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Financial Highlights

(000’s omitted) 1983 1982 1981 1980 1979
Premiums Written $ 22,852 $ 13,953 $ 22,711 $ 27,649 $ 40,846
Underwriting Revenue 35,752 40,738 38,394 36,144 25,346
Investment Income 54,775 42,340 30,370 28,970 29,661
Losses Incurred on Claims 112,509 76,220 46,954 42 553 28,200
Net Earnings (Loss) (85,445) (1,165) 12,446 12,701 15,667
Net Earnings (Loss) Available to

Common Shareholders (97,189) (8,725) 6,473 7,089 9,762
Total Assets 425,235 446,096 385,706 331,929 339,758
Shareholders’ Equity 148,869 236,848 200,025 173,669 176,023
Earnings (Loss) Per Common Share ($8.55) * (80.77) $0.78 $0.97 $1.62
Earnings (Loss) Per Common Share

(Fully Diluted) ($8.55) (80.77) $0.78 $0.95 $1.45

Common Dividends Paid $0.76 $0.76 $0.76 $0.72

*($6.63) before extraordinary item
**Stock Dividend - One Common Share for
each Twenty Shares held.




The overall Canadian economy im-
proved in 1983, however, heavy
claims losses were incurred in Alber-
ta where the economy was still in a
recessionary phase throughout the
year. New business written increased
54 percent to $1.3 billion while claims
losses increased 47 percent.
The loss before income taxes, un-
usual and extraordinary items for the
year was $31.9 million compared to a
loss of $10.3 million in 1982. In order
to provide for continuing problems
particularly in Alberta, the Company
set-up a provision for future losses of
$31.4 million and wrote-off $21.8 mil-
lion of deferred income tax charges.
The result is a net loss, after income
taxes, unusual and extraordinary
items, of $85.4 million, compared to
a net loss of $1.2 million in 1982.
After payment of preferred divi-
dends, the net loss per common
i share was $8.55 compared to .77¢
in 1982,

The write-off of the deferred in-
come tax charges does not affect our
ability to defer the payment of future

Message to
Shareholders

taxes. The amounts available as de-
ductions for future tax purposes as at
December 31, 1983, totals $125.6
million.

A stock dividend was paid on the
common shares of record December
15, 1983 of one additional common
share for each twenty shares held.

The strengthening of the balance
sheet brought about by the write-off
of deferred income taxes and by in-
creasing the provision for future
losses had the effect of creating a re-
tained earnings deficit as at Decem-
ber 31, 1983 of $66.1 million. As
dividends are only paid out of sur-
plus, the payment of the preferred
dividends on March 15, and March
31, 1984 was deferred. These
dividends accrue until paid in cash.
However, as the stated common share
capital exceeds this deficit it is pro-
posed that reclassification of the
shareholders’ equity will correct the
problem. Accordingly, the share-
holders will be asked to approve the
reduction in stated capital of the
common shares by approximately $90
million to eliminate the retained earn-
ings deficit with the balance being
established as contributed surplus.
This action would permit the payment
of preferred dividends provided the
Company is otherwise in a position to
resume them.

Total revenue was up 8.9 percent
to $90.5 million, with 39 percent
derived from underwriting revenue

and 61 percent from investment in-
come. Total assets at December 31,
1983 were $425.2 million down 4.7
percent from $446.1 million at De-
cember 31, 1982 reflecting the write-
off of deferred income taxes. The in-
vestment portfolio held steady at
$368.8 million compared to $368.4
million at December 31, 1982.

Equity in the earnings of Inter-City
Gas Corporation in 1983 was
$2,805,000. In December, 1983, The
Mortgage Insurance Company of
Canada acquired 1.5 million treasury
commeon shares of Inter-City Gas
Corporation at a price of $12.00 per
share, as part of the agreement con-
cluded in December 1982.

The Company instituted a target
marketing concept at the beginning
of 1983 and preliminary results are
encouraging. The Company gener-
ated an underwriting profit margin of
55% on business written during
1983. The Company was able to 21" e .
attain its volume objectives and i
expenses were under budget. Mort-

gage insurance claim losses incurred § .
on business written during the year i ] i
were only $132,000 or 27% of alils
earned premium. *

Claim losses from prior years busi- Mgu'
ness, however, were very high, bring- (.-.';L i



ing total claim losses to $112.5 million
during the year. The comparable
1982 total was $76.2 million. Nearly
75 percent of mortgage insurance
claims were in the provinces of
Alberta and British Columbia, due
primarily to unemployment in these
two provinces and declining real
estate prices in Alberta. A Company
task force is actively dealing with the
situation in Alberta and British Col-
umbia. By year-end there was a con-
siderable improvement in claim
losses in British Columbia. Arrears
and claims in all other provinces
have declined dramatically.

Alberta legislation is unique in not

| offering lenders the covenant of the

8 borrower as additional security on a

mortgage. With the decline of real

| estate prices, in many cases to

below the mortgage amount owing,
many borrowers with the financial

| capacity to pay have walked away

rom their obligations. The Company

is lobbying for changes in the legis-

ation to provide a deterrent to such
actions.

At year-end the Company commis-
sioned an independent actuarial
review of its insurance portfolio.

| Based on an analysis of historic

claims trends relative to economic in-

| dicators and a forecast of future

economic indicators it was estimated
that the present value of future
claims might exceed net deferred
revenue by 31.4 million. Accordingly,
the Company wrote-off deferred
policy acquisition costs of $2.1
million and set-up a premium defi-
ciency provision of $29.3 million.

1984 Outlook

Housing starts in 1984 are projected
at 170,000 to 175,000 units, a5to 8
percent increase over the comparable
1983 total of 162,645 starts. Single-
family starts are expected to in-
crease about 12 per cent. House
prices are expected to rise 5-10 per-
cent during 1984, after increasing
only slightly during 1983.

Mortgage loan approvals by lend-
ing institutions should moderate dur-
ing 1984 and total about $20 billion
compared to the record $26 billion
recorded during 1983.

It is expected that we will be able

to maintain our current levels of new
business volumes.

During the year, Mr. George C.
Hitchman retired from the Board of
Directors and we would like to thank
him for his contribution to the Com-
pany during the time he served as
a director.

We would also like to thank our
employees for their efforts on behalf
of the Company.

