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CORPORATE PROFILE Kingsway Financial Services Inc. is one of the fastest growing 

property and casualty insurance companies in North America with 

a proven track record of profitability. 

The Company is focused on building operating excellence through

six wholly-owned subsidiaries:

• Kingsway General Insurance Company

• York Fire & Casualty Insurance Company

• Jevco Insurance Company

• Universal Casualty Company

• Southern United Fire Insurance Company

• American Service Insurance Company

Kingsway’s primary business is

non-standard automobile 

insurance. The Company also

operates in standard automobile,

commercial automobile, 

property, motorcycle and other

specialty markets, where limited competition and an emphasis on 

underwriting profit provide the opportunity for above-average returns.

Headquartered in Mississauga, Ontario, Kingsway employs approximately 

700 people in Canada and the United States.

Kingsway Financial Services Inc.’s shares are listed on the Toronto 

Stock Exchange, under the trading symbol ‘KFS’.

CONTENTS

MISSION

To build operating excel-

lence through a select

group of profitable, well-

managed, niche insurance

companies 

in Canada and the 

United States.
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OPERATING HIGHLIGHTS

• Experienced strong internal growth at Kingsway General
Insurance Company

• Acquired Jevco Insurance Company, a Quebec-based
motorcycle insurer

• Obtained Alberta operating licence for York Fire & Casualty
Insurance Company

• Kingsway General Insurance Company and York Fire 
& Casualty Company awarded ‘A‘ Excellent rating by 
A.M. Best Company

• Raised net proceeds of $103 million through treasury 
offering of 4.4 million common shares

• Shares added to TSE 300 and TSE 200 Composite indices

• Established Kingsway America Inc. as a parent company 
for Kingsway subsidiaries in the United States

• Formed Kingsway Reinsurance Corporation to reinsure
business written by Kingsway’s subsidiaries in the 
United States

• Acquired Universal Casualty Company, a Chicago-based 
non-standard automobile insurer; and Ark Insurance Agency,
its managing general agent

• Acquired American Service Insurance Company, a Chicago
based non-standard automobile insurer; and AOA Payment
Plan, a company that finances insurance premiums 

• Acquired Southern United Fire Insurance Company, an
Alabama-based non-standard automobile insurance company;
Consolidated Insurance Management Corp., its managing
general agent; and Funding Plus of America, a company that
finances insurance premiums

York Fire & Casualty
Insurance Company

Kingsway General
Insurance Company

Southern United Fire
Insurance Company

Universal Casualty
Company

Jevco Insurance
Company
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FINANCIAL HIGHLIGHTS
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Financial Highlights

($ in thousands, except per share amounts) Year ended December 31

1997 1996
Gross Premiums Written $210,795 $140,610
Net Premiums Earned 174,462 107,679
Net Income 22,151 11,162
Earnings Per Share

basic 1.48 1.04
fully diluted 1.46 1.00

Book Value Per Share 11.90 6.53
Return on Equity

Kingsway 16.5% 21.4%
Industry 12.4% 10.2%

Combined Ratio
Kingsway 96.3% 95.6%
Industry 103.1% 104.5%

Underwriting Profit 6,504 4,707
Shares Outstanding (as at year end) 17,914,918 13,271,866
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FINANCIAL HIGHLIGHTS

• Increased gross premiums 50% to $211 million

• Doubled net income to $22.1 million

• Increased earnings per share 42% to $1.48, despite a 40%
increase in the average number of shares outstanding during 
the year

• Achieved 16.5% return on equity, exceeding the industry 
average of 12.4%

• Reported eight consecutive years of underwriting profit, which
increased 38% in 1997 to $6.5 million

• Achieved combined ratio of 96.3%, compared with industry
average of 103.1%*

• Reported a redundancy in the loss reserves established at
December 31, 1996 of $3.1 million, or 4.8% of net unpaid claims
at that date

• Doubled investment income to 18.8 million

• Increased book value per share 82.2% to $11.90 at year end

* Source : Insurance  Bureau  of  Cana da,  1997 prelimina ry re sult s re l eased March  1998.
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Strategy

Kingsway’s significant growth over the past year is a direct result of a disciplined

operating strategy.

This strategy incorporates the following principles:

1.    Focus on good risks within specialty, niche insurance markets,
where limited competition allows for a good spread of risk and
above-average returns.

2.    Emphasize positive underwriting margins, conservative investment
policies and low combined expense ratios to achieve higher
earnings.

3.    Refuse to sacrifice underwriting profitability to increase volume.

4.    Terminate unprofitable product lines quickly.

5.    Pursue select acquisitions in attractive markets that enhance
shareholder value.

Objectives

• Capitalize on internal growth opportunities through aggressive
marketing and development of new specialty insurance products.

• Continue expansion strategy in both Canada and the United States
through select acquisitions that enhance shareholder value.

• Retain disciplined underwriting approach and continue to deliver
underwriting profit.

• Achieve average return on equity of 20% or better.

STRATEGY AND OBJECTIVES
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MESSAGE TO SHAREHOLDERS

To Our Shareholders:

In our 1996 report, I talked about the exciting year we had just completed. 

It was Kingsway’s first full year as a public company and our growth was

substantial. Now, after completing our second year as a public company, we are

pleased to report another record year of profitable growth to our shareholders.

Looking back over the last few years, one can see how our growth was

stunted due to lack of capital. As a result, we had to restrict premium writings in

1994. We continued to control growth in 1995, writing $60 million in premiums.

By becoming a public company and raising capital at the end of 1995, we grew

significantly, writing $141 million in 1996. This tremendous growth, along with

our acquisition of York Fire & Casualty Insurance Company (York), made it

necessary to raise further capital in 1996. 

Review of Operations

In 1997, our management team realized that we would need to raise further

capital to meet opportunities for internal growth, as well as growth through

acquisition. In February, we acquired Jevco Insurance Company (Jevco). In

August, we raised $103 million through a treasury offering of 4.4 million

common shares. The additional capital allowed us to enter into agreements to

purchase three non-standard auto insurance companies in the United States by

the end of the year.

Apart from our acquisitions, Kingsway General Insurance Company

(Kingsway General) experienced strong growth in 1997, and increased premium

writings 32% to $148 million, compared with $112 million in 1996.  Adding

volume from both York and Jevco, premium writings for the Kingsway group

increased 50% to $211 million in 1997, compared with $141 million last year.

While growth is important to our group, our focus is on profit, which

doubled in 1997 to $22 million. During the year, earnings per share increased by

46% from $1.00 to $1.46 on a fully diluted basis. You can appreciate the

difficulty in increasing earnings per share to this extent when you consider that

we doubled our capital through our equity issue in August. During the last five

William G. Star
Chairman, President and
Chief Executive Officer
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months of the year, the additional funds raised from this issue merely produced

investment income through short-term, debt instruments, pending our U.S.

acquisitions.

Our emphasis remains on producing an underwriting profit through our

disciplined underwriting approach, and on maintaining a very high return on

equity for our shareholders. These shareholders include many Kingsway

employees, who became ‘owners’ of the Company in 1997 through our new

Employee Share Purchase Plan.

We believe that Kingsway General, York and Jevco will continue to grow

during 1998. However, we expect that growth in some sectors will slow down, 

as it is not practical to expect the same rate of internal growth year over year.

For that reason, we will continue to pursue growth through the acquisition of

companies that share our niche marketing approach.

Acquisition Strategy

Our acquisition strategy is to acquire companies focused on non-standard

automobile and other specialty insurance products. In Canada, our approach has

been to acquire turnaround situations, where our expertise and local knowledge

can be used to make these companies profitable again. In the United States, our

strategy is more selective. We look for companies with strong performance and a

solid management team that will remain in place after the acquisition. 

The three U.S. companies that we recently acquired, Universal Casualty

Company (Universal), Southern United Fire Insurance (Southern United) and

American Service Insurance (American Service) meet this criteria. Each

Company has performed extremely well with limited capital. Because of limited

resources, each has found it necessary to cede a high proportion of its premium

income to reinsurers. With the reinsurance division that we have formed in

Barbados, we are now in a strong position to retain business previously

reinsured by these subsidiaries and keep a greater percentage of premiums

within the Kingsway group.

Based on the premiums written during 1997 by Kingsway’s Canadian

MESSAGE TO SHAREHOLDERS
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MESSAGE TO SHAREHOLDERS

companies and the newly acquired U.S. companies, premium volume for 1998

should be approximately $450 million, after converting to Canadian dollars.

Should all six companies continue to grow, the increase in premiums written will

be greater.

While some insurance groups have acquired companies meeting our criteria

with the intention of integrating their operations, the Kingsway approach is

different. Our goal is to acquire well run companies and let them continue

operating as separate entities under the direction of Kingsway Financial Services

Inc., which will provide the capital necessary for them to achieve their growth

potential. This strategy has enabled us to build operating excellence through a

small group of niche insurance companies. It has also allowed us to strengthen

the breadth and depth of our management team as new companies are brought

on board. By following this approach, our growth is only limited by the number

of companies and amount of capital available to us.

Market Opportunities

We plan to continue our selective acquisition strategy, and expect to acquire

further companies with the use of debt, raising capital at a later time.

This approach provides the opportunity for continued growth, with a limited

downside effect on our return on equity during the initial stages of acquisition. 

There are many acquisition opportunities that fit our selection criteria. 

At this time, there are more opportunities in the United States than in Canada.

The main reason is that Canadian capital requirements, which are set by the

Superintendent of Insurance in each province, are much higher than the

requirements in the United States. As a result, Canadian insurers typically grow

more gradually and are limited by their existing capital. In addition, most

Canadian insurance companies are owned by larger, non-Canadian parent

companies, which limits potential acquisition opportunities.

In the U.S., many companies outgrow their capital very quickly and rely

heavily upon quota share reinsurance. As the market in the United States is 10

times the size of Canada, companies with minimal capital face additional growth
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problems. For example, the Chicago market for non-standard automobile

insurance is as large as the entire non-standard automobile market in Canada.

The acquisitions of Universal Casualty and American Service provide us with

approximately 20% of this market.

