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The Ontario New Home
Warranty Program

The Ontario New Home Warranty Program is a private corporation estab-
lished in 1976 to provide protection for all consumers who purchase a new
home or condominium residence in Ontario.

The Corporation is empowered to administer the Ontario New Home
Warranties Plan Act (“the Act”), which requires builders to offer a warranty
to each purchaser of a new housing unit in Ontario in accordance with the
requirements of the Act. The Corporation manages a guarantee fund to
ensure that the warranty offered to the consumer will be honoured if the
builder refuses to do so, or in the event of a builder insolvency. During the
past year, more than 80,000 new homes in Ontario were enrolled with the
Warranty Program, which represents about 45% of all new homes built across
Canada in 2002. There are currently over 360,000 homes in Ontario eligible
for warranty protection under the Act.

The Corporation also acts as the Regulator of all home builders in
Ontario. In this role, the Warranty Program is responsible for the underwriting
and licensing of 4,900 builders of new homes and condominium residences
in Ontario. The builder licensing process 1s an annual exercise which involves
setting individual terms and conditions of registration in accordance with
the Act, as well as enforcing compliance with the Act.

Apart from its regulatory role, the business of the Corporation is similar
to a Property & Casualty insurance company which takes in fee revenue,
establishes reserves, and pays out claims. The operations of the Warranty
Program are unique in Canada, in that no other provincial authority so
completely transfers both the responsibility and liability for the management
of the home building industry into the hands of an independent organization.
The challenge for the Corporation is to establish policies and conduct
its business so as to balance the interests of its stakeholders, which include

consumers, the home building industry and the Government of Ontario.




Significant change




Message from the
Chairman of the Board

[t is my pleasure to report to you as the Chairman of the
Board of the Ontario New Home Warranty Program.
Our Board and its six Committees had a very busy year

during 2002.

Significant change in the new home industry, and indeed
in consumer markets generally, has made it necessary
for the Warranty Program to make fundamental changes
in its policies and work processes. Our Board members
have embraced these changes by making some very
far-reaching decisions with respect to the way that the
Warranty Program will operate in the future.

The outcome of the session was a unanimous
decision to support a new strategy to fundamentally
restructure and improve the operations and infrastructure

of the Warranty Program.
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In November, the Board gave its final approval
to the elements of Project Simplify, a joint initiative
with the Ontario Home Builders’ Association to improve
our complaint, conciliation and claims processes. The
Corporation will implement these new policies in
2003 with the objective to reduce red tape, contain
costs and provide increased clarity and certainty for

builders and consumers.
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As the industry regulator, it is particularly impor-
tant that the Warranty Program operates in a fully
transparent manner. This means that we must continue
to operate at very high standards of ethics and integrity
in everything that we do, but we must also meet or
exceed all relevant corporate governance standards. The
Board is continuing to make progress towards meeting
current governance standards.

This year, we were saddened by the death of
Gordon Dengis. Gord was one of the original members
of the Board of the Warranty Program, joining in 1977
as a representative of the mortgage lending community.
Since 1988, he served as an Associate Member of the
Board, and was a key advisor to the Investment Com-
mittee. Throughout the years, Gord made a tremendous
contribution as a Director. He will be fondly remem-
bered and sadly missed.

While we said goodbye to Gord, we welcomed
two new Directors to our Board this year. Mike Bryan,
who was aVice President at Monarch Construction, and
Dennis Butler,Vice President of Real Estate Finance
at the Bank of Montreal, were nominated at our Annual
Meeting on May 2. Rob Cooper, President of the
Ontario Home Builders’ Association, also joined our
Board as an Observer.

As Chairman, I remain committed to ensuring
that our Board of Directors continues to be good
stewards of the Warranty Program, focused on continuous
improvement and sufficiently flexible to adapt to our
changing environment.
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I also want to thank our new President and CEO,
Greg Gee, for the vision, leadership and energy he has
shown during his first year at the Warranty Program. He
has been relentless in his efforts to modernize, renew and
revitalize our Corporation, and he has the full confidence
of the Board as we move forward.

Sincerely,
'

Al Libfeld
Chairman of the Board
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Message from the President
and Chief Executive Officer

The year 2002 will be remembered as a year of unprece-
dented sales in the home building industry in Ontario,
but also a year of fundamental change at the Ontario

New Home Warranty Program.

The Corporation enrolled a record 81,104 housing units
during the year, representing a 23% increase over 2001,
and more than a threefold increase since 1995.

The Warranty Program continues to be in a very
positive financial position. Assets increased during the
year by 12% to $198 million. Total surplus increased by
28% to $59 million, of which $46 million represents
Appropriated Surplus. Much of this increase 1s due to
an improvement in unit costs per enrolment, and a
significant reserve release related to the resolution of
claims on several large condominiums. The significant
increase in Appropriated Surplus from $32 million in the
prior year to $46 million is to enable the Corporation
to meet the new Minimum Capital Test policies to be
implemented in 2003 by the federal insurance regulator
for Property & Casualty insurance companies. Although
not required by any legislation, compliance with these

standards should give confidence to both consumers and
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home builders that the Corporation has adequate finan-
cial resources to meet foreseeable future claims.
During the first half of the year, I had the oppor-
tunity to meet with numerous home builders, industry
leaders, government officials and consumer representa-
tives. These visits provided valuable insight into the role
and effectiveness of the Warranty Program in Ontario.
The Warranty Program also undertook extensive market
research during the year with the assistance of the Ipsos
Reid organization. This research made it abundantly
clear that the bar has been raised in terms of consumer
expectations with respect to quality and service related
to the purchase of a new home. The data also confirmed
the need for both home builders and the Warranty
Program to be more responsive to consumers, and also
to provide better access to information related to the

warranty process.
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It is clear that the Warranty Program is at a
threshold. The home building industry must evolve to
keep up with changes in consumer markets generally.
The Warranty Program must also respond by making
fundamental changes to both our internal work
processes and the external policies that govern the
relationship between builders, the Warranty Program
and the purchasers of new homes. The Corporation
must modernize and become a more efficient organi-
zation if it is to effectively serve its customers — both
consumers and builders.

At a mid-year strategic planning session with the
Board, a new vision for the future entitled “Mission
Excellence” was outlined. This high level strategic plan
has six major elements that focus on modernizing the
infrastructure of the organization, and on fundamentally
changing the way that we interact with our customers.
The latter half of the year was spent developing detailed
plans and project mandates necessary to implement these
changes. We also retained IBM Global Services to assist
in planning the upgrade of our automated systems. The
overall goal of these initiatives is to transform the Cor-
poration over the next 24 to 36 months into a “modern
customer-focused business organization”.

A number of changes were made at the senior
management level at year end, including the recruiting
of new executive talent to head up such key functions
as Corporate Affairs, Information Systems, Human
Resources and Law. I am confident that we now have the
expertise necessary to manage significant change across
the organization. We also established a Project Manage-
ment Office with full-time staff to ensure that the
numerous projects now underway are carefully managed
so that changes are delivered on time and within budget.

Our plans for 2003 include the launch of the
first phase of a new and improved website, as well as a
pilot project related to an integrated Contact Centre
that will help us to respond to consumers and builders
promptly and professionally. We will also implement all
policy change recommendations from Project Simplify,

a joint project of the Ontario home building industry
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and the Warranty Program, to update our policies for
dealing with both consumers and the building industry.
In addition, the Board has approved a significant budget
to improve the public awareness of the organization,
and in particular, to better communicate the role of the
Warranty Program to those who purchase a new home
in Ontario.

The foregoing is a brief summary of some of the
important steps that we have launched with a view to
making the Ontario New Home Warranty Program a
more responsive, relevant and valuable part of the home
building industry in Ontario.

In closing, I want to acknowledge and thank our
employees for their significant contribution over the
past year. Record sales in the home building industry
made for a very busy year in terms of our day-to-day
operations. Adjusting to a new management team, and
engaging in a very aggressive change agenda, added
considerably to the challenges faced by all of our em-
ployees. We appreciate the way the organization has
responded to the need for change. The enthusiasm of’
our employees to move ahead provides us with confi-
dence that we can attain new levels of performance across
the Corporation in the near term.

I also wish to thank our Board members, and in
particular Chairman Al Libfeld, for their leadership
and support for the new initiatives that we are pursu-
ing. I look forward to working with the Board during
the coming year as we begin to implement funda-
mental changes that will redefine and modernize the
organization, and that will build long-term value for
our stakeholders.

Sincerely,

President and Chief Executive Officer
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Corporate Leadership Team

Our Corporate Leadership Team brings together a dynamic group of leaders that in-
cludes executives with considerable industry experience together with a number of
new appointments with fresh ideas and ambitions. The focus of this executive team
is to lead the Corporation forward to address the challenges of modernizing the

Warranty Program into a vibrant, customer-centric business organization.