R.G. Graham
President and Chief -
Executive Officer

oy

J.H. Coleman
Chairman



Consolidated
Balance Sheet

As at December 31, 1983

1982
Assets $000's
Cash and Accounts Recelvable Cash 1,128 8,274
Interest accrued and sundry receivables 13,003 15,527
Premiums receivable 1,808 1,055
Income taxes recoverable 243 692
Due from reinsurers 404 332
16,586 25,880
Real Estate 37,630 27,555
Investments Treasury bills and other short-term
securities — at cost —_ 1,540
Bonds and debentures — at amortized value
(market value $83,919,382;
1982 - $64,464,000) 79,372 64,484
Preferred stocks — at market value (cost
$72,699,462; 1982 — $118,814,000) 74,695 111,449
Common stocks - at market value (cost
$82,753,476; 1982 - $79,507,000) 87,390 76,064
Mortgages - at amortized value 19,342 26,777
Investment in Inter-City Gas Corporation
(note 11) 107,995 88,043
368,794 368,357
Other Assets Deferred income taxes (note 10) —_ 21,752
Capital expense — at amortized cost
(note 6) 1,502 1,863
Other 723 689
2,225 24,304
b
v 425,235 446,096




Liabilities

1983
$000’s

1982
$000’s

Accounts Payable Bank loan 2,650 3,719
Secured loan (note 3) 4,300 —
Due to reinsurers 97 154
Provision for claims 114,620 63,385
Accounts payable and accrued liabilities 920 1,945
Premium taxes payable 293 60
122,880 69,263
Other Liabilities Deferred revenue (note 4) 150,153 134,985
Income debentures (note 5) 3,333 5,000
153,486 139,985
276,366 209,248
Shareholders’ Equity
Capital Stock (notes 6 and 8) Issued and fully paid -
Preferred shares 112,581 121,486
& Common shares 91,269 87,342
203,850 208,828
Contributed Surplus (note 7) 4,500 4,500 §
e Retained Earnings (Deficit) (66,113) 34,328 §
142,237 247,656
8l Unrealized Gain (Loss) on Stocks 6,632 (10,808)
& 148,869 236,848
E 5 m =
s ] =
=i 425,235 446,096 |
" s

Signed on behalf of the board

Jy——u

Robert G. Graham
Director

David A. Rattee
Director




Consolidated
Financial
Statements

For the Year Ended December 31, 1983

Consolidated Statement 1983 1982
of Earnings $000’s $000's
Revenue Net premiums written 22,852 13,953
Application fees 1,491 919
Inspection service and appraisal fees 151 1,010
24,494 15,882
Decrease in deferred revenue 11,258 24,856
Underwriting revenue 35,752 40,738
Investment income -
Interest and amortization 19,288 18,023
Dividends 12,672 16,958
Equity in earnings of Inter-City Gas
Corporation (note 11) 2,805 216
Realized gain on disposal of investments 20,098 7,139
Foreign exchange (loss) gain (88) 4
54,775 42,340
90,527 83,078
Expenses Insurance underwriting and policy issuance
expenses 3,143 6,905
Premium taxes 627 398
3,770 7,303
Less: (Increase) decrease in deferred expenses (2,092) 1,590
1,678 8,893
Losses on claims provided for and incurred 112,509 76,220
Other operating expenses 7,925 7,919
Income debenture interest and
amortization expense (note 5) 284 378
122,396 93,410
E Earnings (Loss) before Income Taxes, Unusual and Extraordinary ltems (31,869) (10,332)
I Provision for (Recovery of) Income Taxes
' Current 433 100
Deferred = (17,694)
433 (17,594)
‘ Earnings (Loss) before Unusual and Extraordinary ltems (32,302) 7,262
L Unusual ltem Provision for premium deficiency (net of tax
L recovery — Nil; 1982 - $9,053,000) (note 9) (31,391) (8,427)
{ Net Earnings (Loss) for the Year before Extraordinary ltem (63,693) (1,165)
| Extraordinary Item Deferred income tax charges of prior years
o written off (note 10) 21,752 =
| Net Earnings (Loss) for the Year (85,445) (1,165)
H Weighted daily average number of
common shares outstanding 11,367,339 11,312,849
Loss per common share before extraordinary item
bt (Exercise of warrants and conversion of shares
r would not dilute earnings per share) {$6.63) ($0.77)
Loss per common share after extraordinary item ($8.55) ($0.77)




Consolidated Statement of
Unrealized Gain (Loss) on Stocks

Unrealized Gain (Loss) on Stocks -

Beginning of Year

As previously reported
Adjustment of prior year's
investment income (note 2)

(8,314)

(2,494)

(24,358)

As restated
Unrealized gain on stocks for the year

(10,808)
17,440

(24,358)
13,550

Unrealized Gain (Loss) on Stocks -
End of Year

6,632

(10,808)

Consolidated Statement of
Retained Earnings

Retained Earnings -
Beginning of Year

As previously reported 31,834 51,036
Adjustment of prior year's
investment income (note 2) 2,494 —
As restated 34,328 51,036
Net earnings (loss) for the year (85,445) (1,165)
Gain on redemption of preferred shares 738 484
(50,379) 50,355
Amortization of capital expenses (note 6) 92 281
Cash dividends - Preferred 11,744 7,560
— Common - 8,186
Stock dividend — Common (note 6) 3,898 —
15,734 16,027
Retained Earnings (Deficit) - "
End of Year (66,113) 34,328




Consolidated Financial Statements For the Year Ended December 31, 1983

Consolidated Statement of 1982
Changes in Financial Position 3000’s
Source of Funds Common shares issued 31 1,164
Warrants issued — 4 500
Preferred shares issued - 36.000
Increase in accounts payable 53,617 31,067
Decrease (increase) in cash and
accounts receivable 9,294 (9,043)
Other 209 119
63,151 63,807
Use of Funds Operations - net loss for the year
before extraordinary item 63,693 1,165
(Increase) decrease in deferred revenue (15,168) 2,480
Income taxes deferred — 26,750
Depreciation and amortization (293) (293)
Funds used in operations 48,232 30,102
Increase (decrease) in real estate 10,075 (8,975)
Purchase of fixed assets 269 214
Repayment of income debentures 1,667 e
Cash dividends -
Preferred shares 11,744 7,560
Common shares - 8,186
Redemption of preferred shares 8,167 1,683
80,154 38,770
Funds Available for (Required from) Investment (17,003) 25,037 g
=¥ Investment Funds - Beginning of Year 368,357 329,770 =
3 351,354 354,807 @
s Unrealized gain on stocks for the year 17,440 13,550 § ;
Investment Funds - End of Year 368,794 368,357 |
= ¥ :




1. Accounting Policies

These financial statements are prepared
in accordance with generally accepted
accounting principles. The application of
these principles is set out for the follow-
ing significant items:

Principles of consolidation

The consolidated financial statements of
MICC Investments Limited include the
accounts of its subsidiaries. The com-
pany operates principally in the mortgage
insurance business in Canada.

