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AUDITORS' REPORT
To the Board of Directors
Bay of Quinte Mutual Insurance Co.

Report on the Financial Statements

We have audited the accompanying financial statements of Bay of Quinte Mutual Insurance Co., which
comprise the balance sheet as at December 31, 2010 and the statements of surplus and resources for
protection of policyholders, comprehensive income and earnings for the year then ended, and a summary
of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the company as at December 31, 2010 and the results of its operations and the cash flows for the year
then ended in accordance with Canadian generally accepted accounting principles.
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BELLEVILLE, Canada Chartered Accountants
February 7, 2011 Licensed Public Accountants
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BAY OF QUINTE MUTUAL INSURANCE CO.
BALANCE SHEET AS AT DECEMBER 31, 2010

2010 2009
h) b
ASSETS
Cash 2,165,008 1,630,940
Portfolio investments - Note 4 28,323,982 25,260,118
Accrued interest 188,286 174,250
Accounts receivable
Agents 4,817,068 4,265,956
Reinsurers 64,509 323,167
Other 48,518 6,155
Income taxes recoverable 101,933
Reinsurers' share of provision for unpaid claims and adjustment
expenses - Note 5 737,000 1,826,763
Deferred policy acquisition expenses 1,734,431 1,516,171
Property, plant and equipment - Note 6 894,777 880,102
Future income taxes 68,000 161,000
39,143,512 36,044,622
LIABILITIES
Accounts payable and accrued liabilities 1,088,894 1,153,958
Due to reinsurers 286,848 127,549
Income taxes payable 663,867
Provision for unpaid claims and adjustment expenses - Note 5 4,898,968 5,779,869
Unearned premiums 9,393,226 8,474,413
15,667,936 16,199,656
SURPLUS
Surplus and resources for protection of policyholders 22,775,144 19,701,326
Accumulated other comprehensive income - Note 7 700,432 143,640
23,475,576 19,844,966
APPROVED ON BEHALF OF THE BOARD
Director
Director
39,143,512 36,044,622

The accompanying notes form an integral part of these financial statements
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BAY OF QUINTE MUTUAL INSURANCE CO.
STATEMENT OF SURPLUS AND
RESOURCES FOR PROTECTION OF POLICYHOLDERS
FOR THE YEAR ENDED DECEMBER 31, 2010

2010 2009
§ $
SURPLUS - BEGINNING OF YEAR 19,701,326 18,192,573
NET EARNINGS FOR YEAR 3,073,818 1,508,753
SURPLUS - END OF YEAR 22,775,144 19,701,326

The accompanying notes form an integral part of these financial statements
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BAY OF QUINTE MUTUAL INSURANCE CO.
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2010

2010 2009
$ $
NET EARNINGS FOR YEAR 3,073,818 1,508,753
OTHER COMPREHENSIVE INCOME - Note 7 556,792 1,248,585
COMPREHENSIVE INCOME 3,630,610 2,757,338

The accompanying notes form an integral part of these financial statements
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BAY OF QUINTE MUTUAL INSURANCE CO.
STATEMENT OF EARNINGS
FOR THE YEAR ENDED DECEMBER 31, 2010

2010 2009
h) $
PREMIUM INCOME
Gross premiums written 18,080,828 16,120,620
Less reinsurance premiums (2,926,450) (2,712,320)
Net premiums written 15,154,378 13,408,300
Increase in unearned premiums (918,813) (672,840)
Net premiums earned 14,235,565 12,735,460
Service charges 134,887 117,736
14,370,452 12,853,196
EXPENSES
Net claims incurred 4,911,852 5,460,154
Net adjusting expenses incurred 590,416 590,035
Net premium acquisition costs
Policy services ‘ 262,013 189,027
Other 3,139,302 2,819,886
Salaries and benefits 1,325,906 929,371
Directors and professional fees 123,384 129,087
Travel and education 186,608 175,089
Loss prevention 413,189 409,885
Advertising 69,882 83,002
Office and communications 638,969 613,901
Ontario premium taxes 70,717 63,579
Licences and dues 45,754 55,520
Miscellaneous 65,687 54,902
Building
Direct expenses 69,597 69,543
Amortization 15,648 15,648
Amortization - office and computer equipment 96,309 95,177
12,025,233 11,753,806
UNDERWRITING INCOME 2,345,219 1,099,390
OTHER INCOME
Investment income 1,191,892 744,274
Gain on sale of portfolio investments 53,707 48,614
Gain on disposal of property, plant and equipment 475
1,245,599 793,363
EARNINGS BEFORE INCOME TAXES 3,590,818 1,892,753
INCOME TAX EXPENSE (RECOVERY) - Note 8
Current 424,000 458,000
Future 93,000 (74,000)
NET EARNINGS FOR YEAR 3,073,818 1,508,753

