





FEEDBACK

A REVIEW BY THE MINISTRY OF GOVERNMENT AND
CONSUMER SERVICES

In 2015, the Ministry of Government and Consumer Services initiated a review of Tarion,
and the Ontario New Home Warranties Plan Act. The legislation has not been reviewed
since it was created in 1976, and we agree that it is time to consider how effective the
regulatory framework is in today’s new home and condominium industry.

This review will provide us with the opportunity to share our thoughts on how to strengthen
the legislation so it better reflects the needs of today’s consumers.

We look forward to working closely with the Ministry and with Justice Cunningham
throughout this review process.

- Howard Bogach



Recognizing the Best
in Customer Service

Great home builders ensure their customers feel
supported long after they've settled into their
new homes.

Tarion's Awards of Excellence recognize excellence in customer service, and leave it to
the homeowners to tell us their experience has been a great one.

The awards are based on the results of annual customer service satisfaction surveys sent
to homeowners who have taken possession of a home in the previous year. Survey
questions focus on homeowner satisfaction with their builder, covering every stage in
the homeowner-builder relationship from the signing of the agreement of purchase and
sale, through construction and the pre-delivery period, to after-sales service.

The 2015, Tarion Awards of Excellence were based on the results of almost 7,900 surveys
completed by homeowners.

“We know that satisfied customers are
critical 'FOI’ our success. In addition to Tarion hosted a luncheon to recognize the finalists and recipients of the Tarion Awards

of Excellence.

building a top-quality home, open and
honest communication is key. There

is no better feeling than knowing that
our new homeowners have recognized
our attention to customer service by
honouring us once again with a Tarion
Award of Excellence.”

— Mark Klemencic, Klemencic Homes
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AWARDS WERE PRESENTED TO:

— Ray Rochon, Rochon Construction in North Bay

THE TRICAR GROUP, LONDON KLEMENCIC HOMES, TRENTON
High-Rise Category Medium Volume Category

FUSION HOMES, GUELPH ROCHON CONSTRUCTION,
Large Volume Category NORTH BAY — Adam Carapella, The Tricar Group
Small Volume Category
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Corporate Social Responsibility

Corporate Social Responsibility is an important part of Tarion's
cultural identity. It has a significant impact on our stakeholder
relationships and the morale of staff. It helps reinforce our
connection to the community we serve daily and builds

confidence in our interactions.

In 2015, Tarion implemented a Corporate Social
Responsibility Plan, integrating meaningful
economic, social and environmental considerations
into our business practices and fostering a culture
of sustainability. The plan formalizes the previous
commitments made by Tarion toward corporate
social responsibility, which includes a long standing
commitment to charitable giving.

Tarion has always embraced the importance of
charitable giving by supporting causes that impact our
communities and our employees. Since 1993, Tarion
has waived more than $450,000 in fees for Habitat for
Humanity, translating into more than 900 homes for
Ontarians across the province. For more than 20 years,
Tarion has hosted an annual Charity Golf Tournament

in support of Children’s Wish Foundation, raising
over $700,000 for this charity. According to Children’s
Wish Foundation, Tarion has been one of their largest
contributors over the last 21 years.

Tarion’s employees are involved in charitable giving
through Tarion Cares, an employee led committee
established to promote employee social responsibility.
Since 2009, Tarion Cares has raised more than $76,600
for humanitarian causes directly through the charitable
donations of Tarion employees. In 2015, Tarion
employees contributed 298 corporate supported
volunteer hours to social and environmental causes.

By fostering a culture of giving within our organization,
we strive to make a positive impact on our community.
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— Dan, Tarion Employee

How Tarion Helps

In 2009, a group of eight employees from various departments put
together a committee called Tarion Cares. This committee invites
individual employees to nominate charities close to their hearts that all
employees can support by making a donation to participate in casual
Fridays. It's a win-win! Our staff looks forward to taking a break from their
heels and ties for a day, and we get to give back to our community.

One of the charities we fundraised for in 2015 was Wounded Warriors, a
program that supports ill or injured veterans and their families. Staff raised
close to $500 in one day for this cause. "My wife and | have many friends
and relatives that are/were veterans of many conflicts going back to the
First World War — a lot of them are now deceased. We both have a special
passion for Canadian Military history and very much appreciate what
Canada’s military has done for this country — Wounded Warriors is a way
to give something back so that's why | nominated this charity for Tarion
Cares,” says Dan, a Tarion employee.

Tarion is committed to supporting humanitarian efforts and have adopted
this within its business practice. Find out more in Tarion’s Corporate Social
Responsibility Plan.
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Looking Forward to 40 Years of Service

2016 marks Tarion’s 40th anniversary of serving new home buyers. After four decades, we have the
experience and vision to enhance fairness and build confidence in the new home buying experience.

We strive to provide consumers with Although a lot has changed in the past 40 years, Tarion’s
. main objective remains the same. Since 1976, Ontario’s
a warranty program that is:

new home warranty program has registered close to two
million homes and paid out hundreds of millions of dollars
in warranty claims. We will continue to protect Ontario’s
consumers as we have since 1976. We will do so by
continuing to enhance fairness and confidence in the new

Committed to consumer protection.

A leader in home warranty administration.

home buying experience. 1 .9 Mi"ion
Progressive and effective in its regulations. Our mandate is to serve the public interest, and is what Warranted homes
guides us every day.
Fair, competent, and effective in dispute $345 Mi"ion

resolution. . .
Dollar claims paid

37,326

Builder/vendors registered

Financially sound and secure.
A preferred employer and a great place to work.

Focused on adding value through continuous 3 804
1

improvement and best practices.

. : Builders/vendors revoked or refused
An effective communicator and educator.
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Tarion’s Corporate Leadership Team

Tarion’s day-to-day operations are managed by the corporate leadership team and their staff.

BACK ROW (L-R)

JOHN BECEVELLO
Vice President
& Special Advisor to the CEO

TIM SCHUMACHER
Vice President
& General Counsel

BILL WALLACE
Vice President
& Chief Information Officer

HOWARD BOGACH
President & CEO

KEVIN BRODIE
Vice President
Warranty Services

SILONI WARAICH
Vice President
Stakeholder Engagement

EDMOND LEE
Vice President
& Chief Financial Officer

FRONT ROW (L-R)

PETER BALASUBRAMANIAN
Vice President
Licensing & Underwriting

EILEEN HOLDEN
Vice President
Human Resources

MICHAEL QUAST
Vice President
Strategic Communications

DAVID J. GUINEY
Chief Operating Officer

NOT PICTURED

LESLEY ROSS
Corporate Secretary
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Board of Directors

Tarion is governed by a Board of Directors with members representing key stakeholders within the
housing industry, new home buyers, builders, consumer advocates, the financial community and
provincial and municipal levels of government across Ontario.