Premiums

Net premiums written are deferred and
then taken into underwriting revenue as
earned over the life of the related
policies. The majority of policies have
been written for twenty years. The rates
or formulae under which premiums are
earned relate to the amount of risk in

8 each year of coverage as projected by

management, based primarily on the past
incidence of losses. The formulae under

i which premiums are earned are adjusted

periodically in accaordance with such
estimates.

Application fees

1 Application fees received on insurance

policies written are taken into income as

| received.

Underwriting and policy issuance
expenses and premium taxes

® Underwriting and policy issuance ex-
| penses and premium taxes in excess of
& application fees and commission income

| are deferred to the extent they are con-

sidered recoverable from future under-
writing revenue and then amortized
against premiums as the premiums are

! earned (see note 9).

Notes to
Consolidated
Financial Statements

Losses on claims provided for

and incurred

Losses on claims represent the difference
between the amounts claimed or
estimated to be claimed and amounts
recovered or estimated to be recoverable
from the sale of real estate. Provisions for
losses are made when it is considered
probable that defaults by borrowers will
result in claims. Provisions for losses on
claims are updated regularly as informa-
tion concerning claim amounts and real
estate values becomes available.

Foreign exchange

Accounts in United States dollars have
been translated in the following manner:
monetary assets and liabilities have been
translated at the rate in effect at the
balance sheet date and non-monetary
assets and liabilities have been translated
at historical rates; earnings have been
translated into Canadian dollars at the
average rate prevailing through the year.

Investment income

(a) Treasury bills and other short-term
securities — Interest is recorded as in-
come as it accrues. Gains and losses are
taken into income when realized on
disposition.

(b) Bonds, debentures and mortgages -
Interest is recorded as income as it ac-
crues. The premium or discount between
cost and maturity value is amortized into
income over the period to maturity. A
gain or loss on the sale of a bond, deben-
ture or mortgage is deferred and then
amortized over the term to maturity of the
security sold.

(c) Stocks - Dividends are recorded as in-
come on the ex-dividend date. Gains and
losses on disposal of stocks are taken
into income when realized. Investments
in common shares of companies where a
degree of significant influence is present
are accounted for on an equity basis, Un-
realized gains and losses on stocks, ex-
cluding investments accounted for on an

For the Year Ended December 31, 1983

equity basis, are accounted for in the
“Consolidated Statement of Unrealized
Gain (Loss) on Stocks’', the balance of
which is included in shareholders’ equity.

Real estate

Real estate is carried in the accounts at
its estimated realizable value after deduc-
tion of estimated real estate commissions
and other sales related expenses.

2. Prior Period Adjustment

Realized gains for the year 1982 have
been increased by $2,494,000 (22¢ per
common share) to reflect additional gains
not previously recognized in 1982 tran-
sactions. These amounts are recoveries
of the difference between assigned
values and book values of certain
securities which arose on the aquisition of
Insmor Mortgage Insurance. These
securities were sold in 1982 and the
recoveries were inadvertently not
recognized. As a result the balance of re-
tained earnings and unrealized loss on
stocks as at December 31, 1982 have
been adjusted by $2,434,000.

3. Secured Loan

The loan is secured by a mortgage on
certain real estate property and is
repayable on June 30, 1984.

4. Deferred Revenue

Deferred revenue consists principally of
deferred premiums and a premium defi-
ciency provision.

5. Income Debentures

Income debentures mature on March 31,
1985 with mandatory prepayment as to
50% on March 31, 1984. Interest payable
at the rate of 7-1/2% per annum is not
deductible in computing taxable income.



Notes to Financial Statements For the Year Ended December 31, 1983

6. Capital Stock Unlimited (1982 - unlimited) second (a) Preferred shares

The authorized, issued and fully paid preferred shares issuable in series i) First preferred shares Series A

capital stock of the company consists of: Unlimited (1982 - unlimited) common 800,000 first preferred shares were

Authorized - shares without par value. originally issued at $25 per share as 10%
3,951,600 (1982 - 3,951,600) first cumulative redeemable first preferred

preferred shares issuable in series shares Series A, of which 497,749 were

outstanding at December 31, 1983.
The first preferred shares Series A are

1983 1982 subject to mandatory sinking fund
Issued and fully paid - redemption at the issue price as to:
497,749 (1982 - 611,559) 10% first 56,000 shares on March 15 in each of
preferred shares Series A $ 12,443,725 $ 15,288,975 the years 1983 to 1986 inclusive; and
133,200 (1982 - 200,000) 8% % first 72,000 shares on March 15, 1987 and
preferred shares Series B 3,330,000 5,000,000 each year thereafter.
755,350 (1982 - 837,950) 8%% first The company may increase any annual
preferred shares Series C 18,883,750 20,948,750 sinking fund by 24,000 shares. The com-
13,320 (1982 — 80,000) 8% first pany is entitled to anticipate sinking fund
preferred shares Series D 1,332,000 8,000,000 requirements by purchasing shares in the
100,000 (1982 - 100,000) 8'2% first market at prices not exceeding the
preferred shares Series E 10,000,000 10,000,000 redemption price. The company may
99,750 (1982 — 105,000) variable % first redeem shares not required for sinking
preferred shares Series F 9,975,000 10,500,000 fund purposes at a premium of 3%,
342,000 (1982 - 360,000) 13% first declining annually to the issue price on
preferred shares Series G 34,200,000 36,000,000 March 15, 1986.
66,680 (1982 - nil) variable % first During 1983, the company acquired
preferred shares Series H 6,668,000 — 113,810 preferred shares Series A for =
629,941 (1982 - 629,941) 8% second $2,734,000 to meet the 1983 sinking fund | ’L
preferred shares Series A 15,748,525 15,748,525 requirement and in part, to meet sinking & i |
_ 112,581,000 121,486,250 fund requirements to March 15, 1984. e '
7 11'3626?:3;935&;0'822'1 15) 91.268.512 87 341 660 ii) First preferred shares Series B - b
, i il 200,000 first preferred shares were i e
N $203,849,512 $208,827,910 originally issued at $25 per share as e T T
| ". 7-3/4% cumulative redeemable first bV R
] preferred shares Series B, of which : o
[-‘ﬁ 133,200 were outstanding at December it X
i 31, 1983. Effective January 1, 1983 this & ¥ =
dividend was increased to 8-3/4%. [l hi? 1
The first preferred shares Series Bare | g
subject to mandatory sinking fund "‘.Fﬂ‘ui;? i
redemption at the issue price as to i
66,800 shares on March 31, 1983 and T et Tl
66,600 shares on March 31, 1984 and (R

