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A Unique Mandate

The Ontario New Home Warranty Program is a private corporation established
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 builder insolvency. Currently, there are more
than 400,000 homes in Ontario eligible for warranty protection under the Act.

The Corporation also acts as a regulator, responsible for the underwriting
and licensing all of the builders of new homes and condominium residences in
Ontario. By the close of 2003, the number of registered builders topped 5,100.
Builder licensing occurs annually; it involves the establishment of individual
terms and conditions of registration in accordance with the Act. The Corporation
is also responsible for enforcement of builders’ compliance with the Act.
Beyond this regulatory role, the business of the Corporation is similar to a
property and casualty insurance company: it takes in fee revenue, establishes
reserves and pays out claims.

The mandate of the Warranty Program is unique in Canada. No other
province or territory so completely transfers responsibility and liability for
management of the home building industry to an independent organization. In
fulfilling this mandate, the Corporation strives to establish policies and busi-
ness practices that balance the interests of its stakeholders — consumers, home
builders and the Government of Ontario.
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A New Name for a Renewed Organization

At year-end, the Corporation’s Board of Directors
approved a new corporate brand name, Tarion I I ( I N

Warranty Corporation, Wthh Wlll be launched PROTECTING ONTARIO’S NEW HOME BUYERS

early in 2004. This decision followed extensive
stakeholder consultation and market testing
which confirmed that the Tarion name, logo and
tagline (far right) better reflect the Corporation’s
vision to become a modern customer-focused
business dedicated to protecting Ontario’s new

home buyers.




Important Progress

Made During 2003

15000

Visits

A new easy to navigate Corporate web site was implemented with
relevant information for consumers and builders, and by year end,
this web site was receiving more than 15,000 visits per month.

13,000

phone calls

A new state-of-the-art Contact Centre was launched that will become
the single point of contact for all telephone, fax, e-mail and written
enquiries to the Corporation. By year end, this new centralized facility
was averaging more than 13,000 inbound telephone calls per month.

INNEW

performance guidelines

In co-operation with the Ontario home building industry, Construction
Performance Guidelines were developed and implemented to provide
practical information to consumers and builders on warranty items
in dispute.

service standards

New statutory after-sales service standards were also developed in
cooperation with the industry for all new home buyers in Ontario,
and automated systems were implemented to monitor compliance

by builders with these standards.

2X

deposit amounts

Deposit Coverage for purchasers of freehold homes was doubled
from $20,000 to $40,000.

education sessions

A Training Program for builders was launched with a focus on
customer service issues and the new consumer policy changes being
implemented. More than 2,000 builders and their staff attended
35 educational sessions across Ontario.

30

new arbitrators

A new Builder Arbitration Forum was established for builders
to appeal rulings made by the Corporation, and a roster of
30 arbitrators was recruited and trained.

NNEW

technology strategy

A strategy was implemented to replace existing legacy systems

in our Information Systems area with PeopleSoft, a modern best-
in-class suite of integrated software applications that will greatly
improve the speed, flexibility and accuracy of our business processes.

INNEW

electronic files

All documents for new home enrolments received after October 1
are now scanned into electronic files resulting in enhanced internal
work processes and improved customer service.
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Messages

to Our Stakeholders

Al Libfeld

The past year has been one of tremendous progress at
the Ontario New Home Warranty Program. So much has
been accomplished to revitalize the organization and
enable it to operate with greater efficiency and a height-
ened customer focus.

At the end of fiscal 2002, the Board gave final
approval to Project Simplify, the Warranty Program’s
joint initiative with the Ontario Home Builders’
Association to improve the complaint, conciliation and
claims processes. As you’ll read in the following pages,
all the elements of Project Simplify were implemented in
2003 - the Construction Performance Guidelines, the
minimum Customer Service Standard, and the Builder
Arbitration Forum. The benefits of these new policies
are already being realized: builders are reporting greater
ease in managing new home buyers’ expectations, and
home buyers are gaining a better understanding of the
warranty process and their rights and responsibilities.

Several significant operational efficiencies were
achieved last year as well, as part of our three year
strategic plan, Mission Excellence. These will continue
to pay off exponentially over the coming years.

I would like to commend the Warranty Program
staff for their truly remarkable commitment and endurance
in 2003. Their efforts were critical to our successes. I
would also like to applaud our President and CEO, Greg
Gee, for his continued outstanding leadership and vision.

When I and my fellow Board members invited Greg to
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From the Chairman of the Board

lead the transformation of the Warranty Program, we
had great faith in his ability. Over the past two years, he
has clearly demonstrated that our faith was well-founded.

Finally, I want to mention some changes to our
Board of Directors. At our Annual Meeting, we said
goodbye to Joyce Feinberg and Larry Szpirglas — two
Directors who made outstanding contributions to the
Board over many years. In addition to regular Board
commitments, both Joyce and Larry had served on
special Board Committees in recent years that have
contributed much to the current change initiatives at the
Corporation. I also want to welcome two new Directors
- Karen Kinsley, President & CEO of Canada Mortgage
and Housing Corporation, and Karen L. Girling, a
senior communications strategist. In addition, I want to
offer my thanks to all members of the Board for their
input and support for our management team during a
very ambitious year of strategic change. By working
together, much was accomplished during 2003.

As I prepare to relinquish my position as Chair of
the Board in April, I look back with pride on what has
been accomplished — and look forward with great anticipa-

tion to the continuing evolution of the Warranty Program.

1

//
Al Libfeld
Chairman of the Board



Gregory W. Gee

The Corporation had a very successful year in 2003. Our
Business Plan focused on the implementation of a number
of key strategic initiatives to rebuild and modernize the
organization. I am pleased to report that our management
and employees met each of our objectives for the year on
time and on budget.

The operating results for the year demonstrate that
the Corporation continues to be in a strong financial
position. Enrolments numbered 72,075, representing an
11 percent decrease from 2002, however, 2003 volumes
were the second highest number of enrolments in our 27-
year history. Revenue for the year was $47.8 million, a
22 percent increase over the prior year due to continued
high enrolments, and favourable investment results. Assets
increased by 12 percent to $218.7 million. Total Surplus
increased by 10 percent to $63.3 million, of which $46.0
million represents Appropriated Surplus set aside to volun-
tarily meet regulatory standards. Our favourable financial
results come as a result of prudent fiscal management
and a continued strong home building industry in Ontario.
The strength of our reserves should give confidence to
both consumers and home builders that the Corporation
will be able to meet future foreseeable claims.

During the year, the Corporation put in place a
series of policy improvements developed in co-operation
with the Ontario Home Builders’ Association. We also
implemented a number of important elements of our 3-
year strategic plan to modernize the organization. Most
importantly, we identified and began to implement a new

technology platform to replace our existing legacy

From the President & Chief Executive Officer

systems. These changes have established a good long-term
foundation for improved service delivery for consumers
and builders.

The aggressive transformation of our business has
required a major cultural shift across the six offices
in Ontario that comprise our organization. I want to ac-
knowledge the hard work and commitment demonstrated
by all of our employees over the past year. They have
shown extraordinary adaptability, flexibility and enthusi-
asm as we renew and transform the organization.