The Board is responsible for the stewardship of the organization,
including promoting sound governance practices, regulatory
oversight and taking a leading role in the establishment of the
organizations’ strategic direction. Using a committee structure,
recommendations are made to the full Board which in turn makes
final decisions. The Board is not responsible for the day-to-day
management and operation of the Company’s business, as this
responsibility has been delegated to management. The Board
provides oversight in supervising management in carrying out
this responsibility.

AMONG ITS KEY RESPONSIBILITIES, THE BOARD:

e Approves Tarion’s strategic plan, business plan and budget
ensuring the integrity of the organization’s financial reporting;

e Monitors the strategic environment and ensures appropriate
enterprise wide risk management;

e Monitors corporate performance against the strategic plan
and business, operating and capital budget;

e Oversees management succession planning, including
appointing and monitoring the President & Chief Executive
Officer;

e Assesses its own effectiveness in fulfilling its responsibilities,
including monitoring the effectiveness of individual directors;

e Ensures the integrity of the Company’s internal control system
and management information systems;

¢ Develops the Company's approach to corporate governance,
including developing a set of corporate governance principles
and guidelines.

BACK ROW (L-R) Lynn Peterson, Bob Finnigan, Loralea Carruthers, Dan Gabriele, Paul Golini Jr., Wendy Rinella
MIDDLE ROW (L-R) Sheldon Libfeld, Frank Giannone, Peter Oakes, Greg Graham, Sandy Ewen Tarion Annual Report 2015 435
FRONT ROW (L-R) Hari Panday, Lea Ray, Mark Basciano, John Lieou, Justin Rangooni
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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 Board acts in the best
interest of the company having regard to its consumer
protection mandate and 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 independent Director is elected and
serves as Chair of the Board. The Board is comprised
entirely of outside Directors.

BOARD COMPOSITION

Tarion's Board of Directors is made up of 16 members
nominated in accordance with the by-laws of the
Company. Membership on the Board of Directors

is comprised of a number of individuals having
knowledge of the interests of all stakeholders. The
by-laws of the Company provide for the appointment
of Directors as follows:

e Five (5) nominees appointed by the Ministry of
Government and Consumer Services;

e Eight (8) nominees put forward by the Ontario
Home Builders Association (OHBA) and selected
by the Nominations Committee; and

e Three (3) nominees nominated at large and
selected by the Nominations Committee.

Nominated Directors are all chosen by reference to
a Competency Framework/Skills Matrix. The three
candidates nominated at large cannot be:

(i) an employee of the Company; (ii) employed by or
directly associated with the Ministry; (iii) an officer,
director, employee, principal or person directing
operations of a current new home vendor or builder in
Ontario ("Ontario Builder”); nor (iv) an officer, director,
employee or principal of an association comprised of
and/or representing Ontario Builders.

MEETINGS

The Board meets in accordance with a schedule
established each year by the Board, and at such

other times as the Board may determine. Meeting
agendas are developed in consultation with the Chair.
The Chair is responsible for ensuring that a suitably
comprehensive information package is sent to each
director in advance of each meeting.

Directors are expected to be fully prepared for each
Board meeting, which requires them, at a minimum,

to have read the material provided to them prior to the
meeting. At Board meetings, each Director is expected
to take an active role in discussion and decision-
making. To facilitate this, the Chair is responsible for
fostering an atmosphere conducive to open discussion
and debate.

The Board meets without the presence of management
at each of its meetings.
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GOVERNANCE POLICIES

FINANCIAL CONTROLS

The Audit Committee of the Board is composed
entirely of independent 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
Company’s annual financial statements, and with the
external actuary regarding the warranty liabilities of
the Company. Consistent with the best practices of
regulated financial institutions, Tarion has established
an internal audit mandate. To fulfill this mandate,

the Company has engaged the services of a public
accounting firm to provide internal auditing to
maintain and improve the Company's internal

control environment. The internal auditor has a
direct reporting relationship to the Audit Committee.

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 Company
and regulatory requirements. A management risk
sub-committee also identifies emerging issues

and reports to the Audit Committee. The Board
annually conducts a detailed assessment of all
corporate risks and appropriate mitigating actions.
These risks are reviewed as to their probability and
potential impact. Every identified risk is assigned to
one of the standing Committees of the Board.

STRATEGIC PLANNING

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

ANNUAL PERFORMANCE
OBJECTIVES

The Board approves the annual corporate business
plan and key performance indicators. The Board
evaluates the CEO against performance objectives
established by the Board. This evaluation is conducted
in-camera session and is supported by a mid-year
review of the CEO'’s performance. The CEO reports
annually to the Board through the Human Resources
& Compensation Committee on senior management
performance and succession planning.

CODE OF GOVERNANCE PRACTICES

Each member of the Board is required, on an annual
basis, 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 Company with appropriate
discipline and dedication.
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Responsibilities of the Committees of the Board

The Board has the authority to establish and carry out its duties through Committees and to appoint
Directors to be members of these Committees. The Board assesses the work and recommendations of
the Committees of the Board and the constitution and work plan of each Committee is reviewed annually
or more frequently, as circumstances require. From time to time the Board may create ad hoc Committees
or Task Forces to examine specific issues on behalf of the Board.

The Board has established the following standing
committees: (1) Audit Committee; (2) Consumer
Committee; (3) Governance Committee; (4) Human
Resources & Compensation Committee; (5) Investment
Committee; (6) Nominations Committee, and

(7) Regulatory Affairs Committee. The Board has
established the following task forces: (1) Builder
Education Task Force and (2) Condominium Task Force.

In 2015 the Board established a Key Performance
Indicator Review Ad Hoc Committee and a Public
Interest and Mandate Review Ad Hoc Committee.
The Board has also established a Consumer
Advisory Council.

All Committee meetings have regularly scheduled
in-camera meetings without the presence of
management.

AUDIT COMMITTEE

LEA RAY, CPA, ICD.D, Chair

HARI PANDAY, FCPA, FCGA, ICD.D, Vice Chair
SANDY EWEN

SHELDON LIBFELD

GREG GRAHAM, CGA

The Audit Committee, composed of five members of
the Board, reviews the quarterly financial statements
and key performance indicators, the annual audited
financial statements and financial operating
performance reported in Tarion's Annual Report, the
assessment of reserves, and the results of capital
adequacy testing. The Committee is also 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 internal auditor, the external actuary and
the pension plan actuary and administrator.