The accompanying notes form an integral part of these financial statements
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BAY OF QUINTE MUTUAL INSURANCE CO.

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2010

2010 2009
$ A

OPERATING ACTIVITIES
Net earnings for year 3,073,818 1,508,753
Adjustment for items which do not affect cash -

Amortization of property, plant and equipment 111,957 110,825

Amortization of license 28,500

Gain on sale of portfolio investments (53,707) (48,614)

Bond amortization 42,629 27,415

Gain on disposal of property, plant and equipment (475)

Future income taxes 93,000 (74,000)

3,296,197 1,523,904

Net change in non-cash working capital balances

related to operations - Note 9 (111,003) 1,238,707
Cumulative tax effect on comprehensive income (99,000) (11,000)
CASH FLOWS PROVIDED FROM OPERATING ACTIVITIES 3,086,194 2,751,611
INVESTING ACTIVITIES
Net purchase of portfolio investments (8,543,363) (8,846,100)
Proceeds on sale of portfolio investments 6,146,369 6,580,879
Purchase of property, plant and equipment (155,132) (47,355)
Proceeds on sale of property, plant and equipment 475
CASH FLOWS USED IN INVESTING ACTIVITIES (2,552,126) (2,312,101)
INCREASE IN CASH AND CASH EQUIVALENTS FOR
YEAR 534,068 439,510
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 1,630,940 1,191,430
CASH AND CASH EQUIVALENTS - END OF YEAR 2,165,008 1,630,940
REPRESENTED BY:
Cash 2,165,008 1,630,940
SUPPLEMENTAL INFORMATION:
Interest paid NIL NIL
Income taxes paid 772,368 112,700

The accompanying notes form an integral part of these financial statements
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BAY OF QUINTE MUTUAL INSURANCE CO.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

NATURE OF BUSINESS OPERATIONS

The company was incorporated without share capital on August 11, 1874 under the laws of the
Province of Ontario as a mutual insurance company and is subject to the Ontario Insurance Act. It is
licenced to conduct its principal business activity which is to write property and liability insurance in
Ontario.

ACCOUNTING POLICIES

The company follows Canadian generally accepted accounting policies, which comply with the
requirements for filing with the Superintendent of Insurance of the Province of Ontario. Those
accounting policies considered to be particularly significant are as follows:

(a) Accounting Estimates

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

(b) Financial Instruments

(c)

Purchases and sales of financial assets are accounted for at settlement date. Transaction costs are
immediately recognized as an expense.

Cash and cash equivalents are classified as held for trading. Receivables are classified as loans
and receivables, which are measured at amortized cost. Portfolio investments are classified in
accordance with Note 2(c) below. Accounts payable and accrued liabilities, due to reinsurers,
provision for unpaid claims and adjustment expenses, and unearned premiums are classified as
other financial liabilities, which are measured at amortized cost.

Portfolio Investments

Investments are classified as available-for-sale, and are initially recorded at their acquisition cost,
including related transaction costs, on the date of trade. Investments in publicly-traded securities
are subsequently adjusted to fair value as at the date of the balance sheet, and the corresponding
unrealized gains and losses are recorded in other comprehensive income.