I want to thank each member of our Board of
Directors for their guidance and support during a year
of accelerated change. The Board made a number of
significant decisions during the year that will have long
term implications for the organization. I also want to
particularly thank Chairman Al Libfeld who is scheduled
to retire at our forthcoming Annual Meeting. Al will
have served on the Board for nearly 15 years, and has
been Chairman of the Board for the past 5 years. His
strong leadership and enthusiastic support for the organiza-
tion and our many change initiatives has been exemplary.
His active participation on the Board will be missed.

We made significant progress during 2003. Congrat-
ulations to all those associated with the Corporation for
their strong effort — each one should feel very proud of

our achievements.

President & Chief Executive Officer
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* Operational

Review

In 2003, the Ontario home building indus-
try had another remarkable year, recording

the second highest number of enrolments
in the 27-year history of the Warranty
Program: 72,075 housing units.

Despite the pace set by the industry,
the Warranty Program made important
improvements in all areas of its operations
to clarify and simplify the warranty process
for consumers and home builders.

Ontario New Home Warranty Program Annual Report 2003 5



“New home enrolments
continued at near-record
pace in 2003. Freehold
possessions were up
10 percent and condo-
minium occupancies
were up 25 percent in

the year.”

Patty Lutz
Manager, Customer Service

Condominium Office




Warranty

Services

Role

All new homes built in Ontario are covered under the
terms of a statutory warranty provided by the builder.
When a builder becomes bankrupt or insolvent, or is un-
willing to fulfill their warranty obligations, the Warranty
Program steps in to settle claims covered under warranty
directly with the homeowner. Warranty coverage extends
for one, two and seven years.

The Warranty Services Department is responsible
for ensuring that builders comply with their warranty
obligations. The majority of warranty complaints relate
to alleged defects in work or materials in the construction
of a new home. If there is an issue that cannot be resolved
between a homeowner and builder, a conciliation may
be requested by the homeowner. The conciliation may
include an inspection at the home, during which a
Warranty Representative meets with the homeowner and
the builder, and determines whether the items at issue
are covered under the terms of the statutory warranty.

There is a unique conciliation process for the common
elements of a condominium, which are owned by the
condominium corporation. The condominium corporation
is required to notify the Warranty Program of all
suspected deficiencies by the 11th month of construction.
Warranty Representatives then work with the builder to
resolve all of the items — which can number over 1,000 —
and to facilitate negotiations between the builder and the

Board of Directors of the condominium corporation.

A Five-year View

In addition to managing conciliations, Warranty
Representatives also provide technical advice to home-
owners and builders and may be called upon to inspect
repairs, to assess the value of warranty claims to establish
claims reserves, and to work with contractors to facilitate
repairs or to cash settle with homeowners. In addition,
Warranty Representatives regularly provide evidence on
behalf of the Warranty Program at hearings before the
Licence Appeal Tribunal of Ontario. They work from six
regional offices across the province — Brampton, London,
Newmarket, Ottawa, Sudbury and Thunder Bay.

2003 Activity
At year-end, the number of homes under warranty in
Ontario totaled 403,246. During 2003, 2,970 homes had
conciliations or claim inspections, which represents an
increase of 11 percent over the previous fiscal year. This
increase can largely be attributed to the exceptionally high
number of new home enrolments received during the prior
year, which was a record year for housing starts in Ontario.
In 2003, the Warranty Program had 1,119 homes with
claims, which were paid directly to homeowners whose
builder was unable to meet their warranty obligations
(largely due to bankruptcy or insolvency). This represents
an increase of 13 percent over 2002 caused by a series of
large builder insolvencies. However, the total value of these
claims fell to $7.4 million this year from $9.2 million in
2002, indicating a year-over-year reduction in the average

cost of individual claims.

2003 2002 2001 2000 1999
New homes under warranty (including condominiums) 403,246 360,867 321,268 286,937 258,302
Claims Resolution Data
Homes with conciliations/claim inspections 2,970 2,670 2,293 1,823 1,692
Homes with conciliations/claim inspections per 1,000 homes 45 45 42 36 37
Homes with claims 1,119 992 760 763 972
Homes with claims per 1,000 homes 17 17 14 15 21
Claims paid ($ million) 7.4 9.2 7.7 7.4 5.2
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“The fast-track renewal
process continues to be a
big hit with builders and a
major process improvement
for the Warranty Program.
Low volume builders with
excellent performance and
credit histories can now ex-
pect a 24 hour turnaround

on registration renewals.”

Kevin Brodie

Senior Financial Analyst




Licensing

and Underwriting

Role

The Licensing and Underwriting department manages
builder licensing and renewals, the enrolment of new
housing units under the Onzario New Home Warranties
Plan Act, and the financial risk associated with under-
writing a builder’s warranty obligations.

The licensing process allows the Warranty Program
to ensure that only builders capable of meeting their
warranty obligations to homeowners are registered.
Prospective builders must submit corporate and financial
information along with details of their builder experience
to show that they will be financially responsible, will
carry out their undertakings with integrity and honesty,
and that they have sufficient technical competence to
consistently perform their warranty obligations.

The Warranty Program may also require prospective
builders to complete written examinations on their tech-
nical competence to perform the warranties if there is any
doubt based on their application. Where the Warranty
Program is not satisfied that the builder meets the require-
ments, registration may be refused or the builder may be
registered with strict conditions. For example, a builder
may be limited to the construction of a certain type
of dwelling (for example freehold homes only and not
condominiums), or limits may be placed on the number
of homes that the builder may construct. Registrations
must be renewed on a yearly basis, which allows the
Warranty Program to re-assess builders’ qualifications

on an ongoing basis.

A Five-year View

The underwriting process allows the Warranty
Program to obtain from builders security to ensure that
the Guarantee Fund from which warranty claims are paid
is protected, while at the same time keeping the financial
costs to the building industry low. The Ontario New
Home Warranty Program currently holds more than one
billion dollars in builder security. The Licensing and
Underwriting Department determines the level of financial
risk posed by a registered builder based on a number of
factors including the builder’s size, tenure, business and
technical skills, financial strength, project type, historical

building and service performance, and claims information.

2003 Activity

Despite a lower volume of overall housing starts, the
number of builders and vendors seeking licenses continued
its upward trend, with 5,150 registrations last year —

a 5 percent increase from 2002.

72,075 new homes and condominium residences
were enrolled — an 11 percent decrease from 2002. The
decrease can largely be attributed to lower condominium
unit construction which decreased by 30 percent, while
freehold home enrolments were down only 5 percent.

The Warranty Program refused or revoked the regis-
tration of 94 builders and vendors in 2003, based either
on poor performance, a history of adverse claims or a

breach of registration terms and conditions.

2003 2002 2001 2000 1999
Annual Enrolments
Freehold homes 57,680 60,664 51,039 49,046 45,376
Condominium units 14,395 20,440 14,974 13,858 12,231
Total 72,075 81,104 66,013 62,904 57,607
Builder/Vendor Registrations
Registered Builders/Vendors 5,150 4,907 4,770 4,743 4,963
Licence Refusals/Revocations 94 97 110 89 99
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“The role of the Enforcement
Group is centered primarily
on protecting consumers
from rogue builders, while
preserving the reputation
of legitimate builders who
operate with integrity and
play by the rules. In 2003,
we stepped up our enforce-
ment activities and saw
significantly higher convic-
tions as a result — over 560
builders were convicted of
illegal building activity and
more than $422,000 was

levied by the courts in fines.”