Today, the property and casualty industry in both Canada and the United

States is overcapitalized and pricing is soft. For this reason, we see increasing

consolidation, as this is the only way that growth can be sustained. As a result,

acquisition prices for property and casualty companies have increased during the

past two years. We have seen many acquisitions completed at multiples far

higher than we are prepared to pay. Since the companies Kingsway targets

generally write about US$50 million in premiums, we are experiencing less

competition, and we will continue to focus on companies of this size.

Outlook

Automobile insurance has always played an important role in the development

of Kingsway General. During the past several years we have experienced a

number of changes in the insurance product offered in Ontario, since each

government has developed their own insurance scheme which we are required

to follow. Bill 164, introduced by the previous New Democratic government, was

probably the most expensive insurance plan we have experienced as an

insurance industry. Bill 59, introduced by the present Progressive Conservative

government, has resulted in a much better product, and has also reduced the

cost for consumers. We are looking forward to the continuance of this insurance

plan for a number of years ahead. 

While we are experiencing some changes during 1998 in the Facility

Association, we believe these changes will be better for the motoring public and

will also result in increased business for Kingsway.

Since the opening of an office in Alberta in October 1996, we have

experienced substantial growth and expect our greatest growth in 1998 will come

from that province. We licensed York in Alberta during 1997 and expect to

introduce a new automobile and home owners’ product in Alberta during 1998.

MESSAGE TO SHAREHOLDERS
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MESSAGE TO SHAREHOLDERS

This new product should increase the volume for York substantially during the

next few years.

Our Quebec office has experienced limited growth, due to competition in that

province. We believe that prices will stabilize in 1998 and, with the introduction

of a new automobile product which we intend to market through the Jevco

insurance brokers in Quebec, we will see a substantial increase in volume in

Quebec in the coming year.

With the internal growth that we expect to experience in our six companies,

along with other acquisitions which we hope to make in 1998, we expect high

returns again this year. We believe that Kingsway shareholders will enjoy the

benefits derived from this dynamic growth, and will continue to strive for

operating excellence and profit as we move the Company ahead during 1998.

Acknowledgements

I would like to take this opportunity to thank our Board of Directors who

worked closely with us and provided a great deal of guidance during the past

year. I would also like to thank a very dedicated group of employees, managers

and executives, who are committed to building operating excellence within the

Kingsway group of companies. It is this dedication and interest in the

development of the group that has allowed us to sustain the rapid growth rate

we have enjoyed during the past two years. I am confident that our team of

employees, managers, executives and directors will continue to devote the time

and energy necessary to build an even stronger group of companies in the years

ahead. 

Wil l iam G.  Star

Chairman, President and 

Chief Executive Officer

March 9, 1998
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BUILDING OPERATING EXCELLENCE

CANADA
Kingsway Financial Services Inc. is well established in the Canadian market, and

currently operates through three wholly-owned subsidiaries:

•   Kingsway General Insurance Company

•   York Fire & Casualty Insurance Company

•   Jevco Insurance Company

KINGSWAY GENERAL INSURANCE COMPANY

Kingsway General Insurance Company (Kingsway General) is a specialty

insurer, incorporated in Ontario. The Company is licensed to write

business in every province of Canada, but operates primarily in Ontario,

Alberta and Quebec. The Company’s main business is non-standard

automobile insurance, or the insuring of automobile risks for drivers

with worse than average driving records. Kingsway General also operates in the

commercial automobile, property and other specialty markets, and has an extensive

marketing network of over 3,000 independent brokers from coast to coast.

In 1997, Kingsway General wrote $148.2 million in gross premiums, compared

with $112.1 million in 1996. Non-standard automobile insurance remains the largest

single contributor, accounting for $71.2 million or 48% of gross premiums written in

1997. Commercial automobile insurance, including long-haul trucking and taxi-cabs,

accounted for $34.6 million or 23% of gross premiums written this past year.

During the year, Kingsway General established a strong presence in both Alberta

and Quebec, following the opening of branch offices in late 1996. The Company’s

growth, particularly in Alberta, exceeded management expectations.

In 1997 Kingsway General introduced insurance policies in the motorcycle

market, which combined with Jevco Insurance Company, quickly established the

Kingsway group as an industry leader in this segment. This product was readily

accepted by Kingsway General’s broker network and was sold and distributed by

over 1,000 insurance brokers in Ontario.

YORK FIRE & CASUALTY INSURANCE COMPANY

York Fire & Casualty Insurance Company (York) is incorporated in

Ontario, and licensed to operate in Ontario and Alberta. The

Company offers traditional property and casualty insurance

products, such  as personal automobile, property and commercial insurance, as well

Kingsway General
Insurance Company

York Fire & Casualty
Insurance Company
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BUILDING OPERATING EXCELLENCE

as specialty products, such as mature and abstainers’ automobile and homeowners

programs. York targets customers living in rural areas, where there is less

competition than in urban centres.

In 1997, the first full year of operations under the Kingsway group of companies,

York wrote $31.7 million in gross premiums, compared with $28.5 million in 1996.

Personal automobile insurance remains the largest single contributor, accounting for

$23.8 million or 75% of gross premiums written in 1997. 

These results allowed York to make a healthy contribution to the Kingsway group

in 1997, and reflect several initiatives taken since the Company was acquired in

February 1996. These initiatives include the strengthening of management, the

restructuring of reinsurance programs and an increase in the Company’s broker

network.

During the past year, York introduced several new products, including automobile

insurance policies aimed at mature drivers. The Company also initiated a group

marketing approach, whereby employees within a company can maximize their

purchasing power through group discounts. The success of this program within

larger companies has allowed York to extend these discounts to employees at smaller

companies that have previously been excluded from this opportunity.

JEVCO INSURANCE COMPANY

Jevco Insurance Company (Jevco) is the largest writer of motorcycle insurance in

Canada, and was acquired in March 1997. The Company is incorporated in Quebec

and is licensed to market in every Canadian province.

In 1997, Jevco wrote $36.9 million in gross premiums, compared

with $43 million in 1996. The Company currently has about a 60%

share of the motorcycle market in Quebec and over 30% of the total

Canadian market.

Jevco’s network of over 2,000 independent brokers in Quebec

offers a new distribution channel to introduce non-standard automobile insurance

and other specialty products into the Quebec market. 

Jevco Insurance
Company

1996

Gross Premiums Written 
by Sector

($ millions)

1997

5.4
2.8

35.1

20.3

37.2
33

38.1

23.821.5

71.2

63

0

10

20

30

40

50

60

70

80

Non
-St

an
da

rd
Au

tom
ob

ile
Sta

nd
ard

Au
tom

ob
ile

M
oto

rcy
cle

Com
merc

ial
Au

tom
ob

ile
Othe

r S
pe

cia
lty

Lin
e

Pro
pe

rty
 &

Lia
bil

ity

0

10

20

30

40

50
Non

-St
an

da
rd

Au
tom

ob
ile

Sta
nd

ard
Au

tom
ob

ile
M

ort
orc

ycl
e

Pro
pe

rty
 &

Lia
bil

ity
Othe

r S
pe

cia
lty

Lin
e

Com
merc

ial
Au

tom
ob

ile

34

45

11

15
18

16
14

18

24

3
2

Diversification of
Gross Premiums Written

(%)

19971996



12

K I N G S W A Y F I N A N C I A L S E R V I C E S I N C .

BUILDING OPERATING EXCELLENCE

UNITED STATES

In 1998, Kingsway Financial Services Inc. entered the U.S. market through the

acquisition of three non-standard automobile insurance companies:

•   Universal Casualty Company

•   Southern United Fire Insurance Company

•   American Service Insurance Company

These acquisitions, completed in early 1998, effectively doubled the  size of the

Kingsway group of companies. They have also established a solid base from which

Kingsway will grow in the United States, and will operate under Kingsway’s newly

formed subsidiary, Kingsway America Inc.

The newly acquired companies will continue to be run autonomously under

existing management. This philosophy is part of Kingsway’s strategy of acquiring

well-managed, profitable niche insurance companies that require additional capital to

realize their growth potential. New members of the group also benefit from

economies of scale in negotiating reinsurance programs, investment management

and systems development which represent significant cost savings for them.

Together, Universal Casualty Company, Southern United Fire Insurance Company

and American Service Insurance Company wrote approximately US$158 million in

gross premiums in 1997.

UNIVERSAL CASUALTY COMPANY

Universal Casualty Company (Universal) is a non-standard

automobile insurance company, incorporated and licensed to operate

in Illinois. The Company’s managing general agent, Ark Insurance

Company, is also incorporated and licensed to operate in Illinois.

Universal is the fifth largest underwriter of non-standard

automobile insurance in the metropolitan Chicago market. In 1997,

the Company wrote US$45 million in gross premiums, compared with US$51 million

in the previous year.

In 1998, Universal plans to enhance its profitability by aggressively targeting

growth opportunities in the suburban Chicago area. The Company is also

considering offering rental reimbursements and setting higher claim limits in the

core Chicago market.

Universal Casualty
Company
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BUILDING OPERATING EXCELLENCE

AMERICAN SERVICE INSURANCE COMPANY

American Service Insurance Company (American Service) is incorporated in Illinois,

and licensed to operate in Illinois, Indiana and

Missouri. The Company is affiliated with AOA

Payment Plan Inc., which finances insurance

premiums for insureds of American Service and other insurance carriers.

American Service is the sixth largest underwriter of non-standard automobile

insurance in the metropolitan Chicago area. During the past year, the Company

introduced insurance products for small commercial vehicles and taxi cabs.

In 1997, American Service wrote US$41 million in gross premiums, compared with

US$40 million in the previous year. In 1998, the Company plans to expand its market

share in Illinois and Indiana, and enter the state of Missouri. American Service will

also seek licensing in Wisconsin and Ohio. 

Collectively, Universal and American Service are the second largest writer of non-

standard automobile insurance in the metropolitan Chicago market, with a market

share of approximately 20%. With the stronger capital base, both companies intend

to grow their share of this market.

SOUTHERN UNITED FIRE INSURANCE COMPANY

Southern United Fire Insurance Company (Southern United) is a non-

standard automobile insurance company, incorporated in Alabama, and

licensed to operate in five states, including Alabama, Louisiana,

Georgia, Mississippi and Texas. Most of the Company’s business is

generated in Alabama and Louisiana, where it’s premium volume is ranked within

the top five non-standard auto underwriters in each state. 

