTPL”). All financial instruments are measured at fair value on
initial recognition. Measurement in subsequent periods depends on the classification of
the financial instrument. Transaction costs are included in the initial carrying amount of
financial instruments except for financial instruments classified as FVTPL in which case
transaction costs are expensed as incurred.

Financial assets and financial liabilities are recognized initially on the trade date, which is
the date on which the Society becomes a party to the contractual provisions of the
instrument. The Society derecognizes a financial liability when its contractual obligations
are discharged, cancelled or expire.

Financial assets and liabilities are offset and the net amount presented in the statement
of net assets only when the Society has a legal right to offset the amounts and intends
either to settle on a net basis or to realize the asset and settle the liability simultaneously.

A financial asset is measured at amortized cost if it meets both of the following
conditions:

 it is held within a business model whose objective is to hold assets to collect
contractual cash flows; and

 its contractual terms give rise on specified dates to cash flows that are solely
payments of principal interest on the principal amount outstanding.

15



PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

3. Significant accounting policies (continued):

(c) Financial instruments (continued):

(i) Recognition and initial measurement (continued):

A financial asset is measured at FVOCI if it meets both of the following conditions:

 it is held within a business model whose objective is to hold assets to collect
contractual cash flows and selling financial assets; and

 its contractual terms give rise on specified dates to cash flows that are solely
payments of principal interest on the principal amount outstanding.

 All financial assets not classified as measured at amortized cost or FVOCI as
described above are measured at FVTPL. On initial recognition the Society may
irrevocably elect to measure financial assets that otherwise meets the requirements
to be measured at amortized cost or at FVOCI as at FVTPL when doing so results in
more relevant information.

Financial assets are not reclassified subsequent to their initial recognition, unless the 
Society changes its business model for managing financial assets, in which case all 
affected financial assets are reclassified on the first day of the first reporting period 
following the change in the business model. 

The Society has not classified any of its financial assets as FVOCI. 

A financial liability is generally measured at amortized cost, with exceptions that may 
allow for classification as FVTPL. These exceptions include financial liabilities that are 
mandatorily measured at fair value through profit or loss, such as derivatives liabilities, 
The Society may also, at initial recognition, irrevocably designate a financial liability as 
measured at FVTPL when doing so results in more relevant information. 

(ii) Fair value through profit and loss:

Financial instruments classified as FVTPL are subsequently measured at fair value at
each reporting period with changes in fair value recognized in the statement of
comprehensive income in the period in which they occur. The Society’s investments are
classified as FVTPL.
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

3. Significant accounting policies (continued):

(c) Financial instruments (continued):

(ii) Fair value through profit and loss (continued):

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. The fair
value of financial assets and liabilities traded in active markets (such as publicly traded
derivatives and marketable securities) are based on quoted market prices at the close of
trading on the reporting date. The Society uses the last traded market price for both
financial assets and financial liabilities where the last traded price falls within that day’s
bid-ask spread. In circumstances where the last traded price is not within the bid-ask
spread, the Society determines the point within the bid-ask spread that is most
representative of fair value based on the specific facts and circumstances. The Society’s
policy is to recognize transfers into and out of the fair value hierarchy levels as of the
date of the event or change in circumstances giving rise to the transfer.

The fair value of financial assets and liabilities that are not traded in an active market,
including non-publicly traded derivative instruments, is determined using valuation
techniques. Valuation techniques also include the use of comparable recent arm’s length
transactions, reference to other instruments that are substantially the same, discounted
cash flow analysis, and others commonly used by market participants and which make
the maximum use of observable inputs. Should the value of the financial asset or liability,
in the opinion of the Society, be inaccurate, unreliable or not readily available, the fair
value is estimated on the basis of the most recently reported information of a similar
financial asset or liability.

(iii) Amortized cost:

Financial assets and liabilities classified as amortized cost are recognized initially at fair
value plus any directly attributable transaction costs. Subsequent measurement is at
amortized cost using the effective interest method, less any impairment losses. The
Society classifies cash and cash equivalents, amounts due from reinsurers, trade and
other receivables, trade and other payables and members’ dues received in advance as
amortized cost.

The effective interest method is a method of calculating the amortized cost of a financial
asset or liability and of allocating interest income or expense over the relevant period.
The effective interest rate is the rate that discounts estimated future cash payments
through the expected life of the financial asset or liability, or where appropriate, a shorter
period.
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

3. Significant accounting policies (continued):

(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. 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 
Buidling   3 to 10 years 

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.
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PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

3. Significant accounting policies (continued):

(e) Goodwill and intangible assets (continued):

(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. Cloud software license agreements are capitalized if: the Society
has the contractual right to take possession of the software at any time during the hosting
period without significant penalty; and it is feasible for the Society to either run the
software on its own hardware or contract with another party unrelated to the vendor to
host the software 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.

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.
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3. Significant accounting policies (continued):

(e) Goodwill and intangible assets (continued):

(iii) Impairment (continued):

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.

(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. 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.