David Roberts

Enforcement Manager

NN




Enforcements

Role
The Enforcement Group works on behalf of registered
builders and consumers, investigating illegal building
activity across Ontario. Illegal building includes failing
to enroll a home and/or acting as a vendor or builder
without being licensed under the Ontario New Home
Warranties Plan Act. Ontario Courts may impose fines
of up to $100,000 for illegal building. In addition, they
may imprison convicted offenders for up to one year.
The Warranty Program employs a team of eight
former police officers who act as field enforcement
specialists. The investigators partner with municipalities,

building officials, homebuilder groups and other asso-

ciations to track down illegal building across the province.

The Law Department at the Warranty Program also
works closely with the Enforcement Group in prosecuting

illegal building activity.

A Five-year View

2003 Activity
In 2003, the Warranty Program adopted tougher enforce-
ment measures to identify and prosecute illegal builders.
New investigations, which totaled 700, increased 41 per-
cent over the previous year. Convictions rose 73 percent
and resulted in court fines of more than $422,000 for the
offenders. By aggressively pursuing builders who failed
to enroll housing units, the Warranty Program was able
to secure 3,929 post-investigation enrolments and over
$1.9 million in related enrolment fees.

In an effort to more widely publicize builder offences,
last year the Warranty Program began making details of
offender activity available through its new web site and

in its quarterly newsletter The Warranty Files.

2003 2002 2001 2000 1999
New investigations 700 498 441 377 515
Charges laid 831 556 370 339 386
Convictions 560 324 337 190 208
Fines levied ($) 422,000 203,000 330,000 140,000 120,000
Homes enrolled after investigation 3,929 3,435 908 514 654
Related enrolment fees ($) 1,900,000 1,684,000 540,000 320,000 400,000
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“Two issues that were exten-
sively covered by the media
highlight our commitment
to protecting consumers in
2003. With the full support
of the building industry and
the provincial government,
the Warranty Program was
actively involved in protect-
ing the rights of one large
group of purchasers in one
development, and the safety
of another group of home-
owners who had recently

moved into their homes.”

Kevin Macintosh
Director, Government and

Industry Relations




Industry

Issues

Two principal events in 2003 highlighted the role of the
Ontario New Home Warranty Program as a customer-

focused organization prepared to protect new home buyers.

Enforcing Contractual Commitments

When the Agreements of Purchase and Sale for a number
of buyers of a large Toronto area builder were terminated
following construction delays, the Warranty Program
stepped in.

The builder was relying on a provision in the purchase
agreements, required by statute, that allows for agreements
to be terminated when construction has been delayed for
240 days, provided certain conditions are met. The provi-
sion was intended to protect both builders and consumers
in the event that construction was unduly delayed for
reasons beyond the builder’s control. On termination, the
provision contemplated that the new home buyers would
be returned their deposits and be free to purchase another
home. Its application in this instance, however, was unfair
to new home buyers as the real estate market had risen
sharply. The return of the deposits would not have placed
the homeowners in a position to purchase a home similar
to what they had originally contracted for.

Through June and July 2003, the Warranty Program
worked closely with the building industry, government
officials, consumer protection groups, the affected home-
owners and the builder in an effort to resolve the situation.
Ultimately, the builder restored all previously terminated
purchase agreements and agreed not to send out further
termination notices to other new home buyers that may
have been in a similar situation. The Warranty Program’s
involvement was well received by the building industry

and the homeowners.

Protecting Ontario Homeowners

In May 2003, the Warranty Program learned that defec-
tive concrete from a particular supplier had been used
in the construction of a number of homes in Brampton,
Vaughan, Markham, Aurora, Richmond Hill and Toronto.
The concrete, which had been used in basement floors,
foundations, footings and detached garages had begun
showing signs of premature deterioration. Following an
intensive review of the facts and affected sites, it was
determined that 16 builders had been supplied sub-stan-
dard concrete, affecting upwards of 100 homes.

To ensure homeowner safety and that repairs would
be completed expeditiously, the Warranty Program
assumed coordination of the extensive repair process. A
Special Project Team was struck that included senior
Warranty Program staff, public relations, legal and engi-
neering experts. Earth Tech Canada, an internationally
recognized engineering firm, was retained to advise the
Warranty Program and to assist builders and contractors
in prioritizing repairs and ensuring that repair work was
completed according to appropriate engineering and
safety standards. Repair work continued through late fall
and winter of 2003.

Two principal events in 2003 highlighted
the role of the Warranty Program as a
customer-focused, flexible enterprise — one
that is able to address serious issues

with a single home or multiple homes in

a large development.
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Key Strategic
Initiatives

In 2003, Ontario maintained its position
as one of the most active housing markets
in North America. Nearly 40 percent of all
new home construction in Canada in 2003
took place in Ontario. At year-end, the
number of homes in this province under
warranty had reached 403,246.

To help builders better manage con-
sumers’ increasing expectations, and to
improve the organization’s service to con-
sumers and builders, last year the Warranty
Program launched a number of important
new initiatives as part of its three year
strategic plan. After just one year of this
implementation plan, the Corporation’s
transformation to a modern, customer-
focused enterprise is well underway.

Ontario New Home Warranty Program Annual Report 2003 15



In 2003, the Warranty Program implemented

a number of guidelines and standards to clarify
warranty coverage and the warranty claims
process for both home buyers and builders.
The Corporation also sought to improve
customer service through adoption of modern
business tools and practices that would make
it more responsive and accessible to both home
buyers and builders. These objectives are some
of the fundamental elements of a three-year
strategic plan comprised of external policy
changes and updates to internal infrastructure.




Construction
Performance Guidelines

Builder Arbitration Forum

The Warranty Program introduced a set of Construction
Performance Guidelines in 2003 which were met with
tremendous enthusiasm by both new home buyers and
builders. The Guidelines were developed in co-operation
with the Ontario Home Builders’ Association together
with various trade and industry groups, and have turned
out to be one of the most important changes ever intro-
duced by the Corporation. The objective of producing the
Guidelines is to provide transparency and eliminate frus-
tration among home buyers and builders with regard to
warranty issues.

The Guidelines do not establish new construction

standards. Instead, they are a handy reference guide that

outlines in ad-
vance how the
Warranty Program
will rule on over
240 warranty
service issues
when there is a
dispute between

a builder and a
homeowner. They
have become a
popular area of

the Warranty

Program web site

where consumers
can quickly search for a particular item to find answers
about construction performance and warranty coverage.
Many builders also rely on them and bring a copy of

the Guidelines with them when making service calls

to homeowners.

Working with the Ontario Home Builders” Association,
the Warranty Program successfully established a fair, fast
and affordable process through which a builder may
challenge a decision made by the Warranty Program —
without jeopardizing their registration. This replaces the
former process, under which a builder would risk losing
their license if they lost an appeal and had refused to
make a repair.