March 31, 1985. e
The company is entitled to anticipate
sinking fund requirements by purchasing [
shares in the market at prices not ex- s
ceeding the redemption price. Thecom-
pany may redeem shares not required for
sinking fund purposes at a premium of
2%, declining annually to the issue price
on March 31, 1985. During 1983, the

10



company acquired 66,800 first preferred
shares Series B for $1,670,000 to meet
the 1983 sinking fund requirements.

iii) First preferred shares Series C
1,000,000 first preferred shares were
originally issued at $25 per share as
8-5/8% cumulative first preferred shares
Series C, of which 755,350 were outstan-
ding at December 31, 1983.

The first preferred shares Series C are
non-redeemable prior to March 31, 1983
and are subject to a purchase fund under
which the company shall make all
reasonable efforts to purchase 10,000
shares in each calender quarter, at a
price not exceeding the issue price plus
cost of purchase. This obligation is
cumulative from quarter to quarter but to
the extent not satisfied on December 31
of each calender year, is extinguished.
Subsequent to March 30, 1983, the com-
pany may redeem shares not required for
purchase fund purposes at a premium of

8 5%, declining annually thereafter to the
8 issue price on April 1, 1988.

During 1983, the company acquired
82,600 first preferred shares Series C for
$1,438,000 to meet 1983 purchase fund
requirements.

iv) First preferred shares Series D

80,000 first preferred shares were
originally issued at $100 per share as 8%
cumulative redeemable and retractable
first preferred shares Series D, of which
13,320 were outstanding at December

| 31, 1983.

The first preferred shares Series D
were non-redeemable prior to June 30,
1983 and are subject to mandatory pro-
rata sinking fund redemption at the issue
price as to 4,000 shares on June 30,

1988 and on June 30 in each year
thereafter up to and including June 30,
2008.

The first preferred shares Series D
were retractable under certain cir-
cumstances or were convertible into
floating rate first preferred shares at the
holders’ option on June 30, 1983. In
accordance with the provision, 66,680
first preferred shares Series D were con-
verted on a one-for-one basis into
variable rate first preferred shares
Series H, on June 30, 1983.

v) First preferred shares Series E
100,000 first preferred shares were
originally issued at $100 per share as
8-1/2% cumulative redeemable and
retractable first preferred shares Series
E, all of which were outstanding at
December 31, 1983.

The first preferred shares Series E are
non-redeemable prior to December 31,
1983, and are subject to mandatory pro-
rata sinking fund redemption at the issue
price as to 5,000 shares on December 31,
1989 and on December 31 in each year
thereafter up to and including December
31, 2008.

The first preferred shares Series E are
retractable at the issue price at the
holders’ option on December 31, 1983. In
accordance with this provision, 62,440
first preferred shares Series E were con-
verted on a one-for-one basis into
variable rate first preferred shares Series
|, as at January 1, 1984.

vi) First preferred shares Series F
105,000 first preferred shares were
originally issued at $100 per share as
variable % cumulative redeemable and
retractable first preferred shares Series
F, of which 99,750 were outstanding at
December 31, 1983. The annual rate of
dividends payable on the first preferred
shares Series F is one-half of the prime
rate plus one and three-quarters percent.
The first preferred shares Series F are
subject to mandatory pro-rata sinking
fund redemption at the issue price as to
5,250 shares on September 30, 1983 and

September 30 in each year thereafter up
to and including September 30, 1990. All
shares outstanding on September 30,
1991 will be redeemed on that date.

The first preferred shares Series F are
retractable under certain circumstances
at the issue price at the holders' option
on September 30, 1986. During 1983, the
company acquired 5,250 preferred
shares Series F for $525,000 to meet the
1983 sinking fund requirement.

vii) First preferred shares Series G
360,000 first preferred shares were
originally issued at $100 per share as
13% cumulative redeemabile first pre-
ferred shares Series G, of which 342,000
were outstanding at December 31, 1983.

The first preferred shares Series G are
subject to mandatory sinking fund
redemption at the issue price as to
18,000 shares on December 31, 1983
and on December 31 in each year
thereafter up to and including December
31, 1986. All shares outstanding on
December 31, 1987 shall be redeemed
on that date.

The company is entitled to anticipate
sinking fund requirements by purchasing
shares in the market at prices not ex-
ceeding the redemption price. Other than
for sinking fund purposes, the corporation
may not redeem the first preferred shares
Series G prior to December 31, 1987.
During 1983, the company acquired
18,000 preferred shares Series G for
$1,800,000 to meet the 1983 sinking fund
requirement,

11
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viii) First preferred shares Series H
66,680 first preferred shares were issued
during the year at $100 per share as
variable % cumulative redeemable and
retractable first preferred shares Series
H, all of which were outstanding at
December 31, 1983. The annual rate of
dividends payable on the first preferred
shares Series H is one-half of the prime
rate plus two percent.

The first preferred shares Series H are
subject to mandatory pro-rata sinking fund
redemption at the issue price as to 3,334
shares on June 30, 1989 and June 30 in
each year thereafter up to and including
June 30, 2008.