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. Insurance contract liabilities are
presented gross of reinsurance assets in the consolidated statements of financial position.
Insurance contract liabilities, net of reinsurance assets, have been determined using the
Canadian Asset Liability Method (“CALM”).

CALM is a widely accepted actuarial technique, which uses projections, based on past
experience of the development of claims over time, to form a view of the likely ultimate claims
to be experienced.

20



PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

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.

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.

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) Leases:

(i) Leases - policy applicable after January 1, 2019:

The Society’s accounting policies for leases up to December 31, 2018 were in
accordance with IAS 17 Leases (“IAS 17”). The Society adopted IFRS 16 Leases
(“IFRS 16”) with a date of initial application from January 1, 2019.

IFRS 16 sets out a new model for lease accounting, replacing IAS 17. The new standard
recognizes the initial present value of unavoidable future lease payments as right-of-use
assets and lease liabilities on the statement of financial position, including those for most
leases that were previously accounted for as operating leases.

21



PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

3. Significant accounting policies (continued):

(h) Leases (continued):

(i) Leases - policy applicable after January 1, 2019 (continued):

Lease definition - policy applicable from January 1, 2019:

At inception of a contract, the Society assesses whether a contract is or contains a lease
based on the definition of a lease.  A contract is, or contains, a lease if the contract
conveys the right to control the use of an identified asset for a period of time in exchange
for consideration. To assess whether a contract conveys the right to control the use of an
identified asset, the Society assesses whether:

 the supplier has a substantive substitution right;

 the Society has the right to obtain substantially all of the economic benefits from use
of the asset throughout the period; and

 the Society has the right to direct the use of the asset. The Society has the right
when it has the decision-making rights that are most relevant to changing how and
for what purpose the asset is used.

Recognition and measurement - policy applicable from January 1, 2019: 

The Society recognizes a right-of-use asset and a lease liability at the lease 
commencement date.  The right-of-use assets are initially measured at cost, which 
comprises the initial amount of the lease liability adjusted for any lease payments made 
at or before the commencement date, plus any initial direct costs incurred, less any lease 
incentives received.  Adjustments may also be required for lease incentives, payments at 
or prior to commencement and restoration obligations.   

The assets are depreciated to the earlier of the end of the useful life of the right-of-use 
asset or the lease term using the straight-line method as this most closely reflects the 
expected pattern of consumption of the future economic benefits. 

The lease liability is initially measured at the present value of the lease payments payable 
over the lease term, discounted at the rate implicit in the lease, or, if that rate cannot be 
readily determined, the Society’s incremental borrowing rate. The lease liability is 
subsequently measured at amortized cost using the effective interest rate method. It is 
remeasured when there are changes in the following: i) in the lease term; ii) the Society’s 
assessment of whether it will exercise a purchase option; iii) a change in an index or a 
change in the rate used to determine the payments; and iv) amounts expected to be 
payable under residual value guarantees. 
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3. Significant accounting policies (continued):

(h) Leases (continued):

(ii) Leases - policy applicable prior to January 1, 2019:

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.

(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.

(i) 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.

(ii) 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.
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3. Significant accounting policies (continued):

(i) Post-employment benefits (continued):

(ii) Defined benefit plans (continued):

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) 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.

(ii) Fees from self-insured plans:

Fees from self-insured plans are from Administrative Services Only (“ASO”)
administration 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.
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3. Significant accounting policies (continued):

(k) 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.

(l) 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 PSL, however, are 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.

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.

(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, 2019 and have not been applied in preparing
these consolidated financial statements. The following standards will have significant effect
on the Society’s consolidated financial statements.

IFRS 17, Insurance Contracts:

IFRS 17 changes the basis of measuring insurance contracts. IFRS 17 will be effective for
the Society’s year beginning January 1, 2021. The standard will impact the classification and
measurement of insurance liabilities and premiums. The Society has developed a project
plan to assess the impact of this standard on its operations and financial reporting and is
currently working through the initial phases of the plan, which focus on project governance
and identification of business impacts.
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4. Changes in accounting policies:

IFRS 16 Leases:

IFRS 16 was applied using the modified retrospective approach effective January 1, 2019, under
which the cumulative effect of initial application was recognized in retained earnings as at
January 1, 2019. The information presented for 2018 has not been restated and remains as
previously reported under IAS 17.

On initial application, the Society elected to record the right-of-use assets based on the
corresponding lease liability.

The Society applied the following recognition exemptions and practical expedients:

 To not recognize short-term leases with a term less than 12 months or leases of low-value
assets;

 To apply IFRS 16 only to contracts that were previously identified as leases; and

 To use hindsight when determining the lease term if the contract contained options to extend
or terminate the lease.

The Society’s assessment of non-cancellable operating lease commitments indicated that seven 
arrangements met the definition of a lease under IFRS 16. The Society recognized right-of-use 
assets and lease liabilities of $42,463,000 in respect of these leases as at January 1, 2019, with 
no impact on retained earnings for leases previously recognized as operating leases under 
IAS 17. When measuring lease liabilities, the Society discounted lease payments using the 
incremental borrowing rate at January 1, 2019. The weighted incremental borrowing rate applied 
was 4.04%.  