Two affiliated companies, Consolidated Insurance Management Corp., Southern

United’s managing general agent, and Funding Plus of America (Funding Plus), its

premium finance arm, round out Southern United’s operations.

In 1997, Southern United wrote US$72 million in gross premiums, compared with

US$68 million in the previous year. Funding Plus financed US$16 in premiums,

primarily renewals. In 1998, Southern United will expand its writings in Georgia,

Texas and Mississippi so it can realize greater market share in those states. The

Company also plans to obtain licenses to launch non-standard auto programs in

neighboring states, in an effort to meet its objective of writing US$200 million in

gross premiums from 15 states by the year 2000.

Southern United Fire
Insurance Company

1997 Proforma
Gross Written Premiums

by Geographic Distribution
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The following discussion and analysis should be read in conjunction with the

Company’s consolidated financial statements and notes thereto which are

included in this annual report.

OVERVIEW

The Initial Public Offering of the Company’s shares in December 1995 and the

subsequent share offerings in October 1996 and August 1997 have enabled

Kingsway Financial Services Inc. (Kingsway) to experience significant, profitable

growth in 1996 and 1997. This growth has been accomplished internally through

Kingsway General Insurance Company (Kingsway General) and through the

strategic acquisitions of York Fire & Casualty Insurance Company (York) and

Jevco Insurance Company (Jevco).

REVENUES

Revenues reflected in the consolidated financial statements are derived from

three main sources: insurance premiums earned, investment income and

premium finance income.

Premium income 

Gross Premiums Written By Line of Business
($ in millions)

Geographic Distribution of Gross Premiums Written

MANAGEMENT’S DISCUSSION AND ANALYSIS

1997 1996

Non-Standard Automobile $ 71.2 $ 63.0

Standard Automobile 23.8 21.5

Motorcycle 38.1 -

Property and Liability 37.2 33.0

Commercial Automobile 35.1 20.3

Other Specialty Lines 5.4 2.8

$ 210.8 $ 140.6

1997 1996

Ontario 54.3 % 68.8 %

Alberta 20.8 17.1

Quebec 18.7 7.6

British Columbia 4.8 4.3

Other 1.4 2.2
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MANAGEMENT’S DISCUSSION AND ANALYSIS

In 1997, gross premiums written increased 50% to $210.8 million, compared with

$140.6 million in 1996. These results are primarily attributable to strong internal

growth from Kingsway General, where premiums increased to $148.2 million,

compared with $112.1 million the previous year, and the addition of Jevco in March

1997, which added a further $30.9 million. Net premiums earned increased 62% to

$174.4 million in 1997, compared with $107.7 million last year.

Unearned premiums increased to $89.9 million at the end of 1997, from $64.1

million at the beginning of the year. With the Company’s history of eight consecutive

years of underwriting profit, the equity in the unearned premiums should result in

further underwriting profits to be recorded on these unearned premiums during

1998. Assuming a 96% combined ratio, these premiums would contribute an

underwriting profit of approximately $3.6 million in 1998. 

The introduction of the motorcycle business by Kingsway General in early 1997,

followed by the acquisition of Jevco, produced $38.1 million of gross premiums

written in 1997. The commercial automobile line (taxis and long-haul trucking)

showed substantial growth over 1996 levels, and non-standard auto and property

and liability lines showed a continued increase over the previous year.

Premiums from non-standard auto grew 13% to $71.2 million in 1997. Since

opening an Alberta office in October 1996, Kingsway has experienced strong growth

in its non-standard automobile business in the province, which helped contribute to

an increase of 74% in premiums to $42 million in 1997.

Commercial automobile premiums were $35.1 million in 1997, compared with

$20.3 million in 1996. This growth is largely attributable to the long-haul trucking

line, which added $14.3 million of written premiums in 1997.

Kingsway continues to experience significant and profitable growth in its

Canadian operations, both internally and through strategic acquisitions. As the

Company grows, it will continue to diversify its operations by both product line and

geographic location. 

For example, Kingsway’s Canadian non-standard automobile business continues

to grow, and increased to $71.2 million in 1997, compared with $63.1 million in 1996

and $37.6 million in 1995. However, this line of business represented 34% of total

premiums in 1997, compared with 45% in 1996 and 63% in 1995. The Company has

further diversified its Canadian non-standard business geographically, with Alberta

business representing 36% of non-standard automobile premiums in 1997, compared

with 28% in 1996.

Continued diversification serves to strengthen the Kingsway group in the

competitive niche markets in which it operates. Through the recently announced

acquisitions of its subsidiaries in the United States, Kingsway will diversify its

business even further in 1998. The Company expects premiums derived from

business in the United States will be at least equal to its Canadian business in 1998. 
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Investment and Premium Finance Income

Investment and premium finance income almost doubled in 1997 to $21.8 million,

compared with $11.0 million in 1996. This increase in income is attributable to the

growth in the investment portfolio and financed premiums receivable, which

increased to $353.5 million at the end of 1997, compared with $188.0 million at the

end of 1996. Kingsway also realized gains on sales of investments amounting to $6.2

million during 1997.

The Company’s investment portfolio and financed premiums receivable

represented $19.73 for each share outstanding at December 31, 1997, compared with

$14.16 for each share at the end of 1996. The investment float, being the investment

portfolio and financed premiums receivable less the amount of shareholders’ equity,

increased from $100.8 million at the beginning of the year to $140.2 million at the

end of 1997.

The yield on the investment portfolio, excluding unrealized gains, decreased

from 8.8% in 1996 to 7.8% in 1997. The decline in the investment yield is reflective

of declining returns on fixed income securities in Canada. The Company’s

investment portfolio increased substantially during 1997, due to acquisitions,

internal growth and the public share offering, in a period of time where interest rates

were at historic lows. A summary of Kingsway’s investment portfolio at December

31, 1997 and 1996 is provided in note 3 to the consolidated financial statements.

The Company, through the recommendations of the Investment Committee of the

Board of Directors, has engaged the external expertise of Burgundy Asset

Management Ltd., Deans Knight Capital Management Ltd., Perigee Investment

Counsel Inc. and Phillips, Hager & North Investment Management Ltd. to manage

segregated portfolios of the Company’s investments.

Kingsway provides the option of monthly premium payments on annual non-

standard automobile policies, whereby the insured is only required to pay a portion

of the premium when the policy is placed in force and the balance in monthly

installments. Because premiums for non-standard automobile policies are generally

much higher than on policies written by standard market companies, a substantial

portion of the Company’s non-standard automobile written premiums are financed.

Kingsway has limited credit risk on these receivables as premiums are collected in

advance of the period in which they are earned.

REINSURANCE

Reinsurance is an industry practice by which insurance companies reduce exposure

to potential severe loss occurrences by purchasing protection from other insurance

companies referred to as reinsurers.

Through the Company’s relationships with reinsurance partners who have shared

in our profitable growth, Kingsway has been able to restructure the reinsurance

MANAGEMENT’S DISCUSSION AND ANALYSIS
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MANAGEMENT’S DISCUSSION AND ANALYSIS

programs at both York and Jevco, following their respective acquisitions. Both

companies are now able to purchase reinsurance coverage at much lower rates. The

formation of Kingsway’s new subsidiary, Kingsway Reinsurance Corporation, should

allow the group to retain more business written by its subsidiaries during 1998.

Since 1986, Employers Reinsurance Company, the third largest reinsurer in the

world, has provided most of Kingsway’s reinsurance protection. The Company’s

reinsurance arrangements have allowed it to retain most of its written premiums for

its own account, while minimizing claims exposure. In 1997, Kingsway retained 88%

of premiums written, compared with 95% in 1996. During 1997, the Company’s

reinsurance program limited its liability to a maximum amount on any one loss of

$200,000 in the event of a property or liability claim, and $750,000 per occurrence in

the event of a catastrophe. These retentions are small relative to industry averages,

and compared with the Company’s surplus of $213 million at December 31, 1997.

As a result of Kingsway’s growth in both business and capital base, the Company

has increased the level of its retention to $1 million for one loss in the event of a

property or liability claim, and $1.5 million per occurrence in the event of a

catastrophe in 1998.

CLAIMS INCURRED AND UNPAID CLAIMS

Provisions are established for unpaid claims by the case method as claims are

reported. The provisions are subsequently adjusted during the course of settlement

as additional information becomes known. A provision is also made for

management’s calculation of factors affecting the future development of claims,

including claims incurred but not reported (‘IBNR’), based on the volume of

business currently in force and the historical experience on claims.

As time passes, more information about the claims becomes known and the

provision estimates are adjusted upward or downward to reflect this additional

knowledge, as appropriate. Because of the elements of uncertainty inherent in this

estimation process, and the extended time it can take to settle many of the more

substantial claims, several years of experience are required before a meaningful

comparison of actual losses to the original provisions can be developed.

The development of the provision for claims is shown by the difference between

estimates of reserves as of the initial year-end, and the re-estimated liability at each

subsequent year-end. This is based on actual payments in full or partial settlement

of claims, plus re-estimates of the reserves required for claims that are still open or

claims still unreported. Favourable development, or reserve redundancy, means that

the original reserve estimates were higher than subsequently determined.

Unfavourable development, or reserve deficiency, means that the original reserve

estimates were lower than subsequently determined.

Reserves for unpaid claims are established to reflect the estimate of the full
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amount of all expected costs of all unsettled claims at the balance sheet date,

including incurred but not reported claims. Actual claims costs will vary from the

estimate for a variety of reasons, including additional information with respect to the

facts and circumstances of the claim and awards of pre-settlement interest. The

reserves for unpaid claims are not discounted to take into consideration the time

value of money, although the Company derives additional income from investing the

funds set aside to pay future claims.

The following table illustrates the unpaid claims reserves, net of recoveries from

reinsurers, established for the years ended December 31, 1991 to 1996 compared

with the re-estimation of those liabilities as at December 31, 1997:

The claims ratio for the year ended December 31, 1997 was 65.3%, compared with

64.9% for 1996, as Kingsway continued to outperform the industry average of

71.3%* and 73.5%, respectively. The increase in the claims ratio is attributable to

increases in Provincial Health Tax levies in Ontario and Alberta, which collectively

added 2.3% to the claims ratio for the year.