This Committee also reviews the company’s pension
plan, internal controls, provides advice on the external
audit services and performs additional services

such as working jointly with the Human Resources &
Compensation Committee to review Tarion’s annual
budget and the setting of corporate key performance
indicators for the following year.

The Committee meets five times per year and at
such other times as the Committee may determine.
The Committee meets without the presence of
management with the Actuary and the internal

and external auditors.
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RESPONSIBILITIES OF THE COMMITTEES OF THE BOARD

CONSUMER COMMITTEE

JUSTIN RANGOON!I, Chair

LYNN PETERSON, ICD, Vice Chair
BOB FINNIGAN

DANIEL GABRIELE

PAUL GOLINI JR.

WENDY RINELLA, ICD

JOHN LIEOU

LORALEA CARRUTHERS

The Consumer Committee is composed of eight
members of the Board who represent Tarion's major
stakeholders. The Committee provides guidance,
informed opinion and progressive ideas, and makes
recommendations to the Board of Directors with
respect to the promotion of consumer interests and
consumer protection initiatives as they relate to both
the mandate of Tarion and to Tarion's Commitment
to new home buyers.

It also assists Tarion’s management with consumer
policy development and provides insight and input

on issues, by making recommendations regarding the
development and delivery of consumer protection
initiatives and policies, by analyzing relevant consumer
research data, and by giving insight into current
communication programs and trends.

The Committee meets four times per year and

at such other times as the Committee may
determine. The Committee meets without the
presence of management with the Ombudsperson
at every meeting.

CONSUMER ADVISORY COUNCIL
MARIO DEO, Chair

The Consumer Advisory Council serves as an advisory
body and reports to the Consumer Committee. The
Council provides ongoing advice from a home buyer
consumer perspective, on proposed Tarion policy
changes. The Council met four times in 2015. The Chair
and Vice Chair of the Advisory Council meet regularly
with the Consumer Committee.

The members of the Council include consumers that
have been through our warranty process, a home
inspector, a retired building official, real estate lawyers
and other experts who have direct dealings with new
home buyers.

Any policy recommendations to be considered by the
Council can be made through a written submission to
Tarion’s website under “Contact Us.”
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RESPONSIBILITIES OF THE COMMITTEES OF THE BOARD

GOVERNANCE COMMITTEE

LYNN PETERSON, ICD, Chair

PETER OAKES, MBA, CPA, ICD.D, Vice Chair
DAN GABRIELE

FRANK GIANNONE, ICD

HARI PANDAY, FCPA, FCGA, ICD.D.

JUSTIN RANGOONI

MARK BASCIANO (ex-officio)

LEA RAY (ex-officio) CPA, ICD.D

The Governance Committee, composed of six
members of the Board, provides recommendations to
the Board with respect to governance matters affecting
the Company. The Committee has responsibility

for developing and monitoring the effectiveness of
Tarion’s system of corporate governance, including
making recommendations to the Board of Directors

on appropriate and necessary governance policies;
governance structure and board committees.

Among its key responsibilities, the Governance
Committee:

e Recommends procedures for the recruitment of
Director candidates to the Board of Directors of
Tarion providing oversight over the election process
through the Nominations Committee;

e Provides input to the Board of Directors and
the Nominations Committee on an appropriate
Director nomination process to ensure that the
Board has the appropriate skills and background
to address the business issues of the Corporation,
including expertise in the areas of insurance, claims
management, governance, consumer issues, new
home construction, risk management and financial
matters;

Oversees the development and implementation of
orientation procedures for new Directors as well as
the development and implementation of Director
training policies and programs;

Recommends to the Board of Directors the Board
evaluation process to be followed by the Board
each year in keeping with the requirements of

the Letter of Accountability. The Committee is
responsible for the conduct of this process ensuring
results of the evaluation are acted on, and that a
policy is in place to proactively address full Board
and individual Director training and development;

Recommends to the Board of Directors,
governance improvements, based on current trends
and needs of the Board, as well as from best-
practice trends in corporate governance in Canada;

Develops, maintains and updates as necessary the
Code of Conduct and Governance Practices of the
Corporation, to ensure every Director executes a
copy of the Code each year, and agrees to abide by
each of its principles.

HUMAN RESOURCES &
COMPENSATION COMMITTEE

FRANK GIANNONE, ICD, Chair
LEA RAY, CPA, ICD.D, Vice Chair
MARK BASCIANO

BOB FINNIGAN

GREG GRAHAM

WENDY RINELLA, ICD

The Human Resources & Compensation Committee,
composed of six members of the Board, is appointed
by the Board of Directors to assist the Board in fulfilling
its oversight responsibilities regarding human resources
and compensation on behalf of Tarion. The Committee
oversees the implementation of human resources
decisions of the Board and ensures the adequacy and
effectiveness of the systems implemented to ensure
compliance with all human resources legislation,
policies and procedures.

Additionally, the Committee leads the evaluation and
compensation process for the President and CEO
and is responsible for recommending to the Board of
Directors the annual objectives for the President and
CEOQ and for evaluating performance against those
objectives. The Committee works with external expert
compensation advisers who provide information with
respect to current market compensation payable to
senior executives of comparable organizations. It also
undertakes an annual succession review of the senior
management team in consultation with the President
and CEO.

The Committee is also responsible for recommending
Director compensation. A comprehensive review

is undertaken every two years with the last review
conducted in the latter part of 2015. No changes were
made as a result of the review of Directors current
compensation levels.
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RESPONSIBILITIES OF THE COMMITTEES OF THE BOARD

INVESTMENT COMMITTEE

PETER OAKES, MBA, CPA, ICD.D, Chair
GREG GRAHAM, CGA, Vice Chair

BOB FINNIGAN

SHELDON LIBFELD

LEA RAY, CPA, ICD.D

The Investment Committee, composed of five
members of the Board, reports to the Board on the
corporate investment plans, policies and issues with
respect to corporate funds and pension plan(s) that
affect Tarion. The goals of the investment strategies
and policies are to maximize return and minimize risk
to the corporation within agreed upon constraints; and
to ensure funds are invested appropriately, recognizing
the liquidity, timing and security considerations of
corporate operational and reserve requirements. The
Investment Committee considers and recommends
investment strategies, plans and policies related to
the invested assets of the Company. The Committee
oversees the selection and appointment of one or
more investment managers and reviews and approves
the investment policies of the Company each year. It
also reviews reports from fund managers on investment
activities and measures investment results against

the investment goals of the Company. In addition,

the Committee is responsible for the oversight of the
management of assets related to the pension plan of
the Company.

The Committee meets without the presence
of management with each of the Investment
Managers annually.

