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Important Achievements in 2005

Completion of 3-Year Strategic Plan

The final objectives of our Mission Excellence strategic plan were completed in 2005. Launched in 2002, this ambi-
tious set of objectives has led to the development of a modern organization that uses the latest in technology and
automated processes to meet the needs of our customers: new home builders and buyers.

Contact Centre Serviced 200,000 Homeowner Calls

Tarion’s automated Contact Centre is a key information access point for consumers looking for information about the
statutory warranty or the status of a new home file. Knowledgeable customer service representatives in Tarion’s Contact
Centre handled 200,000 such calls from homeowners in 2005.

7,000 Customer Centre Visits

Tarion’s modern and inviting Toronto retail space welcomed 7,000 visitors in 2005. While there, consumers and builders
were able to meet face-to-face with Tarion staff about a variety of issues or drop off forms related to the statutory warran-
ty. The Centre hosted our popular New Home Buyer Seminars, which attracted more than 1,300 consumers who learned
about the statutory warranty as well as useful tips for navigating the home buying process.

Condominium Enrolments Reached 29-Year High

Of the 73,733 homes enrolled by Tarion in 2005, 23,685 were condominium units, reflecting a shift in consumer buying
patterns away from freehold homes toward condos. This figure represented a 17 per cent increase over our 2004 condo-
minium enrolments and marked a historical high for Tarion.

lllegal Building Fines Top $800,000

The Corporation’s ongoing efforts to stop illegal building in Ontario resulted in builder fines of more than $800,000
during 2005 — a 40 per cent increase over 2004.

Tarion Builder Portal Launched

This Internet-based information tool was designed to help builders increase their business efficiency and customer serv-
ice. It was launched in 2005 and builders were introduced to its functions and benefits through a series of training ses-
sions held across the province.

20% Increase in Website Traffic

Over 1,700 visitors a day visited tarion.com in 2005 — a 20 per cent increase over daily traffic in 2004. Our user-friendly
website contains answers to most questions about the statutory warranty, along with builder information and download-
able brochures and forms.

30 Builder File Review Clinics

258 builders representing over 35,000 new home enrolments attended clinics across the province with Tarion senior
management to discuss how to resolve challenging consumer issues, business processes, claims procedures, construc-
tion matters and other customer service issues.
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Messages to Our Stakeholders

From the Chairman of the Board, Robert E. Wade

While 2005 marked my second year serving as Chairman of the Board of Tarion Warranty Corporation, it also marked
a full decade since I first became involved in the organization. Looking back, I am quite amazed at just how much
Tarion has changed, especially during the last three years, which saw the unfolding of Mission Excellence, the ambi-
tious strategic plan that set out to transform the organization. Mission Excellence brought about many operational
changes and the automation of processes, but perhaps more than anything else, it fundamentally changed Tarion’s
business perspective to one where the focus is on our two key customer groups: Ontario’s new home builders and the
consumers of those homes.

The completion of Mission Excellence during 2005 represents a major milestone in the history of Tarion. On behalf of
the Board of Directors, I congratulate our staff for their role in helping build an organization that is better able to address
the needs of our customers as well as adapting to the demands of an ever changing new home marketplace. I would
particularly like to acknowledge the strength of leadership shown by our President and CEO, Greg Gee, who guided
the organization through this period of challenge and triumph.

The year also saw a slight change to the composition of our Board of Directors, with the nomination of two new members
at our Annual Meeting on March 31, 2005. After thanking them for their valued service as the Board’s consumer represen-
tatives, we bid farewell to Whipple Steinkrauss and Karen Girling. Their replacements, both of whom were nominated by
the Minister of Consumer and Business Services, are Mary Pitt, a former mayor of Nepean, Ontario, and Ottawa-based
solicitor Christopher Spiteri. Victor Fiume, President of the Ontario Home Builders’ Association, also joined the Board
during the year as an Associate Member.

I look forward to continuing to work with my fellow members of the Board and with senior management of the
Corporation as we plan for the future and build upon the existing strengths of Tarion.

Robert E. Wade
Chairman of the Board
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From the President and Chief Executive Officer, Gregory W. Gee

The year 2005 was a milestone in a period of extensive change and renewal at Tarion Warranty Corporation. The strategic
initiatives implemented over the past three years have provided the Corporation with a modern infrastructure that uses
the latest in technology to process customer information, and to support our operations across the Province. During
the year, our Board worked diligently with management to develop a new strategic plan which focuses on fulfilling
the remaining elements of our statutory mandate over the next five years. With a renewed focus on our customers,
the Corporation also significantly expanded the core service offerings available to both builders and consumers during
the year. These services included a new Internet-based information tool for builders, a series of information seminars
and other resources for consumers, and new File Review Clinics to assist the industry in resolving customer issues.

The Corporation enrolled 73,733 homes in 2005, reflecting another remarkably strong year in Ontario’s residential
construction industry. This total includes 23,685 condominium units, representing a 17% increase over 2004, and the
highest number of such enrolments in our history. This trend to higher density housing units comes as a result of the
intensification taking place in major cities across the Province, as well as the scarcity of available land for development,
particularly in the Greater Toronto Area.

With respect to financial results, continued strong enrolment levels contributed to an excess of revenue over expenses for
the year of $5.7 million. Expenses increased by 21% to $44.2 million due to higher claims incurred during the year, and
the costs of new core services. Our Balance Sheet remained strong with total assets increasing by 6.8% during the year
to $262.3 million. Our surplus increased by 8.3% to $74.6 million, providing the Corporation with excellent financial
strength to protect new home buyers through the inevitable future economic cycles.

The Tarion of today and our performance results are a great credit to our management and employees, who have not
only demonstrated the willingness to embrace change but have shown determination and dedication in accomplishing
the objectives laid out in our annual Business Plan. The efforts of all of our staff during 2005 have produced impressive
results that are recorded in the balance of this Annual Report. I also want to thank our Chair and Board of Directors
for their guidance and insight throughout this period of remarkable progress and change at Tarion.

I look forward to building upon our successes as Tarion continues to evolve as an organization committed to servicing
our stakeholders — new home buyers, home builders, and the Government of Ontario.

w. K

Gregory W. Gee
President and Chief Executive Officer
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Take a closer look at Tarion and you will see an
organization that is vibrant and open, where customer
service is a true guiding principle.




Favourable economic conditions have attracted buyers to the many housing options offered by home
builders, resulting in five straight years of robust new home sales in Ontario — making the province one of
the busiest home building markets in North America. Tarion’s commitment to serving the information
needs of new homeowners and builders is symbolized by our modern walk-in Customer Centre in Toronto.

CUSTOMERTEE NiliRE



Almost 270,000'h9me*ovyners and builders had the%r
k ‘questions answered by'Tarion's*€ontact Centre during 2005.
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Ontario’s vastness covers well over one million square kilometres, yet Tarion’s services are accessible to
consumers regardless of where they may live in the province. Each business day, knowledgeable customer
service representatives in our automated Contact Centre respond to new homeowners and builders on a
wide variety of matters — from general questions about the statutory warranty to specific inquiries regarding
a particular home file.
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Contact Centre, over 224,000 warranty-related

rms were scanned and processed during 2005,
ating a critical database of electronic documents
used to efficiently manage the claims process.
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Over the last three years, Tarion has experienced improved efficiency throughout its operations due to the
adoption of new technologies — a reality that is having positive results for homeowners and builders alike. In
2005, for example, an Internet-based link into our electronic records — called the Builder Portal — was introduced
to help new home builders improve their own response times for warranty claims and customer service.
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Building quality homes along with strong reputations would describe the vast majority of Ontario’s new home
builders, however, some builders attempt to build and sell homes without enrolling them with Tarion or
operate as unregistered builders. Tarion's zero tolerance toward such illegal activities is the motivating force

behind our Enforcement Department, whose work protects the interests of legitimate new home builders
and buyers across the province.
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Tarion devotes considerable time and resources to helping new homeowners and builders better understand
their rights and responsibilities under the statutory warranty. Efforts in this area include innovative programs
such as our New Home Buyer Seminars, which provide Ontarians with advice on how to navigate the new
home buying process, as well as details on when and how to access their statutory warranty.
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Strategic Overview

2005 saw the reaching of a major milestone in Tarion’s history with the
completion of ‘Mission Excellence,” an ambitious strategic plan that spanned
three years and served to dramatically transform the organization. Mission
Excellence presented a comprehensive blueprint to modernize Tarion from

the ground up — updating operational processes through the use of improved
technology and altering our day-to-day business perspective to one that is
more forward-looking and customer-focused. The end result is a more nimble
organization that is better able to proactively track and identify trends and cater
to the ever-changing needs of our two main customer groups: Ontario’s new
home builders and the consumers who purchase new homes.