The first preferred shares Series H are
retractable at the issue price at the
holders’ option on June 30, 1988.

ix) Second preferred shares Series A
800,000 second preferred shares were
originally issued at $25 per share as 8%
cumulative redeemable convertible
second preferred shares Series A, of
which 629,941 were outstanding at
December 31, 1983.

The second preferred shares Series A

| are non-redeemable prior to December
8§ 31, 1983 and are subject to a purchase

fund under which the company shall

| make all reasonable efforts to purchase
5| in each calendar quarter, commencing

with the calendar quarter ending March

| 31, 1984, 0.75% of the difference

between the number of second preferred
shares Series A originally issued and the
number of shares converted into common

12 - ; -

Notes to Financial Statements

shares prior to such calendar quarter at a
price not exceeding the issue price plus
costs of purchase. This obligation is
cumulative from quarter to quarter, but to
the extent not satisfied on December 31
of each calendar year, is extinguished.
Subsequent to December 31, 1983 the
company may redeem shares not re-
quired for purchase fund purposes at a
premium of 5%, declining annually
thereafter to the issue price on December
31, 1988.

The second preferred shares Series A
are convertible on or before December
31, 1988 into fully paid common shares,
at the holders' option, at a conversion
price of $10.370 per common share on
the basis of approximately 2.410 common
shares for each second preferred share
held.

x) Issuance costs

Costs incurred in connection with the
issuance of preferred shares have been
capitalized and are being amortized
against retained earnings over the estim-
ated term of the shares on a weighted
average basis. As at December 31, 1983,
unamortized capital expenses relating to
preferred shares amounted to approx-
imately $1,502,000.

(b) Common shares

Common shares issued during 1983 were
as follows:

i) 541,199 common shares were issued
on December 31, 1983 as a common
stock dividend for total consideration of
$3,897,410.

ii) 4,025 common shares were issued for
a cash consideration of $31,194 under
the Employee Stock Purchase Plan.
During the year, an option was granted
to an officer and director of the company
to acquire a maximum of 100,000 of the
corporation’s common shares at a price
of $7.20 per share. The option expires on
May 15, 1993. Also, an option remains
outstanding to an officer and director of
the company to acquire a maximum of
20,000 of the corporation’s common
shares at a price of $10 per share. The
option expires on November 30, 1986.

For the Year Ended December 31, 1983

7. Contributed Surplus

During 1982, 3,000,000 common share
purchase warrants were issued for a cash
consideration of $4,500,000. Each of
these warrants entitles the holder to pur-
chase one common share at $12 and ex-
pires December 16, 1987.

8. Employee Stock Purchase Plan
Under the Employee Stock Purchase
Plan, certain employees may purchase
up to 300 common shares in January of
each year at 90% of market price. Funds
are loaned to the employee who repays
this amount, together with interest
thereon at 3% per annum, over a 12-
month period.

9. Premium Deficiency Provision
As a result of falling property values in
Alberta during 1983, the company ex-
perienced a high level of losses on claims
incurred. It is now estimated that the
present value of future losses (using a
discount rate of 10-1/4%) on policies of
insurance issued prior to December 31,
1983 may exceed deferred premiums.
This estimate has been made in the light
of all relevant known factors.
Accordingly, a premium deficiency pro-
vision of $29,300,000 together with the
write-off of deferred policy acquisition
costs of $2,091,000 have been charged
against earnings in the current year. It is
the company’s intention to monitor this
situation on a quarterly basis during 1984
and to make further increases or re-
ductions in the provision as may be
necessary.




10. Deferred Income Taxes - these reserves, which in the aggregate is

Extraordinary ltem approximately 20 years. As at December
In prior years the company recorded 31, 1983, the unamortized excess cost
income tax deferred charges of approx- for the Company and its subsidiary

imately $21,752,000. As set out in note 9 amounted to approximately $39,570,000.
above, the company has experienced a

high level of losses in 1983, particularly in  (c) The company has 3 million warrants
the last part of the year. As a result, there  entitling it to purchase 3 million common
is no reasonable assurance that the tax shares of ICG at a price of $12 per share.
effect of unclaimed reserves will entirely These warrants expire on December 16,
be realized within the next several years; 1987.

accordingly, the company has removed

from its consolidated balance sheet the (d) As at December 31, 1983 this invest-
income tax deferred charge. This is ment comprises:

disclosed as an extraordinary item in the
statement of earnings.

The unrecorded amounts available as s;soa,g $01(?(§3§ :
deductions for tax purposes as at Decem- e
ber 31, 1983 totalled $125,600,000. Common shares including equity in
earnings since acquisition (market
11. Inter-City Gas Corporation value $58,843,000; 1982 - $44,972,000) 63,263 43,181
(a) The company's subsidiary acquired an  Preferred shares (market value
additional 1.5 million common shares of $380,000; 1982 - $482,000) 482 612 §
Inter-City Gas Corporation (ICG) at a Warrants for purchase of common shares 8,250 8,250
f" B price of $12 per share on December 15, 149% note receivable 36,000 36,000 =
o : ! 1983, pursuant to the acquisition agree- ;
7 : ment of December 16, 1982. This acquisi- 107,995 58,043 §

= tion increases the Company’s investment |
= to 28% of the outstanding voting shares 12. Related Party Transactions

T of ICG. Central Trust Company is a related party
gl i as a result of its ownership of shares of
o ”‘ (b) The subsidiary's excess cost of the the company and three of the company’s
g * shares acquired over the underlying net directors are directors and/or senior of-
o (15 ‘_# book value of the investment at Decem- ficers of Central Trust Company. Central =
— B ber 15, 1983 was approximately Trust Company and its affiliates, from
L Ir $2,332,000. This excess has been at- time to time, insure mortgage loans with i
» i & tributed to the proved oil and gas The Mortgage Insurance Company of k

0 reserves of ICG. The equity in earnings of Canada, a wholly-owned subsidiary. The
o ICG is being reduced by an amount suffi-  policies of insurance are issued under
o P cient to amortize the total excess cost standard terms and conditions and the
over the estimated productive life of premiums written in 1983 from such
- palicies represented less than 5% of the
total premiums written for the year.
Losses on claims incurred on this
business and on business written in prior
years are not considered material.
Inter-City Gas Corporation is a related
party as a result of the transactions re-
ferred to in note 11. In addition to those
transactions, the company has reim-
bursed ICG for certain expenses incurred
on the company’s behalf.
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Auditors’ Report

We have examined the consolidated bal-
ance sheet of MICC Investments Limited
as at December 31, 1983 and the con-
solidated statements of earnings, re-
tained earnings, unrealized gain (loss) on
stocks and changes in financial position
for the year then ended. Our examination
was made in accordance with generally
accepted auditing standards, and accord-
ingly included such tests and other pro-
cedures as we considered necessary in
the circumstances.