The following table provides a reconciliation between operating lease commitments as at 
December 31, 2018 and lease liabilities recognized pursuant to adoption of IFRS 16 on 
January 1, 2019: 

January 1, 
Lease liabilities 2019 

Operating lease commitment as at December 31, 2018 $ 58,815 
Discounted using incremental borrowing rate at January 1, 2019 (16,352) 

Lease liabilities recognized at January 1, 2019 (note 13) 42,463 
Finance lease liabilities recognized as at December 31, 2018 868 

Lease liabilities at January 1, 2019 $ 43,331 
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5. Investments:

2019 2018 

Fixed income securities $ 134,894 $ 125,852 
Fixed income pooled funds 83,250 83,561 
Equity Securities 29,904 69,695 
Equity pooled funds 33,739 47,816 
Real estate pooled funds 78,225 70,061 

Total investments $ 360,012 $ 396,985 

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 (“IBNR”) to or processed by the Society.

The incurred but not reported (“IBNR”) amount is based on estimates calculated using widely
accepted actuarial techniques. The techniques 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.

Net insurance contract liabilities are 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:

2019 2018 

Balance, December 31, 2018 $ 191,229 $ 189,030 
Normal business changes 13,554 1,519 

Change in retention: 
Changes in assumptions: 

Interest rate (59) (59)
Other assumptions 2,843 739

Balance, December 31, 2019 $ 207,567 $ 191,229 

Current $ 73,401 $ 68,186 
Non-current 134,166 123,043 

$ 207,567 $ 191,229 

(b) Reinsurers share of insurance liabilities:

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

2019 2018 

Balance, December 31, 2018 $ 96,100 $ 96,809 
Normal business changes 5,628 (2,891) 

Changes due to retention: 
Changes in assumptions: 

Interest rate 1,320 (34) 
Other assumptions 1,130 2,216 

Balance, December 31, 2019 $ 104,178 $ 96,100 

Current $ 28,764 $ 25,133 
Non-current 75,414 70,967 

$ 104,178 $ 96,100 
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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:

2019 2018 

Accounts receivable - Insured $ 9,200 $ 15,363 
Accounts receivable - ASO 27,709 40,525 
Accounts receivable - Other 9,172 6,011 
Allowance for doubtful accounts (35) (115)

$ 46,046 $ 61,784 

Current $ 43,414 $ 60,689 
Non-current 2,632 1,095 

$ 46,046 $ 61,784 

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:

2019 2018 

Deferred tax assets (note 24) $ 624 $ 635 
Current tax receivable 516 166 
Prepaid expenses 4,880 4,213 

$ 6,020 $ 5,014 

29



PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

9. Property and equipment:

Right-of-use 
Right-of-use assets - 

Leasehold assets - Furniture and furniture and 
improvements building equipment equipment Total 

Year ended December 31, 2019: 
Cost: 

Recognition of Right-of-use 
assets on initial application 
of IFRS 16 (note 4)  $ - $ 42,123 $ - $ 340 $ 42,463 

Adjusted balance, January 1, 2019 

Balance, January 1, 2019 $ 21,928 $ 42,123 $ 28,389 $ 340 $ 92,780 
Additions 105 28 682 449 1,264 
Write-off (1,483) (487) (3,556) (248) (5,774)

Balance, December 31, 2019 $ 20,550 $ 41,664 $ 25,515 $ 541 $ 88,270 

Adjusted balance, January 1, 2019 

Balance, January 1, 2019 $ (7,361) $ - $ (19,989) $ - $ (27,350) 
Current year charge  (284) (2,127) (2,990) (149) (5,550)
Write-off  1,042 35 3,480 98 4,655 

Balance, December 31, 2019 $ (6,603) $ (2,092) $ (19,499)  $ (51) $ (28,245) 

Net book value $ 13,947 $ 39,572 $ 6,016 $ 490 $ 60,025 

Right-of-use 
Right-of-use assets - 

Leasehold assets - Furniture and furniture and 
improvements building equipment equipment Total 

Year ended December 31, 2018: 
Cost: 

Balance, January 1, 2018 $ 22,337 $ - $ 26,257 $ - $ 48,594 
Additions - - 2,132 - 2,132
Write-off (409) - - - (409)

Balance, December 31, 2018 $ 21,928 $ - $ 28,389 $ - $ 50,317 

Accumulated amortization: 
Balance, January 1, 2018 $ (6,647) $ - $ (16,849) $ - $ (23,496) 
Current year charge  (714) - (3,140) - (3,854)

Balance, December 31, 2018 $ (7,361) $ - $ (19,989) $ - $ (27,350)

Net book value $ 14,567 $ - $ 8,400 $ - $ 22,967 

During 2018, the Society acquired equipment with a carrying value of $180 with a portion of the 
cost financed under a finance lease. 
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10. Goodwill and intangible assets:

IT Computer Customer 
development software relationships Goodwill Total 

Year ended December 31, 2019: 
Cost: 