A Solid Operational Foundation

Key to Tarion’s ability to deliver on its mandate of
protecting Ontario’s new home buyers is an organiza-
tional structure comprised of five operational pillars:

1. Claims Department

Modeled on the claims handling function of the
property and casualty insurance industry, Tarion's
Claims Department manages all freehold home,
condominium and common element claims through-
out Ontario — including those related to contracts,
items of construction, deposits and delayed closings.
More than half of Tarion’s Claims Department of
88 employees work from home offices, where they

are assigned to one of several Field Claims Units

responsible for conducting Conciliation Inspections
and assessing warrantability. The remaining staff are
based either in Tarion’s Customer Centre in Toronto

or in our Western or Eastern offices, assisting home-
owners and builders at all points in the statutory
warranty process using established standards for
claims administration.




2. Licensing and
Underwriting Department

It is the responsibility of Tarion's Licensing and
Underwriting Department to license new builders
under the Ontario New Home Warranties Plan Act,
to manage the annual license renewal process,
and to assess the financial and performance risk
factors associated with underwriting the warranty
obligations of each builder.

Licensing and Underwriting staff also oversee the
enrolment of all new homes built in Ontario and
obtain security from builders, which is used to protect
the Guarantee Fund from which Tarion pays warranty
claims. Almost $1.3 billion in security was held by
Tarion at the end of 2005.

3. Contact Centre

Whether they are answering a general question
about statutory warranty coverage or an inquiry spe-
cific to a particular file, Tarion's Contact Centre staff
respond to the information needs of hundreds of
new home buyers and builders each business day
via e-mail or through our 1-877-9TARION toll free
number. Through the use of the latest customer
relationship management techniques, along with
automated processes, our knowledgeable customer
service staff also oversee the scheduling of

Conciliation Inspections and process all forms inte-
gral to the statutory warranty process.
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4. Builder Relations Department

The Builder Relations Department is Tarion's direct
link with Ontario’s home building industry, serving to
foster strong relationships between builders and
Tarion. A key function of the Department is to help
builders to better understand our practices as well
as the processes involved with the statutory warranty.

Builder Relations staff are located across the province
to proactively address quality and service issues with
builders, and solicit feedback regarding Tarion's
service delivery. The Department utilizes a variety of
outreach programs, including File Review Clinics,
which provide builders with an opportunity to
meet face-to-face with Tarion senior management
to discuss details regarding the statutory warranty and
exchange ideas with fellow builders about customer
service and construction-related issues.

5. Enforcement Department

Tarion's Enforcement Department is responsible for
identifying and investigating illegal home building
activity throughout the province. The Enforcement
Team consists of nine former police officers who
act as field investigators, working with municipali-
ties, building officials and local home builders’
associations to uncover builders who neglect to
register with Tarion or to enrol a new home prior
to its construction.
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Delivering on Our Mandate

Meeting the Demands
of a Changing Marketplace

The vibrancy of Ontario’s residential con-
struction industry continued during 2005,
marking the fifth consecutive year of high
new home enrolment volumes. Changing
consumer tastes and decreasing availability
of land for new development contributed
to a market shift in which the growth of
condominium construction outpaced the
increase in freehold housing starts.

These marketplace realities were reflected in
Tarion's operational statistics, which show that
73,733 new homes were enrolled with the
Corporation during 2005, of which 23,685 were
condominium units. This represents a 17 per cent
year-over-year increase in condominium enrolments
and an increase of 65 per cent over 2003. In 2005,

enrolments of condominiums reached a record high
in the 29-year history of the Corporation.

The buoyancy of the marketplace also continued
to attract new home builders, with Tarion registering
5,629 builders throughout the year, an increase of
four per cent over registrations in 2004, and a 19 per
cent increase over the last five years. Market growth
and an influx of prospective new home builders
have also resulted in a higher proportion of license

refusals or revocations, which nearly doubled from
56 in 2004 to 104 in 2005, and an increase in the
amount of security collected.

New Home Enrolments (Thousands)
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To help homeowners better understand their statutory
warranty coverage, Tarion introduced an updated version of
the Homeowner Information Package in 2005, based on feed-
back from consumers and builders. This informative booklet,
which builders are required by statute to provide to home-
owners, explains warranty coverage in easy-to-understand
language, including the various roles and responsibilities of
homeowners, builders and Tarion. Also included are the
customer service timelines governing warranty repair periods
and the various forms associated with the statutory warranty.
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2005 Operations Summary

2005 2004 2003 2002 2001

New Homes Under Warranty 453,300 433,659 403,246 360,867 321,268
New Home Enrolments Freehold Homes 50,048 54,655 57,680 60,664 51,039
Condominium Units 23,685 20,190 14,395 20,440 14,974

Total 73,733 74,845 72,075 81,104 66,013

New Home Possessions Freehold Homes 46,360 50,806 62,238 53,001 51,231
Condominium Units 18,319 12,529 18,795 13,299 8,962

Total 64,679 63,335 81,033 66,300 60,193

Builder Security ($ Thousands) Freehold Homes 68,635 49,541 41,841 36,256 30,570
Condominiums 1,221,651 1,089,352 1,033,446 965,743 831,632

Total 1,290,286 1,138,893 1,075,287 1,001,999 862,202

Builder/Vendor Registrations 5,629 5,394 5,150 4,907 4,770
License Refusals/Revocations 104 56 94 97 110

Managing Homeowner Expectations per cent of purchasers submitted a 30-Day Form
and 37 per cent submitted a Year-End Form.
Should warrantable items not be resolved to the
homeowner's satisfaction, the next step is a

Conciliation Inspection, in which Tarion adjudi-

Tarion’s minimum Customer Service Standards help
to ensure that most statutory warranty issues will
be identified, scheduled, repaired and/or resolved
within a specific period of time from a home's date

of possession. Many builders consistently exceed
the minimum standards. Research has shown that
these minimum standards have helped some
builders improve their customer service significantly,
and have given purchasers more realistic expecta-
tions of both their builder and Tarion.

According to data collected in 2005, during the
first year of possession of their new home, over 40

Janice Fletcher
New Home Buyer
Ajax, Ontario

cates disputes about warranty coverage. However,
more than half of the Inspections that were sched-
uled in 2005 were cancelled, indicating that in a
large percentage of cases, Tarion’s new standards
are leading to warrantable issues being resolved
between the homeowner and the builder without
Tarion’s involvement.
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Delivering on Our Mandate

Open for Business
Across Ontario

The Tarion of today is an organization that
is transparent, open and approachable,
where customer service is a true guiding
principle. Meeting the needs of builders
and new homeowners is now a cornerstone

of Tarion’s day-to-day operations.