Launched in April, the Builder Arbitration Forum
gives builders access to a roster of 33 trained and
independent arbitrators who mediate disputes, with
the authority to decide whether disputed items are
warrantable, whether a conciliation is chargeable, and
whether the repair costs paid by the Warranty Program
on a claim are reasonable. A nominal fee is payable by
a builder who accesses the hearing process. In 2003, four
arbitrations commenced: two were settled or withdrawn
and two proceeded to hearing. Decisions are posted on
the Warranty Program web site and publicized in the

corporate newsletter.

“The tone of a conciliation inspection
changed considerably after the
Construction Performance Guidelines
were launched in April. Previously, there
were often cases where a homeowner
and a builder just couldn’t agree on
what was acceptable in terms of work-
manship, so an inspection could be quite

confrontational and frustrating for all

parties. The Guidelines offer common

ground for discussion about what is and

isn’t covered under warranty.”

Chad Foreshew

Manager, Technical Services
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Minimum Customer
Service Standard

Builder Training

The Warranty Program introduced a new Customer
Service Standard that takes effect for all homes with a date
of possession on or after October 1, 2003, and defines a
minimum level of service that all Ontario home buyers can
now expect to receive from their builders. It lays out for-
mal procedures and fixed timeframes that serve to minimize
disputes between builders and buyers. Specifically, the
Customer Service Standard requires the following:

Pre-Delivery Inspection

All builders must conduct a standard pre-delivery inspec-
tion (PDI) for all new homes on or before the date of
possession. Previously, the PDI was optional at the discre-
tion of each builder. Missing, incomplete or damaged
items are to be noted on a Warranty Program-approved

PDI Form by the home buyer.

Homeowner Information Package
On or before the date of the PDI, all builders must supply
their customers with a standard Homeowner Information

Package published by the Warranty Program. This book-

T let encourages homeowners
to work with their builder to
resolve issues, and provides

a complete summary of new

Homeowner

home warranty coverage and

step-by-step instructions for

making warranty service re-
quests. There are separate
versions of this material for

purchasers of freehold and

condominium residences.

Fixed Timeframes

Timelines clarify when and how homeowners must re-

quest warranty service, the length of time builders have

to service these requests, and the circumstances under

which the Warranty Program will become involved.
While many builders already exceed these minimum

standards, the Customer Service Standard helps to ensure

all customers receive an adequate level of service.
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To communicate the requirements of the new Customer
Service Standard, the Warranty Program undertook an
extensive builder training program delivering a total of
35 workshops across the province throughout the summer
and early fall. Close to 2,000 builders and their staff
attended, participating in group lectures, discussions and
exercises, and identifying best practices through case
studies. A video based on the workshop was also created
and every builder received a free copy to use as a employee

training tool.

“Through the builder training, we were
able to present the current best practices
in customer service, show how it could
be applied to our industry and help
builders understand how to effectively
manage a variety of customer situations.
The feedback we received from builders

was extremely positive, and many re-

quested that we provide seminars to their

entire customer service staff.”

Wendy Skyba, Warranty Representative




Contact Centre

Improved Web Site

One of the Warranty Program’s key objectives last year

was to become more responsive to customers. To meet
this objective, in March the development of a new
centralized Contact Centre had begun. This facility will
in due course become the single point of contact for
all telephone, mail, fax and e-mail inquiries. Routine
questions are now answered immediately by the fully
trained staff of the Contact Centre. Queries requiring
further discussion or technical input are referred to the
appropriate Regional Office, where a Customer Service
Representative is assigned to the homeowner’s or
builder’s file.

In the three-month period ended December 31, the
Centre handled a total of 32,500 phone calls, 55 percent
from consumers and 20 percent from vendors or builders.

When the Contact Centre is fully operational, our
staff will be able to log calls directly into an electronic file
enabling our staff to have instant access to homeowner
and builder files regardless of whether they are in their
office or out in the field.

One of the most important changes made last year was
the implementation of a new “best in class” web site for
the Warranty Program which has been described as very
informative and easy-to-use by both builders and home-
owners. It contains a wide array of resources including
answers to frequently asked questions, details about
warranty coverage as well as a copy of many forms and
documents which can be easily downloaded. The Find

a Builder section provides several pieces of key information
including 10 years of possession, chargeable conciliation
and claims information for every registered builder in the
province. It replaces the controversial Builder Rating
System suspended last April due to concerns that the
Ratings were confusing and misleading.

In just eight months after the new web site was
launched, visits increased significantly: 200,000 visitors
logged on — many to view the Find a Builder section,
to access the Construction Performance Guidelines, or
to download the PDI checklist.

New functionality is planned for the future and the
vision for the web site is that eventually, it will become a
key resource for both buyers and builders to do business

with us via the Internet.

“Our commitment to providing excellent
customer service is reflected in our
improved web site, which delivers a
modern information portal to more

effectively communicate with consumers

and builders, including quick and easy

functionality and reader-friendly, down-
loadable publications about warranty

coverage in Ontario.”

Erick Ortega, Manager, Technology
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Electronic File Management

Brand and Reputation
Management

Throughout much of the year, the Warranty Program
worked diligently to begin upgrading its technology
infrastructure. The aim was to prepare for the flood of
new documents that would be received from builders
and consumers beginning in October when the new
Customer Service Standard was implemented.

After thorough research, advanced electronic file
management software was purchased from PeopleSoft and
implemented for all new enrolments after October 1st.
The imaging and character recognition capability of this
technology allows documents to be scanned and inputted
into the system without any need for manual data entry.

While the initial transition period to electronic files
proved challenging given the volume of documentation
flowing into the Warranty Program — close to 60,000
documents were submitted between October 1 and year
end — the system is now becoming fluid and is being used
to process over 25,000 documents per month. Over the
coming year, as more forms are processed electronically,

the Warranty Program will achieve greater operational

speed and flexibility than ever before.
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To begin addressing its reputation issues, the Warranty
Program launched a full-scale campaign to raise aware-
ness about its mandate under the Ontario New Home
Warranties Plan Act.

The campaign included consumer-targeted advertise-
ments which ran in 12 major daily newspapers across the
province and in industry magazines. The ads explained
the Corporation’s role in the home building industry,
outlined the benefits of several new policies and invited
purchasers and homeowners to visit the Corporation’s
new web site or call its Contact Centre for more informa-
tion. Warranty Program staff also interacted directly
with over 5,000 consumers through participation in the
National Home Show and by holding various educational
consumer seminars throughout the year.

During media interviews conducted throughout the
year, Warranty Program President and its CEO Greg Gee
highlighted the Corporation’s mandate and progress
toward becoming a more modern and customer-focused
organization. He also made numerous presentations to
home builders and industry conferences. In addition, a
newsletter known as “The Warranty Files” was developed
to keep builders and government stakeholders up-to-date
about industry developments and trends, including the

Corporation’s renewed focus on enforcement activities.

“Historically, consumers have not really
understood that they will receive a
comprehensive warranty if they buy a
new home. We’re working hard to
change that and our research has con-
firmed that consumer awareness about

warranty coverage is improving.”

Janice Mandel

Vice President, Corporate Affairs




Culture Change

To help facilitate the major changes undertaken by the
Warranty Program, important new Human Resource
programs were developed to support the Corporation’s
staff and advance its culture change.