During 1995 and 1996, Kingsway experienced higher than anticipated liabilities

for injury claims under Bill 164 legislation in Ontario, for accidents occurring in 1993 

* Source: Insurance Bureau of Canada, 1997 preliminary results released March 1998.

MANAGEMENT’S DISCUSSION AND ANALYSIS

($000s) 1996 1995 1994 1993 1992 1991

Reserves originally established
- end of year $ 65,142 $24,322 $16,987 $10,945 $11,648 $12,261

Cumulative paid as of:

One year later 31,309 13,665 12,384 5,984 4,329 4,176
Two years later 19,404 18,633 8,032 6,615 6,589
Three years later 22,066 10,347 7,910 8,394
Four years later 11,739 9,255 9,464
Five years later 10,210 10,395
Six years later 11,193

Incurred loss as of:

One year later 62,022 27,705 22,776 11,395 10,621 11,470
Two years later 27,467 25,628 12,187 10,290 11,050
Three years later 25,580 12,256 10,550 10,808
Four years later 12,164 10,167 11,001
Five years later 9,999 10,805
Six years later 10,883

As of December 31, 1997:

Cumulative (deficiency) redundancy 3,120 (3,145) (8,593) (1,219) 1,694 1,378

C u m u l a t i ve (deficiency) re d u n d a n cy 
as a % of re s e r ves originally established 4.8% (12.9)% (50.6)% (11.1)% 14.2% 11.2%
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MANAGEMENT’S DISCUSSION AND ANALYSIS

and 1994. This was also common with many other insurers writing automobile

business in Ontario. The Company’s experience for the 1995 and 1996 accident years

for Ontario automobile is significantly better, due to improved pricing and the

implementation of anti-fraud initiatives. 

Due to the maturity of the estimated claims reserves for claims occurring prior to

December 31, 1994 and the introduction of Bill 59 for Ontario drivers, Kingsway

reversed the trend of reporting adverse development on net unpaid claims reserves.

The Company reported a redundancy at December 31, 1997 on the net unpaid claims

reserves established as at December 31, 1996, amounting to $3.1 million, which was

4.8% of net unpaid claims reserves at December 31, 1996.

EXPENSES, EXCLUDING CLAIMS INCURRED

Kingsway’s expense ratio continues to be below industry levels. The expense ratio

for 1997 increased slightly to 31%, compared with 30.7% in 1996. Despite the

Company paying higher commissions than competitors on non-standard automobile

business, this is still below industry averages of 31.8% and 31.0% for 1997 and 1996

respectively. General and administrative expenses were 11% of premiums earned,

compared with 10.7% in 1996. 

CAPITAL RESOURCES

As a result of the Company’s continued profitability and a successful public offering

in August, shareholders’ equity increased to $213.2 million at December 31, 1997,

compared with $86.6 million at December 31, 1996. Shareholders’ equity per

outstanding share was $11.90 at December 31, 1997, an increase of $5.33 or 81%

compared with $6.57 per share at December 31, 1996.

Kingsway does not intend to declare regular dividends on its common shares in

the foreseeable future. As long as business continues to grow, the Company intends

to reinvest earnings, which will enable it to further increase premium volumes, with

a targeted average return on equity of 20% or more over time. The Company’s

average return on equity for the last seven fiscal years has been 21%.

The property and casualty industry in Canada is a highly regulated industry.

Kingsway General and York are regulated by the Superintendent of Insurance

(Ontario), and Jevco is regulated by the Superintendent of Financial Institutions

Canada. 

Both Kingsway General and York are rated ‘A’ excellent by A.M. Best, the world’s

primary rating agency for insurance companies. Kingsway General passed all eight of

the TRAC Insurance Services Ltd. (TRAC) ratio tests at December 31, 1997, and has

had a profitability ranking of A (highest) for the last eight years. York passed seven

of the TRAC ratio tests at December 31, 1997, which is an improvement from

December 31, 1996 when it passed five tests. TRAC is a service which compiles and
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presents key financial and underwriting information on property and casualty

insurers in Canada.

At December 31, 1997, Kingsway Financial Services had unallocated funds of $86

million, and an unused bank line of credit of $25 million, which are available to

fund future acquisitions and the future capital requirements of subsidiaries. In early

1998, the Company used approximately $78 million (US$56 million) of these funds

for the acquisition of the subsidiaries in the United States.

LIQUIDITY

The purpose of liquidity management is to ensure that there is sufficient cash to

meet all financial commitments and obligations as they become due. Management

believes that the Company has the flexibility to obtain, from internal and external

sources, the funds needed to fulfill its cash requirements during the current financial

year, and also to satisfy regulatory capital requirements.

As at December 31, 1997, the Company’s investment portfolio, including

premium finance receivables, amounted to $353.5 million. This portfolio was

comprised primarily of short-term securities, including treasury bills, bankers

acceptances, government bonds and corporate bonds (the majority of which are

rated AA or higher). 

As an incentive to employees, Kingsway introduced an Employee Share Purchase

Plan in 1997. Through this voluntary plan, employees are eligible to contribute up to

5% of their salary to purchase Kingsway common shares, following one year of

service with the Company. Kingsway matches 50% of employees’ contributions

through this plan, which has seen a high level of employee participation. 

RISK FACTORS 

Unpaid claims liabilities

Kingsway maintains provisions for unpaid claims liabilities to provide for its

estimated ultimate liability for claims. These provisions do not represent an exact

calculation of liability. They are merely estimates, involving actuarial and statistical

projections at a given time of the anticipated cost of the ultimate settlement and

administration of known and unknown claims. These provisions are based on

known facts and circumstances, estimates of future trends in claims severity and

other variable factors, such as inflation.

Although the Company’s management believes its overall provision levels to be

adequate to satisfy its obligations under existing policies, actual losses may deviate,

perhaps substantially, from the amounts reflected in the Company’s financial

statements. To the extent provisions prove to be inadequate, Kingsway would have

to increase such provisions and incur a charge to earnings. The Company had

unpaid claims reserves of $198.2 million on the balance sheet at December 31, 1997.

MANAGEMENT’S DISCUSSION AND ANALYSIS
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Pricing

Prices in the insurance and reinsurance industry are cyclical and can fluctuate quite

dramatically. With under-reserving, competitors can price below underlying costs for

many years and still survive.

Regulation

Property and casualty insurance companies are subject to regulation by government

agencies. As with any regulated industry, it is possible that future regulatory changes

or developments may impede rate increases or other actions that the Company might

want to take to enhance its operating results, or fundamentally change the business

environment in which the Company operates. Regulators may also restrict the

payment of dividends from insurance subsidiaries.

Dependence on key personnel

The Company’s success will largely depend upon the efforts and abilities of certain

key personnel. The departure of such key personnel from Kingsway could have a

material adverse effect upon the Company’s operations.

Goodwill

Most of the goodwill on the balance sheet comes from the acquisition of Jevco.

Continued profitability is essential to ensure no deterioration in the carrying value of

the goodwill.

Reinsurance recoverables

The availability and cost of reinsurance is subject to prevailing market conditions.

These conditions are beyond the control of Kingsway and may affect the Company’s

level of business and profitability. Reinsurance ceded does not relieve the Company

of its ultimate liability to its insureds in the event that any reinsurer is unable to

meet its obligations under the reinsurance contracts. Kingsway had $81.4 million

recoverable from reinsurers and other insurers at December 31, 1997.

Catastrophes

Property and casualty insurers are subject to claims arising out of catastrophes.

Catastrophes can be caused by various events including hurricanes, earthquakes,

hail, fires and explosions, and the incidence and severity of catastrophes are

inherently unpredictable. To contain the potential impact of catastrophes, the

Company uses reinsurance to limit its claims exposure.

Most of Kingsway’s business in Quebec is generated from the motorcycle

product, and consequently, the Company was not exposed to significant losses from

the January 1998 ice storm.
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Competition

Other insurance companies have announced that they intend to commence writing

non-standard automobile insurance in Canada in 1998. Changes to the financial

services legislation in Canada in 1992 allowed banks and trust companies to own

insurance companies. Legislation, which the federal government reviews from time

to time, currently prevents banks and trust companies from distributing or promoting

insurance through their branch networks. However, they may market insurance

products through subsidiaries that use their customer lists.

As Kingsway expands in the United States in 1998, it will face a new, highly

competitive and fragmented market.

Concentration of business

In 1997, approximately 34% of the Company’s gross premiums written were

attributable to the non-standard automobile insurance business. To the extent that

this sector of the insurance business is affected adversely for any reason, the

Company's operations will be disproportionately affected due to its substantial

reliance thereon. Kingsway’s revenues have primarily been derived from Canada, but

the recent acquisitions of three U.S. subsidiaries will change this geographic

distribution to a North American base.

The Company’s Canadian automobile and property insurance business is

concentrated in three main provinces. In 1997, Ontario accounted for 54% 

(1996 - 69%) of gross premiums written, Alberta 21% (1996 - 17%), and Quebec

19% (1996 - 8%), with the balance of premiums originating in other provinces and

territories.

Year 2000

The year 2000 computer problem poses a challenge to all businesses as many

existing computer systems and microprocessors cannot accurately interpret dates

beyond 1999. The Company has considered the impact of the year 2000 on our

computer systems and applications and is developing an action plan for all

subsidiaries that will ensure all facets of the business are year 2000 compliant.

External contract programmers have been hired to assist in the design and

implementation of the computer system. Renovation activities are in process and

management expects that these will be completed, with testing, by late 1998. This

will allow sufficient time for implementation to avoid disruption to the Company’s

operations.

Expansion

Kingsway intends to continue its selective expansion into new markets. To the extent

MANAGEMENT’S DISCUSSION AND ANALYSIS
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that these activities may not be as profitable as the Company’s existing business

lines, net income may be affected. Moreover, the expansion of the Company’s

business through its insurance subsidiaries will depend on the ability of

management to successfully implement the Company’s operating and acquisition

strategies. There is no assurance of future internal growth in the principal

subsidiaries of the Company. While management currently plans to make further

acquisitions, there is no assurance that acquisitions will be made, as such

transactions will depend on various factors, including price and other terms and

conditions which must be negotiated with potential vendors.