Tarion's service orientation is best illustrated by our
automated Contact Centre, which allows Ontarians
to access our services from wherever they may live
in the province. Call Centre Representatives based
in the Tarion Customer Centre are well equipped
to handle inquiries from builders, homeowners and
the general public on topics ranging from warranty
coverage and process, to specifics about individual
enrolments. In 2005, a total of 269,995 calls
were handled by the Contact Centre, of which 75
per cent were from homeowners and 14 per cent
were from builders. Additionally, staff responded to
over 5,300 emails.

it

CowilE

Types of Homeowner Calls to Our Contact Centre

Warranty Claims Process_ £ 53%

Warranty Coverage Questions 21%
General Contact Information 19%
All Other 7%

Face-to-Face Accessibility

Builders and homeowners can also visit our Toronto
Customer Centre, a modern retail facility opened in
late 2004 that has quickly become a hub of activity,
drawing an average of 600 walk-in visits per month.
In the Customer Centre a range of services for con-
sumers and builders are offered. Visitors can meet
face-to-face with Tarion staff regarding specific
homeowner file issues, make information requests
or file their warranty-related forms. New home
builders can also meet with specialists from Tarion’s
key operational departments, such as Licensing and
Underwriting, Claims and Builder Relations.

Technical Expertise Just a Phone Call Away

Builders and homeowners inquiring about complex
construction-related questions may speak to a
Technical Service Representative. Often former
builders themselves, they are well versed in all

areas of new home construction, as well as Tarion'’s
Construction Performance Guidelines — a comprehen-
sive listing of what does and does not represent

a warrantable defect for almost 300 items in a

new home.




Educating Builders and Consumers
about the Statutory Warranty

Another service offered through the Customer
Centre is Tarion's File Review Clinics, which were
launched in 2005 and initially held in Toronto,
London and Ottawa. These Clinics give builders
the opportunity to participate in workshop-style
meetings with representatives from Tarion senior
management to discuss warranty processes, forms
and claims procedures. Builders can also get advice
on issues related to homeowner case files, with the
added benefit of being able to exchange ideas
about how to address specific customer service
issues or construction-related technical matters

“| enjoy being part of the front-line staff and putting
my experience in home construction to work here at
Tarion. While the majority of calls that | handle
are from homeowners, | also receive a fair number
of inquiries each day from builders who are looking
for quick answers to tough questions about new
home construction.”

Bruce Stephens

Tarion Claims Technical Representative
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with their counterparts in other organizations. Due
to their popularity, during the latter part of the year
the File Review Clinics were expanded to Kingston,
Barrie, Niagara, Windsor and St. Catharines. In total,
30 File Review Clinics were scheduled throughout
the year, attended by registered builders from
258 builder companies, representing approximately
35,000 — or almost half — of the total number of new
homes enrolled by Tarion during the year.

The Customer Centre also hosts New Home Buyer
Seminars, which are based on the premise that
an educated consumer benefits all parties in the
statutory warranty process — builders, Tarion and
consumers themselves. Introduced as a pilot pro-
gram late in 2004, the popularity of these Seminars
led to their becoming a permanent Tarion outreach
tool during 2005.

Two types of Seminars are offered. The first, called
"Buying a New Home,"” guides buyers through the
process of purchasing a new home and provides an
overview of the terms and benefits of the statutory
warranty protecting new homes in Ontario. The
second Seminar, called “Understanding Warranty
Coverage,” examines the statutory warranty in
greater depth — from what is covered and not
covered by the warranty, to the correct way to use
various Tarion forms. More than 1,300 interested
homeowners attended the Seminars over the
course of 2005, including two specifically for speak-
ers of Mandarin.
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Delivering on Our Mandate

Responsive Claims Management

Utilizing processes developed for the
property and casualty insurance industry,
Tarion’s Claims Department provides
service that is aligned with both claims
management standards and with the

needs of Ontario’s new homeowners

and builders.

The market trends in the home building industry
directly impact on the day-to-day functioning of our
Claims Department. The high volume of new home
construction over the last few years, for example, is
reflected in an increase in the total number of homes
under warranty — a figure that has grown by 41 per
cent over the last five years, reaching 453,300 in 2005.

Growth in the home building industry also resulted
in an increase in related warranty activity. Tarion
managed this increase in activity with efficiency due
to the creation of a new Claims Department in 2004
that provides builders and homeowners with
focused points of contact in regard to warranty
administration. A key element of this new structure
team of Claim Service

involves an internal

Representatives who respond to questions about
the warranty process. The Claims Department’s
overall response rate has been improved through
the use of electronic document processing, which
places up-to-date homeowner and builder file infor-
mation into the hands of all Customer Service
Representatives in Claims. Another important group
that interfaces with consumers and builders is the
home-based Field Claim Representatives, who are
responsible for conducting Conciliation Inspections
and assessing warrantability based on Tarion's
Construction Performance Guidelines. Finally, the
department is supported by a technical unit, which
conducts research, sets standards and performs
internal quality checks.

2005 2004 2003 2002 2001

4,104 3111 2970 2670 2,293

88 68 56 59 53
1.5 1.5 09 1.5 1.9

32 42 09 18 05

135 125 74 92 77

Objective Claims Resolution

When a Conciliation Inspection determines that an
item in a new home is warrantable, Tarion requires
the builder to repair or resolve the matter in accor-
dance with prescribed guidelines. If the builder
cannot or will not do so, a Field Claim Representative
manages the resolution process directly with the
homeowner — either by overseeing the repairs or

by providing a financial settlement.




2005 Claim Payments by Type of Warranty

First & Second Year 63%
Warranties

Seven Year Major 24%
Structural Defect
Warranty

Deposit Protection 9%

Other 4%

2005 Claim Payments by Home Type

Freehold Homes 65%

Condominium 24%
Common Elements

Condominium Units 1%

“Since Tarion took over this subdivision last April,

| am happy to say that our home is now finally almost

finished, and we are almost able to smile about the
past. Thank you, Tarion.”

Excerpt from a letter sent by the owner of a home
affected by one of the two major builder insolvencies
Tarion responded to in 2005
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In 2005, the Claims Department conducted
Conciliation Inspections on 4,104 homes under
warranty, which represents a 32 per cent increase in
inspections year-over-year and a 79 per cent
increase over 2001 volumes. Reasons for these
increases include the higher number of homes
under warranty, combined with the fact that many
builders are encouraging homeowners to file
Statutory Warranty Forms with Tarion in order to
use our automated resources to augment their own
warranty administration procedures. In addition,
increased public awareness about Tarion and
greater understanding about the minimum
Customer Service Standards, which took effect in
October 2003, have also contributed to an increase
in the number of homeowners exercising their
statutory warranty rights.

Importantly, total claims paid by Tarion during 2005
amounted to only an eight per cent year-over-year
increase, and much of this increase was due to
the insolvency of two freehold builders, following
which Tarion intervened to satisfy warranty claims
from home buyers. Of total claims paid by Tarion,
65 per cent were attributed to freehold homes,
11 per cent to condominium units and 24 per cent
to condominium common elements.




18 Tarion Warranty Corporation / Annual Report 2005

Delivering on Our Mandate

Efficiency Through Technology

Tarion, in recent years, has introduced new
technologies to automate operational
processes and bring increased levels of
efficiency to the way we do business.

Not only has this technology enhanced
our day-to-day operations, it is also help-
ing us to be more responsive to the needs

of new home consumers and builders.

Tarion's claims administration has become an
increasingly high-tech process in recent years due to
the automation designed for highly accurate record
keeping and retrieval, necessitated by the minimum
Customer Service Standards. In 2005, our Contact
Centre team processed over 224,000 forms, which
included critical warranty-related documents such
as Agreements of Purchase and Sale, Certificates of
Completion and Possession, Pre-Delivery Inspection
Forms and Statutory Warranty Forms.