REGULATORY AFFAIRS COMMITTEE

LYNN PETERSON, ICD, Chair
JUSTIN RANGOON!, Vice Chair
FRANK GIANNONE, ICD

LEA RAY, CPA, ICD.D
SHELDON LIBFELD

MARK BASCIANO, ex officio

The Regulatory Affairs Committee, composed of five
members of the Board, assists the Board in fulfilling
its oversight responsibilities 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
implementation 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.

NOMINATIONS COMMITTEE

The Nominations Committee reports to the
Governance Committee and is composed of a
member of the Board, two appointees from the
Ministry of Government & Consumer Services,
and two appointees from the Ontario Home
Builders Association.

The Nominations Committee is responsible for
receiving and initiating proposals for nomination of
individuals for election to the Board and assessing
incumbent Directors for re-nomination to the Board.
Industry based and At Large candidates are evaluated
by the Nominations Committee, having regard to the
candidate’s background and qualifications to ensure
that the candidate’s experience and skill are aligned
with the Company’s needs. In evaluating candidates,
the Nominations Committee considers diversity as
well as the effectiveness of the Board, as a whole,
and its individual members, including their respective
competencies and skills.

Following the interview process, nominees are
recommended to the Governance Committee and
to the Board of Directors to fill identified vacancies.
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RESPONSIBILITIES OF THE COMMITTEES OF THE BOARD

KEY PERFORMANCE INDICATORS
(KPI) REVIEW AD HOC COMMITTEE

Following the Board's strategic planning session in
June 2015, the Board formed a Key Performance
Indicator Review Ad Hoc Committee. This Committee,
composed of three board members, was tasked with
reviewing the corporation’s key performance indicators
with the intent to developing an improved approach to
establishing, measuring and reviewing KPIs. This review
was completed in November 2015.

PUBLIC INTEREST & MANDATE
REVIEW AD HOC COMMITTEE

Following the Board’s strategic planning session in
June 2015, the Board formed a Public Interest and
Mandate Review Ad Hoc-Committee. This Committee,
composed of four Board members, was tasked with
reviewing Tarion’s mandate and definition of “Public
Interest.” An initial report was presented to the Board
of Directors in December 2015 regarding a proposed
new “About Us” page for Tarion’s website. The

Public Interest Mandate received final approval by
the Board in February 2016. This has now been
updated on our website.

BUILDER EDUCATION TASK FORCE

The Builder Education Task Force was composed

of seven Directors and two representatives from

the Ontario Home Builders’ Association with the
objective of supporting management's development
of a builder education initiative. The first phase of the
Builder Education initiative was implemented in 2015
and full implementation is expected in September
2016. As of September 1, 2015, new applicants
proposing to build residential freehold and low-

rise condominium construction under Part 9 of the
Ontario Building Code are required to complete seven
educational competencies in addition to Tarion’s
existing registration requirements. The educational
requirements are based on the Canadian Home
Builders’ Association’s National Education Benchmarks
for residential construction. As of September 1, 2016,
achieving these competencies will be a pre-requisite
for registration. The Task Force provided strategic
advice to management to assist with the development
and launch of the initiative through 2015. It is not
expected that the Task Force will be meeting in

2016 with further updates on the status

of the builder education initiative going directly to

the Board. In the longer term, a form of the Task

Force may be reconstituted as we give further
consideration to the potential for continuing
education for existing registrants.

CONDOMINIUM TASK FORCE

The Condominium Task Force is composed of three
Directors and four industry appointees experienced in
the condominium area. The Task Force was established
as a forum to facilitate research, provide informed
opinions and discussion and make progressive
recommendations to Tarion management and the
Board of Directors relating to the condominium
industry. In 2015, the Task force provided feedback to
management in respect of the ongoing review of the
security rules for condominiums (as part of the overall
review of Builder Bulletin 28); improvements to BB19
and performance of BB19 filed Review Consultants.

In 2015, the government, working with Tarion, included
provisions in Bill 106 that amended the Ontario

New Home Warranties Plan Act and would extend
most of the new home warranty coverage to certain
condominium conversion projects. In January 2015,
the government also raised the height restriction on
certain wood frame buildings from four to six storeys.
It is expected that the Task Force will continue to
provide input on these subjects in 2016, as well as
continue to be engaged in the policy development
around expanding warranty coverage to condominium
conversions and monitor the development of wood
frame construction in connection with the Building
Code changes which went into effect in 2015.
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Directors Attendance

The number of Board and Board Standing Committee meetings

held by the Company during 2015 was as follows: BOARD OF DIRECTORS COMMITTEE TOTAL
Director Held Attend Held Attend Held Attend
Basciano, Mark 10 10 18 16 28 26
Board of Directors 10 MEETINGS
Ray, Lea 10 10 19 18 29 28
Audit C itt 6 MEETINGS
et -ommittee Carruthers, Loralea 2 2 2 2 4 4
Consumer Committee 5 MEETINGS Ewen, Sandy 10 10 7 7 17 17
Governance Committee 6 MEETINGS Finnigan, Bob 10 10 15 14 25 24
Human Resources & Compensation Committee 6 MEETINGS Gabriele, Dan 10 8 11 9 21 17
Investment Committee 4 MEETINGS Giannone, Frank 10 9 16 14 26 23
Nominations Committee 3 MEETINGS Golini, Paul 10 10 6 > 16 15
Regulatory Affairs Committee 4 MEETINGS Graham Greg o 1o 1® 19 2 -
Libfeld, Sheldon 10 9 11 9 21 18
TOTAL 44 MEETINGS o gecll ! ! ! ! 2 2
Oakes, Peter 10 9 11 10 21 19
Panday, Hari 10 10 12 12 22 22
The following chart reflects attendance during the fiscal year. It
includes former and newly elected Directors whose terms ended Peterson, Lynn 10 10 14 14 24 24
and/or commenced concurrent with the Annual Meeting of . .
Members in April 2015. Rangooni, Justin 10 9 14 13 24 22
Rinella, Wendy 10 10 11 11 21 21
Spiteri, Christopher 3 3 10 10 13 13
Brown, Deborah 4 4 7 7 11 11
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2015 Financial Commentary

The Canadian economy along with the global economy were significantly
impacted in 2015 due to growing concern over the Chinese economy and the
impact it has on the commodities markets — especially oil. This translated into
significant volatility in the capital markets across the world. The Bank of Canada
maintained the same level of interest rates, diverging from the US who increased
its rates in early December. While the Ontario economy had moderate growth,
the Ontario housing market remained resilient with enrolments surpassing
expected levels. These factors notably impacted Tarion 2015 financial results.