OUTLOOK

Opportunities for growth exist in many areas of the Company’s operations.

Management expects that 1998 will be a year in which gross premium writings

increase substantially, through the completion of the acquisition of the subsidiaries

in the United States. The Company also expects stronger competition in 1998 in the

Ontario market for its non-standard automobile product. 

The acquisition of Jevco provides the Company with access to an extensive

network of over 2,000 independent insurance brokers in Quebec, through which it

intends to distribute its non-standard automobile insurance product beginning in the

spring of 1998. With the acquisitions of Universal, Southern United and American

Service, the Kingsway group will double its size, and as a result, expects to increase

written premiums by over $200 million in 1998.

Management remains committed to achieving an underwriting profit, and

believes that this can only be achieved by a disciplined approach to the pricing of

risks. The Canadian property and casualty industry experienced improved

profitability in 1997. This was achieved in large part through improved investment

returns, and in particular realized investment gains. The higher investment returns

and low inflationary environment led to a general reduction in pricing for many

insurance products during 1997.

With a continuing low interest rate environment in Canada, and the restrictions

on the types of investments that insurance companies are allowed to hold, it will

become increasingly difficult to derive the higher investment returns that many

property and casualty insurers have relied upon to offset their underwriting losses.

The management of Kingsway is proud to be one of only a handful of companies

that have reported an underwriting profit in each of the last eight years, and expects

the Company’s disciplined approach to underwriting will ensure future underwriting

profits in the years ahead.
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying consolidated financial statements and the financial

information in the annual report have been prepared by management.

The financial statements have been prepared by management in accordance

with general accepted accounting principles, as described in note 1 to the

consolidated financial statements.  The financial statements include certain

amounts which are based on management’s estimates and judgements using

information available up to the date of their submission to the Board of Directors

for approval.  Management has determined such amounts on a reasonable basis,

and are satisfied that the consolidated financial statements contained in this

annual report present fairly the Company’s financial position and results of

operations and that the financial information contained elsewhere in this annual

report is consistent with the consolidated financial statements.

The accounting procedures and related systems of internal control are

designed to provide reasonable assurance that the assets are safeguarded and

that the financial records are reliable.

The Board of Directors is responsible for ensuring that management fulfills

its responsibilities for financial reporting and is ultimately responsible for

reviewing and approving the financial statements, on the recommendation of the

Audit Committee.  The Audit Committee also considers, for review by the Board

and approval by the shareholders, the appointment of the external auditors.

The consolidated financial statements have been audited by KPMG whose

report outlines the scope of their examination and their opinion on the

consolidated financial statements.  The policy liabilities, which comprise unpaid

claims, unearned premiums and deferred policy acquisition costs included in the

financial statements, have been valued by the appointed actuary, Claudette

Cantin of Tillinghast - Towers Perrin.  The role of the appointed actuary and the

external auditor with respect to the financial statements is described in note 2 to

the consolidated financial statements.

William G. Star
President and Chief Executive Officer

W. Shaun Jackson
Executive Vice President and 
Chief Financial Officer
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AUDITORS’ REPORT

We have audited the consolidated balance sheets of Kingsway Financial Services

Inc. as at December 31, 1997 and December 31, 1996 and the consolidated

statements of operations and retained earnings and changes in financial position

for the years then ended.  These financial statements are the responsibility of the

Company’s management.  Our responsibility is to express an opinion on these

financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing

standards.  Those standards require that we plan and perform an audit to obtain

reasonable assurance whether the financial statements are free of material

misstatement.  An audit includes examining, on a test basis, evidence supporting

the amounts and disclosures in the financial statements.  An audit also includes

assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all

material respects, the financial position of the Company as at December 31, 1997

and December 31, 1996 and the results of its operations and the changes in its

financial position for the years then ended in accordance with generally accepted

accounting principles.

Chartered Accountants
Toronto, Canada         
February 16, 1998

APPOINTED ACTUARY’S REPORT

I have valued the policy liabilities of Kingsway Financial Services Inc. for its

consolidated balance sheets at December 31, 1997 and December 31, 1996 and

their change in the statement of operations for the year then ended in

accordance with accepted actuarial practice, including selection of appropriate

assumptions and methods.

In my opinion, the amount of policy liabilities makes appropriate provision

for all policyholders’ obligations and the consolidated financial statements fairly

present the results of the valuation.

Claudette Cantin, F.C.A.S., F.C.I.A. 
Tillinghast - Towers Perrin 
February 16, 1998
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CONSOLIDATED BALANCE SHEETS

As at December 31
(In thousands of dollars) 1997 1996

Cash $ 5,780 $ 4,165
Investments (note 3) 311,143 152,189
Accrued investment income 3,946 1,473
Financed premiums receivable 32,598 30,182
Accounts receivable 28,024 12,580
Due from reinsurers

and other insurers (notes 6 and 9) 81,425 27,154
Deferred policy acquisition costs 18,543 13,060
Deferred income taxes 17,258 1,668
Capital assets (note 4) 6,373 5,622
Goodwill 6,139 140

$ 511,229 $ 248,233

Liabilities:
Accounts payable and accrued liabilities $ 8,611 $ 4,096
Income taxes payable – 1,779
Unearned premiums (note 6) 89,885 64,064
Unpaid claims (notes 6 and 9) 198,186 90,656
Deferred service charges 1,299 1,004

297,981 161,599

Shareholders’ equity:
Share capital (note 5) 165,147 59,037
Share warrant (note 11) – 1,647
Retained earnings (note 10) 48,101 25,950

213,248 86,634

$ 511,229 $ 248,233

See accompanying notes to consolidated financial statements.

On behalf of the Board:

A S S E TS

LIABILITIES AND SHAREHOLDERS’  EQUITY

James R Zuhlke Bernard Gluckstein
Director Director
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As at December 31
(In thousands of dollars, except per share amounts) 1997 1996

Gross premiums written $ 210,795 $ 140,610

Net premiums written $ 186,813 $ 134,121

Revenue:
Net premiums earned (note 6) $174,462 $ 107,679
Investment income 18,768 9,181
Premium finance income 3,068 1,868

196,298 118,728

Expenses:
Claims incurred (notes 6 and 9) 113,909 69,889
Commissions and premium taxes (note 6) 34,801 21,523
General and administrative expenses 19,248 11,560

167,958 102,972

Income before income taxes 28,340 15,756
Income taxes (note 8):
Current 4,989 5,095
Deferred 1,200 (501)

6,189 4,594

Net income 22,151 11,162

Retained earnings, beginning of year 25,950 14,788

Retained earnings, end of year $ 48,101 $ 25,950

Earnings per share (note 5):
Basic $ 1.48 $ 1.04
Fully diluted  $ 1.46 $ 1.00

See accompanying notes to consolidated financial statements.

CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

As at December 31
(In thousands of dollars) 1997 1996

Cash provided by (used in):
Operating activities:
Net income $ 22,151 $ 11,162
Items not involving cash:
Amortization 1,530 465
Deferred income taxes (15,552) (977)
Gain on sale of capital assets - (162)
Net realized gain on sale of investments (6,176) (2,616)
Amortization of bond premiums and discounts (1,881) (1,029)

72 6,843

Change in non-cash balances:
Financed premiums receivable (2,416) (17,268)
Deferred policy acquisition costs (2,432) (4,500)
Due from reinsurers and other insurers (16,762) 6,633
Unearned premiums 9,486 18,857
Unpaid claims 68,453 24,882
Net changes in other non-cash balances (10,866) 9,645

45,535 45,092

Financing activities:
Issuance of share capital, net 106,110 37,148
Share warrant (note 11) (1,647) 1,647 
Decrease in bank demand loan – (1,480)

104,463 37,315

Investing activities:
Purchase of investments (903,843) (241,406)
Proceeds from sale of investments 759,039 169,675
Purchase of subsidiary, net of cash acquired (2,360) (4,343)
Additions to capital assets (1,219) (3,531)

(148,383) (79,605)

Increase in cash during the year 1,615 2,802
Cash, beginning of year 4,165 1,363

Cash, end of year $ 5,780 $ 4,165

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts in thousands of dollars)

(b)  Capital assets:

Capital assets are carried at cost less accumulated

amortization.  Amortization is provided on a

declining balance basis at the following annual

rates:

(c)  Goodwill:

Goodwill arising on the purchase of a subsidiary

company is recorded at cost less accumulated

amortization.  Goodwill is amortized on a straight-

line basis over ten to fifteen years.

(d)  Deferred policy acquisition costs:

Deferred policy acquisition costs represent certain

costs such as commissions and premium taxes

related to the acquisition of new and renewal

premiums written during the period and are

expensed as the related premiums are recorded as

income.  The method followed in determining the

deferred policy acquisition costs limits the deferral

to its realizable value by giving consideration to

losses and expenses expected to be incurred as

premiums are earned.

(e)  Premium revenue and 
unearned premiums:

The Company earns motorcycle premiums over the

period of risk covered by the policy based on the

Company’s experience. The Company earns

premium revenue on all other lines evenly over the

period covered by each individual insurance

contract.  Unearned premiums represent the portion

of premiums written related to the unexpired risk

portion of the policy at the year end.

The reinsurers’ share of unearned premiums is

Kingsway Financial Services Inc. (the ‘Company’)

was incorporated under the Business Corporations

Act (Ontario) on September 19, 1989.  

On November 10, 1995, the Company filed articles

of amendment deleting its ‘private company’ share

restrictions.  On December 18, 1995, the Company

completed an Initial Public Offering and its shares

were listed on The Toronto Stock Exchange.

1. SIGNIFICANT ACCOUNTING POLICIES:

These consolidated financial statements are

prepared in accordance with accounting principles

generally accepted in Canada and include the

accounts of the Company and its wholly owned

subsidiaries, Kingsway General Insurance Company

(‘Kingsway General’), York Fire & Casualty

Insurance Company (‘York’), Jevco Insurance

Company (‘Jevco’), Kingsway America Inc.