In our opinion, these consolidated fi-
nancial statements present fairly the
financial position of the company as at
December 31, 1983 and the results of its
operations and the changes in its finan-

cial position for the year then ended in ac-

cordance with generally accepted ac-
counting principles applied on a basis
consistent with that of the preceding year.
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! Chartered Accountants
Toronto, Ontario

Management Report

Company management is charged with
the responsibility for preparing the pre-
ceeding financial statements and ensur-
ing that all information in this annual
report is consistent with those statements
and is a true and fair presentation of the
facts. This responsibility includes select-
ing appropriate accounting principles
and making judgements and estimates in
accordance with generally accepted
accounting principles in Canada.
Ultimate responsibility for the financial
statements rests with the Board of Direc-
tors. An Audit Committee of non-manage-
ment directors is appointed by the Board
to review the financial statements in
detail with management and to report to
the directors prior to their approval of the
financial statements. The Directors have

To the Shareholders

approved a code of ethics for all directors
and employees to prevent conflicts of
interest and unauthorized disclosures of
financial information.

Shareholders’ auditors examine the
financial statements in detail and meet
separately with both the Audit Committee
and management to review their findings.
The auditors report directly to the
shareholders and their report appears
above.

R.G. Graham
President and Chief
Executive Officer

J.D. Hewitt
Executive
Vice-President
February 10, 1984

| February 10, 1984

=l
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Transfer Agents Registrars

First preferred shares
National Trust Company
Limited

First preferred shares
National Trust Company
Limited

Second preferred shares
The Canada Trust Company

Second preferred shares
The Canada Trust Company

Common shares
The Canada Permanent
Trust Company

Common shares
The Canada Trust Company

Auditors
Coopers & Lybrand



Canada’s economic recovery was steady
during 1983. Interest rates declined
gradually during the first half of 1983,
levelling off during the later part of the
year, and the rate of inflation fell below 5
percent compared with an average of
nearly 11 percent in 1982. Unemployment
decreased from 12.7 percent at Decem-
ber 31, 1982 to 11.1 percent at December
31, 1983.

All provinces participated in this
recovery; but recovery in the Alberta
economy has been much slower. Hous-
ing starts rose 29 percent to 162,645
units during 1983 with all provinces ex-
periencing an increase in activity except
Alberta.

Mortgage activity broke all records in
1983. Mortgage loan approvals by lending
institutions totalled $26 billion, double the
previous year's total. This strength re-
flects both the availability of mortgage
funds and a strong demand created by a
buoyant resale housing market and the
refinancing of short term mortgages ob-
tained when interest rates were much

Review of
Operations

higher. The chartered banks increased
their position as the major provider of
maortgage funds.

The strength of the housing market in
Canada assisted MICC in achieving its
new business target for 1983. New
commitments issued by the company
totalled $1.3 billion during 1983, which
was 64 percent above the 1982 total of
$0.8 billion.

Homeownership
First and Second Mortgages
Homeownership housing is the largest
segment of MICC’s activity, accounting
for 90 percent of all mortgage commit-
ments issued during 1983. Commitment
volume totalled $1,182 million during
1983, 70.6 percent above the 1982 total of
$693 million. Existing housing accounted
for 57.9 percent of total homeownership
activity compared with 50 percent in 1982.
The volume of new business, as meas-
ured by the potential premium totalled
$17.0 million during the year, an increase
of 51.3 percent over the comparable 1982
total of $11.2 million. Potential premiums
are the premiums which could be forth-
coming on all business where a commit-
ment to insure is advanced during the

The Mortgage Insurance
Company of Canada

year. As at December 31, 1983, there
were $7.3 million in potential premiums
outstanding.

Premiums written during 1983 amount-
ed to $14.7 million, an increase of 94.8
percent over the comparable 1982 total of
$7.6 million.

At the end of 1983, 437,410 loans were
on repayment, and approximately 4,990
or 1.14 percent were reported by lenders
as being at least three months in arrears.
The comparable 1982 default ratio was
1.28 percent. The provinces of New-
foundiand, Alberta, and British Columbia
have more cases in default than was the
case a year ago, while other provinces
have fewer defaults.

Claims losses totalled $91.1 million,
63.4 percent above the 1982 total of
$55.8 million. A reserve to cover potential
losses is established for each case as
soon as it is determined that a claim may
be anticipated. To assist in determining
the loss, it is necessary to obtain one or
more current appraisals, to obtain a
report from the lender on the amount
owing on the mortgage and to make an




estimate of the disposal costs of the real
estate. In addition, the date of claim set-
tlement is estimated to ensure that
unpaid accrued interest costs can be
properly reflected, as well as taxes, legal,
and maintenance costs.

Nearly all of the increase in claims
losses is due to increased claims in
Alberta and British Columbia. Losses in
Ontario and Quebec have declined
dramatically. During the year, a task force
was formed to review the Alberta and
British Columbia claims situation, to
determine the extent of our exposure,
and how the company could minimize its
losses. The task force concluded that
losses could be reduced if there was
= more co-operation and dialogue among
! homeowners, lenders, and MICC. Addi-
tional staff was needed to accomplish
this, and were either hired locally or
transferred from other branches.

Claims from British Columbia started to
decline in the fourth quarter and are now

8 at tolerable levels but Alberta claims re-
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mained high and by year-end were repre-
senting over 75 percent of all new claims.

Alberta legislation is unique in not
offering lenders the covenant of the bor-
rower as additional security on a mort-
gage. With the decline in real estate
prices in many cases to below the mort-
gage amount owing, many borrowers with
the financial capacity to pay, have walked
away from their obligations. The Com-
pany is lobbying for changes in the
legislation to provide a deterrent to
such actions.