Gregory W. Gee, President & Chief Executive Officer
Greg Gee is an accomplished lawyer and financial services industry executive. He began his legal
career with Blake, Cassels & Graydon of Toronto, where he had a general corporate and financial
. services practice. His corporate career began in 1978 when he joined the automotive industry as
l f Director of Corporate Affairs and Chief Legal Counsel at American Motors, and he continued
thereafter at Chrysler Canada. In 1988, Greg joined Sun Life Financial Services of Canada as Chief
Legal Counsel, responsible for the Company’s worldwide legal affairs. He went on to serve in a number of progressively
senior management positions at Sun Life including Senior Vice President, Executive Vice President and finally Vice
Chairman. He joined the Warranty Program as President and Chief Executive Officer in January 2001. Greg is a grad-

uate of the University of Toronto in 1970 and Osgoode Hall Law School in 1973.

Carole Bennett, Vice President, Warranty Services

Carole Bennett joined the Warranty Program in 1988 and has been responsible for the management
of numerous functional activities including policy development, risk management, communi-
cations and marketing, technical research, builder education and staff training. Since 1998, Carole

has managed the network of seven company oftices that handle homeowner warranty claims, and

that mediate disputes between homeowners and builders. Carole graduated from Ryerson Univer-

sity in 1969. Before joining the Warranty Program, she held posts in the home planning and insurance industries.

Mike Coté, Manager, Condominium Office

Mike Coté has over 26 years experience in the construction industry. A graduate of Algonquin
College, Mike has held various municipal roles for the City of Ottawa in the areas of design,
construction, surveying, site supervision and inspection. Mike joined the Warranty Program in

1989 as a Condominium Technical Representative, and currently manages the Corporation’s
Condominium Office, which he set up in 1994. Mike is a member of various committees
including the Rescon Technical Committee (formerly Joint Construction Council), the Ontario Building Envelope
Council, the Ontario Building Code Committee (Part s), the Toronto Construction Association and the Ontario
Building Officials Association.
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Corporate Leadership Team

Robin Fitzgerald, Senior Advisor & Project Management Office Leader

In her role as a consultant to the organization, Robin Fitzgerald brings 20 years of experience
in the financial services industry in Canada. Robin graduated from the University of Western
Ontario in 1980 with an honours degree in mathematics, and has received Fellowship accredi-

"
. tation from the Society of Actuaries and the Canadian Institute of Actuaries. She began her

career with The Prudential Insurance Company of America’s Canadian Operations. During her

16 years there, she progressed through various positions in the company to become Senior Vice President & Chief
Financial Oftficer, and then the senior executive responsible for the wealth management business units. In 1997, Robin
joined Sun Life Assurance’s Canadian Operations as Vice President, Finance & Administration and then early in 1999,
was promoted to Vice President & General Manager, R einsurance Operations, assuming responsibility for the company’s
worldwide reinsurance business unit. Robin joined the Warranty Program in May 2002 where she provides specific

direction relating to the establishment and operation of the organization’s new Project Management Office.

Linda Love, Director, Human Resources

Linda Love began her career in 1982 with Guardian Insurance Company of Canada, where she
progressed through a series of senior positions including Vice President, Human Resources.
Thereafter, Linda served as Vice President, Human Resources of Novopharm Limited, Senior

Vice President, Human Resources of Transamerica Life Insurance Company of Canada, and

most recently, Director of Human Resources for Family Guidance International. Linda is a
graduate of Queen’s University with a Bachelor of Arts degree, and also holds several human resources certificates
including the Certified Human Resources Professional Designation (CHRP). She is a member of the Human
Resources Professional Association of Ontario and the Human Resources Planning Society. Linda joined the Warranty

Program in January 2003.

Kevin Macintosh, Director, Government & Industry Relations

A graduate of Carleton University with an honours degree in political science, Kevin Macintosh
has held a number of posts in the federal and provincial governments. For eight years, Kevin
worked on Parliament Hill as Legislative Assistant to a Member of Parliament. He also served as

Executive Assistant to the federal Minister of Science and Minister Responsible for Small Business.

At Queen’s Park, Kevin served as a Communications Manager for what is now the Ontario
SuperBuild Corporation. In 1999, Kevin joined the Warranty Program as Director of Communications and Gov-
ernment Relations. He currently serves as Director of Government and Industry Relations where he manages the

Warranty Program’s relationship with two of its important stakeholders.

Janice Mandel, Vice President, Corporate Aftairs
Janice Mandel joined the Warranty Program in September 2002, and brings extensive experience
in marketing and public relations. Most recently she was a Vice President for Advance Planning

& Communications specializing in brand and reputation management. From 1996 to 2001, Janice

was Group Manager, Public Affairs for Procter & Gamble, reporting to the President, where
she was responsible for leading both internal and external communications for the Canadian
operations. From 1991 to 1996, she was Vice President, Consumer Marketing for Hill and Knowlton Canada. Janice
graduated from McGill University with a Bachelor of Arts degree in 1986, and from York University in 1989 with
a Masters in Business Administration.
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Corporate Leadership Team

Mary Mullens, Vice President & General Counsel
Mary Mullens joined the Warranty Program in November 2002 with a mandate to establish a
professional internal legal function. Mary has a strong background in law and management

with extensive experience in real estate development and construction financing. In 1985, after

earning her law degree from McGill University, Mary joined the Toronto law firm of Torys.
She became a partner of the firm in 1993, and practiced corporate commercial law and real
property law. She returned to graduate school in September of 2001, and graduated from the Rotman School of
Management at the University of Toronto with a Masters degree in Business Administration. Mary has been a lec-
turer at various legal conferences on real estate topics, and has also co-authored a textbook on Agreements of
Purchase and Sale.

Pat Varcoe, Vice President, Licensing & Underwriting

A chartered accountant, Pat Varcoe has worked for the Ontario New Home Warranty Program
for the past ten years. He began asVice President of Finance, and has served for the last six years
as Vice President Licensing and Underwriting and Deputy Registrar. Prior to joining the Warranty
Program, Pat spent 15 years with Southam Communications Inc., first as Vice President of

Finance and then with Operations and Acquisitions.

Bill Wallace, Vice President, Information Systems

Bill Wallace joined the Warranty Program in January 2003, and has nearly twenty years of experi-
ence working in information technology. In 1996, he was appointed Director of Information
Systems for GAN Canada, a foreign owned Property and Casualty insurance company. There-
after, he was appointed Vice President, Information Technology for COGECO Cable Inc., and

most recently served as Project Director/Portal Consultant for the Centre for Study of In-

surance Operations in Toronto. Bill graduated from McMaster University in 1983 with a degree in computer sci-

Alex Watters,Vice President, Finance
Alex Watters began his career as a chartered accountant in the United Kingdom. After immigrating
to Canada in 1975, Alex joined the Toronto accounting firm Peat Marwick where he worked

until 1979. He went on to gain extensive experience in the financial services and insurance sector

ence, and earned his Master of Business Administration in 1997 also from McMaster University.
in such roles as a Manager at Citibank, Director of Operations at the Canadian Bankers Associ-
ation and Vice President Operations and Controller of BNL of Canada, a Schedule II Chartered

Bank. From 1995 to 1999, Alex served as Assistant Vice President and Controller of Manulife’s Corporate Division.
Alex joined the Warranty Program in 1999, and is Vice President Finance for the Corporation.
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R eview of Operations




WARRANTY SERVICES DATA

2002 2001 2000

Total New Homes
Under Warranty
(including condominiums)

Claims Resolution Data

Number of Homes with

Conciliations/Claim Inspections

Conciliations/Claim Inspections
per 1,000 Homes

Number of Homes with Claims

Number of Homes with Claims
per 1,000 Homes

Claims Paid ($ million)

360,867 321,268 286,937




Review of Operations

Warranty Services

All new homes built in Ontario are covered under the
terms of a statutory warranty by the builder of the new
home or condominium residence. The Warranty Program
ensures that the terms of this warranty are honoured
by the builder, failing which the Corporation will settle
the claim itself. The Warranty Services Department is
responsible for the resolution of warranty complaints and
claims, the majority of which relate to alleged defects
in work or materials in the construction of the new home.

If a warranty issue cannot be resolved between a
homeowner and builder, an on-site inspection known
as a ‘conciliation’ may be requested by the homeowner.
At the conciliation, which usually takes place at the
owner’s home, a trained Warranty Representative meets
with the homeowner and the builder, and after listening
to both parties, will determine whether complaint items
are covered under the warranty.

Wiarranty Representatives also work during the
year with builders to ensure that they comply with their
warranty obligations. When a builder becomes bankrupt
or insolvent, or is unwilling to fulfill warranty obligations,
the Warranty Program will step in to settle claims that are
covered under warranty directly with the homeowner.

In total, 34 Warranty Representatives act as field
representatives serving new home and condominium
owners, builders and vendors across the province. They
are well-qualified building industry specialists who have
years of experience in the residential construction indus-
try, and extensive knowledge of the Ontario Building
Code and other industry standards. The Warranty Rep-
resentatives work from six Regional Offices across the
province in Brampton, London, Newmarket, Ottawa,
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Sudbury and Thunder Bay. In addition, 31 Customer

Service Representatives in the Regional Offices are
responsible for the administration of warranty files, and
also settle delayed closing and deposit refund claims.