Balance, January 1, 2019 $ 76,270 $ 24,972 $ 4,860 $ 1,434 $ 107,536 
Additions 5,716 383   - - 6,099 
Disposals - - 
Impairments - - - - - 

Balance, December 31, 2019 $ 81,986 $ 25,355 $ 4,860 $ 1,434 $ 113,635 

Accumulated amortization: 
Balance, January 1, 2019 $ (41,206) $ (19,174) $ (1,367) $ - $ (61,747)
Current year charge (6,576) (2,268) - - (8,844) 
Disposals - - - - - 

Balance, December 31, 2019 $ (47,782) $ (21,442) $ (1,367) $ $ (70,591) 

Net book value $ 34,204 $ 3,913 $ 3,493 $ 1,434 $ 43,044 

IT Computer Customer 
development software relationships Goodwill Total 

Year ended December 31, 2018: 
Cost: 

Balance, January 1, 2018 $ 75,504 $ 23,069 $ 4,860 $ 1,434 $ 104,867 
Additions 766 1,903 - - 2,669 

Balance, December 31, 2018 $ 76,270 $ 24,972 $ 4,860 $ 1,434 $ 107,536 

Accumulated amortization: 
Balance, January 1, 2018 $ (34,763) $ (17,355) $ (1,050) $ - $ (53,168)
Current year charge (6,443) (1,819) (317) - (8,579) 

Balance, December 31, 2018 $ (41,206) $ (19,174) $ (1,367) $ - $ (61,747)

Net book value $ 35,064 $ 5,798 $ 3,493 $ 1,434 $ 45,789 

Goodwill is tested for impairment annually. Based on an assessment of the business unit’s value 
in use, as at December 31, 2019, management has determined that no goodwill impairment has 
arisen (2018 - no goodwill impairment). 
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10. Goodwill and intangible assets (continued):

The business unit’s 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 6% (2018 - 17%) 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:

2019 2018 

Due to clients $ 96,198 $ 79,891 
Client deposits 77,874 101,367 
Trade 31,698 32,937 
Reinsurance 3,871 2,982 
Payroll 4,776 2,786 
Other 640 250 

$ 215,057 $ 220,213 

Current $ 206,684 $ 211,398 
Non-current 8,373 8,815 

$ 215,057 $ 220,213 

Due to clients represents refunds due to experience rated benefits. In addition, certain ASO 
contracts pay estimated claims in advance. Included in due to clients are 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. 

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 statement of financial position date. They are recognized in
the consolidated statement of comprehensive income in the period to which coverage is in force.
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12. Members’ dues received in advance (continued):

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

2019 2018 

Travel plans $ 6,613 $ 6,608 
Health plans 6,702 6,334 

$ 13,315 $ 12,942 

13. Lease liabilities:

The Society leases office space under various leases which expire in year 2038 subject to
various renewal options contained within the lease agreements. The Society discounts lease
payments related to the office leases using the incremental borrowing rate determined for each
lease, which ranges from 3.60% to 4.05%.

The Society leases five photocopier machines from the Xerox Company. The leases will expire
between year 2021 and 2024.The Society discounts lease payments related to the equipment
leases using the incremental borrowing rate of 2.00%.

The continuity of lease liabilities is as follows:

2019 

Balance, December 31, 2018 $ 868 
Impact of adoption of IFRS 16 (note 4) 42,463 

Balance, January 1, 2019 43,331 
Additions 476 
Reduction (590) 
Payments (1,191) 

Balance, December 31, 2019 $ 42,026 
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13. Lease liabilities (continued):

Lease liabilities are payable as follows:

2019 

Less than 1 year $ 2,901 
Between 1 and 5 years 15,025 
More than 5 years 43,134 

Total undiscounted lease liabilities 61,060 

Less future interest expense 19,034 

Total lease liabilities $ 42,026 

During the year ended December 31, 2019, the Society recognized $1,751 (2018 - $83) of 
interest expense related to lease liabilities. 

14. PBC CUPE 1816 Joint Trust Provision:

Effective October 1, 2018, the Society transferred its post-employee benefits to a newly formed
joint trust administered by trustees nominated by the Society and its union employees (the “Joint
Trust”).

The benefit obligation as at October 1, 2018 of $44,108 was transferred to the Joint Trust. The
Society transferred investments of an equal value in settlement of this benefit obligation.

Following settlement of this transfer, the Society continues to make its employer contributions to
the Joint Trust as set forth by the trustees of the Joint Trust.

Furthermore, in accordance with the Agreement and Declaration of Trust of the Joint Trust, the
Society has agreed to fully fund any deficit existing in the Joint Trust as at its first actuarial
valuation date subsequent to the transfer and settlement of the Joint Trust. The first actuarial
valuation of the Joint Trust may not occur any earlier than 3-years after October 1, 2018. The
Society is permitted to fund the deficit amount over a period of up to five years from the date of
the first actuarial valuation.
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14. PBC CUPE 1816 Joint Trust Provision (continued):

As at December 31, 2019, it is estimated that the Joint Trust has an accumulated deficit of $9,565
(2018 - accumulated deficit of $207).