(‘Kingsway America’) and Kingsway Reinsurance

Corporation (‘Kingsway Reinsurance’).

The Company through its subsidiaries, writes all

classes of insurance, other than life.  Kingsway

General and Jevco are licensed in all provinces and

territories in Canada and York is licensed in Ontario

and Alberta only.

(a)  Investments:

Fixed term investments are carried at amortized

cost.  Investments in common and preferred shares

are carried at cost.  Gains and losses on disposal of

investments are determined and recorded as at the

settlement date, and are calculated on the basis of

average cost.

Dividend income on common and preferred

shares is recorded on the ex-dividend date.

Asset Rate

Buildings 5%
Computers and office equipment 30%
Automobiles 30%
Furniture 20%
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reinsurers’ portion is classified with amounts due

from reinsurers.

Amounts recoverable from reinsurers are

estimated in a manner consistent with the policy

liabilities associated with the reinsured policy.

(h)  Income taxes:

Income taxes are accounted for using the deferral

method of tax allocation.  Under this method, a

provision for deferred income taxes arises as a result

of timing differences between income reported for

financial statement purposes and that reported for

income tax purposes.  The major differences relate

to unpaid claims and adjustment expenses,

unearned premiums, investments in shares and

amortization of capital assets.

(i)  Foreign currency translation:

The Company translates into Canadian dollars,

monetary assets and liabilities at year-end exchange

rates and non-monetary assets and liabilities at

exchange rates prevailing at the transaction dates.

Statement of operations items are translated at

actual rates prevailing during the year.  Translation

gains and losses are included in current income,

except for unrealized gains and losses arising from

translation of long-term monetary assets and

liabilities, which are deferred and amortized on a

straight-line basis over the remaining lives of the

related items.

2.  ROLE OF THE ACTUARY AND 
EXTERNAL AUDITOR:

Role of the Actuary

The actuary is appointed by the Board of Directors

of the Company.  With respect to the preparation of

the audited financial statements, the actuary is

required to carry out a valuation of the policy

liabilities and to provide an opinion to the

Company’s shareholders regarding their

recognized as amounts recoverable using principles

consistent with the Company’s method for

determining the unearned premium liability.

(f)  Unpaid claims:

The provision for unpaid claims includes

adjustment expenses and represents an estimate for

the full amount of all expected costs, including

investigation, and the projected final settlements of

claims incurred on or before the balance sheet date.

The provision does not take into consideration the

time value of money or make an explicit provision

for adverse deviation except for statutory

automobile accident benefits claims which are

discounted in accordance with accepted actuarial

practice as permitted by the regulatory authorities.

Expected reinsurance recoveries on unpaid claims

are recognized as amounts recoverable at the same

time using principles consistent with the Company’s

method for establishing the related liability.  These

estimates of future loss activity are necessarily

subject to uncertainty and are selected from a wide

range of possible outcomes.  All provisions are

periodically reviewed and evaluated in the light of

emerging claim experience and changing

circumstances.  The resulting changes in estimates

of the ultimate liability are recorded as incurred

claims in the accounting period in which they are

determined.

(g)  Reinsurance:

Net premiums earned and claims incurred are

recorded net of amounts ceded to, and recoverable

from, reinsurers.  Estimates of amounts recoverable

from reinsurers on unpaid claims are recorded

separately from estimated amounts payable to

policyholders.  Unearned premiums and deferred

policy acquisition costs are also reported before

reduction for business ceded to reinsurers and the
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appropriateness at the balance sheet date. The

factors and techniques used in the valuation are in

accordance with accepted actuarial practice,

applicable legislation and associated regulations.

The scope of the valuation encompasses the policy

liabilities as well as any other matter specified in

any direction that may be made by the

Superintendent of Insurance (Ontario) and the

Superintendent of Financial Institutions Canada.

The policy liabilities consist of a provision for

unpaid claims and adjustment expenses on the

expired portion of policies and of future obligations

on the unexpired portion of policies.  In performing

the valuation of the liabilities for these contingent

future events, which are by their very nature

inherently variable, the actuary makes assumptions

as to future loss ratios, trends, reinsurance

recoveries, expenses and other contingencies, taking

into consideration the circumstances of the

Company and the nature of the insurance policies.

The valuation is based on projections of future

claims and claims adjustment expenses.  It is certain

that actual future claims and claims adjustment

expenses will not develop exactly as projected and

may, in fact, vary significantly from the projections.

Further, the projections make no provision for new

classes of claims or claims categories not sufficiently

recognized in the claims database.

The actuary relies on data and related

information prepared by the Company and makes

use of the work of the auditor with respect to the

verification of the underlying data used in the

valuation for accuracy and completeness.  The

actuary also analyses Company assets for their

ability to support the amount of policy liabilities.

Role of the Auditor

The external auditors have been appointed by the

shareholders.  Their responsibility is to conduct an

independent and objective audit of the consolidated

financial statements in accordance with generally

accepted auditing standards and to report thereon to

the shareholders.  In carrying out their audit, the

auditors make use of the work of the actuary and

her report on the policy liabilities of the Company.

The auditors’ report outlines the scope of their audit

and their opinion.

3.  INVESTMENTS:

The principal amounts, carrying amounts and fair

values of investments are summarized below:

December 31, 1997
Principal Carrying Fair

Term to maturity amount amount value
Bonds and debentures:

Government of Canada:

Due in one year or less $8,194 $8,349 $8,380
After one through five years 48,356 49,701 49,337
After five years 57,463 60,649 60,385

U.S. Government: 
Due in one year or less 27,054 27,602 27,665

Canadian provincial, municipal 
and public authorities: 
Due in one year or less 7,902 7,827 7,820
After one through five years 10,000 10,000 9,847
After five years 4,968 4,968 5,016

Canadian corporate:
Due in one year or less 14,800 14,591 14,485
After one through five years 26,485 26,775 26,706
After five years 9,246 9,738 9,574

U.S. corporate:
Due in one year or less 3,234 3,235 3,236
After one through five years 85 75 62
After five years 2,420 2,445 2,541

Other: 

Due in one year or less 42,233 42,372 42,360
After one through five years 2,549 2,549 2,546
Sub-total $264,989 $270,876 $269,960
Preferred shares 29,162 29,559
Common shares 11,105 10,970

$311,143 $310,489
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The principal amounts and carrying amounts are

shown by contractual maturity.  Actual maturity

may differ from contractual maturity because

certain borrowers have the right to call or prepay

certain obligations with or without call or

prepayment penalties.

Fair values are considered to approximate

quoted market values based on the latest bid prices.

Management has reviewed currently available

information regarding those investments whose

estimated fair value is less than book value and

ascertained that the book values are expected to be

recovered.  Debt securities whose book value

exceeds market value can be held until maturity.

All of the Company’s fixed term investments

have fixed interest rates.  As the fair value and

carrying amounts are not materially different, the

effective rates of interest are not materially different

from the coupon rates.  The coupon rates for the

Company’s fixed term investments range from 3.5%

to 12.375% at December 31, 1997 and from 3.5% to

10.9% at December 31, 1996.

The Company limits its investment

concentration in any one investee or related group

of investees to less than 5% of the Company’s

investments.

4.  CAPITAL ASSETS:

December 31, 1996
Principal Carrying Fair

Term to maturity amount amount value
Bonds and debentures:

Government of Canada:

Due in one year or less $19,240 $19,220 $19,389
After one through five years 27,515 27,378 28,246
After five years 6,827 6,519 7,061

Canadian municipal 
and public authorities:

After one through five years 100 104 104

Canadian corporate:

Due in one year or less 5,629 5,643 5,647
After one through five years 6,661 7,088 7,227
After five years 6,177 6,248 6,428

Other:

Due in one year or less 57,600 57,350 57,423

Sub-total $129,749 $129,550 $131,525

Preferred shares 13,767 14,378

Common shares 8,872 9,571
$152,189 $155,474

1997 Accumulated Net book
Cost amortization value

Land $1,148 $ – $1,148

Buildings 3,617 430 3,187

C o m p u t e rs and 
office equipment 1,977 687 1,290

Automobiles 344 146 198

Furniture 933 383 550

$8,019 $1,646 $6,373

1996
Accumulated Net book

Cost amortization value

Land $1,142 $ – $1,142

Buildings 3,605 262 3,343

Computers and 
office equipment 962 388 574

Automobiles 367 124 243

Furniture 592 272 320

$6,668 $1,046 $5,622
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5.  SHARE CAPITAL:
Authorized: Unlimited number of common shares.

Share transactions consist of the following:

Share issue expenses of $2,593,000 and $4,053,000

have been deducted from share capital issued in

1997 and 1996, respectively.

(a)  The Company has established a stock

option incentive plan for directors, officers and key

employees of the Company.  The maximum number

of common shares that may be issued under the

plan is 1,200,000 common shares.  The maximum

number of common shares available for issuance to

any one person under the stock option plan is 5%

of the common shares outstanding at the time of the

grant.  The exercise price is based on the market

value of the shares at the time the option is granted.

At December 31, 1997 and December 31, 1996

options to purchase 247,504 and 258,334 common

shares, respectively, were outstanding.  The exercise

price of the options ranges from $5 to $17.50 per

share and the options expire in the period from

December 5, 2000 to April 24, 2002.  During 1997,

options to acquire 55,330 shares were exercised at

price ranges from $5 to $8 per share.

(b)  The weighted average number of shares

outstanding for 1997 and 1996 were 14,977,998 and

10,724,000, respectively.  On a fully diluted basis,

the weighted average number of shares outstanding

for 1997 and 1996 were 15,247,794 and 11,200,200,

respectively.

6.  UNDERWRITING POLICY AND
REINSURANCE CEDED:

In the normal course of business, the Company

seeks to reduce the loss that may arise from

catastrophe or other events that cause unfavourable

underwriting results by reinsuring certain levels of

risk, in various areas of exposure, with other

insurers.