Approximately 20 percent of home-
ownership mortgage insurance claim set-
tlements during 1983 involved the ac-
quisition of real estate by MICC. The
balance were either cases where the
lender sold the property (43%) and MICC
paid the difference between the net sale
proceeds and the claim amount, or where
MICC elected to settle the claim through
payment under Option “'B"" (37%). Under
this latter form of settlement, the lender
receives 25 percent of the approved
claim amount (20 percent on rental, com-
mercial and industrial properties). The
lender retains ownership of the real
estate.

During the year, 642 homeownership
properties were acquired having a net
realizable value of $31.6 million com-

The Mortgage Insurance
Company of Canada

pared with 482 properties valued at $19.9
million during 1982. A total of 559 proper-
ties were sold for a consideration of $23.7
million during 1983. This compared with
sales of $27.7 million during 1982.

At the end of 1983, homeownership
real estate holdings totalled $21.8 million,
compared with $13.8 million at the end of
1982. At December 31, 1983, an addi-
tional 63 properties valued at $3.5 million
had been sold but the sales had not yet
closed.

Real estate is held on the books at
estimated net realizable value which is
estimated market value less estimated
disposal costs (real estate commission,
legal fees, appraisal, etc.). On acquisi-
tion, each property is reviewed to deter-
mine if it should be held or sold. Com-
pany policy generally is to sell acquired
real estate as soon as possible.

The mortgage portfolic stood at $17.1
million, at the end of 1983 compared with
$23.5 million at the end of 1982.




Income Properties

First and Second Mortgages

Rental

Rental activity accounted for about 6
percent of total activity during 1983. Com-
mitments to insure totalled $75 million
during 1983, 7.4 percent below the
comparable 1982 total of $81 million. Pre-
miums written totalled $0.8 million, com-
pared with the 1982 total of $1.8 million.

There were 12,761 insured rental loans
on repayment at the end of 1982. About
217 loans were reported at least one
month in arrears, a default ratio of 1.70
percent. The comparable 1982 default
ratio was 2.09 percent.

Claim losses declined slightly in 1983
to $7.1 million compared with $7.2 million
in 1982.

During the year, one rental property
was acquired having a net realizable
value of $338,000 compared with 12 pro-
perties valued at $1.8 million during 1982.
During 1983, a total of 7 properties were
sold for a consideration of $0.8 million.
This compares with 32 properties valued

B at $5 million sold in 1982, At the end of

1983, rental property holdings totalled

§ $6.2 million compared with $6.6 million at

the end of 1982.

Commercial and Industrial

Commercial and industrial activity
accounted for 4 percent of total activity
during 1983. Commitments to insure
totalled $50 million during 1983, com-
pared with $22 million in 1982. Premiums
written during 1983 totalled $0.8 million,
about equal to the previous years total,

Of 5,563 loans on repayment at the
end of 1983, 218 were reported at least
one month in arrears or 3.92 percent. The
comparable 1982 default ratio was
3.55 percent.

Claims losses totalled $9.1 million in
1983, 18.9 percent above the comparable
1982 total of $7.7 million.

During the year, 9 properties were ac-
quired having a net realizable value of
$5.2 million compared with 4 properties
valued at $1.3 million during 1982. A total
of 6 properties were sold for a considera-
tion of $2.4 million. At the end of 1983,
real estate holdings totalled $9.7 million
compared with £6.9 million at the end
of 1982.

Other Programs

Surety Bonding

Concentration during the year was on the
administration and servicing of existing
accounts. Only 5 new accounts with ap-
proved programs of bonding totalling
$24.5 million were established during
1983. This compares with the previous

years total of 28 new accounts with ap-
proved programs of bonding totalling
$227.5 million.

During 1983, bonds totalling $334
million were approved, a decrease of 14
percent from the comparable 1982 total of
$388 million. Gross premiums written in
1983 totalled $2.5 million, up slightly from
the 1982 total of $2.4 million. This stability
is due primarily to our concentration on
major accounts and "‘custom’’ services.
As a result of our sales effort, a number of
municipalities are now accepting bonds for
MICC accounts in lieu of other security.

Premiums net of reinsurance amount-
ed to $1.6 million during 1983, compared
with $1.4 million during 1982.

Claims losses net of reinsurance re-
coveries totalled $0.6 million during 1983,
compared with $1.7 million during 1982.

The 1983 results of the Surety Depart-
ment were satisfactory given the operat-
ing conditions for contractors and devel-
opers in Canada. After only four years of
activity, MICC surety operations are a
well established and integral part of the
surety industry in Canada.
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Condominium Deposit

This program is only offered in Ontario
and insures the deposits of condominium
buyers before a condominium has been
registered. Our insurance is used when
the deposits exceed the $20,000 limit in-
sured by the Ontario New Home War-
ranty Program.

During 1983, MICC insured over $20
million in deposits for a premium of
$160,734 compared with $30 million in
deposits for a premium of $250,633 in
1982. There were no losses under this
program during either year.

Lease Guarantee Insurance

MICC has maintained restrictive under-
writing guidelines for this program, with
only 3 lease guarantee commitments
being issued in 1983 with an aggregate
insured rent of $4.0 million. The com-
parable 1982 figures were 16 lease
guarantee commitments with an ag-
gregate insured rent of $14.2 million.

Review of Operations

Premiums written totalled $244,332 in
1983, 40.6 percent below the previous
years total of $411,436.

Lease guarantee claims losses totalled
$1.0 million during 1983, 23.5 percent
below the comparable 1982 total of
$1.3 million.

New Home Warranty

Premiums earned under the Ontario and
Quebec New Home Warranty Programs
amounted to $2.1 million in 1983, 66.3
percent above the $1.3 million recorded
during 1982. Losses incurred under this
program totalled $1.9 million in 1983,
compared with $1.1 million during 1982.

Investments

Performance of our investment portfolio
was satisfactory in 1983. Due to realized
capital gains, total pre-tax net income
was $54.8 million compared to $42.3
million in 1982. At year-end, the market
value of the portfolio was 101.5 percent of
book value compared to 95.6 percent in
1982. The Company continued to em-
phasize high quality and liquidity. The
average life of the bond portfolio in-
creased to 8.07 years with the purchase

The Mortgage Insurance
Company of Canada

of Government of Canada ten year
bonds. The asset allocation shows a
significant switch from preferred shares
to bonds given the Company's emphasis
on pre-tax income as well as improved
relative values. Investments in common
and convertible equities rose to 43.7 per-
cent from 33.8 percent, reflecting a
longer term positive outlook for the stock
market. Dividend income at $12.7 million
was less than the $17.0 million achieved
in 1982 due to the significant reduction in
the preferred portfolio and the sale of
many of the high dividend paying utility
stocks. Interest and amortization income
was $19.3 million versus $18.0 million.