2019 2018 

PBC CUPE 1816 Joint Trust Provision, beginning of year $ 207 $ - 
Change in obligation 9,358 207 

PBC CUPE 1816 Joint Trust Provision, end of year $ 9,565 $ 207 

15. 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. Contributions made by the Society for the year ended
December 31, 2019 $30 (2018 - $30).

In addition to its pension plans, the Society also provides certain post-employment health 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:

2019 2018 

Cash payments to: 
Beneficiaries for unfunded post-employment  

benefit plans $ 337 $ 633 
Retirement compensation agreement plan 226 268 
Defined contribution plans 3,075 2,496 
Defined benefit pension plan  29 29 

$ 3,667 $ 3,426 

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, 2016 and the next required 
valuation will be as of December 31, 2019. The results of the valuation are expected to be 
available during the fall of 2020. 
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15. 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, 2019, as follows:

Retirement Total Post- 
Pension compensation defined employment Total 

plan agreement pension plan benefits 2019 

Change in benefit obligation: 
Benefit obligation,  

beginning of year $ 3,667 $ 3,191 $ 6,858 $ 8,743 $ 15,601 
Actuarial losses from 

financial adjustments 230 218 448 909 1,357 
Actuarial (gains) losses from  

experience adjustments 41 30 71 (1,758) (1,687) 
Interest cost 146 128 274 351 625 
Current service cost 2 - 2 77 79 
Benefits paid (295) (226) (521) (337) (858) 

Benefit obligation, end of year 3,791 3,341 7,132 7,985 15,117 

Change in plan assets: 
Fair value of plan assets, 

beginning of year 3,878 - 3,878 - 3,878
Interest cost  155 - 155 - 155
Return on plan assets (excluding  

amount included in net  
interest expense) 367 - 367 - 367

Employer contributions 29 226 255 337 592
Benefits paid  (295) (226) (521) (337) (858)

Fair value of plan assets, end of year 4,134 - 4,134 - 4,134

Net asset (obligation)  $ 343 $ (3,341) $ (2,998) $ (7,985) $ (10,983) 

Amounts recognized in net income: 
Current service cost $ 2 $ - $ 2 $ 77 $ 79 
Interest cost 146 128 274 351 625 

148 128 276 428 704 

Amounts recognized in OCI: 
Return on plan assets (excluding  

amount included in 
interest expense) 367 - 367 - 367

Actuarial losses from  
financial adjustments 230 218 448 909 1,357

Actuarial (gains) losses from 
experience adjustments 41 30 71 (1,758) (1,687)

638 248 886 (849) 37

Net change $ 786 $ 376 $ 1,162 $ (421) $ 741 
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15. 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, 2018 follows:

Retirement Total Post- 
Pension compensation defined employment Total 

plan agreement pension plan benefits 2018 

Change in benefit obligation: 
Benefit obligation,  

beginning of year $ 4,083 $ 4,151 $ 8,234 $ 53,871 $ 62,105 
Actuarial gains from  

financial adjustments (171) (161) (332) (4,096) (4,428) 
Actuarial (gains) losses from  

experience adjustments (87) (678) (765) 740 (25) 
Interest cost 143 147 290 1,955 2,245 
Current service cost 13 - 13 1,014 1,027 
Benefits paid (314) (268) (582) (633) (1,215) 
Transfer of benefit obligation - - - (44,108) (44,108) 

Benefit obligation, end of year 3,667 3,191 6,858 8,743 15,601 

Change in plan assets: 
Fair value of plan assets, 

beginning of year 4,369 - 4,369 - 4,369
Interest cost  154 - 154 - 154
Return on plan assets (excluding  

amount included in net  
interest expense) (360) - (360) - (360) 

Employer contributions 29 268 297 633 930 
Benefits paid  (314) (268) (582) (633) (1,215) 

Fair value of plan assets, 
end of year 3,878 - 3,878 - 3,878

Net asset (obligation)  $ 211 $ (3,191) $ (2,980) $ (8,743) $ (11,723) 

Amounts recognized in net income: 
Current service cost $ 13 $ - $ 13 $ 1,014 $ 1,027 
Interest cost 143 147 290 1,955 2,245 

156 147 303 2,969 3,272 

Amounts recognized in OCI: 
Return on plan assets (excluding  

amount included in interest expense) (360) - (360) - (360)
Actuarial gains from  

financial adjustments (171) (161) (332) (4,096) (4,428)
Actuarial (gains) losses from 

experience adjustments (87) (678) (765) 740 (25) 
(618) (839) (1,457) (3,356) (4,813) 

Net change $ (462) $ (692) $ (1,154) $ (387) $ (1,541)
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15. Employee benefits (continued):

(b) Employee benefits risks:

A defined benefit plan can expose the Society 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 2019 are $29 (2018 - $29). The duration of the defined 
pension plan obligation has been estimated as 9 years (2018 - 9 years). The duration of the 
post-employment benefits obligation has been estimated as 19 years (2018 - 19 years). 

As at December 31, 2019 and 2018, the pension plan assets were invested in balanced 
funds. 