A new integrated performance management and re-
ward system was introduced during the year, which for
the first time, gives all employees the opportunity to earn
an incentive bonus. The new program rewards employees
for achievement of a combination of corporate, depart-
mental and individual goals, which are established for
each employee at the beginning of the year based on the
annual Business Plan of the Corporation.

A new employee award was also awarded for the
first time in 2003. Named after a distinguished former

Honesty & Integrity

Teamwork

Continuous Improvement

Cost Management

board member who took a particular interest in the
Corporation’s employees, the Ralph Lewis Award recog-
nizes employees who have consistently gone beyond the
parameters of their job to deliver on the Corporation’s
Business Values during the year. Up to three Ralph Lewis
Award winners will be chosen every year, and they will
each receive an inscribed memento, as well as a cash award.

In addition, the Business Values Team introduced
behavioural descriptions to complement each of the seven
Business Values which were launched in 2002. These de-
scriptions were developed to help employees understand
how to put the Business Values into action in their day-
to-day behaviour.

Efficiency

Service Excellence

Corporate Pride
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Community

Involvement

Each year, the Warranty Program seeks to support organizations that make a positive

difference in communities across Ontario. In 2003 the Corporation participated in

fundraising activities benefiting The Children’s Wish Foundation of Canada and

The United Way.

Through annual events like the Warranty Program’s
Charity Golf Tournament, the Corporation has raised
more than a quarter of a million dollars for the Children’s
Wish Foundation of Canada. In 2003, the generosity of
tournament participants, including valued industry and
business partners, helped raise more than $48,000.

Established in 1987, The Children’s Wish Foundation

of Canada is an organization dedicated to working with

the community to provide children with high-risk, life
threatening illnesses the opportunity to realize their most
heartfelt wish.

The Warranty Program’s history of supporting chari-
table organizations that focus on improving the lives of
Canadians has made it an active participant in their efforts

and successes.

Through the support of organizations like the Warranty Program, the Children’s Wish Foundation of Canada has helped grant wishes to children with life-
threatening illnesses. One child is three-year-old Jessyka, who realized her wish for a swimming pool at her home.
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Builder Awards

for 2003

Ernest Assaly Ontario Builder of the Year Awards

The Ernest Assaly Awards recognize new home builders
who strive to achieve exceptional customer service and
builder excellence. Established in 1990, they are named
after the Warranty Program’s first Chair, the late Ernest W.
Assaly, a distinguished Ottawa-area builder.

Participation in the awards is by invitation only and
is based on a builder’s customer service record with the
Warranty Program. In 2003, 363 builders were invited
to participate, representing the top 10 percent of builders
in Ontario.

Participants are evaluated through random home-
owner surveys and builder interviews conducted by an
independent research firm. In addition, site inspections
are completed by the Warranty Program. Ontario Builder
of the Year winners are then selected in three categories:
Small Volume Builder (10-74 possessions), Large Volume
Builder (75 or more possessions), and High-Rise Builder.

The winners are highlighted below.
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Small Volume Category

Swank Construction Limited, Iroquois

Swank Construction Limited of Iroquois builds homes in
the Dundas, Leeds & Grenville County areas.

“We pride ourselves on being responsive to our custom-
ers, and on making sure they are happy and satisfied
with their homes. It is a real honour to have our efforts
recognized by receiving this prestigious award from the
Warranty Program.”

Henry Swank, Company Principal

Large Volume Category

Land Ark Homes, Ottawa

Land Ark Construction builds two-storey and bungalow-
style homes in Stittsville, Kanata and Ottawa, and also
won the Ontario Builder of the Year award in 2002.

“We are extremely pleased to receive an Ontario Builder
of the Year award. We are committed to treating our cus-
tomers the way we would want to be treated if we were
buying a new home.”

Stephen Rolston, President

High-Rise Builder
The Daniels Corporation, Toronto
The Daniels Corporation builds condominiums and single

family homes in the Greater Toronto Area.

“Our company focuses on continually improving the way
we deal with our customers, so we are extremely proud
to have won this year. We approach every homeowner
concern as an opportunity to reinforce our commitment
to service excellence.”

Mitchell Coben, President
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Financial

Statements

The Corporation continued to maintain
a very sound financial position in 2003.
Despite the high enrolments and related
activity over the past two years, the
Corporation’s operating expenses remained
relatively flat. These numbers confirm
that the Corporation is operating on a
financially sound basis, and is well posi-
tioned to support policy initiatives and
infrastructure improvements that will be
implemented over the next several years.

Ontario New Home Warranty Program Annual Report 2003 25



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, 2003 and the statements of
operations, surplus and cash flows for the year then ended. These financial statements are the responsibility 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 mis-
statement. 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, 2003 and the results of its operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

The financial statements as at December 31, 2002 and for the year then ended, prior to adjustment for the change in
accounting policies for warranty liabilities and provisions for amounts recoverable from builders as described in Note 2, were
audited by other auditors who expressed an opinion without reservation on those statements in their report dated February 19,
2003. We have audited the adjustments to the 2002 financial statements and in our opinion, such adjustments, in all material

respects, are appropriate and have been properly applied.

Qeloitle_o t owcla LAP
Deloitte & Touche LLP Toronto, Ontario
Chartered Accountants February 27, 2004

Actuary’s Report

To the Directors of Ontario New Home Warranty Program
I have reviewed the warranty liabilities of Ontario New Home Warranty Program for its balance sheet as at December 31, 2003
in 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 warranty obligations, and the financial

statements fairly present the results of the review.

v Chrcatea
s K. Christie Toronto, Ontario

Fellow, Canadian Institute of Actuaries February 27, 2004
Ernst & Young LLP
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Balance Sheet

December 31, 2003 ($ thousands)

Assets

Cash

Investments (Notes 4 and 7)

Accrued interest and accounts receivable
Prepaid expenses and other assets
Capital assets, net (Note 5)

Amounts recoverable from builders

Liabilities

Warranty liabilities (Note 6)

Funds held as security (Note 7)
Accounts payable and accrued charges

Employee future benefits liabilities (Note 8)

Contingencies, Commitments and Guarantees (Note 9)

Surplus

Appropriated surplus (Note 3)
General surplus

Approved by the Board

1

Al Libfeld, Chair and Director

2003 2002
(Restated — Note 2)

$ 1,696 $ 1,151
209,720 188,797

1,664 1,464

528 267

3,154 1,827

1,979 1,709

218,741 195,215
129,960 120,340

17,943 12,337

6,728 4,637

819 427

155,450 137,741

46,000 46,000

17,291 11,474

63,291 57,474

$ 218,741 $ 195,215

v

Dick Brouwer, Treasurer and Director
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Statement of Operations

Year ended December 31, 2003 ($ thousands) 2003 2002
Revenue (Restated — Note 2)
Home enrolment fees earned, net of refunds $ 34,802 $ 30,539
Builders’ registration and renewal fees 1,881 1,799
Investment results

Interest and dividends 8,091 7,550

Gain (loss) on sale of investments 3,431 (213)