(d) Reinsurance

The company reflects reinsurance balances on the balance sheet on a gross basis to indicate the
extent of credit risk related to reinsurance and its obligations to policyholders.
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BAY OF QUINTE MUTUAL INSURANCE CO.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

2. ACCOUNTING POLICIES (Cont'd)

(e)

®

(g)

Premiums Earned and Deferred Policy Acquisition Expenses

Insurance premiums are included in income on a daily prorata basis over the life of the policies.
Acquisition expenses related to unearned premiums are deferred and amortized to income over
the periods in which the premiums are earned. Deferred policy acquisition costs are limited to
realizable value, by giving consideration to losses and expenses to be incurred, net of anticipated
investment income on unearned premiums, as premiums are earned.

Property, Plant and Equipment and Amortization

Property, plant and equipment are stated at acquisition cost. Gains or losses on the disposal of
individual assets are recognized in income in the year of disposal. Amortization is provided on
the straight-line basis for buildings over fifty years, computer equipment and license fees over
three or five years and office furniture and fixtures over ten years.

Provision for Unpaid Claims and Adjustment Expenses

The provision for unpaid claims and adjustment expenses represents an estimate for the full
amount of all costs including investigation and the projected final settlements of claims incurred
prior to the balance sheet date. These estimates of future loss activity are necessarily subject to
uncertainty and are selected from a wide range of possible outcomes. These provisions are
adjusted up and down as additional information affecting the estimated amounts become known
during the course of claims settlement. All changes in estimates are recorded as incurred claims
in the current period.

(h) Income Taxes

Income taxes are accounted for under the asset and liability method, which determines future
income taxes based on the differences between assets and liabilities reported for financial
accounting purposes and those reported for tax purposes. Future income taxes are calculated
using tax rates anticipated to apply in periods that temporary differences are expected to reverse.

Cash and Equivalents

Cash and equivalents consist of cash on deposit.

CHANGES IN ACCOUNTING POLICY

Future Accounting Changes

The Accounting Standards Board has confirmed that all publicly accountable enterprises will have to
comply with International Financial Reporting Standards ("IFRS") for fiscal years beginning on or
after January 1, 2011. The company understands there to be differences between current Canadian
GAAP and IFRS, and have undertaken a project to understand the possible future effects on the
financial statements.

The company has approved accounting policies to comply with International Financial Reporting
Standards ("IFRS") for fiscal years beginning on or after January 1, 2011.
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BAY OF QUINTE MUTUAL INSURANCE CO.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

4, PORTFOLIO INVESTMENTS

As noted in Note 2(c) to these financial statements, investments are classified as available-for-sale
and are adjusted to market value as at the balance sheet date. The market values of the investments
are as follows:

2010 2009
S h
Term deposits and
guaranteed investment
certificates 200,000 200,000
Debt securities
Federal government 826,698 202,000
Provincial government and
Provincially guaranteed 6,682,638 5,457,114
Canadian Municipal 3,566,621 3,044,347
Corporate 10,746,987 10,237,870
21,822,944 18,941,331
Fire Mutuals' Guarantee
Fund 41,763 40,338
Preference shares 1,192,820 1,028,580
Common shares 913,608 1,239,355
Mutual and pooled funds 4,152,847 3,810,514
6,259,275 6,078,449
28,323,982 25,260,118

The term deposits and guaranteed investment certificates, and debt securities have varying maturity
dates, but may be liquidated in the short-term, based on the company's needs. The effective interest
rates range from 3.25% to 10.00% for these investments. The maximum exposure to credit risk
would be the market value as shown above,
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10
BAY OF QUINTE MUTUAL INSURANCE CO.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

4. PORTFOLIO INVESTMENTS (Cont'd)
Fair Value

The estimated market value of bonds and debentures are based on quoted market values. The
estimated market value of preference and common shares are determined using the last bid price.
The company has reviewed the values of the above instruments and has determined that there are no
permanent impairments.