Once scanned, these documents become electronic
files linked to each new home enrolled with Tarion,
making them easily accessible by our staff across the
province. An important end result of such electronic
file management is the improved functioning of
many of our business operations, including a highly
responsive system of claims management.

An Electronic Window into Tarion

The Builder Portal was launched in 2005. This elec-
tronic window into Tarion allows builders to improve
their own business efficiency, particularly in terms of
customer service. Essentially an e-commerce based
information tool, the Portal provides builders with
instant access to a wealth of useful data — including
specific individual homeowner files that Tarion is
working with when managing the file.

A key feature of the Portal is the ability for build-
ers to electronically view documents such as
Certificates of Completion and Possession and
Statutory Warranty Forms, including the 30-Day and
Year-End Forms submitted by homeowners to notify
Tarion of warranty items requiring attention.
Builders can also download information such as war-
ranty service requests from the Portal to their own
internal spreadsheets, and monitor Conciliation
Inspections that have been scheduled or cancelled.

Although only launched in November 2005, a
good number of builders, representing over half
of the new homes completed during the year, had
registered to use the Portal by year end. To help
them get started, Tarion hosted 24 training ses-
sions in locations across the province to introduce
builders to this important tool and show them how
its features can help them run their businesses
more efficiently.

Builder Input Vital to Portal’s Success

Like much of the technology used by Tarion, the
Builder Portal was not created in a vacuum. Instead,
it reflects real-world testing by a group of builders
who put it to use in their daily operations over the
course of the summer of 2005. Their feedback

helped fine-tune the Portal before its ultimate rollout

to builders across the province.




“The Builder Portal gives us a real head start so
that we can schedule our customer service requests
much sooner. An added benéefit is the fact that we
don’t have to create our own spreadsheets to track
warranty-related issues because the data is already
there for us.”

Jenny Guidolin

Manager of Customer Care, Tridel Corporation
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Quick Access to a Wealth of Information

Providing our customers with easy access to critical
information is also the motivating force behind
Tarion’s corporate website. This one-stop resource
centre contains much of the information that new
home buyers and builders need to understand the
statutory warranty, as well as their respective roles
and responsibilities under it. For those thinking about
buying a new home, tarion.com offers a series of
helpful tips for them to consider during various
stages of the purchasing process. In 2005, the popu-
larity of the site continued to grow. On average, more
than 1,700 visitors accessed it each day, representing
a 20 per cent increase over daily traffic in 2004.

Another area that has grown in popularity is the
‘Find a Builder’ section, which provides a snapshot
of a builder's track record, including whether they
are registered with Tarion and a history of their pos-
sessions, chargeable conciliations and claims with
us spanning a 10-year period.

The website is also a convenient source for warranty-
related documents and forms which homeowners
and builders can either view online or download onto
their computers. Among the five most downloaded
documents in 2005 were the Year-End Form, the
Construction Performance Guidelines, the Ontario
New Home Warranties Plan Act, the Homeowner
Information Package, and the Pre-Delivery Inspection
Form. Multiple copies of these and other Tarion
documents can also be ordered online.
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Delivering on Our Mandate

Protecting the Reputation
of Ontario’s New Home Industry

Tarion is committed to ensuring that the
reputation of Ontario’s home building
industry remains strong. Our aim is to help
create an environment in which legitimate
builders can prosper and consumers can
have the utmost confidence in the homes
they are purchasing.

Zero Tolerance for lllegal Building

The Ontario New Home Warranties Plan Act calls
for builders and vendors of new homes to be
licensed by Tarion and to enrol each new home
prior to its construction. Unfortunately, some
unscrupulous players attempt to build homes with-
out being registered with Tarion. Their activities
unfairly impact on conscientious builders who “play
by the rules” and on purchasers who are unaware
of their right to warranty coverage under the Act.

Tarion takes its Enforcement mandate seriously,
employing a team of former police officers who
investigate illegal building activity throughout
Ontario. In 2005, their activities resulted in 993 new
investigations, which is an increase of three per
cent over 2004 and a rise of 125 per cent over the
last five years. A total of 243 charges were laid and
fines totaled $816,516, which is a 40 per cent

increase over fines levied in 2004, and a 302 per
cent increase over 2002.

There was also a change in operational strategy in
the Enforcement Department during 2005, with a
greater focus on uncovering the most serious infrac-
tions. In previous years, investigators found that
they were spending a great deal of time pursuing
small builders regarding issues related to poor
administration. As a consequence, fewer resources
were available to catch and penalize the most seri-
ous rule breakers. This shift in focus accounts for the
2005 decrease in charges laid and the correspon-
ding increase in fines levied. Homes enrolled after
investigation continued to increase along with
enrolment fees collected, both of which were up
over 40 per cent year-over-year. It is also worth not-
ing that $19 million in security was collected on
homes that were enrolled after investigation.

Enforcement Activity 2005 2004 2003 2002 2001

993 961 700 498 441

8,168 5792 3,929 3435 908

817 575 422 203 330

4,000 2,800 1,910 1,684 540
243 993 831 556 370
287 467 560 324 337

lllegal Builder Hit with Record Fine

In 2005, Tarion saw the largest fine ever imposed,
involving the case of a Kanata-area builder charged
with failing to register with Tarion, along with the
failure to enrol all 29 units in the condominium that
was being built. For these offences the builder

was fined $184,375, plus an additional $3,125 for
furnishing false information.
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Delivering on Our Mandate

Recognizing the
Best in the Industry

Tarion also plays a leading role in recog-
nizing the premier builders in Ontario —
those who have achieved the highest

standards in customer service.

2005 marked the 15th year of the Tarion Awards of
Excellence, which are the only awards that exclusive-
ly recognize the customer service efforts of builders
across the province. Competition for Tarion’s
‘Builder of the Year Award’ takes place in four
categories: Small Volume, Medium Volume, Large
Volume and High Rise.

In an industry of more than 5,600 builders, only 377
met the stringent criteria to qualify for the 2005
Tarion awards. Participants were assessed through
independent surveys with over 2,000 homeowners,
and interviews with builders about their customer
service practices, all of which were conducted
independently by Decima Research of Toronto.
Winners and finalists are given exclusive use of a

. . Tarion President and CEO Greg Gee addresses
Tarion Award of Excellence logo, allowing them to ) )

o ) - industry leaders at the gala evening for the
distinguish themselves from competitors and con- Tarion Awards of Excellence held at the Liberty
vey to buyers that their commitment to delivering Grand in Toronto.
high-quality customer service has been recognized
by the industry Regulator.

2005 Ontario Builder of the Year Winners

AWARDS OF

High Rise Category Tridel Corporation
EXCELLENCE

Toronto, Ontario

Large Volume Category Tribute Homes

Toronto, Ontario

Medium Volume Category ~ Hayhoe Homes

St. Thomas, Ontario
Small Volume Category Lapico Custom Homes TARION

« 2005 -

La Salle, Ontario
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Financial Commentary

The continued period of strong enrolments has allowed the Corporation to again add to its surplus,
achieving an excess of revenue over expenses of $5.7 million in 2005. This surplus will help to
ensure that Tarion maintains its strong financial position, enabling it to fulfill its mandate and

meet future foreseeable claims.

Revenue for the year decreased from 2004 by 4% to $50.0 million. While revenue from home enrol-
ments was 2% higher in 2005, the total revenue decrease from 2004 is mainly due to the relatively
higher gain on the sale of investments realized in 2004, when the Corporation re-balanced its
investment portfolio.