Warranty coverage extends for one, two and seven
years on new homes and condominiums built in Ontario.
Therefore, homes built and occupied in 1995 were still
under warranty protection in 2002. As of year-end, the
total number of homes under warranty in Ontario totaled
360,867. The cumulative number of homes under
warranty is expected to exceed 400,000 in 2003. When
achieved, this milestone will represent a 100% increase
in the number of homes covered under warranty in just
seven years.

This year, 2,670 homes had conciliations or claim
inspections, an increase of 16% over last year. This increase
1s consistent with the increase in the number of new
homes enrolled in 2002.The number of homes with
claims paid rose to 992, from 760 in 2001. This increase
is also consistent with the increase in enrolments. In total,
$9.2 million dollars in claims were paid by the Warranty
Program in 2002 (up from $7.7 million in 2001), which
represents funds paid to owners of new homes whose
builders were unable to meet their warranty obligations,
usually because of insolvency or bankruptcy.

In 2002, the Board approved an increase in deposit
coverage on freechold homes from up to $20,000 to a
maximum of $40,000.This increase reflects the intention
of the Warranty Program to ensure that its policies
and processes are in keeping with current market trends

and conditions.
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Review of Operations

Licensing and Underwriting

All builders of new home and condominium residences
in Ontario must be licensed under the Ontario New
Home Warranties Plan Act. The Licensing and Under-
writing Department is responsible for the licensing of
new builders, renewing those licenses annually, under-
writing builders to assess risk factors, enrolling all new
housing units and for enforcing the obligations of
builders under the Act.

The builder licensing process is comprehensive.
Builders are required to submit details of their experi-
ence together with corporate and financial information,
which is assessed by the Warranty Program. Based on
its assessment, the Corporation may approve or refuse an
application made by a builder, or impose conditions of
registration. These conditions may include posting of
security to be held by the Corporation in the event the
builder fails to comply with its obligations, or a specific
limit may be imposed with respect to the number of
units a builder or vendor may build and sell.

The risk assessment model used by the Warranty
Program in underwriting each builder is based on actuar-
1al data, and uses a point system to measure a builder’s
size, business and technical skills, tenure, financial strength
and project type. In addition, improved information on
performance and claims has allowed the Corporation to
develop a risk-based assessment for each registrant rather
than a “one size fits all” approach. As a result, the War-
ranty Program is better able to calculate risk related to
each builder.

The Corporation presently holds more than one
billion dollars in security which is used to mitigate losses
for builder failures. Sound risk management practices

combined with improved governance standards provide
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assurance regarding the level of risk being assumed by
the Warranty Program, while maintaining builder regis-
tration and enrolment fees at reasonable rates.

The Licensing and Underwriting Department
enrolled an unprecedented 81,104 new homes and con-
dominiums in 2002. The condominium market was
especially robust this year, as enrolments for new condo-
miniums increased 37% over last year, making up 25%
of total new home enrolments for 2002.

The number of builders and vendors licensed by
the Warranty Program also increased by approximately
3% from 4,770 to 4,907.

The Warranty Program refused or revoked the
registration of 97 builders and vendors in 2002. The
Corporation may decide to take such action against a
builder or vendor for reasons including poor perform-
ance, adverse claims experience or breaches of terms
and conditions of registration, which include failure to
provide security, or inadequate financial strength.

In 2002 the Corporation initiated a “fast-track
renewal” process for qualifying small builders with excel-
lent performance and credit history. Fast-track renewal
is a fully electronic evaluation and approval process
available to low-volume, low-risk builders of freehold
homes. Since its inception, close to 1,000 builders have
had their registration renewed in 24 hours or less.

Currently 25% of renewing builders quality for
fast-track renewal. The Warranty Program plans to expand
the process to allow more builders to become eligible
for this service. Fast-track renewal is another example of
how the Warranty Program is continuing to improve its

service and be responsive to changes in the marketplace.
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LICENSING AND UNDERWRITING DATA

2002

2000

Annual Enrolments
Freehold Homes 60,664
Condominium Units 20,440

49,046
13,858

Total 81,104

Builder/Vendor Registrations
Registered Builders/Vendors 4,907
License Refusals/R evocations 97

62,904




BUILDER FINES AND ENEORCEMENT DATA

New Investigations

Charges Laid

Convictions

Fines Levied ($)

Homes Enrolled after
[nvestigation

Related Enrolment Fees ($)

p1010

2001 2000 1999

498
556
324
200,000

3-435
1,700,000

441 377 SIS
370 339 386
330 190 208
330,000/ 140,000 120,000

908 S14 054
$40,000 320,000 400,000




Review of Operations

Enforcements

The Enforcements Group works for the benefit of
registered builders and consumers by investigating
illegal building across Ontario. Illegal building includes
failing to enrol homes and/or acting as a vendor or
builder without being licensed by the Warranty Program.
Under the Act, fines of up to $100,000 may be imposed
by Ontario Courts. In addition, convicted oftenders
may be imprisoned for up to one year, placed on
probation and/or required to pay the Corporation
any monies owed.

The Corporation employs a team of eight former
police officers who act as field enforcement specialists
to investigate illegal builders and vendors across Ontario.
The investigators partner with municipalities and building
officials in Ontario to find and prosecute offenders.

[llegal building affects everyone in the new home
industry. To date, illegal building practices have cost the

Warranty Program over $17 million.
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In 2002, the number of new investigations in-
creased to 498 from 441 in 2001.The number of homes
enrolled after investigation increased significantly to
3,435 from 908 last year, largely due to an increase in
the number of investigations of condominium builders
who did not enrol units 30 days prior to construction as
required by the Act. The majority of these condominium
projects were in the Greater Toronto Area (GTA), but
there were a smaller yet significant number of condo-
minium investigations in the Ottawa and Windsor areas.

Subsequently, the Corporation realized more than
a 200% increase in the enrolment fees collected as a

result of enforcement activities in 2002 versus 2001.
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Review of Operations

Finance

The Finance Department is responsible for all aspects
of sound financial management of the Corporation.
As part of its duties, the Department is responsible for
managing the Warranty Program’s guarantee fund, which
is used to pay warranty claims submitted by consumers
if a builder refuses to do so, or in the event of a
builder insolvency.

To ensure that appropriate reserves are set aside to
pay homeowner claims, the Department performs
actuarially-based semi-annual assessments of liabilities for
unpaid claims that are reflected on the balance sheet
of the Corporation. Historic claims data is also charted
and analyzed using actuarial methods to predict poten-
tial future claims costs.

Although not required, the Finance Department
has adopted certain accounting requirements of the
Oftice of the Superintendent of Financial Institutions
Canada (OSFI) for Property and Casualty insurance
companies in Canada. These accounting requirements
are in accordance with Canadian generally accepted
accounting principles.

In 1999, the Corporation began using a forecasting
model known as the Dynamic Capital Adequacy Test
(DCAT), which is used by insurance companies to help
measure solvency under plausible adverse events that
may lead to capital depletion, and to manage risks where
a company is most vulnerable.

During 2002, the Warranty Program updated its
approach to capital adequacy testing by adopting the
Minimum Capital Test (MCT), which is mandated by
the OSFI effective January 1, 2003 for federal Property
and Casualty insurance companies. The MCT frame-
work uses a risk-weighted formula to determine the
minimum capital required to cover potential deviations

and risks, and it also provides a formula to determine
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the capital that is required to meet the minimum
OSFI standards. The Board of Directors of the War-
ranty Program has adopted a target MCT standard of
200% as at year end, which exceeds OSFI requirements
and reflects the MCT target used by many federally
regulated Property & Casualty insurance companies.
Compliance with this standard will give confidence
to both consumers and home builders that the Corpo-
ration has adequate financial resources to meet foresee-
able future claims.

The Warranty Program continued to maintain a
very positive financial position in 2002.The Corporation’s
investment portfolio performed well despite the uncer-
tainty in the economic markets, and had a market value
of $204.5 million versus a book value of $188.8 million,
representing a market value surplus of $15.7 million.

During the year, members of the Investment
Committee of the Board worked with an external
consultant to determine an appropriate asset mix for the
Corporation. The Committee is contemplating a move
to a more conservative mix of investments in order to
manage asset risk and to better meet the requirements
of the MCT.

Total assets increased during the year by 12% to
$198 million while liabilities on outstanding claims from
homeowners increased by only 4%. Excess of revenue
over expenses for the year jumped to $13 million from
$1.2 million in 2001, due to record high enrolments
combined with lower unit claim costs per enrolment.

Despite the increase in enrolments and related
activity in 2002, the Corporation’s operating expenses
remained relatively flat from 2001. These numbers
confirm that the Warranty Program is operating on a
financially sound basis, and is well positioned to support
policy initiatives and infrastructure improvements that

will be implemented over the next several years.
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FINANCIAL DATA

($ million)

2002

2001

Total Assets

Investments

Liabilities Outstanding on Claims
from Homeowners

Excess of Revenue Over
Expenses for the Year

Revenue
Operating Expenses

198.0
188.8

121.6
13.0

39.2
21.6

176.2
165.6

116.6
1.2

37-7
21.0




Key Strategic Initiatives

2002 has been a year dedicated to preparing the Warranty

Program to meet the challenges of a new era. The Corpo-

ration focused its efforts on strategic planning — preparing

to implement a number of critical initiatives that will
enable the organization to improve its services to both

home buyers and builders.




