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OUR MANDATE

Tarion is a private corporation that was created in 1976 to provide for the regulation of
new home builders and the administration of a warranty plan that protects home buyers
in Ontario from certain risks associated with the purchase of a new home.

Our overall mandate is to administer the Ontario New Home Warranties Plan Act and
includes:

* Protecting new home buyers from builder failures or defaults (such as, substandard
construction, faulty workmanship and materials, incomplete construction and loss
of deposits) through the development, promotion and administration of statutory

warranties.
+ Promoting better communication between builders and buyers of new homes.

* Providing new home buyers with a forum for complaints about builders and assisting in
their expeditious and equitable resolution.

+ Establishing and administering a guarantee fund that provides for the payment of com-
pensation under the Plan.

+ Informing and educating new home builders, and through research programs, promoting
progressive improvement in the quality of housing in Ontario.

TARION WARRANTY CORPORATION
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KEY OPERATIONAL HIGHLIGHTS
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* Does not reflect fair value adjustments for the investment portfolio which were added beginning in 2007 when the C.I.C.A financial instruments standards were adopted.

+ The Homeowner Service Orientation Index reflects the average of opinion scores for accessibility, ability to listen to and understand needs and how easy Tarion is to
do business with. The Builder Service Orientation Index reflects the average of opinion scores for accessibility and ability to listen to builder needs and concerns. Please
see pages 12 and 13 for survey methodologies.

1 Based on results of a bi-annual employee opinion survey conducted by The Hay Group.

Builder Service Orientation Index and Employee Engagement data obtained every two years. Data will be updated in the 2011 Annual Report.
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STRATEGIC INITIATIVES

Tarion initiated a new three year plan in 2009 called Meeting the Challenges—2009-2011
which took the realities of the economy into account while aiming to make the organiza-
tion more flexible, creative and efficient. The goals of this plan are to help ensure that new
home buyers are protected and educated, that builders are given support to satisty their
customer commitments and that Tarion is able to fulfill each area of its mandate while
maintaining a stable financial position.

The initiatives below were undertaken in 2010 as part of the second year of this plan.
Expense Reduction and Revenue Enhancement

v’ A new procurement policy was developed and approved by the Audit Committee and
the Tarion Board of Directors to ensure goods and services are being acquired in the
most economic and efficient manner possible.

Improve Stakeholder Messaging

v Expanded registration in MyHome which provides personalized warranty

information and allows homeowners to conveniently manage their warranty online.

v A new mandatory orientation session was implemented along with improved
technical and business testing for new home builders.

Be More Customer-Centric

v Employees participated in a service excellence initiative called The Tarion Way which
brings a common approach to the customer service we deliver to stakeholders.

v The condominium warranty process was changed to expedite the resolution of com-
mon element issues and streamline the design and field review process.

Increase Transparency

v A public consultation process was launched to make policy development more col-
laborative and transparent. Public consultation was undertaken on three policies that
have since been implemented.

“Make it Work”

v Working with stakeholders, we completed a review of the popular Tarion Construc-
tion Performance Guidelines. The Guidelines were created in 2003 to clarify what is
and is not covered under the statutory warranty. Public consultation on proposed
revisions will take place in early 2011.

v Our Customer Relationship Management software was upgraded to improve its over-
all performance and make it easier to use and more efficient.

Prevent Illegal Building

v’ A new strategy was implemented for managing illegal building. It focuses on stopping
repeat offenders, builders who were refused a licence or whose licence has expired or
been revoked, and builders who are illegally constructing multiple units. These are
the most flagrant offenders.

TARION WARRANTY CORPORATION ANNUAL REPORT 2010 5



MESSAGE FROM THE CHAIR OF THE BOARD

When I wrote this message last year, the economy was in a precarious state. We were con-
cerned about the number of homes that would be enrolled with Tarion and the potential
for builders to face financial difficulties or find themselves unable or unwilling to meet
their new home warranty obligations. If sustained over time, these issues could negatively
impact the viability of the Guarantee Fund that we use to pay claims.

Fortunately, new home enrolments exceeded our budgeted projections, rising 10 per cent
over the last year, and homeowner claims remained at manageable levels. I am pleased to
report that Tarion continued to make progress in its goal of being helpful and efficient in
the oversight of warranty coverage while ensuring all parties receive fair treatment. Build-
ers assisted us in this effort by maintaining customer service levels despite the difficult
economy. We thought there may be an increase in claims activity if they were forced to
cut back on staff, but most weathered the storm with few, if any, noticeable service issues.
Tarion sought to improve its customer service through the introduction of a service excel-
lence initiative called the Tarion Way which brings a common approach to the customer
service we deliver to our stakeholders.

In 2010, we also completed our first year of public consultation on proposed regulatory
changes involving Tarion processes. This initiative was recommended by the Regulatory
Affairs Committee as a way to make policy development more collaborative and transpar-
ent. As Chair of this committee, I can confirm that the feedback we collected was used
to improve the three policies that were consulted on and implemented over the past year.

As part of our commitment to operate in accordance with best practices in corporate gov-
ernance and continuously improve, the Tarion Board of Directors conducted an annual
self assessment once again last year. This was done under the direction of an independent
governance professional and it included evaluations of the Board and Committee Chairs.
The results confirmed that the Board is in a strong position to confidently provide future
leadership and strategic direction to Tarion. As in past years, the information gathered
provided useful input about areas that would benefit from improvement and indicated
that feedback gathered in past years has improved the performance of individual members
and the Board as a whole.

I would like to take this opportunity to thank outgoing Board Members Scott Cameron,
President, Cameron Stephens Mortgage Capital Ltd., Bob Ridley, former President Build-
ing Better Home Builders and Peter Smith, President, Andrin Homes Limited as well as
Associate Member James Bazely, President, Gregor Homes for the valuable contributions
they made throughout their tenure. In addition, I would like to welcome new Board
members Sandy Ewen, Vice President Developer Solutions, Lombard Canada and Frank
Giannone, President Fram Building Group as well as our two new associate members Lea
Ray and Bob Finnigan, Vice President, Heathwood Group of Companies.

When I'look back over the last two years, I am quite amazed at the resilience and flexibility
shown by Tarion employees despite facing the enormous uncertainties posed by a chal-
lenging economy. I am also proud of how much we have changed as an organization and
the way we have used these difficulties to become more efficient and flexible in the way we
serve our stakeholders. I would like to express my gratitude to Tarion President & CEO
Howard Bogach, his Corporate Leadership Team and all of our employees for their hard
work and dedication. I would also like to thank my fellow Board of Directors for the lead-
ership and direction they provided.

I look forward to working with all of you again next year as we plan for the future and
continue to make Tarion the best organization it can be.

TARION WARRANTY CORPORATION
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MESSAGE FROM THE PRESIDENT AND CEO

Reflecting on the events of the last 12 months, I think 2010 can best be described as “the
year I learned to survive the recession”. Although new home enrolment revenue was high-
er than we expected during the first half of the year, the threat of higher interest rates and
the introduction of the HST in July gave rise to concerns that the housing market recovery
might be short-lived. Fortunately, builders responded well to customer service issues and
although Tarion paid out $17.6 million claims dollars, a considerable portion of this was
related to the resolution of issues that were initiated the previous year.

With a total of 52,531 new homes enrolled in the warranty program, we ended the year
with enrolment fees received ahead of budget by 50 per cent. However, given the external
environment we had planned conservatively and remained focused on reducing our non
claims related operating expenses as much as possible throughout the year without com-
promising the services we offer or our stakeholder relationships.

Building off of insights that were developed through ongoing research with customers,
we made a number of improvements to our policies and processes throughout the year.
These included:

+ The introduction of public consultation on proposed regulatory changes,

+ Improvements that will streamline and expedite our condominium common
elements processes,

+ The initiation of a significant upgrade in our Customer Relationship
Management software to improve its overall performance and increase
our ability to serve customers online; and

+ The launch of a service excellence initiative called The Tarion Way which
will bring a common approach to the customer service we deliver.

In addition, employees throughout the organization worked hard at making small im-
provements every day to support builders and help ensure consumers get what they expect
when they buy a new home.

We also remain focused on improving transparency wherever possible. To that end, we
held our second annual public meeting in April, which gave stakeholders an opportunity
to hear about our business and financial results firsthand, ask questions, and meet with our
Board of Directors, senior management and staff. At the suggestion of a homeowner we
moved the meeting to early evening to make it more accessible, which helped increase at-
tendance. An important part of the meeting was the informal dialogue with homeowners
which helped us resolve some of the issues that were raised even before the meeting began.

At the beginning of the year, we published our first formal regulatory plan which was post-
ed on tarion.com to provide an overview of proposed regulatory changes for the year. Asa
result of this plan, three policies were implemented in 2010 and two others were initiated
and are in progress. In addition to researching the impact of these changes and discussing
them internally, we also sought broad stakeholder input on all of them as part of our new
public consultation process. Please see page 12 for specific detail about how we engaged
stakeholders and the policies that were impacted.

This year also marked the beginning of a new strategy for managing illegal building which
we have found to be an ongoing challenge. Our Enforcement team made a concerted effort
to find and stop the most flagrant offenders—those who repeatedly build homes without

TARION WARRANTY CORPORATION
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MESSAGE FROM THE PRESIDENT AND CEO

registering and those illegally constructing multiple units. We also reached out to munici-
pal building officials to better educate them about warranty coverage and builder licens-
ing. We felt that if warranty standards and the role of Tarion were better understood by
this group, who visit construction sites every day, we would have an opportunity to work
together both to combat illegal building and to potentially head off warranty issues before
they develop. I am pleased to say that both of these approaches, while still in their infancy,
are paying off.

We also expanded our homeowner education efforts through a new online advertising
campaign and the addition of a Welcome Package that is mailed to all homeowners in
the first 30 days after they move into their new home. It contains a personalized letter,
highlights the benefits of registering on our homeowner portal, MyHome and includes
a “10-Minute Warranty Guide” DVD which is also available on tarion.com along with a
growing library of webinars about new home warranty coverage.

Looking ahead, I feel confident that our commitment to continuous improvement will
serve us well as we seek to provide the highest level of customer service to homeowners
and builders in Ontario.