Total expenses for the year were $44.2 million, a 21% increase from 2004. In reviewing expenses it
is helpful to separate the operating expenses required to run the Corporation, including expenses
to support policy initiatives and infrastructure improvements, from the claims incurred.

Claims paid in 2005 totaled $13.5 million against 2004 claims paid of $12.5 million. The claims
paid in 2005 represent the highest amount since 1996, when claims paid totaled $14.0 million, half
of which related to claims to address defects in plastic venting systems. The claims paid in 2005 rep-
resent a 63% increase over the average claims paid in the previous eight years, largely due to several
large common element claims in condominium developments and to major structural defect claims
in freehold homes as well as builder insolvencies.

Operating expenses in 2005 were higher than 2004 by 14%. This increase was due to the cost of
new services introduced in 2004, as well as a series of new core services offered in 2005. The Builder
Relations Department created towards the end of 2004 was fully engaged in 2005, offering File
Review Clinics around the province and launching the Builder Portal, enabling builders to view
important information maintained at the Corporation. New Home Buyer Seminars that began in
late 2004 were also extended and expanded throughout 2005. Finally, 2005 saw a continued invest-
ment in technology, including the PeopleSoft Applications Suite of software.

This was another good year for building financial strength for the future. It is critically important
to the long term viability of the Corporation that it add to its surplus in positive times for the new
home building industry. To help assess the financial strength of the Corporation, a new capital
management framework was adopted during 2005 modeled after the framework used in the P&C
insurance industry and modified to reflect the Corporation’s circumstances, including its inability
to raise capital in traditional ways. This framework incorporates the business requirements for
sufficient capital throughout the economic cycles of the new home building industry, including
possible losses from a future catastrophic event. It also reflects the relatively high risk profile of the
Corporation’s warranty operations, including the measurement uncertainty inherent in its warranty
liabilities due to a long warranty period of up to seven years, as well as other factors as explained
in Note 7 to the Financial Statements. Based on the new capital management framework, the total
surplus of the Corporation as at December 31, 2005 has been determined to be sufficient.
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Auditors’ Report

To the Directors of Tarion Warranty Corporation

We have audited the balance sheet of Tarion Warranty Corporation (the “Corporation”) as at December 31, 2005 and
the statements of operations, surplus and cash flows for the year then ended. These financial statements are the respon-
sibility of the Corporation’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
Corporation as at December 31, 2005 and the results of its operations and its cash flows for the year then ended
in accordance with Canadian generally accepted accounting principles.

Deloitls + 1owcla LAP

Deloitte & Touche LLP Toronto, Ontario
Chartered Accountants March 2, 2006

Actuary’s Report

To the Directors of Tarion Warranty Corporation
I have reviewed the warranty liabilities of Tarion Warranty Corporation for its balance sheet as at December 31, 2005
and their change in the statement of income for the year then ended in accordance with accepted actuarial practice,

including the selection of appropriate assumptions and methods.

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

ve Chritcs.

James K. Christie Toronto, Ontario
Fellow, Canadian Institute of Actuaries March 2, 2006



Tarion Warranty Corporation / Annual Report 2005 25

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 presented in accordance with appropriate and generally accepted
accounting principles and reflect management’s best estimates and judgments. Financial information presented else-
where 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 assurance that all assets are safeguarded and to
facilitate the preparation of relevant, reliable and timely financial information. External auditors have examined and
reported on the financial statements. The Audit Committee, consisting of non-executive directors, has reviewed these
financial statements with management and the external auditors, and has reported to the Board of Directors, which has
approved these financial statements.

w. H %W

Gregory W. Gee John Becevello
President and Chief Executive Officer Vice President and Chief Financial Officer
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Balance Sheet

December 31, 2005
($ thousands)

Assets
Cash (overdraft)
Investments (Notes 5 and 8)
Accrued interest, dividends and accounts receivable
Capital assets (Note 6)
Amounts recoverable from builders

Prepaid expenses and other assets

Liabilities
Warranty liabilities (Note 7)
Funds held as security (Note 8)
Accounts payable and accrued liabilities (Note 6)
Employee future benefits liabilities (Note 9)

Surplus (Note 4)
Appropriated surplus
General surplus

Approved by the Board

Robert E. Wade, Director and Chair of the Board

2005 2004
(restated —

Note 2)

$ (1,071) $ 104
251,205 230,149
2,664 3,323
7,321 8,524
1,766 3,164
459 397
$262,344 $ 245,661
$ 144,551 $ 142,999
34,975 24,543
7,635 8,523
540 689
187,701 176,754
40,000 50,000
34,643 18,907
74,643 68,907

$ 262,344 $ 245,661

Dick Brouwer, Director and Chair of the Audit Committee



Statement of Operations

Year ended December 31, 2005
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($ thousands) 2005 2004
(restated —
Note 2)
Revenue
Home enrolment fees earned $ 34,337 $ 33,627
Builders' registration and renewal fees 1,989 1,913
Investment results
Interest and dividends 10,369 9,843
Gain on sale of investments 3,402 6,924
Investment management fees (527) (445)
Other revenue 387 303
49,957 52,165
Expenses
Claims incurred (Note 7) 7.920 4,678
Salaries and benefits 19,455 17,174
General and administrative (Note 6) 13,612 12,314
Depreciation and amortization 3,234 2,489
44,221 36,655
Excess of revenue over expenses for the year $ 5,736 $ 15,510
Statement of Surplus
Year ended December 31, 2005
($ thousands) Appropriated General Total
2004 2005 2004 2005 2004
(restated — (restated —
Note 2) Note 2)
Surplus, beginning of year,
as originally reported $ 50,000 $ 46,000 $ 30,829 $ 17,291 $ 80,829 $ 63,291
Effect on surplus
of adoption of
an amended revenue
recognition policy - (11,922) (9,894) (11,922) (9,894)
Surplus, beginning of year,
as restated 50,000 46,000 18,907 7,397 68,907 53,397
Change in
appropriation (Note 4) (10,000) 4,000 10,000 (4,000) - -
Excess of revenue over
expenses for the year - 5,736 15,510 5,736 15,510
Surplus, end of year $ 40,000 $ 50,000 $ 34,643 $ 18,907 $ 74,643 $ 68,907
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Statement of Cash Flows

Year ended December 31, 2005
($ thousands) 2005 2004

(restated —
Note 2)

Net inflows (outflows) of cash related to the following activities

Operating
Excess of revenue over expenses for the year $ 5,736 $ 15,510
Add (deduct) non-cash items
Amortization of bond premiums and discounts 1,389 554
Gain on sale of investments (3,402) (6,924)
Depreciation and amortization 3,234 2,489
6,957 11,629
Changes in non-cash balances related to operations
Decrease (increase) in accrued interest, dividends and accounts receivable 659 (1,659)
Decrease (increase) in prepaid expenses and other assets (62) 131
Decrease (increase) in amounts recoverable from builders 1,398 (1,185)
Increase in warranty liabilities 1,552 3,145
Increase in funds held as security 10,432 6,600
(Decrease) increase in accounts payable and accrued liabilities (888) 1,795
Decrease in employee future benefits liabilities (149) (130)
Cash provided by operating activities 19,899 20,326
Investing
Proceeds from sale and maturity of investments 65,517 105,948
Purchase of investments (84,560) (120,007)
Purchase of capital assets (2,031) (7,859)
Cash used in investing activities (21,074) (21,918)
Net decrease in cash during the year (1,175) (1,592)
Cash, beginning of year 104 1,696

Cash (overdraft), end of year $ (1,071) $ 104
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Notes to Financial Statements
December 31, 2005 ($ thousands)

Note 1 Corporation Operations

Tarion Warranty Corporation (the “Corporation”) was designated in 1976 by the Government of Ontario to administer
the Ontario New Home Warranties Plan Act (the “Act”). The objectives of the Act include consumer protection, builder
regulation and providing consumers and builders with a broad range of services including information and education.
The Corporation collects home enrolment and builder registration fees and invests available funds for the purposes

of settling warranty claims from homeowners, and providing for investigation, enforcement, and other administrative
costs related to its responsibilities in administering the Act. Warranty protection is outlined in the Act and includes
providing a warranty to purchasers of new homes 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;
+ specified construction and contractual warranties for defects in work or material; and

+ protection against delayed closing, under certain circumstances.