Key Strategic Initiatives

THE CONTEXT FOR CHANGE
Ontario is one of the most dynamic housing markets in
North America. Over the past several years, the new
home building industry has experienced unprecedented
growth. Today, with over 360,000 new homes under
warranty and nearly 5,000 builders licensed, the role of
the Ontario New Home Warranty Program in the indus-
try is more critical than ever. Against this backdrop of
remarkable sales volume, the continued interaction
between consumers, the building industry and govern-
ment must keep pace with the demands of a changing
marketplace.

2002 has been a year dedicated to preparing the
Warranty Program to meet the challenges of a new era.

The Corporation focused its efforts on strategic planning

a) Mission Excellence

— preparing to implement a number of critical initiatives
that will enable the organization to improve its services
to both home buyers and builders.

In the Spring of 2002, the leading market research
firm Ipsos-Reid was retained to undertake a comprehen-
sive study to reveal the perceptions and opinions of
builders and home buyers in major cities across the
province. Equipped with the results of this research, the
Board approved a number of new policies and initiatives
that will result in a better experience for consumers and
builders. Management has begun the task of modernizing
and transforming the Warranty Program into a modern

and up-to-date business.

In June 2002, the Board of Directors of the Corporation approved a dynamic new

strategic plan to modernize the infrastructure of the Corporation. The plan, known

as “Mission Excellence,” includes a number of distinct and separate initiatives that

will help to transform the Warranty Program into a modern, customer-focused

business organization. Implementation of these initiatives is anticipated to take place

within a twenty-four to thirty-six month timeframe.

CONTACT CENTRE

At present, the Warranty Program handles over 1,000
telephone inquiries daily. Developing an efficient,
centralized and integrated Contact Centre to manage
customer information, and to make it readily accessible
by our customer service representatives, is imperative in
delivering exceptional customer service.

The Warranty Program is working with IBM
Global Solutions to determine a comprehensive Contact
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Centre solution. The first phase of our Contact Centre
initiative 1s a “mini contact centre” to be implemented
in the first quarter of 2003 to track and analyze all tele-
phone calls that come into the switchboard. Ultimately,
the Contact Centre will allow the Warranty Program
to respond to customers quickly, professionally and
accurately by providing a single point of contact
whether customers choose to use telephone, mail,
tax or the Internet.
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Key Strategic Initiatives

IMPROVED WEBSITE

The Warranty Program has approved plans to completely
redesign its corporate website, making it a dynamic,
highly functional, interactive tool for both builders and
consumers. The site will become an interactive hub,
eventually capable of handling complaint filings and
builder registrations. Website redevelopment will be
completed in phases, with the first phase to be launched
in April 2003.

BRAND & REPUTATION MANAGEMENT
The Corporation will undertake a thorough review of
its brand and reputation in the marketplace in 2003.
By addressing brand and reputation issues, the Warranty
Program will be able to better promote itself as a modern,
customer-focused organization, thus enabling the Cor-
poration to work more eftectively with its stakeholders.
In addition, greater public awareness of the
Warranty Program and its role, as well as information
about warranty coverage and builder and homeowner
responsibilities and obligations, will eliminate much
of the uncertainty that currently exists for homeowners

with regard to their new home warranty.

ELECTRONIC FILE MANAGEMENT
The Warranty Program has fallen behind the marketplace
in updating the technology needed to support its business
processes. The Corporation has begun reviewing those
processes with a view to making them more efficient
and customer-focused, enabled by more current tech-
nology. As a result, the organization will have access to
more timely and relevant operating information, thus
enabling it to be an effective partner for both builders

and consumers.
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The Warranty Program is working with IBM
Global Services to assess areas where automation will

enhance efficiency and improve customer service.

INFORMATION FOR
PERFORMANCE MEASUREMENT

The Electronic File Management initiative will give
the organization’s senior management access to better
operating information, thereby allowing it to be more
proactive in addressing issues which could otherwise
evolve into serious problems. This improved operating
information will also assist the Board and Corporate
Leadership Team in measuring changes in performance
in the organization. This data will include changes in
day-to-day operations, and will be used to make
appropriate changes related to the efficiency and cost
of work processes, in turn helping to improve customer

experiences.

HUMAN RESOURCES & CULTURE CHANGE
To successtully redefine itself, the Warranty Program
must transform both its corporate culture and human
resources policies to align with those of a dynamic and
goal-oriented business organization. In 2002, the Cor-
poration retained Towers Perrin to assist in updating its
human resources operating policies. Job descriptions
for every role within the organization were reviewed
and evaluated and compensation was benchmarked
against organizations of similar size. In addition, the
Board gave approval to a new incentive program for all
employees, and senior management talent was re-
cruited in the areas of Human Resources, Information
Systems, Corporate Affairs and Law. The Management
views this Mission Excellence initiative as being fun-

damental to modernizing the organization.
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Key Strategic Initiatives

b) Project Simplity

After almost two years of consultation with the industry, the Board of Directors

finalized and approved all proposals relating to Project Simplify in November 2002.

The results of this project will help redefine the Warranty Program through a

number of external policy changes to be implemented in 2003.

These new policies have been drafted by committees
comprised of representatives from the Warranty Program
and the Ontario Home Builders’ Association, and rep-
resent a landmark cooperative effort within the building
industry. The policies developed will help reduce red
tape, contain costs, and provide certainty for builders
and consumers in the complaints, conciliation and

claims processes.

MINIMUM CUSTOMER SERVICE STANDARD
The Minimum Customer Service Standard will clearly
define roles and responsibilities for builders, homeowners
and the Warranty Program, as well as the timelines
within which builders must respond to complaints and
must repair warrantable deficiencies. Under the new
policy, builders will be required to deliver a Homeowner
Information Package to purchasers no later than the
pre-delivery inspection of the new home. This document
will include information about how the warranty process
works. To assist builders as well as consumers, the package
will also include a sample standardized pre-delivery
inspection checklist and complaint forms, designed to
facilitate documentation of consumer complaints and
builder responses. The Warranty Program expects the new
Customer Service Standard will play a significant role
in managing consumer expectations through better
communication to new home buyers before they move
into their home.
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CONSTRUCTION PERFORMANCE GUIDELINES
In 2003, the Warranty Program will introduce new
Construction Performance Guidelines, which will set
out the minimum performance required in the construc-
tion of new homes in Ontario. The purpose of the
Construction Performance Guidelines is not to set new
standards, but to provide advance information as to how
the Warranty Program will render a decision regarding
a warranty dispute between builders and homeowners
over work and materials. The first edition of the Guide-
lines will contain approximately 70 items, developed after
a review of the most frequent warranty complaints.
Other Guidelines will be added in the future based on

warranty claim experience.

BUILDER ARBITRATION FORUM

The Builder Arbitration Forum will be introduced in
2003 to provide builders with the opportunity to request
arbitration before an independent arbitrator with respect
to a conciliation decision made by the Warranty Program.
Currently, builders who wish to appeal a ruling on an
individual conciliation or claim can only use a formal
process that puts their registration at risk. The new arbi-
tration process is designed to be fair, fast and affordable.
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Community Initiatives

Building Strong Communities

The commitment of the Warranty Program to our
consumer and builder stakeholders extends to the
communities in which they live and work. The Warranty
Program is a proud supporter of The United Way, The
Children’s Wish Foundation of Canada and Habitat
for Humanity, and annually participates in major fund
raising activities with a focus on benefiting these
worthy charities.

To mention one of our activities in 2002, the
Warranty Program held its 8th Annual Charity Golf
Tournament at the Kleinburg Golf and Country Club
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to benefit the Children’s Wish Foundation of Canada.
The Charity Golf Tournament brings together builders,
industry and consumer representatives, and government
officials in support of a great cause. This year, the Corpo-
ration raised a record $40,000 for The Children’s Wish
Foundation, bringing our total proceeds for this annual
tournament to almost a quarter of a million dollars over
the past eight years. We wish to thank this year’s partic-
ipants, prize donors and sponsors for making the event

a tremendous success.

Gregory W. Gee, President and CEO (left) of the Ontario New Home Warranty
Program and Al Libfeld, Chairman (far right), present a cheque to Brian Archer

representing the Children’s Wish Foundation.

Al Libfeld (left), Chairman of the Ontario New Home Warranty Program, pre-
sents a trophy to Atul Vanmali of Ballantry Homes and Frank Spaziani of Kylemore

Homes, two members of the winning foursome.
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Builder Awards

2002 Ernest Assaly Builder Awards

The Ernest Assaly Builder Awards are given annually to builders who provide

exceptional after-sales service and superior quality of construction. Builders

ONTARID

B u ILD E R with municipal building officials and random homeowner surveys. The 2002
OF THE YE AR winners were announced by Gregory W. Gee, President and CEO of the

Y —,

competing for an award are subject to detailed site inspections, interviews

Warranty Program, at the Ontario Home Builders’ Association’s conference
at Deerhurst Resort in October, 2002.