Failure of reinsurers to honour their obligations

could result in losses to the Company; consequently,

the Company evaluates the financial condition of its

reinsurers and monitors concentrations of credit risk

arising from similar geographic regions, activities, or

economic characteristics of the reinsurers to

minimize its exposure to significant losses from

reinsurer insolvency.  The amounts due from

reinsurers substantially relate to a single reinsurer,

Employers Reinsurance Company, one of the largest

reinsurers in the world.

The Company follows the policy of underwriting

and reinsuring contracts of insurance, which limits

the net exposure of the Company to a maximum

amount on any one loss of $200,000 in the years

ended December 31, 1997 and 1996, in the event of

a property or liability claim.  Effective January 1,

1997
Shares Stock
Issued Options Amount

Balance 
as at January 1, 1996 9,633,000 129,000 $21,889
Underwriters’ 
over-allotment option 
Exercised January 15, 1996 360,000 1,688
Issued on acquisition of York
(Note 11(a)) 128,200 641
Issued October 8, 1996 3,150,000 34,816
Stock options 
granted in 1996 130,000
Stock options 
exercised in 1996 666 (666) 3
Balance 
as at December 31, 1996 13,271,866 258,334 $59,037

Issued under share warrant
(Note 11(a)) 187,722 939
Issued August 12, 1997 4,000,000 95,407
Underwriters’ 
over-allotment option
Exercised August 28, 1997 400,000 9,408
Stock options 
granted in 1997 44,500
Stock options 
exercised in 1997 55,330 (55,330) 356
Balance 
as at December 31, 1997 17,914,918 247,504 $165,147
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1998, the Company has increased its net exposure

to a maximum amount on any one loss of $500,000

and $1,000,000 in the event of a property or liability

claim, respectively.  In addition, the Company has

obtained catastrophe reinsurance which provides

coverage in the event of a series of claims arising

out of a single occurrence, which limits this

exposure to $750,000 per occurrence to a maximum

of $15,000,000.  Effective January 1, 1998, the

Company has increased its exposure on catastrophe

reinsurance to $1,500,000 per occurrence to a

maximum of $15,000,000.

The amounts deducted from net premiums

earned, claims incurred and commissions and

premium taxes for the years December 31, 1997 and

1996 were as follows:

7.  RELATED PARTY TRANSACTIONS:
During 1997, the Company entered into reinsurance

transactions with Intercargo Insurance Company

which were as follows:

Intercargo Corporation owned 31% of the shares of

the Company until August 25, 1997 when it sold its

entire non-escrowed shareholding in the Company

and ceased to be a related party.

8.  INCOME TAXES:
The Company’s provision for income taxes,

compared to combined federal and provincial

statutory rates, is summarized as follows:

9.  UNPAID CLAIMS:
(a)  Nature of unpaid claims 

and adjustment expenses:

The establishment of the provision for unpaid

claims and adjustment expenses is based on known

facts and interpretation of circumstances and is

therefore a complex and dynamic process influenced

by a large variety of factors.  These factors include

the Company’s experience with similar cases and

historical trends involving claim payment patterns,

loss payments, pending levels of unpaid claims,

product mix or concentration, claims severity and

claim frequency patterns.

Other factors include the continually evolving

and changing regulatory and legal environment,

actuarial studies, professional experience and

expertise of the Company’s claim department

personnel and independent adjusters retained to

handle individual claims, the quality of the data

used for projection purposes, existing claims

management practices including claims handling

and settlement practices, the effect of inflationary

trends on future claims settlement costs, court

decisions, economic conditions and public attitudes.

In addition, time can be a critical part of the

1997 1996

Net premiums earned $26,248 $11,894

Claims incurred 34,824 12,829

Commissions 
and premium taxes 1,183 1,319

1997 1996

Premiums ceded $2,533 $2,193

Claims incurred 1,601 1,623

Commission 
and premium taxes 717 613

1997 1996

Income before taxation $ 28,340 $ 15,756

Statutory tax rate 44.5% 44.5%

Provision based on 
statutory rate $12,611 $7,011
Non-taxable investment
income (1,104) (248)
Utilization of unclaimed
tax deductions from prior years (3,986) (1,796)
Other (1,332) (373)

$ 6,189 $ 4,594
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provision determination, since the longer the span

between the incidence of a loss and the payment or

settlement of the claims, the more variable the

ultimate settlement amount can be.  Accordingly,

short-tail claims such as property claims, tend to be

more reasonably predictable than long-tailed claims,

such as general liability and automobile accident

benefit claims.

In accordance with the Automobile Insurance

Act of Ontario (the Act), the Company has a right of

indemnification for certain benefits paid to its own

insured under motorcycle policies from the insurer

of a third party at fault. 

Consequently, the process of establishing the

provision for unpaid claims relies on the judgement

and opinions of a large number of individuals, on

historical precedent and trends, on prevailing legal,

economic, social and regulatory trends and on

expectations as to future developments.  The

process of determining the provision necessarily

involves risks that the actual results will deviate,

perhaps substantially, from the best estimates made.

(b)  Provision for unpaid claims 
and adjustment expenses: 

The provision for unpaid claims and adjustment

expenses does not take into account the time value

of money or make explicit provision for adverse

deviation except for accident benefit claims under

automobile insurance policies.  The provision for

unpaid claims recorded in the Company’s balance

sheet approximates the undiscounted amount of

those liabilities.

The Company has a concentration of business in

automobile and property insurance in the provinces

of Ontario, Alberta and Quebec.  For the year ended

December 31, 1997 and the year ended December

31, 1996, automobile premiums represented

approximately 50% and 68%, respectively, property

premiums 13% and 23%, respectively and

motorcycle premiums 18% and 0%, respectively, of

gross premiums written.  Of gross premiums written

in 1997, Ontario accounted for 54% (1996 - 69%),

Alberta 21% (1996 - 17%) and Quebec 19% 

(1996 - 8%).  

The Company’s appointed actuary completes an

annual evaluation of the adequacy of policy

liabilities at the end of each financial year.  This

evaluation includes a re-estimation of the liability

for unpaid claims relating to each preceding

financial year compared to the liability that was

originally established.  The results of this

comparison and the changes in the provision for

unpaid claims for the years ended December 31,

1997 and 1996 were as follows:

The deficiency in 1996 relating to prior year

claims results from unfavourable trends in severity

(average cost per claim) on automobile claims.  This

is largely due to higher than anticipated losses and

medical cost inflation for personal automobile injury

under Bill 164 bodily injury claims and accident

benefits in Ontario for accident years 1993 and 1994

and increases in the Company’s share of unpaid

claims reported by the insurance industry’s risk

sharing pools.

The Company believes that its overall practices

have been consistently applied over many years,

1997 1996
Unpaid claims-beginning of year-net $65,142 $24,322

( Re d u n d a n cy ) / d e f i c i e n cy  
in estimated unpaid claims, 
for claims occurring in prior ye a rs  (3,120) 3,383

Net unpaid claims 
of subsidiaries acquired 28,107 18,889 

Provision for claims occurring 
in the current year 118,460 66,506

Claims paid during the year (85,217) (47,958)

Unpaid claims-end of year-net 123,372 65,142

Reinsurers and other insurers
share of unpaid claims 74,814 25,514

Provision for unpaid claims- 
end of year $198,186 $90,656
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and that its provisions for unpaid claims have

resulted in reasonable approximations of the

ultimate costs of claims incurred.

(c)  The fair value of unpaid claims and adjustment

expenses, gross and recoverable from reinsurers, has

been omitted because it is not practicable to

determine fair value with sufficient reliability.

10.  STATUTORY REQUIREMENTS -
INSURANCE SUBSIDIARIES:

The Company’s insurance subsidiaries are subject to

certain requirements and restrictions under their

respective insurance Company Acts including

minimum asset requirements and dividend

restrictions.

11.  ACQUISITIONS:
The Company’s acquisitions are accounted for by

the purchase method with the assets and liabilities

of the acquired operations being included in the

financial statements at their fair values at the date

of acquisition.  Results of the operations of the

acquired companies are included in the financial

statements from the date of acquisition.

(a) York
On February 29, 1996 the Company purchased all of

the outstanding shares of York.  The estimated net

assets acquired at fair values at the date of

acquisition and re-evaluated as of December 31,

1997 were as follows:

The final consideration payable is based on the

adjusted regulatory capital of York as of December

31, 1995.  The Regulatory Capital, and the

consideration payable, is to be adjusted based on

the re-evaluation of the December 31, 1995 policy

liabilities as of, December 31, 1996 and 1997, with

final settlement due by March 30, 1998.  The

intangible assets acquired relate to a deferred tax

asset, which recognizes a portion of the unclaimed

tax deductions available to offset future taxable

income of York.

The Company has paid $1,500,000 in cash and

issued 315,922 common shares valued at $5 per

share which were installments towards the purchase

price.  Based on the Company’s re-evaluation of the

purchase price at December 31, 1997, the Company

has recorded a receivable from the seller of

$1,821,000 which is payable in cash to the Company

on or before March 30, 1998.

(b) Jevco
On March 21, 1997 the Company purchased all of

the outstanding shares of Jevco.  The estimated net

assets acquired at fair values at the date of

acquisition and re-evaluated as of December 31,

1997 were as follows:

The Company paid $3,000,000 in cash at closing,

and the final consideration payable is to be adjusted

based on the re-evaluation of the December 31, 1996

unpaid claims liabilities and reinsurance

commissions recoverable as of December 31, 1997

and December 31, 1998. The intangible assets

acquired relate to a  deferred tax asset, which

recognizes a portion of the unclaimed tax

Estimated at Re-evaluated at
date of acquisition December 31,1997

Tangible assets acquired $ 64,819 $ 63,730
Intangible assets acquired 792 1,253
Total liabilities assumed (59,535) (63,724)
Estimated consideration $ 6,076 $ 1,259

Estimated at    Re-evaluated at
date of acquisition December 31, 1997

Tangible assets acquired $ 60,320 $ 60,320
Intangible assets acquired 6,280 15,646
Liabilities assumed (61,880) (82,781)

Net identifiable 
assets (liabilities) 4,720 (6,815)

Goodwill 968 6,815
Estimated consideration $ 5,688 $ –
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deductions available to offset future taxable income

of Jevco.