Investment fees (385) (485)
Total revenue 47,820 39,190
Expenses
Claims incurred (Note 6) 14,629 4,760
Salaries and benefits 14,352 12,344
General and administrative 10,718 8,222
Legal 1,226 942
Legal cost recovery from Hawkesbury - (1,075)
Depreciation and amortization 1,078 1,181
Total expenses 42,003 26,374
Excess of revenue over expenses for the year $ 5,817 $ 12,816
Statement of Surplus
Year ended December 31, 2003 Appropriated General Total
($ thousands) 2003 2002 2003 2002 2003 2002
Surplus, beginning (Restated — (Restated —

of year (Note 3) Note 2) Note 2)

$ 46,000 $ 32,000 $ 11,474 $§ 12,658 $ 57,474 $§ 44,658

Current year’s appropriation - 14,000 - (14,000) - -
Excess of revenue over

expenses for the year - - 5,817 12,816 5,817 12,816
Surplus, end of year $ 46,000 $ 46,000 $ 17,291 $ 11,474 $ 63,291 $ 57,474
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Statement of Cash Flows

Year ended December 31, 2003 ($ thousands)

Net inflow (outflow) of cash related to the following activities
Operating
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 (increase) in prepaid expenses and other assets
Increase in funds held as security
Increase in accounts payable and accrued charges
Increase in employee future benefits liabilities
Decrease (increase) in amounts recoverable from builders

Increase in warranty liabilities
Cash provided by operating activities

Investing
Proceeds from sale and maturity of investments
Purchase of investments

Purchase of capital assets
Cash used in investing activities

Net increase in cash during the year
Cash, beginning of year

Cash, end of year

2003 2002
(Restated — Note 2)

5,817 12,816
1,078 1,181
(3,431) 213
3,464 14,210
(200) 312
(261) 15
5,606 1,459
2,091 2,154
392 234
(270) 248
9,620 5,422
20,442 24,054
87,313 85,931
(104,805) (109,300)
(2,405) (660)
(19,897) (24,029)
545 25
1,151 1,126
1,696 1,151
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Notes to Financial Statements

December 31, 2003 ($ thousands)

Note 1 Program Operations

The Ontario New Home Warranty Program (the “Program”) was designated in 1976 by the Government of Ontario to admin-
ister the Ontario New Home Warranties Plan Act (the “Act”) on behalf of builders of new homes in Ontario. The objectives

of the Act include consumer protection, builder regulation and providing consumers and builders with 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, related investigation costs and other administrative costs related to its responsibilities in
administering the Act. Warranty protection is specified in the Act and includes providing to consumer purchasers of new homes

warranties in respect of:

®* loss of deposit if a builder cannot or will not complete the sale of a home, through no fault of the home buyer;
= gpecified 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 adopts certain accounting requirements of the Office of the Superintendent of Financial
Institutions Canada (“OSFI”) for property & casualty insurance companies in Canada. These accounting requirements are in

accordance with Canadian generally accepted accounting principles.

Change in Accounting Policy

In 2003, the Program changed its method of accounting for warranty liabilities to incorporate certain practices recommended
by the Canadian Institute of Actuaries. The OSFI mandated that these practices be introduced in 2003 by the property and
casualty insurers it regulates. The Program chose to adopt the same practices. The Program has applied the change retroactively
in these financial statements, which involves restating prior year amounts.

The aforementioned practices involve the discounting of warranty liabilities, by the yield anticipated on investments to
reflect the time value of monies held for the periods between the incurrence and the settlement of liabilities, and the addition
of provisions for adverse deviations in investment yields and in settlement costs.

In recomputing and restating warranty liabilities for prior periods the Program has eliminated provisions against amounts
recoverable from builders that had previously been included in warranty liabilities. The Program is now presenting such provi-
sions as a reduction in amounts recoverable from builders.

The impacts of restating amounts as at January 1, 2002 are to decrease warranty liabilities by $1,723, decrease amounts
recoverable from builders by $3,043 and decrease general surplus by $1,320. The corresponding changes at December 31,
2002 are a decrease in warranty liabilities of $1,232, a decrease in amounts recoverable from builders of $2,791 and a decrease

in general surplus of $1,559. Claims incurred in 2002 are increased by $239.
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The impacts of restating amounts at December 31, 2003 are to increase warranty liabilities by $1,333, decrease amounts

recoverable from builders by $1,521 and decrease general surplus by $2,854. Claims incurred in 2003 are increased by $1,295.

Revenue recognition
Home enrolment fees are remitted by builders during the year. These fees, net of refunds, are 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 warranty liabilities. If claims experience indicates that home enrolment
fees collected will not be sufficient to discharge related liabilities, a provision for premium deficiency is included in the war-
ranty liabilities.

Builders’ registration fees are recorded as revenue upon registration and renewal fees are recorded as revenue in the year in

which they are due.

Warranty liabilities

The warranty liabilities are estimates of future warranty costs and related investigation and 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. The warranty period is seven years and accordingly, significant periods
of time can elapse between the incurrence of claims liabilities and their payment. Accordingly, the estimation of the liabilities
involves significant measurement uncertainty.

The liabilities are discounted to reflect the time value of money over the periods between claims incurrence and settlement
and provisions for adverse deviation are added to allow for the inherent measurement uncertainty that arises because actual
investment yields may differ from the discount rate and actual settlement may occur at amounts that differ from expected set-
tlement results.

Claims incurred include claims paid, claims recoveries and the changes in the provisions for claims reported and in process
and for anticipated claims.

Claims recoveries include amounts recovered from builders on claims incurred during the year and changes in the estimate
of amounts recoverable from builders on outstanding claims. As at December 31, 2003, estimated amounts recoverable from

builders on outstanding claims are included as an asset of the Program.

Investments
Certificates of deposit with financial institutions, treasury bills and bankers’ acceptances are stated at cost. Bonds are stated
at cost. Discounts or premiums on purchase are amortized over the term of the investment. Common and preferred shares
are carried at cost.
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.

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
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Employee future benefits

The Program accrues its obligations under employee benefit plans and the related costs, net of plan assets. The cost of pensions
and other post-employment benefits earned by employees is actuarially determined using the projected benefit method pro
rated on service and management’s best estimate of expected plan investment performance, salary escalation, retirement ages of
employees and expected health care costs. For the purpose of calculating the expected return on plan assets, those assets are
valued at fair value, based on market values. Past service costs from plan amendments are amortized on a straight-line basis

over the average remaining service period of employees active at the date of amendment.

Note 3 Appropriated Surplus

During 2002, the Warranty Program adopted a new capital adequacy policy which was mandated by the OSFI for property &
casualty insurance companies effective as of January 1, 2003. This new policy uses a formula known as the Minimum Capital
Test (“MCT?”). The Warranty Program 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 Warranty Program has decided to adopt a target MCT standard of 200%, which
reflects the MCT target used by many federally regulated property & casualty insurance companies. This target MCT standard
of 200% may be amended by the Board of Directors at any time in the future. Based on this standard the Program appropriated
$46,000 in Surplus and has maintained this level in 2003 in its Surplus Account called “Appropriated Surplus”.