TARION WARRANTY CORPORATION
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PROVIDING SERVICES AND SUPPORT

The Warranty Program

New home buyers in Ontario are entitled to limited warranty coverage of up to $300,000
over a seven year term which is provided by the builder and backed by Tarion. There is
also separate coverage of up to $2.5 million for the common elements of a condominium
(such as a lobby or garage).

Builders must enrol every new home with Tarion at a cost that is based on the selling price
of the home and ranges from $535.00 to $1,650.00 (plus HST). The warranty provides
excellent value and remains with the home for seven years, even if it is sold during this pe-
riod. While the vast majority of builders are able to resolve any deficiencies or other issues
that arise to the satisfaction of new home buyers, Tarion stands behind newly constructed
homes and is there to help if a dispute about coverage does arise.

We do this by administering the new home warranty and ensuring that builders observe
specific customer service standards. We also provide a process for making claims that in-
volves working with the purchaser and builder, as well as other parties such as the local
municipality if needed, to negotiate a binding solution. In situations where a builder is
unwilling or unable to address an issue that falls under the statutory warranty coverage,
we will work directly with the homeowner to resolve the matter.

If a builder or homeowner disagrees with one of our decisions, they may appeal through
various channels. Purchasers may appeal our decisions through the province’s Licence
Appeal Tribunal, or if they feel that they have been treated unfairly by us, they may con-
tact the Tarion New Home Buyer Ombudsperson. Builders who disagree with a Tarion
warranty decision may appeal it through our Builder Arbitration Forum.

Coverage Highlights

* Protection of deposits up to $40,000 for freehold homes and $20,000 for condominium
units.!

+ Compensation for certain types of delays in closing or occupancy.

* A one year warranty requiring that the home is fit for habitation as well as free from
defects in work and materials and violations of the Ontario Building Code.

* A one year warranty providing protection against certain kinds of improper substitutions.

*+ A two year warranty that protects against defects allowing water penetration through
the foundation and building envelope, defects in the electrical, plumbing and heat-
ing systems and the exterior cladding, and health and safety violations of the Ontario
Building Code.

* A seven year warranty that protects against work and material defects that cause failure or
adversely affect a load-bearing part of the home’s structure, cause it to fail or significantly
affect use of the building as a home.

! Condominium deposits in excess of $20,000 are protected by the trust provisions of the Condominium Act.

TARION WARRANTY CORPORATION
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PROVIDING SERVICES AND SUPPORT

Builder Licensing

In addition to standing behind the builder’s statutory warranty, Tarion acts as the
Regulator of the home building industry. As such, we are responsible for licensing all new
home builders in the province and ensuring they have the technical competence, customer
service capabilities and financial capacity required to build new homes. We also look at
how past conduct reflects on the builder’s honesty and integrity.

Builder licences are renewed annually. A builder’s performance in constructing and servic-
ing homes is used to determine conditions of registration when assessing a licence renewal.

If a builder is unwilling or unable to honour their warranty obligations, a number of sanc-
tions may result.

* The terms and conditions of their registration may be changed such that:
- The builder is limited in the number of homes they can construct;

- The security they are required to provide to Tarion is increased
or held for a longer period of time;

- A Tarion-approved customer service plan is put into place which
we then audit for compliance; or

* Their licence may be revoked.

Educating Consumers and Supporting Builders

Homeowner Education

Tarion devotes considerable resources to helping homeowners understand the benefits and
limitations of their new home warranty.

The tools we provide include a Tarion Homeowner Information Package which builders are
required to give to each new home buyer on or before their date of possession. It describes
warranty coverage in detail and the process for making a claim. The addition in 2009 of
our homeowner portal, MyHome, offers purchasers information and a convenient way to
manage their warranty online. It provides access to personalized enrolment and warranty
information and allows them to submit warranty forms quickly and easily and receive email
from Tarion highlighting key warranty dates and information.

To create awareness about MyHome and help ensure new homeowners understand their
warranty deadlines, we began sending a welcome package this past year to all purchasers
during the first 30 days after they move into their new home. It contains a letter with per-
sonalized warranty dates, highlights the benefits of registering on MyHome and includes
a “10-Minute Warranty Guide” DVD which is also available on tarion.com along with a
growing library of webinars about new home warranty coverage. We also reached out to
homeowners through our Contact Centre and regular homeowner correspondence to help
increase awareness about the features and benefits of MyHome. In addition to the above
educational tools, Tarion places corporate advertising online and in the new home sections
of various newspapers and magazines and publishes a regular column in the Toronto Sun
under the byline of President & CEO Howard Bogach which highlights issues of relevance

to new home buyers.
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PROVIDING SERVICES AND SUPPORT

Builder Support

The last several years brought significant evolution to the new home marketplace in Ontario.
Rising consumer expectations, reduced land availability and changing demographics have
been a reality for some time. These trends combined with demand for “green” technologies
put many builders in a situation that required them to look differently at how they do business.

Tarion has a dedicated Builder Relations team that helps ensure builders understand and
comply with their obligations under the Ontario New Home Warranties Plan Act. They
monitor projects in order to flag potential problems and help builders deal with after sales
service issues before they escalate. In addition, Builder Relations helps facilitate the sharing of
best practices within the residential construction industry and offers technical, administrative
and customer advice to help builders understand the warranty requirements.

Warranty Resolution

Tarion is responsible for ensuring homeowners receive the coverage they are entitled to
under the Act.

A claim is initiated when a homeowner submits a warranty form to their builder and
Tarion. Builders then generally have 120 days to resolve any warranted deficiencies. If the
homeowner is not satisfied with the resolution, they can call Tarion and request a con-
ciliation inspection within the following 30 days. Our Contact Centre is open Monday to
Friday from 9 a.m. to 5 p.m. and the staff is available to schedule conciliation inspections,
provide information and respond to questions and concerns.

After a conciliation inspection is scheduled, a member of our Claims staff contacts the
homeowner to help them determine whether the item(s) in question is covered under
warranty. If it is, the builder will have 30 days to make the repair(s). When this period
elapses, we will contact the homeowner to determine the status of the item(s). Should the
matter not be resolved, we will re-inspect the home if necessary and work directly with the

homeowner to settle the matter.

How We've Improved the Claims Process

It is our goal to be both helpful and efficient in our oversight of warranty coverage and to
ensure that all parties receive fair treatment. In 2009 we held a series of focus groups to help
us understand what we could do to better serve homeowner needs. Many new home buyers
expressed a desire for better communication and greater flexibility throughout the claims
process.

We looked at how we could improve our services and put several new initiatives in place.
These included relaxing our form submission time lines to allow for the acceptance of
forms that are received one day late, revision of our homeowner correspondence and the
introduction of online warranty management through MyHome.

We also expanded a pilot project that involved calling homeowners who had requested an
inspection so we could better understand their concerns. These conversations enabled us
to explain available warranty coverage more clearly. In addition, we have made an effort,
wherever possible to try and expedite the resolution of claims. More than ever, staff in our
Claims, Contact Centre, Builder Relations, and Licensing and Underwriting departments
work together to ensure that matters are resolved as frequently as possible without requir-

ing further intervention from Tarion.
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PROVIDING SERVICES AND SUPPORT

Listening to and Engaging Customers

Public Consultation

In 2009, Tarion introduced a new internal policy development process, a Regulatory Af-
fairs Committee of the Board and an Annual Regulatory Plan which outlines the policy
changes planned for the year. With these initiatives in place, a public consultation process
was launched in 2010 to make policy development more collaborative and transparent.

During its first year, public consultation was undertaken on three policies that have since
been implemented: 1) a change was made to the liability cap for larger condominium proj-
ects; 2) a customer service standard for common element warranty claims was introduced;
and 3) a policy to prohibit builders from passing on development charges not levied by
the municipality was put in place (this was not a common practice, but it had occurred in
at least one instance). Feedback on each of these policies was sought both from relevant
stakeholder groups and from the public through tarion.com. The comments we received

were summarized, considered and incorporated by staff after which the policies were put
before Tarion’s Regulatory Affairs Committee and Board of Directors for approval. Ad-
ditional policies that were consulted on in 2010 include a new framework for major struc-
tural defect warranty claims and proposed amendments to the Construction Performance
Guidelines. Both are currently being refined with implementation planned for 2011.

Understanding Homeowner Experiences with Tarion

Toward the end of 2010, Tarion once again commissioned research through an indepen-
dent third party to measure how we are viewed by homeowners. (Note: homeowner re-
search is used to determine annual Tarion Awards of Excellence recipients and is therefore

completed each year. Similar research with builders is conducted every second year and
is next scheduled for Fall 2011.) Our intention in seeking consistent feedback is to assess
customer satisfaction and determine what we need to focus on in order to continually
improve. Detailed results from our 2010 homeowner survey can be found on tarion.com.

Questionnaires were sent by Crunch Research in partnership with Harris Decima to more
than 48,000 consumers in their first year of possession* as well as 9,850 additional con-
sumers in their second through seventh year of possession.** A total of 9,500 responses
were received. Most measures were tracked against similar surveys conducted during pre-
vious years.

Overall results from the survey of homeowners in their first year of warranty cover-
age were consistent year over year with some trends emerging based on builder size or
type. For example, those who purchased from large “production” builders reported
increased satisfaction in several areas and those who purchased from high rise condo-
minium builders reported reduced satisfaction.

* Homeowners took possession of their home between October 1, 2009 and September 30, 2010. Results are
accurate to within +/- 1 per cent 19 times out of 20.

** Homeowners took possession of their home between October 1, 2003 and September 30, 2009. Aggregate
results are accurate to within +/- 2.6 per cent, 19 times in 20. Margins of error are higher for individual
years of coverage ranging between and +/- 5.7% and +/- 7.3%.
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PROVIDING SERVICES AND SUPPORT

* As in previous years, a large majority of homeowners in their first year of possession
(85 per cent) had a favourable impression of Tarion. There was some weakening of this
view among those who purchased a high rise condominium. Results among this group
slipped from 85 per cent in 2009 to 81 per cent in 2010.