Based on the deficiency in the estimates of

Jevco’s unpaid claims liabilities at December 31,

1996, and the effect on reinsurance commissions

recoverable, which were identified and  recorded in

1997, the $3,000,000 paid to the seller at closing has

been recorded as a receivable from the seller.

(c) Subsequent events
Subsequent to December 31, 1997, the Company

completed the following acquisitions:

(i)  On January 13, 1998 the Company acquired all

of the outstanding shares of UCC Corporation (UCC)

and Ark Insurance Agency (Ark).  UCC is a holding

Company that owns all of the shares of Universal

Casualty Company, a non-standard automobile

insurer based in Chicago which wrote

US$45,000,000 of premiums during 1997.  Ark is a

managing general agent carrying on business in

Illinois.

(ii)  On January 23, 1998 the Company acquired all

of the outstanding shares of Southern United

Holding, Inc., which owns all of the shares of

Southern United Fire Insurance Company (Southern

United), Funding Plus of America and Consolidated

Insurance Management Corp.  Southern United is a

non-standard automobile insurance Company,

incorporated in Alabama which wrote

US$72,000,000 of premiums during 1997.

(iii)  On December 8, 1997 the Company announced

that it has a signed binding share purchase

agreement to acquire American Service Investment

Corporation (ASIC).  ASIC is a holding company

that owns all of the shares of American Service

Insurance Company, Inc. (American Service) and

AOA Payment Plan Inc. (AOA).  American Service is

a non-standard automobile insurance company,

incorporated in Illinois, and AOA is a company

involved in financing insurance premiums.

American Service wrote US$41,000,000 of premiums

in 1997.  This transaction is expected to close on or

around February 28,1998.

The final purchase price of UCC, Ark and

Southern United will be determined based on the

earnings of these companies for the fiscal years

1997 through to 2000.  Total consideration paid in

1998 for the acquisitions of UCC, Ark, Southern

United and ASIC is expected to be approximately

U.S.$56,000,000.

12.  COMMITMENTS AND 
CONTINGENT LIABILITIES:

On August 27, 1996, the Company entered into a

$25,000,000 operating credit facility with a

Canadian bank.  Upon drawdown of this facility, the

Company has an option to borrow at a floating rate

equivalent to the bank’s prime rate, or for a fixed

term at a fixed rate of a banker’s acceptance plus

1%.  The facility is unsecured.  At December 31,

1997 and 1996 there were no amounts outstanding

under this facility. On January 30, 1998, the

Company drew down US$5,000,000 on the credit

facility for 60 days at the fixed rate of 6.625%.

In connection with its operations, the Company

and its subsidiaries are, from time to time, named

as defendants in actions for damages and costs

allegedly sustained by the plaintiffs.  While it is not

possible to estimate the outcome of the various

proceedings at this time, such actions have

generally been resolved with minimal damages or

expense in excess of amounts provided and the

Company does not believe that it will incur any

significant additional loss or expense in connection

with such actions.

13.  FAIR VALUE DISCLOSURE:
The fair value of financial assets and liabilities,

other than investments (note 3) and unpaid claims

(note 9) approximate their carrying amounts.
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1997 1996 1995 1994 1993 1992 1991 1990

Gross premiums written $210,795 $140,610 $60,049 $55,619 $30,002 $14,177 $18,184 $17,704
Net premiums earned 174,462 107,679 46,063 42,414 14,386 12,631 15,651 12,476
Underwriting profit 6,504 4,707 1,560 2,591 766 1,913 1,766 764
Investment income 18,768 9,181 3,615 2,102 1,668 1,958 2,284 2,307
Net income 22,151 11,162 3,767 3,295 1,583 2,340 2,586 1,906
Shareholders’ equity 213,248 86,634 36,677 16,657 13,362 12,379 8,840 5,970
Total assets 511,229 248,233 95,601 64,605 46,825 33,975 32,362 28,829
Retained earnings 48,101 25,950 $14,788 $11,021 $7,726 $6,743 $4,403 $2,008

Claims ratio (%)
Company 65.3% 64.9% 66.5% 64.0% 57.7% 55.3% 64.9% 69.0%
Industry 71.3% 73.5% 72.9% 75.3% 76.9% 77.5% 78.4% 78.9%

Expense ratio (%)
Company 31.0% 30.7% 30.1% 29.9% 36.9% 29.5% 23.8% 24.9%
Industry 31.8% 31.0% 31.1% 31.6% 33.5% 33.6% 33.4% 32.1%

Combined ratio (%)
Company 96.3% 95.6% 96.6% 93.9% 94.6% 84.8% 88.7% 93.9%
Industry 103.1% 104.5% 104.0% 106.9% 110.4% 111.1% 111.8% 110.0%

Return on equity (%)
Company 16.5% 21.4% 19.8% 21.9% 12.3% 22.1% 34.9% 39.3%
Industry 12.4% 10.2% 11.4% 6.7% 9.5% 8.5% 9.5% 9.7%

Investment Yield (%) 7.8% 8.8% 8.5% 7.1% 7.4% 9.1% 11.3% 12.2%

S h a re h o l d e rs’ equity per share 
At year end $11.90 $6.53 $3.81 $2.78 $2.23 $2.06 $2.01 $1.56
Annual increase 82.2% 71.8% 37.1% 24.7% 7.9% 2.6% 28.9% 45.7%

Earnings per share
Basic $1.48 $1.04 $0.61 $0.55 $0.26 $0.45 $0.64 $0.51
Fully diluted $1.46 $1.00 $0.61 $0.55 $0.26 $0.45 $0.64 $0.51

Weighted average number
of shares outstanding* 14,978 10,724 6,130 6,000 6,000 5,208 4,034 3,732

All financial information relating to the insurance industry for the
years 1990 to 1996 was obtained from The Quarterly Report, IAO
Consulting Services.

Information for the 1997 year was obtained from the preliminary
estimates published by the Insurance Bureau of Canada March
1998.

* In thousands, after giving retroactive effect to the 
3 for 1 share subdivision on November 10, 1995 and
the 2 for 1 share subdivision on October 10, 1996.
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SUPPLEMENTAL FINANCIAL INFORMATION

1997 Quarterly Results
($ in thousands except per share amounts)

1996 1997
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Gross premiums written $21,856 $39,097 $41,881 $37,776 $32,686 $75,223 $54,889 $47,997
Net earned premiums 15,655 27,377 31,005 33,642 33,318 46,252 52,282 42,610
Net income 1,592 3,218 2,459 3,893 4,191 6,321 6,591 5,048
Earning per share
Basic 0.16 0.32 0.24 0.32 0.31 0.46 0.43 0.28
Fully diluted 0.16 0.30 0.23 0.31 0.30 0.45 0.43 0.28
Market price per share
High $8.44 $8.19 $11.75 $17.50 $19.50 $20.00 $27.00 $27.75
Low $4.88 $7.50 $ 8.00 $11.75 $15.50 $15.00 $19.50 $18.00
Close $8.13 $7.58 $11.75 $16.50 $17.60 $19.95 $25.50 $27.00

Kingsway Financial
TSE Symbol: KFS
Two-year return relative to 
TSE 300 Index: 284.30%     

500

400

300

200

100

0

TSE Financial Services Index
Two-year return relative to 
TSE 300 Index: 59.36%  

Source:  Bloomberg

TSE 300 Index

Jan. 2, 96 Apr Jul Oct Jan 97 Apr Jul Oct Dec. 31, 97

Relative Market Performance 
for the period January 2, 1996 to December 31, 1997
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DIRECTORS

William G. Star
Chairman, President and
Chief Executive Officer

Thomas A. DiGiacomo*

President, Tadico Limited

Bernard Gluckstein*

Principal, Gluckstein and Associates

Howard Laxton*

Investment Broker,
First Marathon Securities Limited

Murray A. Thompson
Barrister & Solicitor,
Blaney, McMurtry, Stapells, Friedman

James R. Zuhlke*

Insurance Consultant

*  Members of the Audit Committee

OFFICERS

William G. Star
President and Chief Executive Officer

W. Shaun Jackson
Executive Vice President and 
Chief Financial Officer,
Treasurer

G. Steven Smith
Vice President

Eileen Lascelles
Assistant-Secretary

Robert Wong
Assistant-Treasurer

Michael Slan
Secretary
Barrister & Solicitor
Fogler, Rubinoff

DIRECTORS AND OFFICERS
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Head Office

5310 Explorer Drive, Suite 200
Mississauga, Ontario L4W 5H8
Tel.  (905) 629-7888  
Fax  (905) 629-5008

Primary Subsidiaries

Kingsway General 
Insurance Company
5310 Explorer Drive, Suite 200
Mississauga, Ontario L4W 5H8

York Fire & Casualty 
Insurance Company
5310 Explorer Drive, Suite 201
Mississauga, Ontario L4W 5H9

Jevco Insurance Company
2021 Union Avenue, Suite 1150
Montreal, Quebec H3A 2S9

Universal Casualty Company
7280 North Caldwell
Niles, Illinois 60714 USA

Southern United Fire
Insurance Company
One Southern Way
Mobile, Alabama 36619  USA

American Service 
Insurance Company
9801 West Higgins Road, 8th Floor
Rosemont, Illinois 60018  USA

Transfer Agent and Registrar
Montreal Trust Company
151 Front Street West
Toronto, Ontario M5J 2N1

Stock Exchange Listing
The Toronto Stock Exchange
Trading Symbol ‘KFS’

General Counsel
Fogler, Rubinoff

Auditors
KPMG, Toronto

Appointed Actuary
Claudette Cantin, F.C.A.S., F.C.I.A.
Tillinghast - Towers Perrin

Investor Relations
W. Shaun Jackson
Executive Vice President and 
Chief Financial Officer,
Treasurer

Head Office
5310 Explorer Drive, Suite 200
Mississauga, Ontario L4W 5H8
Tel.  (905) 629-7888    
Fax  (905) 629-5008

Common Shares Outstanding
17,914,918 as at December 31, 1997

Annual Meeting
The annual meeting of shareholders
will be held on 
Thursday April 23, 1998 at 4 p.m. 
at The Ontario Club 
Commerce Court South 
30 Wellington Street West 
Toronto, Ontario M5L 1A1

SHAREHOLDER INFORMATION
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