Note 4 Investments

The following tables analyze the Program’s investment portfolio as at December 31:

2003 2002
Carrying Fair Carrying Fair
value value value value
Securities with interest rate exposure (a)
Bonds issued by Federal and
provincial governments $ 89,706 $§ 94,710 $ 72313 $ 77,435
Financial institution bonds 12,952 15,187 21,985 24,387
Other corporate bonds 33,676 34,953 20,895 22,218
Treasury bills 6,166 6,239 7,198 7,217
142,500 151,089 122,391 131,257
Equity investments (b)
Common shares 67,220 85,796 66,406 73,234

$ 209,720 § 236,885 $ 188,797 § 204,491
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Bonds issued by
federal and provincial
governments
Financial institution bonds
Corporate bonds
Treasury bills

Common shares

(a) Securities with interest rate exposure

Due within one year

Due one year through
five years

Due five years through
ten years

Due ten years through
twenty years

Due after twenty years

2003 2002
Net Net
Unrealized  Unrealized  unrealized  Unrealized  Unrealized  unrealized
gains losses gains gains losses gains
$ 5,048 § (44) § 5,004 $ 5,123 $ (1 $ 5,122
2,235 - 2,235 2,415 (13) 2,402
1,353 (76) 1,277 1,323 - 1,323
73 - 73 19 - 19
19,770 (1,194) 18,576 11,359 (4,531) 6,828
$ 28,479 § (1,314) § 27,165 $ 20,239 § (4,545) $§ 15,694
The book value of investments is shown net of a provision against the carrying amount totalling $nil (2002 - $1,602).
As at December 31, the scheduled maturities and fair values for securities having interest rate risk exposure are as follows:
2003 2002
Effective Carrying Fair Effective Carrying Fair
rate (%) value value rate (%) value value
241 § 8,728 $ 8,802 4.05 $ 15,054 $§ 15252
5.00 25,780 26,613 6.43 24,269 25,758
5.41 71,264 74,246 5.72 52,981 55,290
6.81 33,675 38,153 7.75 17,992 21,627
6.16 3,053 3,275 6.90 12,095 13,330
5.63  $142,500 $ 151,089 6.07  $122,391 $ 131,257

Fair values presented in the preceding tables are based on market values and will vary with interest rate changes.

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 that limits the concentration in any one investee or related group of investees, except for financial

instruments issued by the Government of Canada where there is no limit. This investment policy is subject to annual review by

the Directors of the Program.
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(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, 2003, the Program had approximately

22.3% (2002 — 21.7%) of the book value of equity investments denominated in U.S. dollars.

Note 5 Capital Assets

2003 2002
Accumulated
depreciation/ Net book Net book

Cost amortization

value value

Software $ 5936 $ 3,928 § 2,008 $ 980
Data processing equipment 2,435 1,746 689 371
Furniture and office equipment 2,914 2,649 265 280
Leasehold improvements 1,041 849 192 196

$ 12,326 § 9,172 § 3,154 $ 1,827

Note 6 Warranty Liabilities

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 determination of the Program’s liabilities for 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 by management 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.
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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 liabilities due to the variability of assumptions about future rates of claim frequency and severity,
inflation, ability of builders to fulfill their obligations to homebuyers, recoveries and administrative costs.

The following table summarizes the components of the warranty liabilities as at December 31:

2003 2002
(Restated — Note 2)

Deferred home enrolment fees $ 72,089 $ 72,281
Warranty claims liabilities 57,871 48,059
$ 129,960 $ 120,340

The following table summarizes the components of claims incurred presented in the statement of operations:

2003 2002

(Restated — Note 2)
Claims paid during the year $ 7,438 $ 9,223
Less recoveries from builders (2,621) (3,952)
Claims paid net of recoveries 4,817 5,271
Add warranty claims liabilities, end of year 57,871 48,059
Deduct warranty claims liabilities, beginning of year (48,059) (48,570)
Claims incurred for the year $ 14,629 $ 4,760

Note 7 Funds Held as Security

The Program receives security deposits from builders, 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 warranty 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.
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 cumulative accrued interest thereon of $574 (2002 — $488).
During the year, the Program incurred interest of $362 (2002 — $131) on cash security deposits.
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Note 8 Employee Future Benefit Plans

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”). The Pension Plan is open to all full-time employees of the Program meeting certain eligibility conditions and
having one year of continuous service. Under the terms of the Pension Plan, employees contribute a percentage of eligible
employee earnings per year. The Program’s contribution varies depending upon the employee’s age and the number of years of
eligible service. In addition, the Program provides other post-employment benefits, primarily for health care coverage, on an
unfunded basis.

As at December 31, 2003, the market value of the pension fund assets is $9,912 (2002 — $8,985) which exceeds the actu-
arial present value of accrued pension benefits for the Pension Plan, which is estimated to be $9,312 (2002 - $7,384).
However, there is an accrued pension liability due to unamortized net actuarial gains. The accrued pension liability is $563
(2002 — $231).

The other post-employment benefits are unfunded and the accrued benefit liability for these benefits is $256 (2002 — $196).

Key information, as provided by the Program’s external pension consultants, is as follows:

Actuarial Assumptions for Pension Expense Estimates

Return on assets 6.75% per annum, net of expenses (2002 — 7%)
Liability discount rate 6.75% per annum (2002 — 7%)
Salary increases 4.0% per annum (2002 — 5%)

Actuarial Assumptions for Post-Employment Benefits

Discount rate 6.75% per annum (2002- 7%)

General inflation 3.0% per annum (2002 - 3.5%)

Dental care trend rate 4.5% per annum (2002 — 4.5%)

Extended health care trend rate 10.5% in 2003 (2002 — 10.5%); decreasing by

0.5% per annum to an ultimate rate of 4.5%

Mortality Group Annuitant Mortality Table — 1983

Other information about the Program’s Pension Plan and other post-employment benefits (“OPEB”) is as follows:

2003 2002
Pension Pension
Plan OPEB Plan OPEB
Benefits paid $ 15 $ 15 3 12 % 19
Transfers paid to other plans 148 - 266 -
Employee contribution 301 - 286 -
Employer contribution - 15 - 19
Pension expense 332 74 195 68
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Note 9 Contingencies, Commitments and Guarantees

As part of the normal course of its business, the Program is party to a number of lawsuits, the outcome of which is not deter-
minable at this time. However, in the opinion of management, these lawsuits should not result in significant losses to the Program.

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

2004 $ 963

2005 927
2006 1,295
2007 602
2008 599
2009 and thereafter 5,004

$ 9,390

On September 18, 2003, the Board of Directors approved the expenditure of $8,200 for external costs related to technology
upgrades, of which $1,000 had already been spent on Project Simplify. The Board approved a budget of $2,100 for the balance
of 2003, $3,100 for 2004 and $2,000 for 2005.

In the normal course of operations, the Program may execute agreements that provide for indemnification and guarantees
to third parties in transactions. The Program has also agreed to indemnify its directors and certain of its officers and employees.
The nature of substantially all of the indemnification undertakings precludes making a reasonable estimate of the maximum
potential amount the Program could be required to pay third parties as the agreements often do not specify a maximum amount
and the amounts are dependant upon the outcome of future contingent events, the nature and likelihood of which cannot be

determined at this time. Historically, the Program has made no significant payments under such indemnification provisions.