* Most homeowners view Tarion as accessible (89 per cent), able to listen to their needs
and concerns (81 per cent), easy to do business with (81 per cent), able to help them
understand their warranty rights and responsibilities (84 per cent) and able to make
sure builders fulfill their warranty obligations (78 per cent). None of these measures
varied by more than one per cent in comparison with the previous year’s results.

« Fifty-eight per cent of homeowners were extremely or very satisfied with the service
they received from Tarion (compared with 57 per cent in 2008). Increased satisfac-
tion was reported with several aspects of telephone contact and email and/or mail
enquiries. Freehold home buyers were more likely to feel this way and high rise con-
dominium buyers were less likely.

« Satisfaction with Tarion remained stable across all areas of the conciliation/claim expe-
rience although, fewer homeowners reported having a conciliation or claim inspection
in 2010 than in the previous year (five percent vs. seven percent in 2009).

Results of the survey conducted among homeowners in their second through seventh year
of warranty coverage followed the same trends as the 2009 results. Overall, homeowners in
their first or second year of coverage are most favourable toward Tarion.

* Impressions of Tarion decline marginally among homeowners in each of the first five
years after possession dropping more steeply in years six and seven.

« Satisfaction scores among those who took possession of a new home in October 2004
through September 2005 significantly improved due to a series of changes introduced the
previous year before. These included the launch of Construction Performance Guidelines,
mandatory customer service standards for builders, and a centralized Tarion Customer
Service Centre.

» Homeowners’ satisfaction with their Tarion interactions also decline over time, and
continue to be highly dependent on the experience they had with their builder even
after the first year of possession.

« Eighty-two per cent viewed us as accessible and when asked if we were easy to do busi-
ness with, results ranged from 75 per cent among those in year two of the warranty to

59 per cent among those in year seven.

YEAR OF WARRANTY FAVOURABLE HIGHLY SATISFIED WITH
COVERAGE IMPRESSION OF TARION TARION INTERACTIONS
Year 1 85% 58%

Year 2 78% 55%

Year 3 76% 47%

Year 4 71% 42%

Year 5 66% 34%

Year 6 68% 40%

Year 7 64% 34%
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OPERATIONS OVERVIEW

Builder Licensing and Underwriting

After two years of declining new home enrolments, residential construction bounced back
in 2010 driven primarily by strength in the condominium market. After a brief drop last
year, condominium enrolments increased over 36 per cent in 2010. Freehold enrolments
started out well ahead of 2009 levels and remained strong for most of the year, but declined
in the fourth quarter and ultimately were down two per cent when compared with 20009.

While the global financial crisis which began in late 2008 has had a negative impact on
consumer confidence, its effect on the housing market has been less than anticipated. Al-
though 2010 was expected to be a difficult year with the introduction of tighter mortgage
rules, the threat of higher interest rates and the launch of the HST, market conditions
did recover. Several builders undertook new projects and given the growing popularity of
condominium living, many were in the condo space particularly in the GTA where land
continues to be scarce and building “up” has become a condition of the market.

NEW HOME ENROLMENTS

80,000 7
70,000 7 62,408 66,958
60,000 |
50,000
37,916

40,000 | 32,226 31,438
30,000

19,393 22,807 23,404 21,093
20,000 R 15,423
10,000

2006 2007 2008 2009 2010 BUILDERS REGISTERED

Total Enrolments Freehold Homes Condominium Units

5,777
5,809
5,840
5,517
5,391

Along with growth in condominium enrolments Tarion also saw a rise in the amount of
security held. To protect the Guarantee Fund that is used to pay claims when a builder is
unwilling or unable to resolve warranty issues, Tarion requires builders to post security in
certain cases. This can be in the form of surety bonds, letters of credit, deposit trust agree-
ments, cash or indemnity agreements. In 2010, Tarion held a total of $1.9 billion dollars, an
increase over 2009 that can be attributed to the higher level of condominium construction.

Builder registrations declined in 2010 for the second year in a row, falling from 5,517 in
2009 to 5,391. During the past year, 48 builders were denied a licence or had their licence 2006 2007 2008 2009 2010
revoked by Tarion.
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OPERATIONS OVERVIEW

Warranty Service

Tarion’s warranty service role begins when a buyer enters into an agreement to purchase a
new home. We stand behind the builder’s commitment to deliver the home to the purchaser
on time in keeping with basic quality commitments and to provide after-sales service.

The warranties protecting homeowners when there is a delay in closing or a deposit refund
issue start on the date the home is purchased. The warranties that protect homeowners
when there is a construction deficiency or after-sales service issue begin on the date the
home is available for possession (in the case of freehold homes as well as condominium
units). In 2010 there were 54,147 new home possessions which fell under the regulation

of Tarion.
WARRANTY SERVICE STATISTICS 2010 2009 2008 2007 2006
Total homes under warranty 414,445 433,183 456,449 459,233 457,693
New home possessions 54,147 46,332 56,731 60,224 61,560
Number of 30-Day forms 26,824 22,772 27,599 26,977 26,997
submitted
Percentage of homes for which 50% 49% 49% 45% 44%
30-Day forms were submitted
Number of Year-End forms n/a 20,135 25,804 24,883 24,760
submitted*
Percentage of homes for which n/a 43% 45% 41% 40%

Year-End forms were submitted*

* Year-end form data for 2010 possessions will not be available until December 31, 2011.

Early Communication Helps

While the vast majority of homeowners are able to resolve any issues they have directly
with their builder, in 2010 we continued to focus on those new home buyer experiences
where the likelihood of a resolution was lower. We found that homeowners who reported
a higher number of defects were more likely to require Tarion’s involvement in resolving
their claim. One of the initiatives we undertook in these cases involved encouraging
additional communication between Tarion, the homeowner and the builder. All parties
found this additional communication helpful and early results suggest that this approach
reduced the extent of the disagreement at minimum, and increased the likelihood of a
resolution in many cases.

In keeping with the theme of communication, for issues affecting several individuals in a
development we continued to hold “town hall” style meetings which were introduced in
2009. We also streamlined the point of contact for large and complex issues and emphasized
the need for transparency when resolving claims, to both builders and homeowners.
On the latter point, and in part as a result of recommendations from the Tarion New
Home Buyer Ombudsperson, the Warranty Services group committed to providing more
information and support for claim settlement offers, and began a review of the language
used in homeowner correspondence regarding claim decisions.

TARION WARRANTY CORPORATION
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OPERATIONS OVERVIEW

In 2010, Tarion also piloted an initiative to better manage warranty claims where the list of
defects was particularly large. This project was undertaken because we found the regular
claims process to be inefficient and unduly prolonged in cases where a large number of
items needed inspection. This was not beneficial for Tarion or its customers. By using
a more focused approach that involved multiple claim representatives, we were able to
resolve a large claim in just four days which would have taken months to bring to a close
using the normal process. Even better, this new approach received positive feedback from
everyone involved and will continue to be used and refined where appropriate.

Claims Paid

When a homeowner is unable to resolve an issue with his or her builder and we determine
that the item is covered under the statutory warranty, we will work directly with the
purchaser to resolve the matter. Since warranty claims are typically paid out as repairs are
completed over time, the dollar amount of claims paid by Tarion tends to be consistent
year-over-year, except when a large claim is settled. In 2010, 937* claims totaling $17.6
million were paid by Tarion. This represents a higher than usual dollar amount due to a
number of large payments that were made on behalf of builders who were unwilling or
unable to resolve issues with homeowners directly, as well as a long term, high cost repair
project involving a subdivision which began in 2009.

2010 2009 2008 2007 2006

Number of Claims Paid 937* 1,452 1,304 1,059 1,189

Claims Paid ($ millions)

Freehold Homes 13.9 17.8 10.8 8.9 8.8
Condominium Units 0.4 0.6 0.6 0.9 0.3
Condominium Common Elements 3.3 25 2.6 3.2 2.6
Total Claims Paid 17.6 20.9 14.0 13.2 11.9

Avenues of Appeal

Once a decision about warranty coverage is made by Tarion, a homeowner has the right
to an appeal if they do not agree with our determination. Builders also have the right
to appeal decisions by Tarion if we refuse or revoke their licence to build homes. These
appeals are accomplished through an informal process that is conducted independently by
the Ontario Licence Appeal Tribunal (LAT). In 2010, 116 consumer appeals were filed with
LAT (down from 166 the previous year) and 28 builder appeals were filed (down from 56
in the previous year).

Those who feel they have not been treated fairly by Tarion can turn to our New Home
Buyer Ombudsperson Office, which is available to provide an objective perspective for
consumer concerns and determine whether a decision was made fairly. The Office is meant
to supplement and not replace formal channels. Accordingly, it does not make warranty
decisions, mandate policies, or formally adjudicate issues for Tarion. However, the
*When this report was originally published in April, 2011 the Number of Claims Paid in 2010 was incorrectly stated as 1,304. The above

correction was made on September 1, 2011.
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Ombudsperson Office does publish an annual report which contains recommendations
for process improvement and/or policy changes based on the previous year’s activity. In
2010, five recommendations were made, all of which were discussed with management.
Some have already resulted in changes to our existing policies or processes.

For more information about the New Home Ombudsperson Office or for a copy of the
2010 Ombudsperson Annual Report please visit www.tarion.com.

Customer Services

Tarion Customer Services is one of the first places people can call if they want to ask a question
or discuss an issue or concern. In 2010, Tarion responded to approximately 72,000 telephone
calls and over 13,000 emails from homeowners and builders. Questions are typically about
warranty coverage, the claims process or the status of a specific claim. In addition, over 4,000
homeowners and builders visited Tarion to drop off warranty forms and other documents, or
to meet in person with Tarion representatives regarding a question or issue.

Customer Service is the starting point for complaints about Tarion’s staff, service and
warranty process. This data is tracked here and has appeared in the Annual Report for the last
two years. As there are other intake points for such complaints, we are currently updating
our complaint tracking process in order to provide more comprehensive information about
complaints received throughout the organization and this information will appear in the
2011 Annual Report.

lllegal Building

Illegal building hurts the reputation of the building industry, costs Tarion millions of dollars
in unnecessary claims and burdens the provincial and federal governments with lost tax
revenues and claims to the Workplace Safety and Insurance Board. When a builder fails to
register with Tarion, purchasers are typically unaware of their new home warranty coverage.
In addition, illegally built homes often do not meet Ontario Building Code standards.