Capital gains realized through the sale
of investments and options in 1983 in-
creased to $20.1 million compared with
$4.6 million in 1982.

Equity in the earnings of Inter-City Gas
Corporation was $2.8 million compared to
$0.2 million in 1982.



Asset Classification

of The Mortgage Insurance Company
of Canada at Book Value

(000’s omitted) Dec. 31 % of Total
1983 1983 1982
Cash $ 4,488 1.4% 3.4%
Money Market 180 0.1 0.5
Federal Government (Under 3 years) 21,341 6.9 8.4
Cash and Liquid Assets 26,009 8.4 12.3
Bonds (Other) 96,418 30.9 22.2
Retractable Preferred 13,529 4.3 12.7
Sinking Fund Preferred 12,788 4.1 8.0
Conventional Preferred 26,748 8.6 11.0
Preferred 53,065 17.0 31.7
Convertible Preferred 22,026 7 5.8
Common Stock 114,105 36.6 28.0
Common & Convertible 136,131 43.7 33.8
Total Equity 189,196 60.7 65.5
| Total Portfolio $311,623 100.0 100.0
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First & Second 1983 1982 :
Mortgages ($000°s) ($000's) % % §
Homeownership $91,112 $55,771 1.14 1.28 §
Rental 7,066 7,155 1.70 2.09 §
Commercial/Industrial 9,118 7,667 3.92 3.55 §
Unallocated Reserves 1,800 1,800 - —
Total 109,096 72,393 1.19 1.33 §
Other Programs Surety 569 1,734 n.a.
Lease Guarantee 974 1,273 n.a.
New Home Warranty 1,870 1,058 n.a.
Condominium Deposit — — n.a.
U.S.A. Reinsurance — — n.a.
Total 3,413 4,074 n.a. n.a.
| Grand Total $112,509 $76,467 n.a. n.a

Programs

Review of Operations

The Mortgage Insurance
Company of Canada

Potential Premiums

Premiums Written

First & Second 1983 1982 1983 1982
Mortgages ($000’s) ($000's) ($000’s) ($000’s)
Homeownership $16,950 $11,204 $14,715 $ 7,554
Rental 1,313 1,219 840 1,760
Commercial/Industrial 911 498 813 786
Unallocated Reserves -— — — —
Total 19,174 12,921 16,368 10,100
Other Programs Surety 2,493 2,402 1,676 1,363
Lease Guarantee 123 418 244 411
New Home Warranty 4,305 1,727 4,305 1,727
Condominium Deposit 161 250 161 250
U.S.A. Reinsurance —_ — a8 102
Total 7,082 4,798 6,484 3,853
Grand Total $26,256 $17,718 $22,852 $13,953

Claims Losses

Default Ratios

1983 1982 [N

| n.a. - not applicable
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Real Estate Single family* Commercial/Industrial Total

{000's omitted)* ~ No. $ ; No. % No. §
Activity
Held at December 31, 1982 395 $13,838 9 $6,587 12 $6,937 416  $27,362
Acquired during 1983 642 31,620 1 338 9 5,207 652 37,165
Sales and adjustments during 1983 559 23,686 7 775 8 2,436 574 26,897
Held at December 31, 1983 478 21,772 3 6,150 13 9,708 494 37,630
Holdings
as at December 31, 1983
Newfoundiand 5 135 - — — - 5 135
Prince Edward Island —_ —_ _ — — — — —
Nova Scotia 4 105 o — — e 4 105
New Brunswick —_ — — — - - - o
Quebec 79 2,702 2 1,574 3 482 84 4,758
Ontario 82 2,645 — — 10 9,226 92 11,871
Manitoba i) 423 — — — — %5 423
| Saskatchewan 8 294 - - — — 8 294
Alberta 232 12,734 — —_ —_ — 232 12,734
British Columbia 53 2,734 1 4,576 — — 54 7,310
< Total 478  $21,772 3 $6,150 13 $9,708 494  $37,630 §
B, *Includes condominium (strata title) units.
. * *Represents Book Value
i
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Historical Financial Analysis
Issued Commitments to insure
(Canadian Business, data are gross $ millions)

First and Second

mortgage insurance programs - Total 1,307 796 2,145 3,608 5,575
Homeownership loans 1,182 693 1,781 3,219 4.943
Rental loans 75 81 255 149 300
Commercial/industrial loans 50 22 109 240 332
Lease guarantee 4 14 12 9 33
Insurance in Force (Canadian mortgage insurance)
At year end ($ billions) 17.7 18.9 20.0 19.8 19.2
Average Values Homeownership loans (high ratio) 61,517 60,369 61,807 52,905 44,327
New construction (per unit) 70,422 76,279 75,493 64,920 54,230
Existing homes (per unit) 55,827 48,812 46,261 43,887 38,117
Rental projects (per loan) 194,259 597,740 845,858 268,411 171,359
Commercial/industrial (per loan) 391,273 297,531 459,936 386,870 246,319
GDS and TDS Gross debt service ratio™ 22.8% 24.2% 24.9% 24.4% 24.1%
Ratios Total debt service ratio** 28.7% 30.2% 31.1% 30.4% 30.5%
Capital and Policyholders reserves 152,518 161,016 186,798 195,742 195,106
Reserves ($000's) Capital 105,659 209,002 208,058 218,343 217,223
Total 258,177 370,018 394,856 414,085 412,329
Active Lender Clients 200 194 255 331 350
*GDS - (Gross debt service ratio) the per- e T
B centage of gross income used for mortgage fess;
S payments and property taxes. =i 5
& "*TDS - (Total debt service ratio) the per- =
" centage of gross income used for mortgage h ..\iLi'd -
. ‘ payments, property taxes and all other _ “Ll
| instalment debts. R, tilges
:‘“ l‘“‘wuwl
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