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

Note 2 Amended Revenue Recognition Policy for Home Enrolment Fees

As described in Note 3, home enrolment fees, on receipt, are initially deferred and taken into revenue as earned as
determined by actuarial calculation. In 2004 and for prior years, during the first year following enrolment of a unit, the
projected surplus of enrolment fees in excess of anticipated future claim costs was recorded as revenue and the balance
deferred. During the year the Corporation carried out a review of the earnings pattern of home enrolment fees over the
term of the warranty period. The findings of this review indicated that the method of revenue recognition used in earlier
years resulted in a higher proportion of earnings occurring in the first year of enrolment relative to the later years of
the warranty period. The Corporation also carried out a review of the practices commonly used in the property and
casualty (“P&C”) insurance industry, specific to warranty type policies with multi-year coverage. The findings of this
review indicated that many insurers, for these types of policies, do not recognize revenue in as large a proportion in

the earlier years as the Corporation did.

To ensure its revenue recognition policies are more closely aligned with practices commonly used in the P&C insurance
industry and with claims expense patterns, the Corporation amended the revenue recognition policy for home enrolment
fees during 2005. Under this new policy, revenue is recognized in proportion to the estimated future claims pattern
which is based on the historical claims pattern over the warranty period.

The change in accounting policy has been applied on a retroactive basis. The effect attributed to 2003 and earlier years
was $9,894. This amount has been recorded in the financial statements through a decrease to the opening surplus balance,
general section, as at January 1, 2004 and a corresponding increase in the balance of warranty liabilities. In addition, the
effect on 2004 excess of revenue over expenses was a further $2,028 which has been recorded as a reduction of fees earned,
as originally reported on the statement of operations for 2004, and an increase in the balance of warranty liabilities as
originally reported on the balance sheet for 2004. On a cumulative basis, adoption of the amended revenue recognition
policy resulted in a decrease of $11,922 to the beginning of year balance of general surplus for 2005, as compared to the
amount that was originally reported.
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Notes to Financial Statements
December 31, 2005 ($ thousands)

Note 3 Summary of Significant Accounting Policies

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles
(“GAAP?”). In addition, although not required, the Corporation adopts certain accounting requirements of the Office of
the Superintendent of Financial Institutions Canada (“OSFI”) for P&C insurance companies in Canada. These accounting
requirements are in accordance with GAAP.

The preparation of financial statements, in conformity with GAAP, requires management to make assumptions and
estimates that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities as at
the date of the financial statements, and the reported amounts of revenue and expenses during the reporting periods.
Actual amounts could differ from those estimates. The most significant estimation processes are related to the determi-
nation of warranty liabilities.

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 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 warranty 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 include deferred home enrolment fees and warranty claim liabilities. Deferred home enrolment
fees represent the unearned portion of home enrolment fees remitted by builders. Warranty claims liabilities are estimates
of future warranty costs and are derived from the accumulation of costs for known claims reported and in process, plus
amounts for unreported claims incurred prior to the balance sheet date, where it is anticipated that costs will be
incurred by the Corporation.

The warranty period spans 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 investment income expected to be earned over the period between the incur-
rence and settlement of a claim. 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. As well, actual settlement
may occur at amounts that differ from expected settlement results.
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Claims incurred include 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 current year or from previous
years and changes in the estimate of amounts recoverable from builders on outstanding warranty claims liabilities.
Estimated amounts recoverable from builders are included as an asset of the Corporation.

Investments

Certificates of deposit with financial institutions, treasury bills and bankers’ acceptances are recorded at cost.

Bonds are recorded at amortized cost. Discounts or premiums on purchase are amortized using the constant yield
method over the term of the investment.

Common shares are recorded 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 recorded amount to net realizable value with the amount of the reduction charged to operations.

Capital assets

Capital assets are recorded 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

Data processing equipment straight-line over four years or the term of lease if shorter than four years

acquired under capital lease

Furniture and office equipment 20% declining balance

Leasehold improvements straight-line over the term of the lease

Employee future benefits

The Corporation 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 market value. Past service costs from plan amendments are amortized
on a straight-line basis over the average remaining service period of eligible employees active at the date of amendment.
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Notes to Financial Statements
December 31, 2005 ($ thousands)

Note 4 Surplus

During 2005, the Corporation adopted a new capital management framework modeled after the framework used in the

P&C insurance industry and modified to reflect the Corporation’s circumstances, including its inability to raise capital in

traditional ways. This framework incorporates the business requirements for sufficient capital throughout the variations

of the new home building cycle, including possible losses from a future catastrophic event. It also reflects the relatively high

risk profile of the Corporation’s warranty operations, including the high level of measurement uncertainty inherent in its

warranty liabilities due to the long warranty period of up to seven years as well as other factors as explained in Note 7.

In applying the new framework, the Corporation has adjusted the amount designated as appropriated surplus to be the

amount needed to meet the minimum capital test the federal insurance regulator uses for P&C insurance companies plus

an estimate of the amount needed to cover two years of adverse business results. Based on the new capital management

framework, the surplus of the Corporation as at December 31, 2005 has been determined to be sufficient to cover possible

losses from a future catastrophic event.

Note 2 describes a change to previously reported surplus to reflect the change to a new policy for revenue recognition

of home enrolment fees.

Note 5 Investments

The following tables illustrate the Corporation’s investment portfolio as at December 31:

2005 2004
Carrying Fair Carrying Fair
Value Value Value Value
Securities with interest rate exposure:
Bonds issued by federal and
provincial governments $104,215 $112,278 $ 110,855 $ 118,718
Financial institution bonds 49,857 51,961 29,266 31,644
Other corporate bonds 33,197 34,426 30,711 32,470
Treasury bills 8,225 8,248 6,111 6,048
195,494 206,913 176,943 188,880
Equity investments:
Common shares 55,711 96,974 53,206 78,823
$ 251,205 $ 303,887 $ 230,149 $ 267,703
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2005 2004

Net Net
Unrealized Unrealized
Unrealized Unrealized Gains Unrealized Unrealized Gains
Gains Losses (Losses) Gains Losses (Losses)

Bonds issued by federal

and provincial

governments $ 8,080 $ 17) $ 8,063 $ 7,863 $ - $ 7,863
Financial institution bonds 2,283 (179) 2,104 2,378 - 2,378
Other corporate bonds 1,229 - 1,229 1,759 - 1,759
Treasury bills 32 9) 23 20 (83) (63)
Common shares 43,370 (2,107) 41,263 27,876 (2,259) 25,617

$ 54,994 $ (2,312) $ 52,682 $ 39,896 $ (2,342 $ 37,554

The unrealized losses on common shares are related to foreign exchange movements. Management does not consider these
investments to be other-than-temporarily impaired as at December 31, 2005, as the underlying market value has partially
recovered over the past year.

a) Securities with interest rate exposure

As at December 31, the scheduled maturities and fair values for securities having interest rate risk exposure are as follows:

2005 2004
Effective Carrying Fair Effective Carrying Fair
Rate (%) Value Value Rate (%) Value Value
Term to maturity:™"
Due within one year 3.16 $ 8,225 $ 8,248 2.50 $ 6,11 $ 6,048
Due one year through
five years 5.10 76,917 78,786 5.44 46,255 48,336
Due five years through
ten years 6.08 76,558 81,400 5.77 76,446 81,203
Due ten years through
twenty years 6.23 25,798 29,279 4.37 20,294 23,043
Due after twenty years 7.21 7,996 9,200 5.93 27,837 30,250
5.64 $ 195,494 $ 206,913 5.44 $ 176,943 $ 188,880

(1) Actual maturities may differ from contractual maturities shown above, since borrowers may have the right to prepay obligations with or without
prepayment penalties.
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Notes to Financial Statements
December 31, 2005 ($ thousands)

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

The Corporation 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 for which there is no limit. This investment policy
is subject to annual review by the Investment Committee of the Board of Directors of the Corporation.

b) Equity investments

Common shares fair values are considered to approximate market values and are based on quoted market prices or
dealer quotes.

c) Foreign currency exposure

The Corporation regularly monitors its risk associated with foreign currency exposure by reviewing the amount of
U.S. dollar denominated investments. As at December 31, 2005, the Corporation had approximately 26.5% (2004 — 24.6%)
of the carrying value of equity investments denominated in U.S. dollars and approximately 0.2% of securities with
interest rate exposure (2004 — 1.1%).

Note 6 Capital Assets

2005 2004

Accumulated
Depreciation/ Net Book Net Book
Cost Amortization Value Value
Software $ 6,216 $ 3,444 $ 2,772 $ 3,512
Data processing equipment under capital lease 2,952 1,315 1,637 1,751
Leasehold improvements 1,898 285 1,613 1,710
Data processing equipment 1,077 390 687 873
Furniture and office equipment 914 302 612 678

$ 13,057 $ 5,736 $ 7.321 $ 8,524

The balance of the capital lease obligations arising from the acquisition of certain data processing equipment was
$1,682 at December 31, 2005 ($1,768 — 2004). This obligation is reported on the balance sheet in accounts payable and
accrued liabilities. The Corporation incurred interest expense of $124 during 2005 ($70 — 2004) on the capital leases
which is reported in general and administrative expenses on the statement of operations.
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Note 7 Warranty Liabilities

The determination of the Corporation’s warranty liabilities, which include deferred home enrolment fees and warranty
claims liabilities, is dependent on the Corporation’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. Periodic studies are performed by management and reviewed by external
actuarial consultants to assess the adequacy of the warranty claims liabilities recorded for new homes and condomini-
ums, as well as the adequacy of deferred home enrolment fees to cover future claims and related administration costs

to administer claims.

In general, the longer the time period between the incidence of loss and settlement of the related claim, the greater the

potential for actual settlement amounts to differ from the recorded estimates. Actual settlements may also differ signifi-
cantly from the estimates of these liabilities due to the variability of assumptions about future rates of claim frequency,
severity, inflation, the ability of builders to fulfill their obligations to home buyers, recoveries from builders and admin-
istrative costs.

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

2005 2004
(restated —
Note 2)
Deferred home enrolment fees, beginning of year $ 85,726 $ 81,983
Fees received 37,203 37,370
Fees earned (34,337) (33,627)
Deferred home enrolment fees, end of year 88,592 85,726
Warranty claims liabilities, beginning of year 57,273 57,871
Provisions for claims, net of reversals 12,197 11,897
Claims paid (13,511) (12,495)
Warranty claims liabilities, end of year 55,959 57,273
Warranty liabilities, end of year $ 144,551 $ 142,999

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

2005 2004
Provisions for claims, net of reversals $ 12,197 $ 11,897
Less recoveries from builders (4,277) (7,219)

Claims incurred for the year $ 7,920 $ 4,678
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Notes to Financial Statements
December 31, 2005 ($ thousands)

Note 8 Funds Held as Security

The Corporation receives security deposits from builders, in the form of cash, letters of credit or other guarantees,
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 letters of credit
or other guarantees are released when the Corporation’s requirements are met.

Cash security deposits are invested as part of the Corporation’s cash and investment portfolio. The Funds held as security
presented on the balance sheet are the potentially refundable cash deposits including cumulative accrued interest thereon
of $1,015 (2004 — $706). Letters of credit and other guarantees are not included in the financial statements unless they
are included in amounts recoverable from builders to satisfy claims incurred.

During the year, the Corporation incurred interest of $672 (2004 — $432) on cash security deposits.

Note 9 Employee Future Benefit Plans

On September 9, 1999 the Corporation’s defined benefit pension plan and money purchase pension plan were merged
into a new pension plan called The Pension Plan for Employees of the Tarion Warranty Corporation (the “Pension
Plan”). The Pension Plan is open to all full-time employees of the Corporation meeting certain eligibility conditions.
Under the terms of the Pension Plan, employees contribute a percentage of eligible employee earnings per year. The
Corporation’s contribution varies depending upon the employee’s age and the number of years of eligible service. In
addition, the Corporation provides other post-employment benefits (“OPEB”), primarily for health and dental coverage,
on an unfunded basis.

As at December 31, 2005, the market value of the pension fund assets was $11,693 (2004 — $10,621) which exceeded
the actuarial present value of accrued pension benefits for the Pension Plan, which was estimated to be $11,581 (2004 —
$10,207). The accrued pension liability was $140 (2004 — $367).

The accrued benefit liability for OPEB at December 31, 2005 was $400 (2004 — $322).



Key information is as follows:

Actuarial assumptions for pension expense estimates
6.75%, net of expenses (2004 — 6.75%)
5.75% (2004 — 6.25%)
4.0% (2004 — 4.0%)

Return on assets
Liability discount rate
Salary increases
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Mortality Uninsured Pensioners Mortality Table — 1994

Actuarial assumptions for OPEB expense estimates

5.75% (2004 — 6.25%)
3.0% (2004 — 3.0%)
4.0% (2004 — 4.5%)

Discount rate
General inflation
Dental care trend rate

37

Extended health care trend rate ~ 10.0% (2004 — 9.5%); decreasing by 1.0% annually, commencing in 2008,
to an ultimate rate of 5.0%
Mortality Uninsured Pensioners Mortality Table — 1994

Pension Plan asset mix
Canadian equity securities
U.S. equity securities

25.0% (2004 — 30.1%)
17.0% (2004 — 11.1%)

International equity securities 15.0% (2004 — 9.8%)
Bonds 36.0% (2004 — 38.9%)
Cash 7.0% (2004 — 10.1%)

The Corporation has a December 31 measurement date. A valuation of the accrued pension benefit obligation was

performed as at January 1, 2005. To estimate the obligation at December 31, 2005, results were extrapolated from

the January 1, 2005 valuations. The next valuation of the accrued pension benefit obligation will be performed as

at January 1, 2008.

Other information about the Corporation’s Pension Plan and OPEB is as follows:

Reconciliation and funded status
Fair value of plan assets
Accrued benefit obligation

Funded status of plan — surplus (deficit)
Unamortized transitional (asset)/obligation
Unamortized net actuarial loss

Unamortized past service cost

Accrued liability, net of valuation allowance

Transfers to other Plans and benefits paid
Employee contributions

Employer contributions

Pension expense

2005 2004
Pension Pension

Plan OPEB Plan OPEB

$ 11,693 $ - $ 10,621 $ -
11,581 883 10,207 575
112 (883) 414 (575)
(1,135) 154 (1,260) 171
641 329 221 82

242 - 258 -
$ (1400 $ (4000 $ (367) % (322)
$ 918 $ 14 $ 1,007 $ 15
372 - 320 -

630 14 548 15

404 90 352 81

The total cash paid or payable in 2005 was $644 (2004 — $563).
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Notes to Financial Statements
December 31, 2005 ($ thousands)

Note 10 Contingencies, Commitments and Guarantees

In the normal course of business, the Corporation 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 material losses
to the Corporation.