ENFORCEMENT ACTIVITY 2010 2009 2008 2007 2006
New Investigations 354 419 601 449 759
Fines Levied ($ thousands) 345 1,040 851 616 674
Charges Laid 154 353 583 586 364
Convictions 184 241 379 320 218

The Tarion Enforcement team tracks down, charges and prosecutes illegal builders. In
2010, the efforts of this group, which consists primarily of former police officers, led
the provincial courts to convict 184 builders and levy fines totaling $345,000. This year
marked the beginning of a new strategy for managing illegal building whereby the team
focused on finding and stopping repeat offenders as well as builders who had been refused
a licence, those whose licence had expired or been revoked and those illegally constructing
multiple units. Although this new approach resulted in an overall decline in total charges
laid, convictions and fines collected, it has lead to better results among the more flagrant
offenders.
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One of the issues we grapple with is the lack of in depth knowledge about home warranty
coverage among municipal building officials. We felt that if warranty standards and the
role of Tarion were well understood by this group, who visit construction sites every day,
we would have an opportunity to work together both to combat illegal building and to
potentially head off warranty issues before they develop. Accordingly, we have developed
an education program which was initially presented to the Large Municipality Chief
Building Officials and Ontario Building Officials Association and then expanded to local
municipalities beginning in late 2010.

Small Steps Lead to Big Improvements

In addition to managing our day-to-day activities, a number of projects were undertaken
in 2010 which will improve the organization’s infrastructure, performance and policies
going forward.

One such project is an upgrade of our Customer Relationship Management (CRM)
software to improve its overall performance and make it easier to use, as well as more
efficient and reliable. A unique element of this project is the fact that employees who
use the software were put in control of designing the upgrade requirements along with
Information Services staff and suppliers. This meant involving a large number of people
from throughout the organization and required a highly collaborative approach for
success. All milestones were met and the project is on track for delivery in 2011.

Another important undertaking was the launch of The Tarion Way, a service excellence
initiative aimed at bringing a common approach to the customer service we deliver to
stakeholders. Like the CRM upgrade, this project was characterized by a high level of
collaboration and involved a large number of employees from throughout the organization,
who developed the content and served as facilitators. By the end of the year, every
employee had participated in a full day session that introduced the Tarion Way customer
service principles and had an opportunity to practice them through case studies based on
familiar situations. In 2011, The Tarion Way will be integrated into the company’s overall
reward, recognition and coaching program to ensure that it remains fundamental in how
we deliver service.

In addition, we made some changes to the condominium warranty to expedite the
resolution of condominium common element issues and streamline the design and field
review process. Prior to July 1, 2010, there was no explicit process or time frame for
managing construction defects and issues that occur in common element areas (the areas
shared by all residents which include hallways, parking facilities etc.). As a result, claims
could take five years or longer to resolve.

Customer service standards for managing defects and issues in freehold homes and
condominium units were introduced in 2003 and proved successful, so it made sense to
expand that process to include condo common elements. With input from the Canadian
Condominium Institute and the Association of Condominium Managers of Ontario, new
home builders and condominium board members, Tarion developed a formal process and
time line for common element defects which was implemented in 2010. We also made
improvements to the processes for reporting design changes and conducting performance
audits on condominiums.

TARION WARRANTY CORPORATION

“Customer service is like
a musical instrument...
because it's always in
need of fine-tuning”

Marilyn Williams, Tarion employee
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Corporate Leadership Team

Howard Bogach

President and Chief Executive Officer

David J. Guiney
Senior Vice President, Operations

Peter Balasubramanian
Vice President, Claims

John E. Becevello
Vice President Licensing
and Underwriting

Mike E. Coté
Vice President, Builder Relations
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Eileen M. Holden
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Edmond F. Lee
Vice President and

Chief Financial Officer

Janice Mandel
Vice President, Corporate Affairs

Alex MacFarlane
Corporate Secretary

Tim P. Schumacher

Vice President and General Counsel

Suzanne M. Tiffin
Vice President, Customer Service

A. Pat Varcoe
Vice President and Senior Advisor

Bill R. Wallace
Vice President, Information Systems
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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 and
to ensure that the Corporation acts in the best interest of its stakeholders. 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 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, membership on the Board of Directors
represents a number of stakeholders with an interest in the home building industry in
Ontario. The by-laws of the Corporation provide for the appointment of Directors from
nominees recommended by each of the OHBA and the Ministry of Consumer Services,
as well as an individual with a financial background. The 2010 Board was composed of 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 ability to deal directly with the external auditor regarding the Corporation’s annual
financial statements, and with the external actuary regarding the warranty liabilities 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 Corporation’s
annual business plan and the current strategic plan.

Annual Performance Objectives
The Board approves the annual corporate business plan as well as the annual objectives of
the President and Chief Executive Officer and the corporate key performance indicators.

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.

TARION WARRANTY CORPORATION
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Responsibilities of the Committees of the Board

Audit Committee

Peter Oakes, CA — Chair
Dick Brouwer — Vice Chair
Sandy Ewen

Brian K. Johnston, CA

Lea Ray, CA

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. It 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.

Governance Committee
Peter Saturno — Chair
Mark Basciano — Vice Chair
Deborah Brown

Frank Giannone

Harry Herskowitz

Michael Lio

The Governance Committee provides recommendations to the Board with respect to gov-
ernance matters affecting the Corporation. The Committee has responsibility for devel-
oping and recommending ongoing improvements to corporate governance, and also to
update as necessary the Code of Governance Practices which is executed by each Director
annually.

The Committee is also responsible for recommending the Chair for each Board Commit-
tee in advance of the Annual Meeting of the Corporation, together with the membership
for each Committee. In addition, the Committee recommends the Chair and Vice Chair
appointments to the Board for the ensuing year. The Committee is responsible for provid-
ing input to the Board nomination process to ensure that the Board has Directors with
the appropriate skills and background to address the business issues of the Corporation.

Investment Committee
Brian K. Johnston, CA — Chair
Robert Cooper — Vice Chair
Sandy Ewen

Peter Oakes, CA

Lea Ray, CA

The Investment Committee considers and recommends investment strategies, plans and
policies related to the invested assets of the Corporation. The Committee oversees the se-
lection 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 and measures investment results against the investment
goals of the Corporation. In addition, the Committee is responsible for the oversight of the
management of assets related to the pension plan of the Corporation.

Human Resources &
Compensation Committee
Michael Lio — Chair

Robert Cooper — Vice Chair
Harry Herskowitz (ex-officio)
Brian K. Johnston, CA

Harold Levy

Peter Oakes, CA

TARION WARRANTY CORPORATION

The Human Resources & Compensation Committee is responsible for determining the
compensation payable to the Tarion President and CEO and for the determination of the
pension and other benefits payable to employees. The Committee works with external
compensation advisers who provide information with respect to current market compen-
sation payable to senior executives of comparable organizations.

The Committee is also responsible for approving the annual objectives for the President
and CEO, and for evaluating performance against those objectives. It also undertakes an
annual succession review of the senior management team in consultation with the Presi-
dent and CEO.
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Regulatory Affairs Committee
Harry Herskowitz — Chair
Michael Lio — Vice Chair

Mark Basciano

Deborah Brown

Peter Saturno

Chris Spiteri

The Regulatory Affairs Committee assists the Board in fulfilling its oversight responsi-
bilities with regard to Tarion’s regulation-making powers as provided in the Ontario New
Home Warranties Plan Act.

It provides due diligence on behalf of the Board of Directors for the planning, research,
stakeholder consultation and effecting of each proposed regulation change; evaluates the
adequacy and effectiveness of current or proposed legislation or regulations to ensure
compliance with the mandate of the Corporation; and ensures that Tarion is meeting its
regulatory obligations and responsibilities as set out in its mandate.

Condominium Committee
Robert Cooper — Chair

Bob Aaron

Dick Brouwer

Harry Herskowitz

The Condominium Committee is composed of four Directors experienced in the condo-
minium industry and was established as a forum to facilitate research, provide informed
opinion and discussion and make progressive recommendations to Tarion management
and the Board of Directors. It also assists in policy development with respect to determin-
ing practices and procedures relating to planning, construction and operation of condo-
minium developments in the province of Ontario as they relate to the mandate of Tarion.
The Committee utilizes engineering and other available resources to assess emerging risks in
the area of condominium development in the province and in quantifying and taking steps to
minimize the degree of risk being assumed by Tarion in the execution of its mandate.

Consumer Committee
Chris Spiteri — Chair
Harold Levy — Vice Chair
Bob Aaron

Mark Basciano

Frank Giannone

Michael Lio

Peter Saturno

The Consumer Committee provides input to management and the Board on strategic
matters with respect to consumer protection initiatives and external communication by
Tarion to consumers. It is composed of seven independent members of the Board who
represent Tarion’s major stakeholders.

The Committee assists Tarion management with consumer policy development and pro-
vides 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.

Nominations Committee

TARION WARRANTY CORPORATION

The Nominations Committee is a subcommittee of the Governance Committee and is
composed of the Board Chair, an additional select Board member, and ministerial and
industry appointees who meet annually to identify candidates for vacant Board positions.
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Directors’ Attendance

DIRECTOR BOARD OF DIRECTOR MEETINGS COMMITTEE MEETINGS
Harry Herskowitz 7of7 11 of 11
Bob Aaron 7of7 4 of 4
Mark Basciano 6 of 7 10 of 11
Howard Bogach 7of7 25 of 25
Dick Brouwer 7of7 30of5
Deborah Brown 6 of 7 7of7
Scott Cameron* 20f2 10f2
Robert Cooper 6 of 7 10 of 11
Sandy Ewen 6 of 6 6 of 6
Frank Giannone 6 of 6 4 0of 4
Brian K. Johnston 7 of 7 13 of 14
Harold Levy 70f7 90of 10
Michael Lio 7 of 7 17 of 17
Peter Oakes 7of 7 11 of 14
Lea Ray 6 of 6 6 of 6
Bob Ridley* 10of2 4 0of4
Peter Saturno 7o0f7 12 of 12
Peter R. Smith* 20f2 30f3
Christopher Spiteri 7of7 11 of 11
James Bazely* 4 of 4 Jan-June

Bob Finnigan 3 of 3 Sept - Dec

Notes on Director Attendance:

1 The record of attendance of Directors relates to the Meetings of the Board of Directors
and of the Board Committees held by the Corporation during 2010.