Maturity Profile

The expected maturity dates for fixed-income securities are as follows:

2010 2009
S $
Maturing within one year 1,255,328 1,245,626
Maturing between one and five years 6,592,156 6,420,014
Maturing over five years 14,175,460 11,475,691

22,022,944 19,141,331

5. PROVISION FOR UNPAID CLAIMS AND ADJUSTMENT EXPENSES

The determination of the provision for unpaid claims and adjustment expenses and the related
reinsurers' share requires the estimation of the following variables: development of claims and
reinsurance recoveries. The estimates are based on the company's historical experience and are all
short settlement terms.

6. PROPERTY, PLANT AND EQUIPMENT

2010 2009
Accumulated Accumulated
Cost amortization Cost amortization
S S h $
Land and improvements 50,516 50,516
Building 782,420 206,259 782,420 190,611
Computer equipment and license
fees 416,707 273,233 289,424 183,168
Office furniture and fixtures 383,606 258,980 355,756 224,235
1,633,249 738,472 1,478,116 598,014
Cost less accumulated amortization $ 894,777 $ 880,102
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BAY OF QUINTE MUTUAL INSURANCE CO.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

7. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following table summarizes the changes in the balance of accumulated other comprehensive
income (loss):

2010 2009
S b

ACCUMULATED OTHER
COMPREHENSIVE INCOME (LOSS) -
BEGINNING OF YEAR 143,640 (1,104,945)
Unrealized gain on available-for-sale financial
assets, net of tax of $88,000 ($346,000 in 2009) 596,291 1,128,143
Reclassification adjustment for (gains) loss included in
earnings for the year (39,499) 120,442
OTHER COMPREHENSIVE INCOME 556,792 1,248,585
ACCUMULATED OTHER COMPREHENSIVE
INCOME - END OF YEAR 700,432 143,640

8. INCOME TAX INFORMATION

The company has a reduced effective income tax rate due to eligibility for the small business
deduction and exemptions within the Income Tax Act for a proportion of its taxable income relating
to farm premiums earned.
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BAY OF QUINTE MUTUAL INSURANCE CO.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2010

NET CHANGE IN NON-CASH WORKING CAPITAL BALANCES RELATED TO

OPERATIONS

Cash provided from (used in) non-cash working capital is compiled as follows:

2010 2009
$ b
(INCREASE) DECREASE IN CURRENT ASSETS
Accrued interest (14,036) (15,906)
Accounts receivable - agents (551,112) (397,516)
Accounts receivable - reinsurers 258,658 (166,338)
Accounts receivable - other (42,363) 691
Income taxes recoverable (101,933) 1,070,197
Reinsurers' share of provision for unpaid claims and
adjustment expenses 1,089,763 960,489
Deferred policy acquisition expenses (218,260) (126,172)
420,717 1,325,445
INCREASE (DECREASE) IN CURRENT LIABILITIES
Accounts payable and accrued liabilities (65,064) 528,478
Due to reinsurers 159,299 33,390
Income taxes payable (663,867) 663,867
Provision for unpaid claims and adjustment expenses (880,901) (1,985,313)
Unearned premiums 918,813 672,840
(531,720) (86,738)
NET CHANGE IN NON-CASH WORKING CAPITAL
BALANCES RELATED TO OPERATIONS (111,003) 1,238,707
10. UNDERWRITING POLICY

The company follows a policy of underwriting with reinsuring contracts of insurance to limit the
liability of the company to a maximum amount, on any one property claim of $280,000, and with a
limit of coverage on an individual property risk of $5,000,000. The limit of liability of the company
on any liability (casualty) claim is $325,000.

In addition to the above reinsurance program, the company has assumed units of reinsurance through
Farm Mutual Reinsurance Plan Inc. on the following programs: catastrophe treaty, Agricorp and
Manitoba Crop. The units on the catastrophe treaty present a maximum exposure to the company's
surplus of $400,000 per catastrophe. The units on the Agricorp and Manitoba Crop treaties each
present a maximum exposure to the company's surplus of $100,000 per annum.
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