(c) Significant assumptions:

Weighted average assumptions as at December 31 are as follows:

2019 2018 
Post Post 

Pension employment Pension employment 
plan benefits plan benefits 

Discount rate 3.45% 3.45% 4.15% 4.15% 
Rate of compensation increase - N/A - N/A
Rate of medical cost trend N/A 4.25% N/A 4.25%
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15. 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:

2019 2018 

Retiring at December 31: 
Male 22 22 
Female 24 24 

2019 2018 

Retiring 20 years after December 31: 
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 
2019 2018 2019 2018 

Discount rate: 
1% increase $ (625) $ (305) $ (1,101) $ (1,139) 
1% decrease 733 356 1,395 1,433 

Medical cost: 
1% increase - - 1,096 1,214 
1% decrease - - (890) (988) 

Mortality rate: 
10% increase (183) (86) (272) (278) 
10% decrease 202 95 308 313 
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16. 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.

17. Commitments:

The Society has commitments for contracts for software development. Future minimum annual
payments are as follows:

Within one year $  4,997 
Two to five years - 
Over five years - 

The Society’s bank has issued letters of credit for pension obligations and employment contracts 
in the amount of $6,395 (2018 - $7,508).  

18. 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, 2019. As of the date of these consolidated financial statements, the outcome
of these proceedings cannot be reasonably estimated. Therefore, no amounts have been
recorded in the consolidated financial statements.

19. Subsequent event:

Effective January 2, 2020, British Columbia Life & Casualty Company transferred its main Risk
and ASO businesses pursuant to the Business Transfer Agreement, dated August 14, 2019, to
Blue Cross Life Insurance Company of Canada (“Blue Cross Life”). Blue Cross Life is an
insurance corporation regulated by the Office of the Superintendent of Financial Institutions
(“OSFI”) which carries on life insurance business. The transfer was approved by the BC Financial
Services Authority (“BCFSA”) on November 8, 2019 and OSFI on December 13, 2019. In
consideration of assuming $88,924 of insurance liabilities, British Columbia Life & Casualty
Company transferred $71,065 of investments to Blue Cross Life with remaining balance of cash.
In addition, British Columbia Life & Casualty Company acquired a 14.29% of ownership interest in
Blue Cross Life for consideration of $26,012.
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20. 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.

21. Investment income:

Investment income is comprised as follows:

2019 2018 

Investment income earned on: 
Fixed income securities and fixed income pooled funds $ 6,803 $ 6,826 
Equity securities and equity pooled funds 4,089 5,990 
Real estate pooled funds 3,175 1,723 
Cash equivalents 879 522 

14,946 15,061 
Unrealized gain (loss): 

Fixed income securities and fixed income pooled funds 3,073 (322) 
Equity securities and equity pooled funds 12,082 (18,930) 
Real estate pooled funds 1,807 5,360 

16,962 (13,892) 
Realized gain (loss): 

Fixed income securities and fixed income pooled funds 1,093 (2,644) 
Equity securities and equity pooled funds 4,608 771 

5,701 (1,873) 

Investment expenses (1,245) (1,163) 
Interest paid to plans (2,066) (1,727) 

(3,311) (2,890) 

Total investment income (loss) $ 34,298 $ (3,594) 
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22. General and administrative costs:

2019 2018 

Salaries (note 23) $ 54,955 $ 48,605 
Consulting fees and professional services  18,527 19,801 
Benefits (note 23) 15,310 16,137 
Amortization of intangible assets (note 10) 8,844 8,579 
Information technology 7,382 5,854 
Amortization of property and equipment (note 9)  3,274 3,844 
Amortization of right to use (note 9)   2,276 - 
Advertising and promotion 3,910 3,820 
Miscellaneous 3,290 3,151 
Occupancy 2,696 4,796 
GST 1,691 1,747 
Postage, delivery and storage 1,463 1,338 
Dues and subscriptions 1,303 1,223 
Telephone 862 792 
Stationery and supplies 656 706 

$ 126,439 $ 120,393 

23. 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 2019 2018 

Salaries and other short-term employee benefits $ 7,850 $ 6,062 
Post-employment benefits 728 562 
Other long-term benefits 172 211 
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24. Income taxes:

2019 2018 

Current income tax recovery $ (829) $ (15) 
Deferred income tax expense (recovery) 11   (119) 

$ (818) $ (134) 

Income tax expense differs from the amount that would be computed by applying the federal and 
provincial statutory income tax rates of 27% (2018 - 27%) to income before income taxes.  

The reasons for the differences are as follows: 

2019 2018 

Combined basic federal and provincial statutory income tax $ 132 $ (15) 
Decrease in tax to changes in insurance provisions (950) (119)

Total income taxes recovery $ (818) $ (134) 

The components of the net deferred tax asset are as follows: 

2019 2018 

Insurance liabilities $ 666 $ 840 
Investments (42) (228)
Other - 23

Net deferred tax asset $ 624 $ 635 

25. Funds held on behalf of members:

As at December 31, 2019, $60,000 (2018 - $52,920) was held on behalf of administrative
services only groups to fund future claims and expenses. These funds are not included in the
separate 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.
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26. 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.