2 The number of Board and of Board Committee meetings held by the Corporation
during 2010 was as follows:

Board of Directors

Audit Committee

Governance Committee

Investment Committee

Human Resources & Compensation Committee
Regulatory Affairs Committee

Condominium Committee

W o= U s RN

Consumer Committee

Total

W
N

* Reflects partial terms of office.
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2010 Financial Commentary

After a slow start in the first quarter of 2009, the housing market in Ontario and investment markets generally, rebounded and this
trend continued throughout 2010. Improving economic conditions together with favourable claim resolutions resulted in positive
earnings of $30.2 million and an increase in total equity of $37.0 million.

At 52,531 units, new home enrolments were lower than the historical average of 65,864 but, still considered fairly strong when
compared to the 47,649 units enrolled in 2009.

Tarion’s investment portfolio benefited from the global economic recovery, which was helped by expansionary fiscal and monetary
policies in Western economies and by strong internal growth in the developing world. An increase of $6.8 million in unrealized
gains was achieved through strong returns from the Tarion stock portfolio (compared with $16.1 million in 2009). And, monetary
policy played a large role in pushing down bond yields which resulted in an increase of $5.3 million in our bond portfolio (this
compares with a $7.6 million increase in 2009).

Corporation expenses decreased from $41.9 million to $20.7 million due to lower net claims incurred and operating expenses:

* Throughout the industry’s continuing recovery, Tarion reported net claims incurred of negative $18.3 million versus positive
$3.1 million in 2009. Provisions for new claims were negative $13.9 million largely due to the favourable resolution of large
claims at much lower costs than expected. Recoveries decreased from $8.5 million in 2009 to $4.4 million due to a significant

decrease in reserves.
« Tight expense management resulted in a reduction of $1.0 million in operating expenses.

Tarion’s capital management framework includes a minimum threshold for the Minimum Capital Test (“MCT”) and a minimum
total equity test to cover a catastrophic loss as defined in the Dynamic Capital Adequacy Testing (“DCAT”). The MCT is the same
test utilized by Canadian property and casualty insurance companies. The company’s MCT of 434% as at December 31, 2010
compares favourably to the threshold minimum of 150%. The company’s total equity of $154.5 million compares favourably to
the catastrophic loss threshold scenario of $82 million.

Tarion will continue to be diligent in its management of costs and capital to maintain its financial strength and support new home
warranties in the face of a slowly recovering economy.
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Management’s Responsibility for Financial Reporting

Management is responsible for the integrity of the financial statements and operational information presented in this Annual
Report. The financial statements have been presented in accordance with Canadian generally accepted accounting principles and
reflect management’s best estimates and judgments. Financial information presented elsewhere in the Annual Report is consistent
with these financial statements.

Management maintains a system of internal controls, to provide reasonable assurance that all assets are safeguarded and to facilitate
the preparation of relevant, reliable and timely financial information.

The external actuary who is appointed by the Board of Directors is responsible for ensuring that the assumptions and methods
used in the determination of the warranty liabilities are in accordance with accepted actuarial practice.

The external auditors have examined and reported on the annual 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 the financial statements.

Hand N B Y

Howard Bogach Edmond F. Lee
President and Chief Executive Officer Vice President and Chief Financial Officer
April 21,2011 April 21, 2011

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, 2010 and their
change in the Statement of Operations 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.

v Christe.

James K. Christie
Fellow, Canadian Institute of Actuaries
April 21,2011
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Independent Auditor’s Report
To the Directors of Tarion Warranty Corporation:

We have audited the accompanying financial statements of Tarion Warranty Corporation, which comprise the balance sheet as at
December 31, 2010, and the statements of operations, comprehensive results of operations, changes in equity and cash flows for the
year then ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with Canadian
generally accepted accounting principles, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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 comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant
to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Tarion Warranty Corporation
as at December 31, 2010, and the results of its operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

Qeloitde G+ Touche LLP

Chartered Accountants
Licensed Public Accountants
April 21,2011
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Balance Sheet
December 31, 2010 ($ thousands)

2010 2009

Assets
Cash $ 2,163 2,851
Investments (Note 5) 339,507 312,441
Amounts recoverable from builders (Note 4) 8,791 11,613
Equipment and leaseholds (Note 7) 2,200 3,413
Intangible assets (Note 8) 2,504 1,513
Prepaid expenses and other assets 461 1,082
$ 355,626 332,913

Liabilities

Warranty liabilities (Note 9) 150,616 164,251
Funds held as security (Note 10) 39,950 38,876
Accounts payable and accrued liabilities 8,142 9,928
Employee future benefits liabilities (Note 11) 2,437 2,372
201,145 215,427

Equity
Surplus 127,630 97,432
Accumulated net unrealized gains in the equity portfolio 26,851 20,054
154,481 117,486
$ 355,626 332,913

See accompanying notes to financial statements.

Approved by the Board

o eyl

Harry Herskowitz
Director and Chair of the Board

TARION WARRANTY CORPORATION

Christopher S. Spiteri
Director and Vice Chair of the Board
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Statement of Operations
Year Ended December 31, 2010 ($ thousands)

2010 2009
Revenue
Home enrolment fees earned $ 29,692 $ 29,183
Builders' registration and renewal fees 3,362 2,903
Investment results
Investment income (Note 5) 18,117 17,769
Investment management fees (867) (792)
Other revenue 621 408
50,925 49,471
Expenses
Net claims (recovered) incurred (Note 9) (18,272) 3,095
Salaries and benefits 24,598 24,565
General and administrative 11,538 11,906
Depreciation and amortization 2,863 2,315
20,727 41,881
Excess of Revenue Over Expenses $ 30,198 $ 7,590
2010 2009
Excess of Revenue Over Expenses for the Year $ 30,198 $ 7,590
Net Unrealized Gains in the Equity Portfolio
Increase due to change in fair value
of the investments during the year 8,794 15,404
(Decrease) increase for amounts recognized in
investment income (1,997) 729
6,797 16,133
$ 36,995 $ 23,723

See accompanying notes to financial statements.
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Statement of Changes in Equity
Year Ended December 31, 2010 ($ thousands)

2010 2009
Surplus, beginning of year $ 97,432 $ 89,842
Excess of revenue over expenses 30,198 7,590
Surplus, end of year $ 127,630 $ 97,432
Accumulated net unrealized gains in the equity portfolio, beginning of year ~ $ 20,054 $ 3,921
Change in net unrealized gains in the equity portfolio for the year 6,797 16,133
Accumulated net unrealized gains in the equity portfolio, end of year $ 26,851 $ 20,054
Total Equity, End of Year $ 154,481 $ 117,486

See accompanying notes to financial statements.

TARION WARRANTY CORPORATION
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Statement of Cash Flows
Year Ended December 31, 2010 ($ thousands)

2010 2009
Net Inflows (Outflows) of Cash Related to the Following Activities
Operating
Excess of revenue over expenses $ 30,198 $ 7,590
Add (deduct) non-cash items
Unrealized and realized gains on held for trading assets (5,326) (7,624)
Net realized gains on sale of available for sale assets (2,098) (1,849)
Writedown on available for sale assets 101 2,578
Depreciation and amortization 2,863 2,315
25,738 3,010
Changes in non-cash balances related to operations
Changes in prepaid expenses and other assets 621 (61)
Changes in amounts recoverable from builders 2,822 (310)
Changes in warranty liabilities (13,635) 4,677)
Changes in funds held as security 1,074 (315)
Changes in accounts payable and accrued liabilities (1,786) 2,404
Changes in employee future benefits liabilities 65 385
Cash provided by operating activities 14,899 436
Investing
Proceeds from sale and maturity of investments 297,503 249,853
Purchase of investments (310,448) (245,729)
Purchase of equipment and leaseholds (815) (1,108)
Disposal of equipment and leaseholds 235 422
Purchase of intangible assets (2,062) (584)
Cash (used in) provided by investing activities (15,587) 2,854
Net (Decrease) Increase in Cash During the Year (688) 3,290
Cash (Bank Overdraft), Beginning of Year 2,851 (439)
Cash, End of Year $ 2,163 $ 2,851
Supplementary Cash Flow Information
Cash interest paid $ 762 $ 947
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Notes to Financial Statements
December 31, 2010 ($ thousands)

1 OPERATIONS OF THE CORPORATION

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
+ the effects of delays in closing, under certain circumstances.

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

2 BASIS OF PRESENTATION

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles (“GAAP”). In
addition, the Corporation voluntarily adopts certain guidelines issued by the Office of the Superintendent of Financial Institutions
Canada (“OSFI”) for property and casualty (“P&C”) insurance companies in Canada. These guidelines are consistent 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 revenues and expenses during the reporting periods. Actual amounts could differ from
those estimates. The most significant estimation processes are related to the determination of warranty liabilities, employee future
benefit liabilities and the fair valuation of financial instruments.

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial instruments

The Corporation designates and recognizes its financial instruments in accordance with the requirements of Section 3855 —
Recognition and Measurement, Section 1530 — Comprehensive Income, and Section 3251 — Equity, as described below:

+ Held for trading financial assets

Cash and the fixed income portfolio investments are designated as held for trading financial assets and are measured at fair value
with gains and losses, including interest earned, recorded in the Statement of Operations. Transaction costs are recognized in the
Statement of Operations as incurred.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

 Available for sale financial assets

The equity portfolio investments are designated as available for sale financial assets and are measured at fair value with unrealized
gains and losses recognized in the net unrealized gains (losses) on equity portfolio in the Statement of Comprehensive Results of
Operations. Accumulated net unrealized gains (losses) in the equity portfolio (“AUGL”) form part of the Equity on the Balance
Sheet. The cumulative changes in the fair value of available for sale securities are removed from the AUGL and recorded in the
Statement of Operations when the underlying security is either sold or there is a decline in value that is considered to be other
than temporary. Available for sale assets are assessed on an individual security basis on a quarterly basis to determine whether
there is objective evidence of impairment. If there is objective evidence of impairment and the decline in fair value is other than
temporary, the accumulated loss is removed from the AUGL in the Balance Sheet equity section and recognized in the Statement
of Operations.