2002 ONTARIO BUILDER OF THE YEAR WINNERS

Small Volume Builder Category Large Volume Builder Category High-Rise Builder Category
Crosby Homes (Aylmer) Limited, Land Ark Construction Limited, Tridel Builders Inc.,
St. Thomas Ottawa Toronto

2002 REGIONAL BUILDER OF THE YEAR WINNERS

Small Volume Builder Category Large Volume Builder Category High-Rise Builder Finalists
Arnold Hendriks & Sons Ltd., Gregor Homes Limited, Barrie Tridel Builders Inc., Toronto
Beamsville (Central Ontario) (Central Ontario) Geertsma Homes Ltd., Belleville
Geertsma Homes Ltd., Belleville Land Ark Construction Ltd., Lighthouse Point Yacht &
(Eastern Ontario) Ottawa (Eastern Ontario) Tennis Club Inc., Toronto
Albert Harrigan, Hanmer Dalron Construction Limited,
(Northern Ontario) Sudbury (Northern Ontario)
Crosby Homes (Aylmer) Limited, Raymax Construction Ltd.,
St. Thomas Windsor
(Southwestern Ontario) (Southwestern Ontario)

Gregory W. Gee, President and CEO of the Ontario New Home Warranty Program, presents the 2002 Ernest Assaly Ontario Builder of the Year
Awards to (from left to right) Russell and Sharon Crosby of Crosby Homes (Aylmer) Ltd.; Diana and Stephen Rolston of Land Ark Construction
Ltd; and to Tony Moro, Andrea DelZotto, Luciano Guidolin and Jim Ritchie of Tridel Builders Inc.
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Financial Statements

The Warranty Program continued to maintain a very
positive financial position in 2002. The Corporation’s
investment portfolio performed well despite the uncer-
tainty in the economic markets, and had a market value
of $204.5 million versus a book value of $188.8 million,
representing a market value surplus of $15.7 million.
Total assets increased during the year by 12% to
$198 million while liabilities on outstanding claims from
homeowners increased by only 4%. Excess of revenue
over expenses for the year jumped to $13 million from
$1.2 million in 2001, due to record high enrolments
combined with lower unit claim costs per enrolment.
Despite the increase in enrolments and related activity
in 2002, the Corporation’s operating expenses remained

relatively flat from 2001. These numbers confirm that

the Warranty Program is operating on a financially sound

basis, and 1s well positioned to support policy initiatives
and infrastructure improvements that will be implemented

over the next several years.
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Management’s Responsibility for Financial Reporting

Management is responsible for the integrity of the financial statements and operational information presented in this
annual report. The financial statements have been prepared in accordance with appropriate and generally accepted
accounting principles and reflect management’s best estimates and judgments. Financial information presented
elsewhere in the Annual Report is consistent with that in the financial statements. Management maintains a system
of internal controls, consistent with reasonable costs, to provide reasonable assurances that all assets are safeguarded
and to facilitate the preparation of relevant, reliable and timely financial information. External auditors have examined
the financial statements. The Audit Committee, consisting of non-management directors, has reviewed these financial
statements with management and the external auditors, and has reported to the Board of Directors, which has ap-

proved the financial statements.
'

Al Libfeld Dick Brouwer

Chairman of the Board and Director Treasurer and Director
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Financial Statements

Auditors’ Report

To the Directors of Ontario New Home Warranty Program

We have audited the balance sheet of Ontario New Home Warranty Program as at December 31, 2002 and the
statements of operations, surplus and cash flows for the year then ended. These financial statements are the responsibil-
ity of the Program’s management. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we 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 financial statements present fairly, in all material respects, the financial position of the
Program as at December 31, 2002 and the results of its operations and its cash flows for the year then ended in

accordance with Canadian generally accepted accounting principles.

et ?d‘tw?/ AP
Ernst & Young, LLP Toronto, Canada
Chartered Accountants February 19, 2003

Actuary’s Report

To the Directors of Ontario New Home Warranty Program
I have reviewed the liabilities outstanding on claims from homeowners of Ontario New Home Warranty Program
for its balance sheet as at December 31, 2002 1n accordance with accepted actuarial practice, including the selection
of appropriate assumptions and methods.

In my opinion, the amount of these liabilities makes appropriate provision for all homeowner obligations,
and the financial statements fairly present the results of the review.

VIM Ci\’m
James K. Christie Toronto, Canada
Fellow, Canadian Institute of Actuaries February 19, 2003
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Financial Statements

Balance Sheet

As at December 31 ($ thousands) 2002 2001

ASSETS

Cash $ I,I5I $ 1,126

Investments (motes 4 and 6) 188,797 165,641

Accrued interest and accounts receivable 1,464 1,776

Prepaid expenses and other assets 267 282

Capital assets, net (note ) 1,827 2,348

Estimated amounts recoverable from builders 4,500 5,000
198,006 176,173

LIABILITIES AND SURPLUS

Liabilities

Liabilities outstanding on claims from homeowners (note 7) 121,572 116,641

Funds held as security (note 6) 12,337 10,878

Accounts payable and accrued charges 5,004 2,676

Total liabilities 138,973 130,195

Commitments and contingencies (notes 8, 9 and 10)

Surplus

Appropriated surplus (mote 3) 46,000 32,000

General surplus 13,033 13,978

Total surplus 59,033 45,978

$ 198,006 $ 176,173

See accompanying notes

1

///5/'7 Loerer et
Al Libfeld Dick Brouwer
Chairman of the Board and Director Treasurer and Director
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Financial Statements

Statement of Operations

Year ended December 31 ($ thousands)

Home enrolment fees received, net of refunds mote 2)

REVENUE
Home enrolment fees earned, net of refunds
Builders’ registration and renewal fees
Investment results
Interest and dividends
Gain (loss) on sale of investments, net
Unrealized foreign exchange gain (loss)

Investment fees

EXPENSES
Operating
Salaries and benefits
General and administrative
Legal
Legal cost recovery from Hawkesbury

Depreciation and amortization

Claims incurred (recoveries) (note 7)
Claims paid
Changes in claims accrual
Recurring claims recoveries
Exceptional claims recoveries — Hawkesbury

Total expenses including claims

Excess of revenue over expenses for the year

Year ended December 31 ($ thousands)

Surplus, beginning of year (note 3)

Excess of revenue over expenses
for the year

Current year’s appropriation

2002 2001
$ 36,472 $ 31,409
$ 30,539 $ 25,632
1,799 1,398
7,733 7,747
(213) 2,520
(183) 665
(485) (238)
39,190 37,724
12,345 11,415
8,221 7,318
942 1,211
(1,075) -
1,181 1,135
21,614 21,079
9,223 7,705
(501) 14,044
(4,201) (2,338)
- (4,000)
4,521 15,411
26,135 36,490
$ 13,055 $ 1,234
Statement of Surplus
General Appropriated Total
2002 2001 2002 2001 2002 2001
$ 13,978 $ 12,744 $ 32,000 $ 32,000 45,978 $ 44,744
13,055 1,234 - - 13,055 1,234
(14,000) - 14,000 - - -
$ 13,033 $ 13,978 46,000 $ 32,000 59,033 $ 45,978

Surplus, end of year

See accompanying notes
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Statement of Cash Flows

Year ended December 31 ($ thousands)

OPERATING ACTIVITIES

Excess of revenue over expenses for the year

Add (deduct) non-cash items
Depreciation and amortization

Loss (gain) on sale of investments, net

Changes in non-cash balances related to operations

Decrease (increase) in accrued interest and accounts receivable

Decrease in claims recovery receivable — Plastic Venting

Decrease in prepaid expenses and other assets

Increase in funds held as security

Increase in accounts payable and accrued charges

Increase in deferred home enrolment fees

Claims paid

Recurring claims recoveries

Exceptional claims recoveries — Hawkesbury

Claims incurred

Cash provided by operating activities

INVESTING ACTIVITIES
Proceeds from sale of investments
Purchase of investments

Purchase of capital assets

Cash used in investing activities
FINANCING ACTIVITIES

Repayment of capital lease liabilities
Cash used in financing activities
Net increase in cash during the year
Cash, beginning of year

Cash, end of year

See accompanying notes
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2002 2001

$ 13,055 1,234
1,181 1,135
213 (2,520)
14,449 (151)
312 (313)

- 4,859

15 112

1,459 610
2,392 659
5,932 5,777
(9,223) (7,705)
4,201 2,338

- 4,000

4,521 15,411
24,058 25,597
85,931 37,749
(109,300) (62,138)
(660) (1,147)
(24,029) (25,536)
(4) (16)

4) (16)

25 45

1,126 1,081

$ 1,151 1,126
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Notes to Financial Statements

(tabular amounts in thousands of dollars) (December 31, 2002)

NOTE 1
PROGRAM OPERATIONS

The Ontario New Home Warranty Program (the “Program”) was designated in 1976 by the Government of Ontario
to administer the Ontario New Home Warranties Plan Act (the “Act”) on behalf of builders of new homes in
Ontario. The objectives of the Act are consumer protection, builder regulation, and consumer and builder information
and education. The Program collects home enrolment and builder registration fees and invests available funds for
the purposes of covering warranty claims from homeowners and related investigation costs plus other administrative
costs related to its responsibilities in administering the Act. The collected fees are determined on the basis of warranty
protection provided to consumer purchasers who incur a financial loss from acquiring a home for occupancy for:
= loss of deposit if a builder cannot or will not complete the sale of a home, through no fault of the home buyer;

= specified construction and contractual warranties for defects in work and material; and

= protection against delayed closing, under certain circumstances.