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 insurance contract liabilities comprise provision for IBNR, provision for reported claims
not yet paid and direct expenses in settling claims. The Society takes reasonable steps to
ensure that it has appropriate information regarding its claims exposures. However, given the
uncertainty in establishing claims provisions, it is likely the final outcome will be different from
the original liability established.

(i) Long-term disability, short-term disability and life contracts:

The most significant component for long-term and short-term disability contracts are rates
of morbidity. The most significant component for life insurance contracts is 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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26. Insurance risk management (continued):

(a) Managing insurance risk (continued):

(i) Long-term disability, short-term disability and life contracts (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.

(ii) 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 varies 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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26. Insurance risk management (continued):

(a) Managing insurance risk (continued):

(ii) Extended healthcare and dental contracts (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, expenses, investment yields and provision for adverse
deviation.

(i) 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.

(ii) 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.

(iii) 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.

(iv) 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.
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26. Insurance risk management (continued):

(b) Policy assumptions (continued):

(v) 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.

(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 insurance contracts:

Change in Change in net income 
Variable variable 2019 2018 

Morbidity +5% $ (1,143) $ (1,058) 
Morbidity -5% 1,104 1,024 
Expenses +5% (213) (185)
Expenses -5% 213 185 

(ii) Short-term disability insurance contracts:

Change in Change in net income 
Variable variable 2019 2018 

Morbidity +5% $ (85) $ (128) 
Morbidity -5% 85 128 
Expenses +5% (4) (4)
Expenses -5% 4 4 
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26. Insurance risk management (continued):

(c) Sensitivity to assumption changes (continued):

(iii) Life insurance contracts:

Change in Change in net income 
Variable variable 2019 2018 

Mortality +5% $ (514) $ (515) 
Mortality -5% 507 520 
Morbidity +5% (208) (128)
Morbidity -5% 193 125 
Expenses +5% (41) (34)
Expenses -5% 28 34 

(iv) Extended healthcare and dental contracts:

Change in Change in net income 
Variable variable 2019 2018 

Morbidity +5% $ (1,006) $ (959) 
Morbidity -5% 1,006 959 
Expenses +5% (37) (36)
Expenses -5% 37 36 

(d) Concentration of insurance risk:

All insurance risk exposures of the Society are geographically concentrated in
British Columbia. The Society’s insurance liabilities by contracts are shown below.

Gross Reinsurance Net 
2019 liabilities assets (liabilities) liabilities 

Long-term disability insurance contracts $ 160,845 $ 100,360 $ 60,485 
Short term disability insurance contracts 2,697 231 2,466 
Life insurance contracts 23,991 3,683 20,308 
Extended healthcare and dental contracts   20,034 (96) 20,130

$ 207,567 $ 104,178 $ 103,389 
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26. Insurance risk management (continued):

(d) Concentration of insurance risk (continued):

Gross Reinsurance Net 
2018 liabilities assets liabilities 

Long-term disability insurance contracts $ 147,437 $ 92,670 $ 54,767 
Short term disability insurance contracts 3,758 258 3,500 
Life insurance contracts 20,863 3,172 17,691 
Extended healthcare and dental contracts   19,171 - 19,171

$ 191,229 $ 96,100 $ 95,129 

27. Financial instrument risk management:

The Society’s risk management policies are designed to identify and analyze 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.

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.
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27. Financial instrument risk management (continued):

(a) Credit risk (continued):

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, 2019, the Society’s reinsurers had a rating of a
range between A and A+ (2018 - A+) or above based on AM Best ratings.

At December 31, 2019 and 2018, the aging of trade and other receivables that were not
impaired was as follows:

2019 2018 

Trade accounts receivable: 
Current (outstanding 1 - 30 days) $ 6,069 $ 40,993 
Outstanding 31 - 60 days 27,364 13,565 
Outstanding 60+ days 3,449 1,330 

36,882 55,888 

Allowance for doubtful accounts 12 (115) 
Other accounts receivable 9,152 6,011 

$ 46,046 $ 61,784 

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

2019 2018 

Cash and cash equivalents $ 89,541 $ 8,988 
Fixed income securities 69,600 64,696 
Trade and other receivables 46,046 61,784 
Amounts due from reinsurers 4,771 4,011 

$ 209,958 $ 139,479 

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

Not
2019 AAA AA A BBB rated Total 

Cash and cash equivalent $ - $ - $ - $ - $ 89,541 $ 89,541 
Fixed income securities 8,130 14,940 30,618 14,688 1,224 69,600 
Trade and other receivables - - - - 46,046 46,046 
Amounts due from reinsurers - - 4,771 - - 4,771 

$ 8,130 $ 14,940 $ 35,389 $ 14,688 $ 136,811 $ 209,958 
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27. Financial instrument risk management (continued):

(a) Credit risk (continued):

Not
2018 AAA AA A BBB rated Total 

Cash and cash equivalent $ - $ - $ - $ - $ 8,988 $ 8,988 
Fixed income securities 6,831 22,280 14,839 15,550 5,196 64,696 
Trade and other receivables - - - 6,452 55,332 61,784 
Amounts due from reinsurers - - 4,011 - - 4,011 

$ 6,831 $ 22,280 $    18,850 $ 22,002 $ 69,516 $ 139,479 

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 financial liabilities, which are comprised principally of trade and other payables,
have a maturity of one year or less.
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27. Financial instrument risk management (continued):

(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,
2019 was 2.40% (2018 - 2.84%).