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

Data

Processing
Premise Equipment Total
Leases Leases Leases
2006 $ 682 $ 836 $ 1,518
2007 680 587 1,267
2008 679 259 938
2009 679 - 679
2010 678 - 678
2011 and thereafter 3,777 - 3,777

$ 7,175 $ 1,682 $ 8,857

The Corporation has agreed to indemnify its directors and certain of its officers and employees against any liability
incurred in their capacity as a director, officer or employee of the Corporation in accordance with the Corporation’s
by-laws. The nature of the indemnification undertakings precludes making a reasonable estimate of the maximum
potential amount the Corporation could be required to pay to third parties, as the amounts are dependent upon
the outcome of future contingent events, the nature and likelihood of which cannot be determined at this time.
Historically, the Corporation has made no significant payments under such indemnification provisions.

Note 11 Fair Values of Financial Instruments

Fair values of all financial instruments, except investments and warranty liabilities, have been determined to approximate
their carrying values.

Fair values of investments are disclosed in Note 5. 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 12 Comparative Figures

Certain comparative figures have been reclassified to conform to the current year’s financial statement presentation.
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Corporate Leadership Team

Gregory W. Gee Eileen M. Holden Suzanne M. Tiffin
President and Chief Executive Officer Vice President, Human Resources Vice President, Customer Service
Robin E. Fitzgerald Robert S. Jewett A. Pat Varcoe
Senior Vice President, Operations Vice President, Claims Vice President,
Li i d Und iti
John E. Becevello Janice Mandel icensing an naerwriting
Vice President and Chief Financial Officer ~Vice President, Corporate Affairs Bill R. Wallace
Vice President,
Mike Coté Robert P. Mitchell Ir::cjrmzsicl) neg stems
Vice President, Builder Relations Director, Industry and y

Government Relations

Tim P. Schumacher
Vice President and General Counsel
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Standing [left to right]: John Becevello, Suzanne Tiffin, Greg Gee, Robin Fitzgerald, Mike Coté, Eileen Holden,
Pat Varcoe, Robert Mitchell

Seated: Tim Schumacher, Robert Jewett, Janice Mandel, Bill Wallace
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Board of Directors and Board Committee Membership

Robert E. Wade
(formerly Mayor
of Hamilton)

Chair of Board
Chair of Executive Committee

Tony Campanale
President, Campanale
Homes, Ottawa

Member of
Executive Committee

Gregory W. Gee
President and
Chief Executive Officer

Member of
Executive Committee

Peter Saturno

President, Midhaven
Homes, Oshawa

Member of Consumer

and Communications
Advisory Committee

Robert Cooper
President, Alterra Group
of Companies

Member of Audit Committee

Mary Pitt
Corporate Director,
Ottawa

Member of Consumer
and Communications
Advisory Committee

Dick M. Brouwer

Partner, Zebro
Development Ltd.,
London

Chair of Audit Committee

Member of
Executive Committee

S. Scott Cameron

\

Robert Dowler

Assistant Deputy Minister,
Policy and Consumer
Protection Services
Division, Ministry of
Government Services

Member of Consumer

and Communications
Advisory Committee

President, Cameron Stephens

Mortgage Capital, Toronto

Member of Investment Committee



Tarion Warranty Corporation / Annual Report 2005 41

Victor Fiume

President, Ontario Home
Builders' Association
(OHBA)
The Durham Group,
Oshawa

Walter T. Moodie
Corporate Director,
Mississauga
Chair of
Investment Committee
Member of

Executive Committee
Member of Audit Committee

1L
.

Karen Kinsley

President and
Chief Executive Officer,
Canada Mortgage and
Housing Corporation,
Ottawa

Member of Audit Committee

Brian K. Johnston

President, Monarch
Construction Ltd.,
Toronto

Member of

Executive Committee
Member of Audit Committee

Harry Herskowitz
Partner, DelZotto, Zorzi,
Toronto

Vice Chair of Board
Chair of Consumer

and Communications

Advisory Committee
Member of

Executive Committee

Joe Valela
President, Valemont
Homes Inc., Toronto

Member of
Investment Committee

Peter R. Smith
President, Andrin Homes
Limited, Brampton

Member of
Investment Committee

Christopher Spiteri

Associate, Augustine Bater &
Polowin LLp, Ottawa

Member of Consumer

and Communications
Advisory Committee
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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, 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 man-
agers 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 pension plan of the Corporation.

Consumer and Communications Advisory Committee

The Consumer and Communications Advisory Committee acts as a forum to provide input to management and the
Board on strategic matters with respect to consumer protection initiatives and external communications by Tarion

to consumers. The Committee includes members of the Board who represent Tarion’s major stakeholders together with
external members with expertise in consumer relations and/or the communications and marketing industry.

The Committee assists Tarion management with consumer policy development and development of communications
strategy by acting as a sounding board to provide insight and input on issues, by making recommendations regarding
the development and delivery of consumer protection policies, by analyzing relevant consumer research data and by
giving insight into current communication programs and trends.
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Governance Policies

The Board of Directors of Tarion Warranty Corporation is committed to a series of governance policies which are

intended to support the supervisory role of the Board. 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.

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

Board Composition

In accordance with the by-laws of the Corporation, the Board of Directors has representation from a number of
stakeholders with an interest in the home building industry in Ontario, including representatives from the Ontario
Home Builders’ Association (OHBA), consumer representatives, financial institution representatives, and those from
provincial and municipal governments. The Board currently has 15 members and 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 per-
formance against the Company’s business objectives and strategic plans.

Board Evaluation

The Board retains an independent professional organization to undertake an annual Board evaluation to assess and
enhance the effectiveness of the Board and the Board Chair. Feedback is provided by the external organization to the
Board as a whole, with a view to enhancing Director development and the contribution of individual Directors to
the work of the Board.

Annual Business Plan
Management prepares an annual Business Plan together with a budget, which are submitted to the Board for
approval each year.

Annual Objectives
All employees of the Corporation have written performance objectives each year, and their compensation is deter-
mined in part by an evaluation of their performance against these objectives.

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 appropri-
ate discipline and dedication.
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Directors’ Attendance for 2005

Board of Board

Directors Committees
Robert E. Wade 6 of 6 7 of 7
Dick M. Brouwer 6 of 6 10 of 10
S. Scott Cameron 50f6 30f 3
Tony Campanale 60f6 70f7
Robert Cooper 50f6 30f3
Robert G. Dowler 6 of 6 30f3
Gregory W. Gee 60f6 16 of 16
Harry Herskowitz 60f6 11 of 11
Brian K. Johnston 50f6 12 of 12
Karen Kinsley 60f6 30f3
Mary Pitt 50f5 20f2
Peter Saturno 6 of 6 20f2
Peter R. Smith 50f6 30f 3
Chris Spiteri 50f5 20f2
Joe Valela 60f6 30f3
Walter T. Moodie 50f6 12 of 13
Victor Fiume 20f2

Notes on Directors’ Attendance

1. The record of the attendance of Directors relates to the Board and Board Committee meetings held by the
Corporation during 2005.

2. The number of Board or Board Committee meetings held by the Corporation in 2005 was as follows:

Board of Directors
Executive Committee
Audit Committee

Investment Committee

w0 W W Ny

Consumer and Communications Advisory Committee

Total 22
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Questions or comments regarding
Tarion Warranty Corporation or any
information appearing in the Annual
Report may be directed to:

Tarion Warranty Corporation
Corporate Affairs Department
Telephone: 1-877-982-7466

The Corporation’s Annual Report can
also be found on the Tarion website at
www.tarion.com.
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