As a non-profit organization, the Program is exempt from income taxes.

NOTE 2
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles.
In addition, although not required, the Program has adopted certain accounting requirements of the Office of the
Superintendent of Financial Institutions Canada (“OSFI”) for Property and Casualty insurance companies in Canada.

These accounting requirements are also in accordance with Canadian generally accepted accounting principles.

Revenue recognition
Home enrolment fees received, net of refunds, presented in the statement of operations and surplus represent the
amount collected from builders of new homes in the Province of Ontario during the year. Subsequent to the receipt
of such fees, income is deferred and taken into revenue as earned, as determined by actuarial calculation over the
warranty period. The maximum warranty period is seven years. The deferred portion of home enrolment fees is
included in liabilities outstanding on claims from homeowners. If claims experience indicates that home enrolment
tees collected will not be sufficient to discharge related liabilities, a provision for premium deficiency is included
in the liabilities outstanding on claims from homeowners.

Builders’ registration fees are recorded as revenue upon registration and renewal fees are recorded as revenue
in the year in which they are due.

Liabilities outstanding on claims from homeowners
The liabilities outstanding on claims from homeowners are estimates of future warranty costs and related internal
administrative costs. These liabilities are derived from the accumulation of anticipated costs for known claims reported
and in process where it is anticipated that costs will be incurred by the Program plus amounts for future anticipated
claims related to warranty coverage in effect for homeowner fees received prior to the balance sheet date. A period
of time may elapse from the time a provision is made for a claim and its eventual payment.

Claims incurred include claims paid, claims recovery and the changes in the provisions for claims reported
and in process.
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Notes to Financial Statements

(tabular amounts in thousands of dollars)

The Program may be able to recover amounts from third parties when it incurs costs to settle warranty claims.
As at December 31, 2002, an estimated recovery based on collection history from builders has been included as
part of the assets and the liabilities of the Program.

Investments

Certificates of deposit with financial institutions, treasury bills and bankers’ acceptances are stated at cost. Bonds are
stated at cost plus the unamortized discount or premium. Discount or premium on purchase is amortized over the
term of the investment. Common and preferred shares are carried at cost. Gains and losses on disposal of investments
are determined on a completed transaction basis. When a decline in the value of an investment is considered other
than temporary, a provision for loss is recorded to reduce the investment to its net realizable value with the amount

of the reduction charged to operations.

Surplus

Commencing in 1998, the Program adopted a policy of recording an explicit provision for adverse deviation for the
potential future adverse development of liabilities outstanding on claims from homeowners. This explicit provision
for adverse deviation was presented as a liability prior to 2002. With eftect from January 1, 2003, the OSFI has
implemented new requirements for the minimum capitalization of federally regulated insurers, the Minimum Capital
Test (“MCT?”), (see note 3).As a result of this new capitalization policy, the Program re-evaluated the presentation
of the provision for adverse deviation and has determined that it should be reclassified retroactively as Appropriated
Surplus. The adequacy of the appropriated surplus is assessed annually by the Board of Directors to ensure that the
appropriated amount meets the requirements of the MCT instituted by the OSFI for Property and Casualty insurance
companies in Canada. The sufficiency of this Appropriated Surplus is determined using appropriate actuarial techniques
and capital adequacy benchmarks used by the Property and Casualty insurance industry. Annual appropriations, if
any, are recorded against the general surplus of the Program.

The general surplus consists of unrestricted resources available for immediate purposes.

Capital assets
Capital assets are carried at cost less accumulated depreciation and amortization. Depreciation and amortization are
provided at the following rates and bases:

Software straight-line over three years
Data processing equipment straight-line over four years
Furniture and office equipment 20% declining balance
Leasehold improvements straight-line over the term of the lease

Employee benefit plans

The Program maintains a pension plan for its employees that contains defined benefit and money purchase com-
ponents and other post-retirement benefit plans, primarily for healthcare. Operating expenses include the actuarial
costs of employee benefit plans for employee services for the year and the amortization of costs for past service
benefits and experience gains and losses. Amortization is provided on a straight-line basis over the expected aver-
age remaining service life of pension plan members. The Program continues to accrue for the costs associated
with post-employment benefits, other than pension benefits.
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Notes to Financial Statements

(tabular amounts in thousands of dollars)

Foreign currency translation
Monetary assets and liabilities of the Program denominated in foreign currencies are translated into Canadian dollars
at the year-end exchange rates. Realized gains and losses on foreign currency transactions are reflected in investment

income for the year.

NOTE 3
APPROPRIATED SURPLUS

During 2002, the Program adopted a new capital adequacy policy which was mandated by the OSFI for property
and casualty insurance companies effective as of January 1, 2003. This new policy uses a formula known as the
Minimum Capital Test (“MCT”). The Program has adopted this new standard for capital as its claims for liabilities
from homeowners are subject to measurement uncertainty. Hence, surplus has been appropriated to financially
manage the risk associated with such uncertainty. The MCT framework is based on a risk-oriented formula for the
minimum capital required, and also provides a formula to determine the capital that is available to meet the minimum
standards. The MCT results in a measure of “excess capital”, and the Board of Directors of the Program has decided
to adopt a target MCT standard of 200% at the year end, which reflects the MCT target used by many federally-
regulated Property and Casualty insurance companies. This target MCT standard of 200% may be amended by the
Board of Directors at any time in the future. The Program has recorded the capital determined under the MCT
formula in its Surplus Account called “Appropriated Surplus”.

NOTE 4
INVESTMENTS

The following tables provide an analysis of the Program’s investment portfolio as at December 31:

2002 2001
Carrying Fair Carrying Fair
value value value value
Securities with interest rate exposure ()
Bonds, issued by Government of Canada
or government guaranteed $ 72,313 $ 77,435 $ 38,017 $ 41,660
Financial institution bonds 21,985 24,387 23,506 25,815
Corporate bonds 20,895 22,218 36,104 37,112
Treasury bills 7,198 7,217 3,724 3,743
122,391 131,257 102,251 108,330
Equity investments ()
Common shares 66,406 73,234 63,390 73,816
$ 188,797 $ 204,491 $ 165,641 $ 182,146
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(tabular amounts in thousands of dollars)

2002 2001

Net Net
Unrealized Unrealized unrealized Unrealized Unrealized unrealized
gains losses gains gains losses gains

Bonds, issued by Government of Canada
or government guaranteed $ 5,123 $ (1) $ 5,122 $ 2,840 $ (97) $ 2,743
Financial institution bonds 2,415 (13) 2,402 2,309 - 2,309
Corporate bonds 1,323 - 1,323 1,111 (103) 1,008
Treasury bills 19 - 19 20 - 20
Common shares 11,359 (4,531) 6,828 13,908 (3,483) 10,425$

$ 20,239 $ (4,545) $ 15,604 $ 20,188 $ (3,683) $ 16,505

The book value of investments is shown net of a provision against the carrying amount totalling $1,602,000 (2001

— $538,000).

(a) Securities with interest rate exposure
As at December 31, the scheduled maturities for securities having interest rate risk exposure held in the investment

portfolio are as follows:

2002 2001
Average Carrying Fair Average Carrying Fair
rate value value rate value value
Due within one year 4.11% $ 15,054 $ 15,252 5.55% $ 0,321 $ 9,429
Due one year through five years 6.39% 24,269 25,758 6.84% 27,561 29,237
Due five years through ten years 5.81% 52,981 55,290 5.96% 41,984 42,829
Due ten years through twenty years 7.69% 17,992 21,627 8.94% 14,520 16,500
Due after twenty years 7.65% 12,095 13,330 7.51% 8,865 10,335
$ 122,391 $ I3I,257 $ 102,251 $ 108,330

Fair values presented in the preceding tables are considered to approximate market values and will vary with inter-
est rate changes. It is the Program’s intention to realize the value of these investments over time by holding them
to maturity.

The average effective interest rate as at December 31, 2002 for fixed term investments is 6.17% (2001 — 7.06%).

The Program has adopted an investment policy that requires minimum credit ratings of “A” for debt securities at the
time an investment is purchased and the policy limits the concentration in any one investee or related group of
investees to 20% of its investment portfolio, except for financial instruments issued by the Government of Canada
which can be 100%. This investment policy is subject to annual review by the Board of Directors of the Program.