Tarion ended the year with a positive bottom line of $1.3M as a result of positive
investment returns and strong enrolment levels.

The Ontario new home market was strong and both freehold and high-rise enrolment
levels in 2015 surpassed that of 2014. The year ended with total enrolment levels at
57,788 compared to 49,890 in 2014.

The Guarantee Fund grew by $16.4M despite the unstable capital markets as a
results of overall positive investment return and strong enrolment cash flows.
Both the fixed income portfolio and global fund had positive returns, offset by
losses in the domestic equities.

2015 net claims experience was $6.2M, $1.3M higher than 2014 of $4.9M as a result
of a few large claims cases. The Corporation paid out $11.6M (2014 — $9.9M) to new
homeowners for warrantable claims.

Total 2015 operating expenses (excluding net claims incurred) of $39.7M reflects a
3.3 per cent increase over 2014 of $38.4M. While Management continues to focus
on expense management, it also invests in the Company’s future via continuous
improvement of its business processes and policies. Tarion launched its new 3-year
strategic plan in 2015 with a focus on enhancing fairness and confidence in the new
home buying experience. A few key initiatives were implemented including the
phase-in of education criteria as a condition of a new builder's registration, piloting
the illegal building prevention model and improving core technology platforms.

In spite of challenging 2015 capital markets, Tarion remained financially strong with
equity of $228.7M (2014 — $227.6M) and a Guarantee fund of $494.9M (2014 — $478.5M).
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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 International Financial Reporting
Standards 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 auditor has audited and reported on the annual financial statements prepared in accordance with
International Financial Reporting Standards.

The Audit Committee, consisting of non-executive directors, has reviewed these financial statements with
management and the external auditor and has reported to the Board of Directors, which has approved the
financial statements.

HOWARD BOGACH EDMOND LEE
President & Chief Executive Officer Vice President & Chief Financial Officer
April 21, 2016 April 21, 2016
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Independent Auditors’ Report

To the Directors of Tarion Warranty Corporation:

We have audited the accompanying financial
statements of Tarion Warranty Corporation, which
comprise the statement of financial position as at
December 31, 2015, the statements of comprehensive
results of operations, changes in equity and cash flows
for the year then ended, and notes, comprising 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 International Financial Reporting Standards, 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.

AUDITORS’ 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 our 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, we consider 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

Kins 42
7

Warranty Corporation as at December 31, 2015, and Chartered Professional Accountants,
its financial performance and its cash flows for the year Licensed Public Accountants

then ended in accordance with International Financial April 21, 2016

Reporting Standards. Toronto, Canada
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Actuary’s Report

To the Directors of Tarion Warranty Corporation:

WillisTowers Watson Ll'I'Ll

175 Bloor Street East
South Tower, Suite 1701
Toronto, Ontario M4W 3Té6

| have valued the warranty liabilities of Tarion Warranty Corporation for its Statement of
Financial Position as at December 31, 2015 and their change in the Statement of comprehensive
results of operations for the year ended December 31, 2015 in accordance with accepted
actuarial practice in Canada, 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 valuation.

A

Pierre Laurin

Fellow, Canadian Institute of Actuaries
April 21, 2016
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STATEMENT OF FINANCIAL POSITION

For the year ended December 31, 2015 ($CAD thousands)

NOTES 2015 2014
ASSETS
Cash and cash equivalents 4 $ 6,237 $ 2,863
Trade and other receivables from vendors and builders 5 6,052 4,851
Prepaid expenses and other assests 1,035 249
Investments 6 494,893 478,481
Equipment and leaseholds 7 2,445 2,668
Intangible assets 8 2,395 2,907
TOTAL ASSETS $ 513,057 $ 492,019
EQUITY AND LIABILITIES
LIABILITIES
Accounts payable and accrued liabilities 9 $ 8,975 $ 7,181
Lease obligations and inducements 10 1,775 2,067
Warranty liabilities 11 219,220 203,278
Funds held as security 12 48,744 46,741
Employee future benefits liabilities 13 5,634 5,195
Total liabilities 284,348 264,462
EQUITY $ 228,709 $ 227,557
TOTAL EQUITY AND LIABILITIES $ 513,057 $ 492,019
See accompanying notes to financial statements.
Approved by the Board of Directors
MARK BASCIANO LEA M. RAY
Director and Chair of the Board Director and Chair of Audit Committee
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STATEMENT OF COMPREHENSIVE RESULTS OF OPERATIONS

For the year ended December 31, 2015 ($CAD thousands)

NOTES 2015 2014
REVENUE
Home enrolment fees earned 11 $ 32,928 $ 27,962
Builders' registration and renewal fees 3,451 3,303
Investment results
Investment income 14 11,444 23,504
Investment management fees (1,422) (1,355)
Other revenue 784 725
47,185 54,139
EXPENSES
Net claims incurred 11 6,231 4,893
Salaries and benefits 24,775 24,258
General and administrative 11,460 10,451
Depreciation and amortization 7,8 2,922 3,159
Interest expense 15 495 561
45,883 43,322
EXCESS OF REVENUE OVER EXPENSES 1,302 10,817
OTHER COMPREHENSIVE RESULTS OF OPERATIONS
Actuarial gain/(losses) for employee future benefits 13 (150) 737
TOTAL COMPREHENSIVE RESULTS OF OPERATIONS FOR THE YEAR $ 1,152 $ 11,554

See accompanying notes to financial statements.

Tarion Annual Report 2015 60

‘ Return to Table of Contents



STATEMENT OF CHANGES IN EQUITY

For the year ended December 31, 2015 ($CAD thousands)

2015 2014

Beginning of the year $ 227,557 $ 216,003

Excess of revenue over expenses for the year 1,302 10,817
Other comprehensive result of operations

Actuarial gains/(losses) for employee future benefits (150) 737

TOTAL EQUITY, END OF YEAR $ 228,709 $ 227,557

See accompanying notes to financial statements.
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STATEMENT OF CASH FLOW

For the year ended December 31,2015 ($CAD THOUSANDS)