Transaction costs are added to the fair value of the available for sale financial assets at acquisition.
+ Held to maturity financial assets

No financial assets are designated as held to maturity.
+ Loans and receivables

Amounts recoverable from builders are designated as loans and receivables. The carrying value is based on management’s
best estimate of the recoverable value determined by considering past collection experience, the amount of security held and
the existence of guarantees. Where there is evidence that there is impairment in these amounts, the impairment charge is
recognized in the Statement of Operations to reduce the carrying value of the financial assets to their recoverable amounts.

« Other financial liabilities

Accounts payable and accrued liabilities, and funds held as security, are designated as other liabilities and are measured at
amortized cost using the effective interest method.

The warranty liabilities are specifically excluded from the financial instruments accounting standards.
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 based on expected claims experience 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.

Dividend income is recognized as of the ex-dividend date. Interest income is recognized as earned. Net realized gains or losses on
investments are recognized on a trade date basis. Unrealized gains or losses based on the fair value in effect at the balance sheet date
on held for trading financial assets are recognized in investment income. Unrealized gains or losses on available for sale financial
assets are recognized in the Accumulated net unrealized gains (losses) in the equity portfolio until they are realized or until they
are considered “other than temporarily” impaired, at which time the losses are charged to the Statement of Operations.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Warranty liabilities

The warranty liabilities include deferred home enrolment fees and warranty claims liabilities. Deferred home enrolment fees
represent the unearned portion of home enrolment fees remitted by builders. Warranty claims liabilities include estimates of costs
for claims reported and in process of settlement, and provisions for claims incurred but not yet reported at the balance sheet date
where it is anticipated that costs will be incurred by the Corporation.

The Corporation’s warranty period spans seven years and significant periods of time can elapse between the incurrence of claims
liabilities and their settlement. 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 incurrence and
settlement of claims. The discount rate reflects the expected future yield from the fixed interest investments. 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; the actual settlements may occur at amounts that differ from expected settlement amounts; and the timing of
settlements may differ from expected timing.

Net claims incurred include claims recoveries and changes in the provisions for claims reported and in process of settlement and
for claims incurred but not yet reported.

Claims recoveries include expected recoverable from builders on claims incurred during the current year and change in the
estimate of amounts recoverable from builders from prior years. Estimated amounts recoverable from builders are presented on
the Balance Sheet as an asset of the Corporation.

Equipment and leaseholds

Equipment and leaseholds are recorded at cost less accumulated depreciation and amortization. Depreciation and amortization
are provided at the following rates and bases:

Computer equipment — straight-line over four years

Computer equipment acquired under capital lease  — straight-line over four years or the term of lease if shorter than four years
Furniture and office equipment — 20 per cent declining balance

Leasehold improvements — straight-line over the term of the lease

Equipment and leaseholds are evaluated for impairment when events or changes in circumstances exist to indicate that the carrying
value of these assets may not be recoverable. An impairment loss is recognized when the estimated undiscounted future net cash
flow attributable to the asset is less than its net carrying amount and the loss recognized is equal to the amount by which the
carrying amount exceeds the fair value. Fair value is determined using expected discounted cash flows when quoted market prices
are not available.

Intangible assets

Intangible assets are amortized on a straight line basis over three years.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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 estimates 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. Past service costs from plan amendments are amortized on a straight-line basis over the average remaining service
periods of eligible employees active at the date of amendment.

Currency translation

Monetary assets and liabilities denominated in a foreign currency are translated into Canadian dollars at the period-end rate.
Revenue and expense items in a foreign currency are translated into Canadian dollars at the transaction date rate.

Future accounting changes
International Financial Reporting Standards

Canadian publicly accountable enterprises and certain Government business enterprises are required to adopt International
Financial Reporting Standards (“IFRS”) for fiscal years beginning on or after January 1, 2011, with fiscal 2010 IFRS comparatives.
The objective of the change is to move toward the use of a single set of international accounting standards to facilitate and improve
the comparability and transparency of financial statements globally. Although there are many similarities between Canadian GAAP
and IFRS, there are some significant GAAP differences which may impact the Corporation’s financial statements. The Corporation
will publish its first financial statements prepared in accordance with IFRS for the year ending December 31, 2011, with fiscal 2010
IFRS comparatives.

The Corporation’s assessment of the impact of IFRS will be dependent on the IFRS standards in effect at the time of transition
and the accounting elections made. Proposed changes to the IFRS accounting standards may also introduce additional accounting
differences. The Corporation has elected to early adopt IFRS 9 — Financial Instruments at the date of transition even though it is
effective beginning on or after January 1, 2013. The IFRS accounting standard for insurance contracts, IFRS 4 — Phase II which
deals with recognition and measurement is still under development. The final standard is expected in June 2011, however the
implementation not expected before 2014.
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4 AMOUNTS RECOVERABLE FROM BUILDERS

The amounts recoverable from builders is comprised of two types of receivables: the estimated amounts recoverable from builders
in respect of outstanding warranty claims recognized under the warranty liabilities; and other receivables from builders representing
the estimated realizable value of receivables from builders for warranty claims that the Corporation has paid out on the builder’s
behalf during the remediation process.

2010 2009

Carrying Carrying

Value Value

Amounts recoverable from builders $ 6,648 $ 8,853
Other receivables from builders 2,143 2,760
$ 8,791 $ 11,613

As at December 31, 2010, of the total amounts recoverable from builders, the balance greater than 30 days past due is $1,826 (2009
- $2,187) and is not considered to be impaired.

As described in Note 6(c), the Corporation obtains security from builders to minimize its financial losses from future warranty
claims. At December 31, 2010, there is $2,396 (2009 - $4,254) of security held associated with amounts recoverable from builders.

5 INVESTMENTS
(a) Fair value of investments:

The Corporation has designated the fixed income portfolio as held for trading financial assets and the equity portfolio as available
for sale financial assets. Both classes of assets are reported at fair value on the Balance Sheet.

The following table discloses details of the fair value of the Corporation’s investment portfolio as at December 31:

2010 2009
Fair Fair
Value Value
Held for Trading Assets

Bonds issued by federal, provincial and municipal governments $ 95599 $ 108,507
Financial institution bonds 54,087 30,049
Other corporate bonds 76,687 71,577
Treasury bills 8,788 12,297
235,161 222,430

Available for Sale Assets
Equity portfolio 104,346 90,011
$ 339,507 $ 312,441
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(b) Investment income:

2010 2009

Change in fair value on held for trading assets 13,819 $ 16,341
Net realized gains on sale of available for sale assets 2,098 1,849
Writedown on available for sale assets (101) (2,578)
Dividends from available for sale assets 2,464 2,512
Interest expense — other financial liabilities (163) (355)
18,117 $ 17,769

(c) Impairment of available for sale assets:

In determining whether impairment is to be recognized, management considers factors including the extent of the unrealized

losses, the length of time that the investment has been in an unrealized loss position, and the financial condition and near-term

prospects of the issuer.

As of December 31, 2010, the available for sale equity portfolio was written down by $101 (2009 - $2,578). The remainder of
the unrealized losses in the portfolio of $843 (2009 - $258) was recorded in the Accumulated net unrealized gains in the equity

portfolio on the Balance Sheet as management determined these unrealized losses are temporary in nature or not significant.

Management evaluates the impairment condition of all holdings on a quarterly basis to assess for any potential impairment write

downs required.
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(d) Securities with interest rate exposure:

As at December 31, the scheduled maturities and fair values of the fixed income portfolio are as follows:

Terms to Maturity'

Due within Due one Due five Due ten Due after Total
one year through through through twenty
five years ten years twenty years years
2010
Government
Federal $ 11,799 $ 48,416 $ 2,023 $ 6,488 $ 7,938 76,664
Yield to Maturity ("YTM") 1.3% 1.8% 2.7% 3.4% 3.6% 2.0%
Provincial - 3,405 9,018 5,563 - 17,986
YTM 0.0% 2.3% 3.3% 4.0% 0.0% 3.3%
Municipal - - 560 - - 560
YTM 0.0% 0.0% 3.9% 0.0% 0.0% 3.9%
Treasury Bills 7,420 - - - - 7,420
YTM 1.4% 0.0% 0.0% 0.0% 0.0% 1.4%
Total Government 19,219 51,821 11,601 12,051 7,938 102,630
YTM 1.3% 1.8% 3.2% 3.7% 3.6% 2.2%
Financial Institutions - 29,364 16,241 - 8,148 53,753
YTM 0.0% 2.8% 3.6% 0.0% 4.8% 3.4%
Other Corporate 1,047 24,234 24,403 5,554 20,554 75,792
YTM 1.9% 2.7% 3.8% 4.7% 5.1% 3.8%
Debit Notes 1,361 - - - - 1,361
YTM 1.4% 0.0% 0.0% 0.0% 0.0% 1.4%
Total Fixed Income 21,627 105,419 52,245 17,605 36,640 233,536
Accrued Interest 1,625 - - - - 1,625
Total Fixed Income with $ 23,252 $ 105,419 $ 52,245 $ 17,605 $ 36,640 $ 235,161
Accrued Interest
YTM 1.4% 2.3% 3.6% 4.0% 4.7% 3.0%
2009
Government
Federal $ 3,674 $ 49,209 $ 2,553 $ 7,017 $ 12,687 75,140
Yield to Maturity (“YTM") 0.4% 2.0% 3.2% 4.2% 4.1% 2.5%
Provincial - 7,408 10,789 9,177 4,993 32,367
YTM 0.0% 2.4% 3.5% 4.6% 4.8% 3.8%
Municipal - - 540 - - 540
YTM 0.0% 0.0% 4.5% 0.0% 0.0% 4.5%
Treasury Bills 10,917 - - - - 10,917
YTM 1.4% 0.0% 0.0% 0.0% 0.0% 1.4%
Total Government 14,591 56,617 13,882 16,194 17,680 118,964
YTM 1.1% 2.1% 3.5% 4.4% 4.3% 2.8%
Financial Institutions - 6,801 18,266 - 4,767 29,834
YTM 0.0% 2.1% 3.7% 0.0% 4.5% 3.4%
Other Corporate - 16,437 37,503 6,164 10,626 70,730
YTM 0.0% 2.3% 3.8% 5.0% 5.7% 3.9%
Debit Notes 1,379 - - - - 1,379
YTM 1.6% 0.0% 0.0% 0.0% 0.0% 1.6%
Total Fixed Income 15,970 79,855 69,651 22,358 33,073 220,907
Accrued Interest 1,523 - - - - 1,523
Total Fixed Income with $ 17,493 $ 79,855 $ 69,651 $ 22,358 $ 33,073 $ 222,430
Accrued Interest
YTM 1.2% 2.1% 3.7% 4.6% 4.8% 3.2%

' The timing of actual maturities may differ from the contractual maturities shown above, since borrowers may have the right to prepay
obligations with or without prepayment penalties.
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6 FINANCIAL INSTRUMENTS
(a) Fair value

Fair value represents the amount that would be exchanged in an arm’s length transaction between knowledgeable and willing
parties who are under no compulsion to act. The Corporation’s cash and investments are measured at fair value. The carrying
value for funds held as security and, accounts payable and accrued liabilities approximates fair value due to their short term nature.