(b) Equity investments
Common shares have no fixed maturity date and are generally not exposed to interest rate risk. Fair values are
considered to approximate market values and are based on quoted market prices or dealer quotes.

The Program monitors its risk associated with foreign currency exposure by reviewing quarterly with the
Investment Committee the amount of U.S. dollar denominated investments. As at December 31, 2002, the Program
has approximately 20.4% (2001 — 19.1%) of the book value of equity investments denominated in U.S. dollars.

Annual Report 2002 page 33



Notes to Financial Statements

(tabular amounts in thousands of dollars)

NOTE 5
CAPITAL ASSETS

Capital assets consist of the following:

2002 2001

Accumulated
depreciation/ Net book Net book
Cost amortization value value
Software $ 4,060 $ 3,080 $ 980 $ 1,609
Data processing equipment 1,910 1,539 371 236
Furniture and office equipment 2,940 2,660 280 318
Leasehold improvements 1,01 815 196 188

$ 9,921 $ 8,004 $ 1,827 $ 2,348

NOTE 6
FUNDS HELD AS SECURITY

The Program receives security deposits, in the form of cash, securities or letters of credit/guarantee, on registration
of certain projects in order to reduce the risk of financial loss related to future claims from homeowners. Security
deposits that are not used to pay claims are either paid back to the builder, or the securities or letters of credit/guarantee
are released, when the Program’s requirements are met. The security held against the claims reserve and not included
as part of net reserve at year end was $2,800,000 (2001 — $3,400,000). Cash security deposits are invested as part of
the Program’s investment portfolio. The funds held as security presented on the balance sheet are the potentially
refundable cash deposits including accrued interest thereon of $488,000 (2001 — $625,000).
During the year, the Program paid interest of $382,000 (2001 — $457,000) on cash security deposits.

NOTE 7
LIABILITIES OUTSTANDING ON CLAIMS FROM HOMEOWNERS

Purchasers of new homes or condominium units in the Province of Ontario receive warranty coverage from the
Program to protect, within statutory limits, against the event that new home builders or vendors do not fulfill their
obligations. The warranty coverage provides both short-term and long-term protection to buyers. The determination
of the Program’s liabilities outstanding on claims from homeowners is dependent on the Program’s claims handling
practices, on actuarial assessments, on the judgment of its management, on historical precedents and trends, on prevailing
legal, economic, social and regulatory environments and on expectations of future developments. For example, over
time, judicial decisions have expanded the definition of those purchasers that may be eligible for warranty protection
and the nature of the losses eligible for reimbursement and such decisions have extended the original spirit and
intent of the legislation to cover investor condominiums, typically intended for rental occupancy. Periodic studies
are performed and reviewed by external actuarial consultants to assess the adequacy of the warranty liabilities recorded
for condominium claims, for non-condominium claims and for related administration to deal with complaints and
inspections and to administer claims. In general, the longer the time period between the incidence of loss and
payment of settlement of a claim, the greater the potential for actual settlement in amounts different from the recorded

estimates. Actual settlements may differ significantly from the estimates of these policy liabilities due to the variability
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(tabular amounts in thousands of dollars)

of assumptions about future rates of claim frequency and severity, inflation, ability of builders to fulfill their obligations
to homebuyers, claims recoveries and administrative costs.
The following table summarizes the components of the liabilities outstanding on claims from homeowners as

at December 31:

2002 2001
Claims reported and in process, including external claims expenses $ 49,201 $ 50,292
Deferred home enrolment fees 72,281 66,349

$ 121,572 $ 110,641

The following table summarizes the components of claims incurred (recoveries) presented in the statement

of operations:
2002 2001
Claims paid during the year $ 9,223 $ 7,705
Less recurring recoveries for claims paid during the year (4,201) (2,338)
Claims paid net of recoveries 5,022 5,307
Add provision for claims in process, end of year,
net of estimated builder recoveries 44,792 45,293
Deduct provision for claims in process, beginning of year (45,293)  (31,249)
Claims incurred 4,521 19,411
Less exceptional claims recoveries — Hawkesbury - (4,000)
Total claims incurred $ 4,521 $ 15,411

NOTE 8
CONTINGENCIES

As part of the normal course of its business, the Program is party to a number of lawsuits, the outcome of which is
not determinable at this time; however, in the opinion of management, these lawsuits should not result in significant

losses to the Program.

NOTE 9
PENSION PLAN

On September 9, 1999 the Program’s defined benefit pension plan and money purchase pension plan were merged
into a new defined contribution pension plan called “The Pension Plan for Employees of the Ontario New Home
Warranty Program” (the “Pension Plan”).

As at December 31, 2002, the actuarial present value of accrued pension benefits for the Pension Plan is estimated
to be $7,384,000 (2001 — $6,984,000) and the market value of the pension fund assets is approximately $8,985,000
(2001 — $9,090,000).

Summary of key 2002 information extracted from the actuarial pension expense letter dated January 21, 2003:
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(tabular amounts in thousands of dollars)

Actuarial Assumptions for Pension Expense Estimates

Return on plan assets 7.0% per annum, net of expense
Liability discount rate 7.0% per annum, net of expense
Salary increases 5.0% per annum

Actuarial Assumptions for Post-Employment Benefits Other than Pension (“OPEB”)

Interest 7.00% per annum
Inflation 3.50% per annum
Dental health care trend rate 4.50% per annum
Extended health care trend rate 10.50% in 2003; decreasing by 0.5% per annum
Mortality 1983 Group Annuity Mortality Table
2002 2001
Pension Pension
Plan OPEB Plan OPEB
Benefits paid $ 12 $ 19 $ 17 $ 17
Transfers paid to other plans 266 - 866 -
Employee contributions 286 - 260 -
Employer contribution $ - 3 19 $ - 3 17
NOTE 10

LEASE COMMITMENTS

The Program has future minimum annual lease payments for rental of properties and computer equipment as follows:

2003 $ 1,114

2004 956
2005 889
2006 775
Thereafter 1,103
$ 4,837

NOTE 11

FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair values of all financial instruments, except investments, estimated amounts recoverable from builders, and liabilities
outstanding on claims from homeowners, have been determined to approximate their carrying values. Fair values
of investments are described in note 4.

The fair value of estimated amounts recoverable from builders, and liabilities outstanding on claims from
homeowners have been omitted because it is not practicable to determine fair value with sufticient reliability.
Further information about liabilities outstanding on claims from homeowners is described in note 7.
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Corporate Governance

Board of Directors

J. Michael Braid

Corporate Director, Toronto (Formerly Vice President,
Mortgage Development, Toronto Dominion Bank)
Chair of Investment Committee,

Member of Executive Committee

Dick M. Brouwer

Partner, Zebro Developments Limited, London
Chair of Audit Committee, Member of Executive,
Industry Liaison and Investment Committees

Michael Bryan

President, Michael Bryan Consulting Limited,
Burlington, Member of Audit and Communications
Advisory Committees

Dennis M. Butler

Vice President, Real Estate Finance,

Bank of Montreal, Toronto

Member of Audit and Investment Committees

Tony Campanale
President, Campanale Homes, Ottawa
Member of Consumer Advisory Committee

Robert Cooper

President, Ontario Home Builders’ Association (OHBA)
President, Alterra Group of Companies, Toronto
OHBA Observer

Wayne Dempsey

President, Wayne Dempsey Inc., Port Carling
Member of Consumer Advisory and
Communications Advisory Committees

Robert G. Dowler

Director, Marketplace Standards and Services Branch,
Ministry of Consumer and Business Services, Toronto
Member of Communications Advisory Committee

Joyce S. Feinberg

Board of Directors, Consumers Council of Canada,
Toronto, Member of Executive and

Industry Liaison Committees
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Gregory W. Gee

President and Chief Executive Officer,

Ontario New Home Warranty Program, Toronto
Member of Executive and Industry Liaison Committees

Harry Herskowitz

Partner, DelZotto, Zorzi, Toronto

Chair of Communications Advisory Committee
Member of Executive and Investment Committees

Murray A. Koebel
President, Vista Homes, Toronto
Member of Executive and Audit Committees

Alexander J. Libfeld

President, Tribute Communities, Pickering
Chair of the Board

Chair of Executive Committee

Member of Industry Liaison Committee

James Macpherson

Vice President, Mintz & Partners Limited, Thornhill
Chair of Consumer Advisory Committee

Member of Communications Advisory Committee

Walter T. Moodie

Corporate Director, Mississauga

(Formerly Vice President, Real Estate Markets,
Ontario, Royal Bank of Canada)

Member of Audit and Investment Committees

Lawrence P. Szpirglas

President, Mercedes Homes, Dundas

Chair of Industry Liaison Committee
Member of Executive and Audit Committees

Robert Wade
Mayor, City of Hamilton, Hamilton
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Back Row (L-R) Tony Campanale, Wayne A. Dempsey, Robert G. Dowler, Dennis M. Butler, Walter T. Moodie,
Dick M. Brouwer; Middle Row (L-R) Murray A. Koebel, Harry Herskowitz, James Macpherson, Robert Cooper,
J. Michael Braid, Robert E. Wade; Front Row (L-R) Michael Bryan, Lawrence P. Szpirglas, Alexander J. Libfeld,
Gregory W. Gee, Joyce S. Feinberg