2015 2014
NET INFLOWS (OUTFLOWS) OF CASH RELATED TO THE FOLLOWING ACTIVITIES
OPERATING
Home enrolment fees received $ 49,802 $ 41,589
Builders' registration fees received 3,451 3,303
Other miscellaneous fees received 327 290
Payments to employees for salaries and benefits (24,136) (23,616)
Payments to suppliers for general and administrative expenses (11,150) (10,706)
Claims payments (11,590) (9,854)
Securities receipts from builders, net of releases 1,951 5,736
Recoveries from builders for claims and conciliation fees 4,041 4,666
Interest expenses (444) (523)
Cash provided by operating activities 12,252 10,885
INVESTING
Interest received 9,172 9,394
Dividend received 17,925 9,043
Investment management fees (1,459) (1,360)
Proceeds from sale and maturity of investments 970,535 649,526
Purchase of investments (1,002,610) (675,010)
Purchase of equipment and leaseholds (417) (165)
Purchase of intangible assets (1,440) (1,270)
Cash used in investing activities (8,294) (9,842)
FINANCING
Payment of finance lease liabilities (584) (645)
Cash used in financing activities (584) (645)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS DURING THE YEAR 3,374 398
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 2,863 2,465
CASH AND CASH EQUIVALENTS, END OF YEAR $ 6,237 $ 2,863
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

CORPORATION OPERATIONS

Tarion Warranty Corporation (the “Corporation”), domiciled in Ontario,
Canada, 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:

e loss of deposit if a builder cannot or will not complete the sale of a home,
through no fault of the home buyer;

e specified construction and contractual warranties for defects in work or
material; and

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

The Government of Ontario has designated the Corporation as a non-profit
organization incorporated without share capital under the Act. The
Corporation’s equity is not traded in a public market and it represents the
retained accumulation of excess of revenue over expenses and actuarial gains
(losses) for employee future benefits. The registered office is located at 5160
Yonge Street, 12th Floor, Toronto, Ontario, M2N 6L9.

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

The financial statements for the year ended December 31, 2015, were
approved by the Corporation’s board of directors and authorized for issue on
April 21, 2016.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Corporation have been prepared in
accordance with International Financial Reporting Standards (“IFRS”) as issued
by the International Accounting Standards Board (“IASB”). The significant
accounting policies used in the preparation of these financial statements are
described below.

EQUIPMENT AND LEASEHOLDS

Equipment and leaseholds are recorded at cost less accumulated depreciation
and impairment. The assets’ residual values, useful lives and the method of
depreciation are reviewed at the end of each annual reporting period, and
adjusted as necessary on a prospective basis. The depreciation expense on
equipment and leaseholds is disclosed separately in Note 7 to the financial
statements and included in the statement of comprehensive results of
operations.

Depreciation is provided at the following rates:

- straight-line over three years

- declining balance at 20% a year

- straight-line over the term of the lease

- straight-line over the terms of the leases

Computer equipment

Furniture and office equipment
Leasehold improvements
Computer and office equipment
under finance lease

Leased property includes buildings, computer and office equipment. There
are no renewal terms on building leases but equipment leases include renewal
options. These options are based on the fair market value of the equipment
and the lease rate available at the time of expiry. The Corporation also has

the option to extend leases on a month to month basis making the same
payments and this is typically the option taken by the Corporation.

The gain or loss arising on the disposal or retirement of an item of equipment
and leaseholds is determined as the difference between the disposal
proceeds and the carrying amount of the asset and is recognized in the
statement of comprehensive results of operations in other revenue. The gain
or loss is recognized upon disposal of an item of equipment and leaseholds or
when no future economic benefits are expected from its use or disposal.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

INTANGIBLE ASSETS

Intangible assets consist of acquired software and applications and internal
software enhancements related to the customization of these software systems
and applications. These intangible assets have finite lives and are amortized
over their useful economic life. The estimated useful life and amortization
method are reviewed at the end of each annual reporting period, with the
effect of any changes in estimate being accounted for on a prospective basis.
The amortization expense on intangible assets are disclosed separately

in Note 8 to the financial statements and included in the statement of
comprehensive results of operations.

- straight-line over three years
- straight-line over three years

Software and applications
Internal software enhancements

FINANCIAL INSTRUMENTS

IFRS 9(2010) — Financial Instruments requires all financial assets to be classified
in their entirety on the basis of the entity’s business model for managing the
financial assets and the contractual cash flow characteristics of the financial
assets. Financial assets are measured either at amortized cost or fair value
through profit or loss.

e Financial assets at fair value through profit or loss (“FVTPL")

Cash and cash equivalents, the fixed income portfolio and the equity
portfolio are classified as FVTPL. Financial assets at FVTPL are measured
initially at fair value with any gains or losses arising on subsequent
measurement recognized in the statement of comprehensive results of
operations, in investment income.

Transaction costs are recognized in the statement of comprehensive results
of operations as incurred.

Interest income on the fixed income portfolio is included in investment
income as earned using the effective interest rate method. Dividend
income on the equity portfolio investments is recognized as of the
declaration date in investment income. The gains and losses from currency
translation are recognized in the statement of comprehensive results of
operations in investment income.

e Financial assets at amortized cost

Trade and other receivables from vendors and builders are measured at
amortized cost less accumulated impairment. 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. At the end of each reporting period

the Corporation will assess for indicators of impairment. Where there

is objective evidence that there is impairment in these amounts, the
impairment charge is recognized in the statement of comprehensive results
of operations in net claims incurred, at an amount that reduces the carrying
value of the financial assets to their recoverable amounts.

e Other financial liabilities

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

PREPAID EXPENSES AND OTHER ASSETS

Prepaid expenses are measured at historical costs which approximates their
fair value due to their short term nature. Prepaid expenses are generally
settled within one year.

Other assets include unsettled investment trade receivable. These are
investments trades made within three business days of the end of the fiscal
year and are settled immediately after the fiscal year-end.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprises cash on hand and at the bank, any
short-term deposits with a maturity of up to three months on the date of
purchase net of any bank overdrafts payable on demand. There are no
restrictions or limitations to the use of the cash and cash equivalents. Cash
equivalents held for investment purposes are included in the fixed income
portfolio.

EMPLOYEE FUTURE BENEFITS

In addition to participating in government managed employee benefit plans,
the Corporation has the following employee benefit plans:

e A pension plan consisting of a fully vested and closed defined benefit
component, and an active defined contribution component; and
® A post-employment medical and dental benefits plan for employees.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

The costs of pension and other post-employment benefits earned by
employees are actuarially determined using the projected unit credit valuation
method. This takes into account management’s best estimates of salary
escalation, retirement ages of employees and expected health care costs.

Actuarial gains and losses are recognized in the statement of comprehensive
results of operations in the period they occur. They are not reclassified to
excess of revenue over expenses in subsequent periods.

The Corporation accrues its obligations under employee benefit plans and
the related costs, net of plan assets. The defined benefit asset or liability
comprises the net present value of the defined benefit obligation less the fair
value of the plan assets, out of which obligations are to be settled. Plan assets
are held in a trust and are not available to creditors of the Corporation, nor
can they be paid directly to the Corporation. Fair value is based on market
price information.