The fair value of the amounts recoverable from builders is not disclosed as the fair value cannot be measured reliably; there is no
external active market for this type of asset and the inputs required to value these are not easily observable.

Fair value hierarchy

Section 3862 — Financial Instruments — Disclosures requires classifying of fair value measurements using a three-level fair value
hierarchy, described below, for disclosure purposes. Each level reflects the inputs used to measure the fair values of financial assets
and financial liabilities:

+ Level 1 —inputs are unadjusted quoted prices of identical instruments in active markets.

+ Level 2 — inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly
or indirectly.

+ Level 3 —inputs used in a valuation technique are based on unobservable market data.

The fair value for both held for trading and available for sale assets are based on quoted bid prices in active markets and include
accrued interest and dividends, respectively. The fair value of bonds and equities denominated in foreign currencies is translated
into Canadian dollars at the exchange rate in effect at December 31. The following table presents the financial instruments
measured at fair value classified by the fair value hierarchy described above:

2010 2009
Level 1 Categorization
Cash $ 2,163 $ 2,815
Equity Portfolio 104,346 90,011
Level 2 Categorization
Treasury Bills / Debit Notes 8,788 12,297
Bonds 226,373 210,133
Level 3 Categorization - -
Total $ 341,670 $ 315,292

During the years ended December 31, 2010 and 2009, there were no transfers among Levels 1, 2 and 3.
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6 FINANCIAL INSTRUMENTS (continued)
(b) Market risk

To manage the risks in the investment portfolio, management regularly monitors the performance of the Corporation’s investment
managers who are required to operate within specific investment criteria related to credit quality, diversification and to maximize
yield within those constraints.

Market risk is comprised of three risks that may impact the fair value of a financial instrument as described below.

* Interest rate risk
Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market interest rates. The
Corporation is exposed to interest rate risk on its fixed income portfolio and its funds held as security. As at December 31,2010
and 2009, Corporation’s fixed income portfolio with interest rate exposure are disclosed in Note 5(d).

Equity price risk

Equity price risk is the risk that the value of a financial instrument will fluctuate due to changes in equity markets. The
Corporation is exposed to equity price risk on its equity portfolio. As at December 31, 2010 and 2009, the Corporation’s equity
portfolio is diversified and invested in well established, active, liquid markets, the sector breakdown of which is presented in the
table below.

2010 2009
Financials $ 30,930 30% $ 26,566 30%
Energy 23,126 22% 21,138 23%
Consumer Staples 11,025 10% 8,826 10%
Consumer Discretionary 9,827 9% 7,794 9%
Industrials 9,212 9% 7,628 8%
Telecommunication 7,007 7% 6,189 7%
Materials 3,772 4% 2,755 3%
Metals & Mining 2,190 2% 2,441 3%
Information Technology 2,805 3% 2,149 2%
Health Care 2,687 3% 2,493 3%
Utilities 1,295 1% 1,476 2%
Service 270 - 175 -
Other 200 - 381 -
Total $ 104,346 100% $ 90,011 100%
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6 FINANCIAL INSTRUMENTS (continued)

(b) Market risk (continued)

+ Foreign currency risk

Foreign currency risk is the risk of loss due to adverse movements in foreign currency rates versus the Canadian dollar. The

Corporation is exposed to currency risk on its foreign currency denominated fixed-income and equity investments. As at
December 31, 2010, the Corporation had approximately 9.9% (2009 - 11.0%) of the fair value of its equity investments and
approximately 0.03% (2009 - 0.01%) of the fair value of its securities with interest rate exposure denominated in U.S. dollars.

The Corporation manages its foreign currency exposure by limiting the foreign content in its investment portfolio.

The tables below show the potential impact on the Statement of Operations and Balance Sheet equity as a result of specific stress
scenarios applied to financial assets and financial liabilities (excluding warranty liabilities). The analysis reflects management’s
view of key sensitivities. The actual results may differ from this sensitivity analysis and the difference could be material.

The stress scenarios for 2010 are:

+ Interest rate risk: a parallel shift of -75/475 basis points in interest rates for all maturities. Funds held as Securities are credited

at floating interest rates (Prime-2%) and are changed semi-annually to calculate the interest paid on security. The annual

interest paid impact on a -75/+75 basis points change in interest rates is disclosed below.

+ Equity price risk: an increase/decrease of 10% in equity market prices.

+ Foreign currency risk: a strengthening/weakening of 5% in the Canadian dollar relative to the U.S. dollar.

Interest Rate Equity Price Foreign Exchange
Risk Risk Rate Risk
-75 BP +75 BP -10% 10% -5% 5%
Carrying Stmt of Stmt of
Amount | Operations Operations Equity Equity Equity Equity
($'000) ($'000) ($'000) ($'000) ($'000) ($'000) ($'000)
Financial Assets
Held for Trading investments 235,161 10,424 (9,410) - - - -
Available for Sale investments 104,346 - - (10,398) 10,398 543 (491)
Financial Liabilities
Funds Held in Security 38,632 290 (290) - - - -

For the above scenarios, we have assumed that interest rates, equity prices, and currency moved independently of each other.
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6 FINANCIAL INSTRUMENTS (continued)

The stress scenarios for 2009 were:
+ Interest rate risk: a parallel shift of -25/4-50 basis points in interest rates for all maturities.

+ Equity price risk: an increase/decrease of 10% in equity market prices.

+ Foreign currency risk: a strengthening/weakening of 5% in Canadian dollars relative to US dollars.

Interest Rate Equity Price Foreign Exchange
Risk Risk Rate Risk
-25 BP +50 BP -10% 10% -5% 5%
Carrying Stmt of Stmt of
Amount | Operations Operations Equity Equity Equity Equity
($'000) ($'000) ($'000) ($'000) ($'000) ($'000) ($'000)
Financial Assets
Held for Trading investments 222,430 3,905 (5,637) - - - -
Available for Sale investments 90,011 - - (8,969) 8,969 520 (470)
Financial Liabilities
Funds Held in Security 36,959 92 (185) - - - -

For the above scenarios, we have assumed that interest rates, equity prices, and currency moved independently of each other.
(c) Credit risk

Credit risk arises from the possibility of financial loss occurring as a result of a default by a counterparty on its obligation to
the Corporation. Financial instruments that potentially subject the Corporation to concentration of credit risk consist of cash,
investments and amounts recoverable from builders. The carrying value of financial assets, including cash, investments and
amounts recoverable from builders, represents the maximum credit exposure. The Corporation has adopted the following
strategies to mitigate this risk:

+ The Corporation’s investment policies 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.

The Corporation only deals with counterparties believed to be creditworthy and actively monitors credit exposure, requiring
minimum credit ratings of “A” for debt securities at the time an investment is purchased. At December 31,2010, 99.4% (2009 -
99.4%) of the debt securities have a rating of “A” or better, and 0.6% (2009 - 0.6%) of the debt securities have a rating of BBB.

+ Cash and short-term investments are placed with governments, well-capitalized financial institutions and other creditworthy
counterparties.

+ The Corporation assesses the builders’ risk profile including financial health during the registration and renewal processes. Based on
the assessment, a builder may be licensed and as disclosed in Note 10, security is obtained in the form of cash, letters of credit, and
other guarantees from the builder in order to reduce the risk of financial loss related to future warranty claims from homeowners.
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6 FINANCIAL INSTRUMENTS (continued)
(d) Liquidity risk

Liquidity risk is the risk that the Corporation will encounter difficulty in meeting obligations associated with financial liabilities.
The Corporation is exposed to daily cash requirements from settlement of claims, operating expenses and cash security releases. The
settlement of claims have no fixed terms and is dependent on the timing of the repair work involved and the cash security release has
no fixed terms and is contingent upon fulfilment of certain requirements (see Note 10). Liquidity risk is considered low as a significant
percentage of the investment portfolio is traded in an active market and can be readily disposed of. The Corporation also has a $3,000
(2009 - $3,000) line of credit it can draw on of which the amount outstanding at December 31, 2010 is Nil (2009 - Nil).

7 EQUIPMENT AND LEASEHOLDS

2010 2009

Accumulated
Depreciation/ Net Book Net Book
Cost Amortization Value Value

Equipment and leaseholds:
Computer and office equipment

under capital lease $ 2,590 $ 1,657 $ 933 $ 990
Leasehold improvements 3,105 2,476 629 1,696
Computer equipment 1,511 1,347 164 137
Furniture and office equipment 1,547 1,073 474 590
$ 8,753 $ 6,553 $ 2,200 $ 3,413

The total depreciation and amortization expense for the year ended December 31, 2010 was $1,003 (2009 - $1,180).

The balance of the capital lease obligations arising from the acquisition of certain computer and office equipment was $637 at
December 31, 2010 (2009 - $991). This obligation is reported on the Balance Sheet in accounts payable and accrued liabilities.
Interest expense of $108 was incurred during 2010 (2009 - $165) on the capital leases which is reported in general and administrative
expenses in the Statement of Operations.