The immediate impact on the fair value of fixed income securities of a 1% change in
interest rates would be approximately $4,418 (2018 - $3,146).

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 assets denominated in US dollars
and other foreign currency.

(iii) Other price risk:

Other price risk is the risk that the fair value of the financial instruments 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.
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27. Financial instrument risk management (continued):

(c) Market risk (continued):

(iii) Other price risk (continued):

The immediate impact on of a 1% increase or decrease in the relevant benchmark
indices associated with the Society’s investments would be approximately $636 (2018 -
$1,175) with all other variables held constant and assuming the Society’s instruments
moved according to historical correlation with relevant benchmark indices.

28. 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.

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. 
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28. Fair value of financial instruments (continued):

(a) Measurement of fair values (continued):

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 and Investment 
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. 

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, 2019: 

Level 1 Level 2 Level 3 Total 

Fixed income securities $ - $ 134,894 $ - $ 134,894
Fixed income pooled funds - 83,250 - 83,250
Equity securities - 29,904 - 29,904
Equity pooled funds - 33,739 - 33,739
Real estate pooled funds - 55,250 22,975 78,225

$ - $ 337,038 $ 22,975 $ 360,012

54



PBC HEALTH BENEFITS SOCIETY 
(Operating as Pacific Blue Cross) 

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

Year ended December 31, 2019 

 

28. Fair value of financial instruments (continued):

(a) Measurement of fair values (continued):

Financial assets at fair value as at December 31, 2018:

Level 1 Level 2 Level 3 Total 

Fixed income securities $ - $ 125,852 $ - $ 125,852
Fixed income pooled funds - 83,561 - 83,561
Equity securities 69,695 - - 69,695
Equity pooled funds - 47,816 - 47,816
Real estate pooled funds - 52,940 17,121 70,061

$ 69,695 $ 310,169 $ 17,121 $ 396,985 

During 2019 and 2018, there were no significant transfers of investments between the three 
levels of the hierarchy. 

(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.

2019 2018 

Opening balance $ 17,121 $ 12,602 
Total gains and losses recognized in net income (589) 2,390
Purchases 6,443 2,129 

Closing balance $ 22,975 $ 17,121 

Total unrealized gain or loss relating to financial 
assets held at December 31 $ (589) $ 2,390 
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28. Fair value of financial instruments (continued):

(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 

2019 value technique input Amount input 

Real estate pooled funds $ 22,975 Unadjusted Net asset $ 22,975 The estimated 
net asset value fair value 

value would increase 
(decrease) if the 
respective fund’s 

Net asset value 
was higher (lower) 

Sensitivity 
to change 

in significant 
Fair Valuation Unobservable unobservable 

2018 value technique input Amount input 

Real estate pooled funds $ 17,121 Unadjusted Net asset $ 17,121 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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28. 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, 2019 $ 2,298 $ (2,298) 
At December 31, 2018 1,712 (1,712) 

29. 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 has implemented the Office of the Superintendent of Financial Institutions (“OSFI”)
guideline on Own Risk Solvency Assessment (“ORSA”). As a result, the Society has in place an
Enterprise Risk Management Policy (“ERMP”), a Risk Appetite Policy (“RAP”) and a Risk
Management Committee (“RMC”), which reports quarterly to the Board of Directors via the Audit
Committee on all risk-related matters and has in place a Chief Risk and Compliance Officer
(‘CCRO”). The Society also has expanded scenarios under Dynamic Capital Adequacy Testing
(“DCAT”) to others deemed appropriate by the Board and management.

The Society is externally regulated by the BC Financial Services Authority (“BCFSA”). The
Society reports quarterly to the regulatory agency. The regulatory agency imposes capital
adequacy requirements through its Life Insurance Capital Adequacy Test (“LICAT”). The
guidelines establishes a supervisory target total ratio of 100% and a supervisory target core ratio
of 70%. The Society maintains a Capital Risk Management Policy to ensure objectives are met
and capital is managed above target ratios of the LICAT. As at December 31 2019 and 2018, the
Society meets the regulatory capital requirements.

To view the LICAT Ratios Public Disclosure Summary, please visit: https://www.pac.bluecross.ca/company/licat
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29. Capital disclosure (continued):

The Society manages its capital by maintaining an investment portfolio to match its insurance
liabilities where appropriate. The other investments are targeted for business growth. The SIPP
requires high quality investments and the investment portfolio be presented to the Investment
Committee of the Board every 6-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.

To view the LICAT Ratios Public Disclosure Summary, please visit: https://www.pac.bluecross.ca/company/licat
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