The Corporation’s contributions to the defined contribution pension plan are
expensed in the statement of comprehensive results of operations in the year
to which they relate and are included as part of salaries and benefits expenses.

WARRANTY LIABILITIES

Warranty liabilities include estimates of costs for claims reported and in
process, provisions for claims incurred but not yet reported at the statement of
financial position date where it is anticipated that costs will be incurred by the
Corporation and deferred home enrolment fees to be taken into revenue as
earned based on the expected claims experience over the warranty period.

The 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, which is further described in Note 3.

The warranty claims 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; because the actual
settlements may occur at amounts that differ from expected settlement
amounts; and because the actual timing of settlements may differ from
expected timing.

Claims incurred include claims recoveries, and changes in the provisions for
claims reported and in process and for claims incurred but not yet reported.

Claims recoveries include amounts recovered in the current year from builders
on claims incurred during the current or previous years, and changes in the
estimate of amounts recoverable from builders on outstanding warranty claims
liabilities. Estimated amounts recoverable from builders are presented on the
statement of financial position in trade and other receivables from vendors

and builders.
LEASES

Leases are classified as finance leases whenever the terms of the lease transfer
substantially all the risks and rewards of ownership to the Corporation. All
other leases are classified as operating leases. Operating lease payments are
recognized as an expense on a straight-line basis over the lease term.

Assets held under finance leases are initially recognized as assets of the
Corporation at their fair value at the inception of the lease or, if lower, at the
present value of the minimum lease payments. The corresponding liability to
the lessor is included in the statement of financial position as a finance lease
obligation.

Lease payments are apportioned between finance expenses and reduction
of the finance lease obligation so as to achieve a constant rate of interest
on the remaining balance of the liability. Finance expenses are recognized
immediately in the statement of comprehensive results of operations.

Assets under finance leases are depreciated over the shorter of the estimated
useful life of the asset and the lease term.

PROVISIONS

Provisions are recognized when the Corporation has a present obligation
(legal or constructive) as a result of a past event, it is probable that an outflow
of economic resources will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

The amount recognized as a provision is the best estimate of the
consideration required to settle the present obligation at the end of the
reporting period, taking into account the risks and uncertainties surrounding
the obligation. When some or all of the economic benefits required to settle
a provision are expected to be recovered from a third party, a receivable is
recognized as a separate asset if it is virtually certain that reimbursement
will be received and the amount of the receivable can be measured reliably.
Expenses related to any provision are presented in the statement of
comprehensive results of operations net of any reimbursement.

REVENUE RECOGNITION

Home enrolment fees are remitted by builders during the year. These fees

are deferred and taken into revenue as earned based on the expected claims
experience over the warranty period. The earning patterns are reviewed
annually. When the initial selected patterns for prior years' enrolments differ
from the actual claims emergence, the patterns are updated prospectively.
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.

Other revenue comprises of various administration fees charged for services
generally related to the handling of claims and licensing and underwriting.
These fees are recorded as earned.

INTEREST EXPENSE

Interest expense is recognized in the statement of comprehensive results of

operations as it accrues and is calculated by using the effective interest rate

method. Accrued interest is included within the carrying value of the interest
bearing liability.

IMPAIRMENT OF NON-FINANCIAL ASSETS

The Corporation assesses at each reporting date whether there is any
indication that an asset may be impaired. The Corporation reviews and
considers both internal and external sources of information that indicate any

events or changes in circumstances causing the carrying amount of the non-
financial assets to not be recoverable.

For the purposes of assessing impairment, assets are grouped into
cash-generated units at the lowest levels for which there are separately
identifiable cash flows. An impairment loss is recognized in the statement of
comprehensive results of operations for the amount by which the carrying
amount of the cash-generating unit exceeds its recoverable amount. The
recoverable amount is the higher of the cash-generating unit's fair value less
costs to sell and value in use.

Where an impairment loss subsequently reverses, the carrying amount of
the asset (or cash-generating unit) is increased to the revised estimate of

its recoverable amount, but so that the increased carrying amount does

not exceed the carrying amount that would have been determined had no
impairment loss been recognized for the asset (or cash-generating unit) in
prior years. A reversal of an impairment loss is recognized immediately in the
statement of comprehensive results of operations.

CURRENCY TRANSLATION

The Corporation’s financial statements are presented in Canadian dollars,
the functional currency of the Corporation and the currency of the primary
economic environment in which the Corporation operates. Transactions

in foreign currencies are initially recorded at the functional currency rate
prevailing at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are translated
into Canadian dollars at the period-end rate. The translation impact is recorded
in the statement of comprehensive results of operations in the period in which
they arise. Exchange gains or losses on financial assets at fair value through
profit or loss are reported as part of investment income in the statement of
comprehensive results of operations. Revenue and expense items in a foreign
currency are translated into Canadian dollars at the transaction date rate.

FUTURE ACCOUNTING CHANGES
IFRS 4 — Insurance Contracts

In June 2013, the IASB proposed a new accounting and reporting model
for insurance contracts in a re-exposure draft. The proposals would apply
to all insurance contracts, including certain financial guarantees, rather
than insurance entities, and to investment contracts with a Discretionary
Participation Feature (DPF) issued by insurance companies.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

Some of the key points proposed in the exposure draft include:

¢ No gains at inception of policy, but losses possible (as “onerous contracts”).

e Discounting is required using a risk-free (e.g., government bond) interest
rate, plus a “liquidity adjustment”. There is no linkage of the discount rate
to assets actually held (limited exceptions for asset-linked and participating
business).

¢ A margin on top of discounted cash flows to be required, but different from
Canadian actuarial provisions for adverse deviations.

The proposals in the re-exposure draft introduce a number of significant
changes, including:

e the use of other comprehensive income to present changes in the
measurement of insurance liabilities arising from changes in discount rates;

® anew presentation approach for both the statement of profit or loss and
other comprehensive income and the statement of financial position, which
would change the way insurers report performance;

e an unlocked contractual service margin, which would change the timing of
profit recognition;

e amirroring approach, which would reduce accounting mismatches
by aligning the measurement of contracts whose cash flows vary with
underlying terms; and

® aretrospective approach for the transition to the new standard, with
practical expedients.

The final standard is expected to be issued with a mandatory implementation
date which will not be before 2020.

Management continues to monitor developments in this area and will develop
a plan to evaluate the impact on the Corporation’s financial statements once
the final standard is issued.

IFRS 9 — Financial Instruments

In July 2014, the IASB published an amended version of IFRS 9 Financial
Instruments, which replaces IAS 39 Financial Instruments: Recognition and
Measurement, and includes guidance on the classification and measurement of
financial instruments, impairment of financial assets, and a new general hedge
accounting model. Financial asset classification is based on the cash flow
characteristics and the business model in which an asset is held.