Board Committee Membership

Audit Committee
Dick M. Brouwer (Chair)
Michael Bryan

Dennis M. Butler
Murray A. Koebel

Walter T. Moodie

Lawrence P. Szpirglas

Executive Committee

J. Michael Braid

Dick M. Brouwer

Joyce S. Feinberg

Gregory W. Gee

Harry Herskowitz

Murray A. Koebel
Alexander J. Libfeld (Chair)

Lawrence P. Szpirglas

* Non-Board members
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Industry Liaison Committee

Dick M. Brouwer

Joyce S. Feinberg

Gregory W. Gee

Alexander J. Libfeld
Lawrence P. Szpirglas (Chair)

Communications Advisory

Committee

Michael Bryan

Wayne Dempsey

Robert G. Dowler

Harry Herskowitz (Chair)
James Macpherson

Geoff Hare *

Chris Ward *

Martin Redfern *

Investment Committee
J. Michael Braid (Chair)
Dick M. Brouwer

Dennis M. Butler

Harry Herskowitz

Walter T. Moodie

Consumer Advisory
Committee

Tony Campanale
Wayne Dempsey
James Macpherson (Chair)
Joan Huzar *

Mike Lio *

John Paloc *

Scott James *

Audrey Loeb *

Eddie Weisz *
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R esponsibilities of the Committees of the Board

Executive Committee

The Executive Committee provides guidance to the
full Board on governance matters, as well as policy is-
sues related to government and industry relations. In
addition, the Committee deals with management
resources matters including compensation, the handling
of significant claims, as well as policy matters related to

the licensing of home builders.

Audit Committee

The Audit Committee, composed entirely of independent
Directors, reviews the annual audited financial statements
and financial operating performance, and undertakes an
assessment of reserves and capital adequacy, including
reviewing the results of dynamic capital adequacy testing.
The Committee is responsible for the development and
monitoring of policies to address risk management as well
as the internal control framework. The Committee also
makes recommendations to the Board with respect to the
appointment of an external auditor, the external actu-

ary, and the pension plan actuary and administrator.

Investment Committee

The Investment Committee considers and recommends
investment strategies, plans and policies related to the
invested assets of the Corporation. The Committee
oversees the selection and appointment of one or more
investment managers, and reviews and approves the
investment policies of the Corporation each year. It
also reviews reports from fund managers on investment
activities in relation to the investment goals of the
Corporation. In addition, the Committee is responsible
for the management of assets related to the defined

contribution pension plan of the Corporation.
Industry Liaison Committee

The Industry Liaison Committee serves as an advisory

and consultative forum for the discussion of operating
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policies as well as regulatory policy which impacts the
home building industry in Ontario. The mandate of the
Committee is to foster a productive working relationship
between the Corporation and the Ontario Home
Builders’ Association (“OHBA”), which represents a
majority of home builders from across the province.
Committee members participate in regular meetings with
representatives of the OHBA, with a view to discussing
policy initiatives and industry positions with respect to
the home building industry.

Consumer Advisory Committee

This Committee acts as an advisory forum to provide
input and recommendations to the Board on strategic
matters as they affect the interests of consumers. The
Committee is asked for input on matters relating to
consumer experience with the organization including
service delivery and operational policies. The Committee
may consider the results of external research, as well as
typical claim files for use as case studies. Membership on
the Committee includes external advisers who have
particular insight into consumer research and trends in

the marketplace.

Communications Advisory Committee

The Communications Advisory Committee operates
as an advisory forum to provide feedback on external
communications initiatives undertaken by the Corp-
oration. The role of the Committee is to assist the
Warranty Program to implement its communication
strategy by giving insight into current communications
programs and trends, including insight from government
and the industry. Membership on the Committee
includes representatives from the communication and

marketing industries.
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Corporate Governance Policies

The Board of Directors of the Ontario New Home
Warranty Program is committed to a series of governance
policies which are intended to support the supervisory
role of the Board and to ensure that the Corporation
acts in the best interests of its stakeholders.

The Corporation is not required to adhere to the
Guidelines for Improved Corporate Governance issued
by the Toronto Stock Exchange, however, the Board has
adopted many of these standards to the extent they are
relevant or applicable to the Corporation. The Board is
also continuing to review its practices in response to
ongoing governance improvements in the marketplace,
and further changes will be considered as new gover-
nance policies come into effect.

Some highlights of the Board’s current governance

practices include the following:

Independence

To ensure independence of the Board and management,
an outside Director acts as Chairman of the Board.
Only one Director, the President & Chief Executive
Officer, is a member of the management of the

Warranty Program.

Board Composition

In accordance with the by-laws of the Corporation,
membership on the Board of Directors represents a wide
spectrum of stakeholders with an interest in the home
building industry in Ontario including representatives
from the Ontario Home Builders’ Association, consumer
representatives, financial institution representatives, and
those from provincial and municipal government. The
Board currently has 15 members, as well as two associ-
ate members.

Financial Controls

The Audit Committee of the Board is composed entirely
of outside and unrelated Directors whose responsibilities
are set forth in a detailed Committee mandate. The
Committee has the opportunity to deal directly with
the external auditor regarding issues arising from the
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financial statements, and with the external actuary regard-

ing the reserves of the Corporation.

Risk Management

The Board, together with the Audit Committee,
monitors, reviews and approves adherence to corporate
policies to manage and control risk, as well as compli-
ance with policies of the Corporation and regulatory

requirements.

Strategic Planning

The Board engages in a strategic planning process each
year which takes into account business policy initiatives
and opportunities, as well as operational and financial
risks. Throughout the year, the Board reviews corporate
performance against the Company’s business objectives

and strategic plans.

Board Evaluation

The Board retains an independent external advisor
to undertake a Board survey each year with respect to
the effectiveness of the Board, and of individual
Directors. Individual assessments are given to each
Board member with a view to enhancing their con-

tribution to the Corporation.

Board Committees

Membership on Board Committees is composed of non-
management members of the Board of Directors, except
for the President and CEO who is a member of several
committees. The Board also has two “Advisory
Committees” which include participation by external
advisers with expertise in specific disciplines or areas of

interest to the Committee.

Annual Objectives

The Board approves the annual Business Plan of the
Corporation each year, as well as the annual objectives
of the Chief Executive Officer. All employees of the
Corporation have written performance objectives

each year.
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Directors’ Attendance for 2002

Number of Meetings Attended

Director Board Committee
Dick M. Brouwer 9 of9g 15 of 15
Michael Bryan 7 of 7 3 of 4
Dennis M. Butler 7 of 7 I of 3
Tony Campanale 9 ofg 1 of 2
Wayne Dempsey 9 of9g 4 of 4
Robert G. Dowler 8 of 9 2 of 3
Joyce S. Feinberg 8 of 9 10 of 11
Gregory W. Gee 9 ofg 22 of 22
Harry Herskowitz 9 of 9 12 of 14
Murray A. Koebel 9ofg 8 of 8
Alexander J. Libfeld 8 of 9 11 of 11
James Macpherson 8 of 9 4 of §
Walter T. Moodie 70f9 5 of 6
Lawrence P. Szpirglas 8 of 9 15 of 15
Robert E. Wade s of9g oofo
J. Michael Braid (Associate Member) 8 of 9 11 of 12
Robert Cooper (Associate Member) 6 of 7 o of 0

NOTES ON DIRECTORS’ ATTENDANCE
1. The record of the attendance of directors relates to
all Board and Board Committee meetings held by
the Corporation during 2002.

2. The number of meetings held was as follows:
Board of Directors
Executive Committee
Audit Committee
Investment Committee
Consumer Advisory Committee
Communications Advisory Committee

W W N W W oo \O

Industry Liaison Committee

Total 31
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Corporate Information

Questions or comments regarding the Ontario New Home Warranty Program

or any information appearing in the Annual Report may be directed to:

Ontario New Home Warranty Program
Corporate Affairs Department
Telephone: 416-229-9200
Toll Free: 1-800-668-0124
Fax: 416-229-3800
Email: info@newhome.on.ca

The Corporation’s Annual Report can also be found on their website at www.newhome.on.ca.

Corporate Office Northeast Region
5160 Yonge Street, 6th Floor 1895 LaSalle Blvd.
Toronto, Ontario M2N 6L9 Sudbury, Ontario P3A 243

Condominium Office Northwest Region
1091 Gorham Street, Unit B 1205 Amber Drive, Suite 206
Newmarket, Ontario L3Y 7VI Thunder Bay, Ontario p7B 6M4

East Central Region Southwest Region
1091 Gorham Street, Suite A 140 Fullarton Street, Ground Floor
Newmarket, Ontario L3Y 7VI London, Ontario NGA $§P2

Eastern Region West Central Region
1600 Scott Street, Suite 400 2 County Court Boulevard, Suite 435
Ottawa, Ontario KIY 4N7 Brampton, Ontario L6w 3W8
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