Note 10 Fair Values of Financial Instruments

Fair values of all financial instruments, except investments and warranty liabilities, have been determined to equal their carry-
ing values.
Fair values of investments are described in Note 4. Given the absence of an active market for the sale of warranty liabilities,

the actuarially discounted carrying value for warranty liabilities provides the best available representation of fair value.

Note 11 Comparative Figures

Certain comparative figures have been reclassified to conform with the current year’s financial statement presentation.
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Vice President, Warranty Services

Mike Coté
Condominium Manager

Eileen M. Holden
Vice President, Human Resources

Kevin A. Macintosh
Director, Government & Industry Relations

Janice Mandel
Vice President, Corporate Affairs

Mary H. Mullens
Vice President & General Counsel

A. Pat Varcoe
Vice President, Licensing & Underwriting

Bill R. Wallace
Vice President, Information Systems

Alex J. Watters
Vice President, Finance
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Corporate

Governance

The Board of Directors of the Ontario
New Home Warranty Program is commit-
ted 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.
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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 Committee

Member of Investment Committee

Michael Bryan

President, Michael Bryan Consulting Limited, Burlington
Member of Audit Committee

Member of Communications Advisory Commitiee

Dennis M. Butler

Vice President, Real Estate Finance,
Bank of Montreal, Toronto
Member of Audit Committee
Member of Investment Committee

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 Communications Advisory Committee

Robert G. Dowler

Acting Assistant Deputy Minister, Policy and
Consumer Protection Services Division

Ministry of Consumer and Business Services, Toronto
Member of Communications Advisory Committee

Gregory W. Gee

President & Chief Executive Officer,
Ontario New Home Warranty Program
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Karen Girling

Corporate Director, Toronto

Member of Communications Advisory Committee
Member of Consumer Advisory Committee

Harry Herskowitz

Partner, DelZotto, Zorzi, Toronto

Chair of Communications Advisory Committee
Member of Executive Committee

Member of Investment Committee

Karen Kinsley

President & Chief Executive Officer,

Canada Mortgage and Housing Corporation, Ottawa
Member of Audit Committee

Murray A. Koebel

President, Vista Homes, Toronto
Member of Executive Committee
Member of Audit Committee

Alexander J. Libfeld

President, Tribute Communities, Pickering
Chair of the Board

Chair of Executive Committee

James Macpherson

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

Member of Executive Committee

Walter T. Moodie

Corporate Director, Mississauga

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

Member of Audit Committee

Member of Investment Committee

Robert E. Wade

Mayor, City of Hamilton, Hamilton
Vice Chair of Board

Member of Executive Committee



Back Row (L-R): Murray A. Koebel, Tony Campanale, Wayne A. Dempsey, Robert G. Dowler, Walter T. Moodie, Dennis M. Butler, J. Michael Braid,
Dick M. Brouwer, Karen Girling; Front Row (L-R): Michael Bryan, Robert Cooper, Alexander J. Libfeld, Robert E. Wade, Harry Herskowitz, Gregory W.
Gee, Karen Kinsley, James Macpherson

Board Committee Membership

Audit Committee

Dick M. Brouwer (Chair)
Michael Bryan

Dennis M. Butler

Karen Kinsley

Murray A. Koebel
Walter T. Moodie

Executive Committee
Alexander J. Libfeld (Chair)
J. Michael Braid

Dick M. Brouwer

Harry Herskowitz

James Macpherson

Robert E. Wade

* Non-Board member participants

Investment Committee
J. Michael Braid (Chair)
Dick M. Brouwer
Dennis M. Butler
Harry Herskowitz
Walter T. Moodie

Communications
Advisory Committee
Harry Herskowitz (Chair)
Michael Bryan

Wayne Dempsey

Robert G. Dowler

Geoff Hare*

Martin Redfern™

Chris Ward™

Consumer Advisory Committee
James Macpherson (Chair)
Tony Campanale

Karen Girling

Scott James™
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Responsibilities of the

Committees

of the Board

Executive Committee

The Executive Committee provides guidance to the full
Board on governance matters, as well as on policy issues
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 reviews the
assessment of reserves and the results of 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

actuary, 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.
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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 experi-
ence 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 Corporation.
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
external representatives from the communication and

marketing industries.



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 Board is continuing to review its practices in
response to ongoing governance improvements in the
marketplace, and further changes will be considered as
new governance 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, mem-
bership on the Board of Directors represents a number 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 associate 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 financial
statements, and with the external actuary regarding 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 compliance 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 organization
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 contribution to the

Corporation.

Board Committees

Membership on Board Committees is composed of
non-management members of the Board of Directors.
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.

Code of Governance Practices

Each member of the Board is required to sign a Code

of Governance Practices that has been approved by the
Board. This Code is intended to assist the Directors in
performing their responsibilities to the Corporation with

appropriate discipline and dedication.
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Directors’
Attendance for 2003

Number of Meetings Attended

Board Committee
Dick M. Brouwer 6 of 6 10 of 10
Michael Bryan 6 of 6 4of 5
Dennis M. Butler 6 of 6 5of6
Tony Campanale 6 of 6 0of2
Wayne Dempsey 6 of 6 3o0f3
Robert G. Dowler 6 of 6 20f2
Gregory W. Gee 6 of 6 15 of 16
Karen L. Girling Sof5 20f2
Harry Herskowitz 6 of 6 11 of 11
Karen Kinsley S5of5 20f2
Murray A. Koebel 6 of 6 90of9
Alexander J. Libfeld 6of6 6of6
James Macpherson 6 of 6 6of 7
Walter T. Moodie 6 of 6 6 of 6
Robert E. Wade 6 of 6 3of4
J. Michael Braid (Associate Member) 6of6 90of9
Robert Cooper (Associate Member) 6 of 6 0of0

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 2003.

2. The number of Board or Committee meetings held
by the Corporation in 2003 was as follows:
Board of Directors
Executive Committee
Audit Committee
Investment Committee

Consumer Advisory Committee

W W N

Communications Advisory Committee

Total 22
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Corporate

Information

Corporate Office
5160 Yonge Street, 6th Floor
Toronto, ON M2N 619

Condominium Office
1091 Gorham Street, Unit B
Newmarket, ON L3Y 7V1

East Central Region
1091 Gorham Street, Suite A
Newmarket, ON L3Y 7V1

Eastern Region
1600 Scott Street, Suite 400
Ottawa, Ontario K1Y 4N7

Northeast Region
1895 LaSalle Boulevard
Sudbury, ON P3A 2A3

Northwest Region
1205 Amber Drive, Suite 206
Thunder Bay, ON P7B 6M4

Southwest Region

140 Fullarton Street, Ground Floor

London, ON N6A 5P2

West Central Region

2 County Court Boulevard, Suite 435

Brampton, ON L6W 3W8

Questions or comments regarding the Ontario New
Home Warranty Program or any information appearing
in the Annual Report may be directed to:

Tarion Warranty Corporation

(formerly Ontario New Home Warranty Program)
Corporate Affairs Department

Telephone: 416-229-9200

Toll Free: 1-800-668-0124

Fax: 416-229-3800

Email: info@tarion.com

The Corporation’s Annual Report can also be found on
their web site at www.tarion.com.
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