In October 2010, the Corporation entered into an agreement with its landlord to relocate a portion of its current leased premises.
As a result, the unamortized balance of leasehold improvements associated with the original lease has been written off and the
Corporation has recorded an impairment charge of $790 on its leasehold improvements. The impairment charge is included in
the depreciation and amortization expense for the year.

8 INTANGIBLE ASSETS

The Corporation’s intangible assets are comprised of externally purchased software and applications and internally developed
software enhancements.

2010 2009

Accumulated
Depreciation/ Net Book Net Book
Cost Amortization Value Value

Finite-life Intangible Assets:

Software and applications $ 6,822 $ 5,378 $ 1,444 $ 689
Internal software enhancements 5,422 4,362 1,060 824
$ 12,244 $ 9,740 $ 2,504 $ 1,513

The amortization of intangible assets recorded in operating expenses during the year ended December 31, 2010 was $1,070 (2009 -
$1,135). There were no write-downs of intangible assets due to impairment during 2010 and 2009.
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9 WARRANTY LIABILITIES

The determination of the Corporation’s warranty liabilities, which include deferred home enrolment fees and warranty claim
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 reviews are performed by management and reviewed by the Corporation’s appointed actuary to assess
whether warranty claims liabilities recorded for homes and condominiums, and deferred home enrolment fees are adequate relative
to future claims and related administration costs to administer claims.

In general, the longer the period of time between the incidence of loss and the settlement of the related claim, the greater the potential
for actual settlement amounts to differ from the recorded estimates. Actual settlements may also differ significantly from the estimates
of these liabilities due to the measurement uncertainty involved in establishing assumptions for such variables as future rates of
claim frequency, severity, inflation, the ability of builders to fulfill their obligations to home buyers, recoveries from builders and
administrative costs.

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

2010 2009
Deferred home enrolment fees, beginning of year $ 99,955 $ 95,253
Fees received 47,542 33,885
Fees earned (29,692) (29,183)
Deferred home enrolment fees, end of year 117,805 99,955
Warranty claims liabilities, beginning of the year 64,296 73,657
Provisions for claims, net of reversals (13,866) 11,616
Claims paid (17,619) (20,995)
Warranty claims liabilities, end of year 32,811 64,296
Warranty liabilities, end of year $ 150,616 $ 164,251

The following table summarizes the components of net claims incurred presented in the Statement of Operations:

2010 2009
Provisions for claims, net of reversals $ (13,866) $ 11,616
Less recoveries (4,406) (8,521)
Net claims incurred for the year $ (18,272) $ 3,095
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10 FUNDS HELD AS SECURITY

The Corporation receives security in the form of cash, letters of credit and other guarantees, from builders in order to reduce
the risk of financial loss related to future warranty claims from homeowners. The funds held as security do not have any fixed
contractual maturities and are to be returned to the builders or released only upon satisfactory completion of certain requirements,
such as there being no or minimal deposit or financial loss risk and the completion of outstanding warranty obligations under the
Ontario New Home Warranties Plan Act, the timing of completion of which cannot be reasonably estimated.

Security received in cash is invested as part of the Corporation’s investment portfolio. The Funds held as security presented on the
Balance Sheet as a liability are the potentially refundable security deposits received in cash, including cumulative accrued interest
thereon of $1,318 (2009 - $1,917). The amounts of $1,921 (2009 - $3,306) of funds held as security are associated with amounts
recoverable from builders in the Balance Sheet (Note 4). Letters of credit and other guarantees are recognized in the financial
statements only to the extent they are expected to be drawn upon to settle known claims.

During the year, the Corporation incurred interest of $163 (2009 - $355) on cash security deposits.

11 EMPLOYEE FUTURE BENEFIT PLANS

The Corporation’s Pension Plan is comprised of a defined benefit pension plan which is closed to further contributions, and a
money purchase pension plan. The money purchase pension plan (“MPP”) is open to all full-time employees of the Corporation,
subject to meeting certain eligibility conditions. Under the terms of the MPP, employees contribute a percentage of eligible
employee earnings per year. The Corporation makes contributions for each contributing employee in amounts that vary dependent
upon the employee’s age and the number of years of eligible service.

In addition, the Corporation provides other post-employment benefits (“OPEB”), primarily various health and dental coverage,
on an unfunded basis.

The Corporation has a December 31 measurement date. A valuation of the accrued pension benefit obligation was performed
as at January 1, 2010, and a valuation of the OPEB was performed as of December 31, 2008. The next valuation of the accrued
pension benefit obligation is expected to be performed as at January 1, 2013 and the valuation of the OPEB will be performed as
at December 31, 2011.
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11 EMPLOYEE FUTURE BENEFIT PLANS (continued)

As at December 31, the details of the Corporation’s Pension Plan and OPEB Plan assets and accrued benefit obligations and other
related information is as follows:

2010 2009
Pension Pension

Plan OPEB Plan OPEB
Reconciliation and funded status
Fair value of plan assets $ 17,101 $ - $ 14,557 $ -
Accrued benefit obligation 17,298 3,859 14,686 2,954
Funded status of plan — (deficit) (197) (3,859) (129) (2,954)
Unamortized transitional (asset)/obligation (440) 68 (588) 86
Unamortized net actuarial losses (gains) 654 282 224 (194)
Unamortized past service cost 158 897 174 1,009
Accrued assets/(liability), net of valuation allowance 175 (2,612) (319) (2,053)
Transfers to other plans and benefits paid  $ 743 $ 17 $ 411 $ 13
Employee contributions 593 - 600 -
Employer contributions 1,470 17 938 13
Expense for the year 977 575 896 449

The total cash paid or payable in 2010 was $1,487 (2009 - $951).

The change in employer contribution to the pension plan from 2009 is due in part to the required funding of $479 for the shortfall
in the defined benefit plan assets .

Significant Assumptions 2010 2009

Pension Pension
Plan OPEB Plan OPEB

Accrued benefit obligation as of
December 31

Discount rate 5.50% 5.75% 6.50% 6.50%

Salary increase 3.50% N/A 4.00% N/A

General inflation 2.50% 2.50% 2.50% 2.50%
Benefit cost for the period:

Discount rate 6.50% 6.50% 7.25% 7.50%

Salary increase 4.00% N/A 4.00% N/A

General inflation 2.50% 2.50% 2.50% 2.50%

Assumed health care cost trend rates
at December 31

Initial health care cost trend rate 7.50% 8.00%
Cost trend rate declines to 5.00% 5.00%
Year that the rate reaches the rate it is

assumed to remain at 2016 2016
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11 EMPLOYEE FUTURE BENEFIT PLANS (continued)

Sensitivity Analysis for OPEB
Assumed health and dental care cost trend rates have a significant effect on the amounts reported for the health and dental care plans.

A 1% change in assumed health and dental care cost trend rates would have the following impact on the Employee future benefits
liabilities and the related costs for 2010:

2010 Valuation 1% change
Assumptions Increase Decrease
Total of service and interest cost at 6.5 per cent per annum: $ 446 $ 126 $ (93)
Accrued benefit obligation as at December 31, 2010
at 5.75 per cent per annum $ 3,859 $ 903 $  (687)
2009 Valuation 1% change
Assumptions Increase Decrease
Total of service and interest cost at 7.5 per cent per annum: $ 348 $ 92 $ (67)
Accrued benefit obligation as at December 31, 2009
at 6.5 per cent per annum $ 2,954 $ 688 $ (525)

12 CAPITAL MANAGEMENT

The Corporation’s capital consists of the surplus and accumulated net unrealized gains (losses). Although thereis no external regulatory
requirements imposed on the Corporation’s capital, management has adopted a 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 and to other factors explained in Note 9.

In applying the framework, the total equity of the Corporation as at December 31, 2010 and 2009 has been determined to be
sufficient to cover possible losses from a future catastrophic event as determined by the dynamic capital adequacy testing performed
by the Corporation’s external actuary in 2010. The next dynamic capital adequacy test will be performed in 2011.

13 CONTINGENCIES, COMMITMENTS AND GUARANTEES

In the normal course of business, the Corporation is a party to a number of lawsuits as the administrator of the Ontario New
Home Warranties Plan Act. To the extent that lawsuits relate to disputes of warranty coverage, provisions for loss are included in
the warranty liabilities on the Balance Sheet. Other lawsuits are at various stages of legal proceedings, the outcome of which are
currently not determinable and are not expected to have a significant impact on the Corporation’s financial position.
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13 CONTINGENCIES, COMMITMENTS AND GUARANTEES (continued)

As at December 31, 2010, the Corporation has future minimum annual lease payments under operating leases for each of the next
five years and thereafter as follows:

Computer

and Office
Premises Equipment Total
Leases Leases Leases
2011 $ 753 $ 516 $ 1,269
2012 751 344 1,095
2013 754 137 891
2014 762 11 773
2015 764 - 764
2016 and thereafter 4,353 - 4,353
$ 8,137 $ 1,008 $ 9,145

In the normal course of operations, the Corporation executes agreements that provide for indemnification to third parties in
transactions such as service agreements, leases and purchases of goods. Under these agreements, the Corporation agrees to indemnify
the counterparty against loss or liability arising from the acts or omissions of the Corporation in relation to the agreement. In
addition, the Corporation has also agreed to indemnify its directors and certain of its officers and employees in accordance with
the Corporation’s by-laws.

These indemnification provisions will vary based on the nature and terms of the agreements. The nature of these agreements
precludes the possibility of making a reasonable estimate of the maximum potential amount the Corporation could be required
to pay as the agreements often do not specify a maximum amount and the amounts are dependent on the outcome of future
contingent events, the nature and likelihood of which cannot be determined. Historically, the Corporation has not made significant
payments under such indemnification agreements. No amounts have been accrued related to these agreements.

14 RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Corporation provides a broad range of services to homeowners and builders based on
its mandate to administer the Act. Accordingly, the Corporation may enter into transactions with builders related with the
Corporation’s Board of Directors through a relationship of principal, director, officer and/or guarantor.

As at December 31, 2010 and 2009, there are no collection and litigation account receivables and cash securities recognized from
related parties. Letters of credit and other guarantees lodged by related parties are recognized in the financial statements only to
the extent they are expected to be drawn upon to settle known claims.
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