The classification determines how a financial instrument is accounted for and
measured. IFRS 9 also introduces a single impairment model for financial
instruments not measured at fair value through profit or loss that requires
recognition of expected credit losses at initial recognition of a financial
instrument and the recognition of full lifetime expected credit losses if certain
criteria are met. The new model for hedge accounting aligns hedge accounting
with risk management activities. The financial reporting impact of adopting
IFRS 9is being assessed.

While the new standard is generally effective for years beginning on after
January 1, 2018, in December 2015 the IASB published an Exposure Draft
Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts,
which proposes to allow some insurers optional transitional relief until the
forthcoming insurance accounting standard is available for implementation.
The proposed options would allow (a) entities whose predominant activity
is issuing insurance contracts within the scope of IFRS 4 to defer the
implementation of IFRS 9 to as late as January 1, 2021, which may allow
alignment of the implementation of IFRS 9 with the forthcoming insurance
accounting standard, or alternatively (b) give entities issuing insurance
contracts the option to remove from profit or loss the incremental volatility
caused by changes in the measurement of specified financial assets upon
application of IFRS 9.

The new standard has a mandatory effective date of January 1, 2018, but may
be adopted early. As the standard has been completed in stages, entities
that have adopted a previous version prior to February 1, 2015 may continue
to apply that version until the mandatory effective date of January 1, 2018.
The Corporation will perform a thorough assessment on the impact of these
changes on its financial statements for implementation in 2018.

IFRS 16 — Leases

On January 13, 2016 the IASB issued IFRS 16 Leases. The new standard is
effective for annual periods beginning on or after January 1, 2019. Earlier
application is permitted for entities that apply IFRS 15 Revenue from Contracts
with Customers at or before the date of initial adoption of IFRS 16. IFRS 16 will
replace IAS 17 Leases.

This standard introduces a single lessee accounting model and requires a
lessee to recognize assets and liabilities for all leases with a term of more than
12 months, unless the underlying asset is of low value. A lessee is required to
recognize a right-of-use asset representing its right to use the underlying asset
and a lease liability representing its obligation to make lease payments.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

This standard substantially carries forward the lessor accounting
requirements of IAS 17, while requiring enhanced disclosures to be
provided by lessors. Other areas of the lease accounting model have been
impacted, including the definition of a lease. Transitional provisions have
been provided. The Corporation intends to adopt IFRS 16 in its financial
statements for the annual period beginning on January 1, 2019. The
Corporation will perform a thorough assessment on the impact of these
changes on its financial statements for implementation in 2019.

KEY ACCOUNTING JUDGMENTS, ESTIMATES
AND ASSUMPTIONS

The preparation of financial statements requires management to make judgments,
estimates and assumptions that affect the reported amounts of revenue, expenses,
assets and liabilities and disclosure of contingent assets and liabilities as at the
reporting date. Actual amounts could differ from those estimates.

Key Management Judgments

In the process of applying the Corporation’s accounting policies, management
has made the following judgments, which have the most significant effect on
the amounts recognized in the financial statements:

¢ Internally generated software enhancements

Internally generated software enhancements costs are capitalized if, and
only if, all of the following criteria are met: (1) the technical feasibility can be
demonstrated; (2) management has the intention to complete the intangible
asset and use it; (3) management has the ability to use the intangible asset;
(4) the intangible asset will generate probable future economic benefits;

(5) the availability of adequate technical, financial and other resources

to complete the development and use the intangible asset; and (6)
expenditures attributable to the intangible asset can be measured reliably.

Key Management Estimates and Assumptions

The key assumptions concerning the future and other key sources of
estimation uncertainty at the reporting date that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below:

e Valuation of warranty claims liabilities

Warranty claims liabilities include estimates of costs for claims reported
and in process, and provisions for claims incurred but not yet reported

at the reporting date where it is anticipated that costs will be incurred by
the Corporation. The amount of claims liabilities equals the present value
of cash flows on account of claims and related expenses incurred before
the reporting date. The ultimate cost of outstanding claims is estimated
by using actuarial valuation taking into account the Corporation’s claims
handling practices, actuarial assessments, the judgment of management,
difference between actual and expected settlement amounts, historical
precedents and trends, prevailing legal, economic, social and regulatory
environments and expectations of future developments. Details of the key
assumptions used in the estimates are contained in Note 11. The warranty
liabilities amounts presented for these claims are stated at the amounts
expected to be paid directly by the Corporation to settle its obligations
which reflect the amounts paid in the normal course of operations.

e \Valuation of trade and other receivables from vendors and builders

Trade and other receivables from vendors and builders recorded in

the statement of financial position are measured at amortized cost less
accumulated impairment, which approximates fair value. The carrying value
is based on management's best estimate of recoverable value determined
by considering past collection experience, financial condition of the builders,
security held, legal action sought and judgments awarded. Details of the key
assumptions used in the estimates are contained in Note 5.

e Revenue recognition of home enrolment fees earned

Home enrolment fees are deferred and taken into revenue as earned
based on the expected claims experience over the warranty period. The
deferred portion of home enrolment fees is included in warranty liabilities.
The results are subject to significant uncertainty based on the actual claims
experience over the warranty period. Details of the key assumptions used
in the estimates are contained in Note 11.

e Employee future benefits

The costs of defined benefit pension plans and other post-employment
medical benefits are determined using actuarial valuations. The actuarial
valuation involves making assumptions about discount rates, expected
rates of return on assets, future salary increases, mortality rates and
future pension increases. Due to the long-term nature of these plans,
such estimates are subject to significant uncertainty. Details of the key
assumptions used in the estimates are contained in Note 13.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

CASH AND CASH EQUIVALENTS

For the purpose of the statement of cash flows, cash and cash equivalents
include cash at the bank and on hand and investments in short-term
deposits with a maturity of up to three months on the date of purchase,

net of outstanding bank overdrafts. At December 31, 2015, cash and cash
equivalents was solely cash at the bank and on hand of $6,237 (2014 — $2,863)
with no short-term deposits or bank overdrafts payable on demand. There
are no restrictions, pledges or limitations to the use of the cash and cash
equivalents.

TRADE AND OTHER RECEIVABLES FROM VENDORS
AND BUILDERS

Trade and other receivables from vendors and builders consist of three types
of receivables:

¢ Trade receivables from vendors and builders represent amounts receivable
arising from warranty claims that the Corporation has paid out on
behalf of vendors and builders during the remediation process. Trade
receivables from vendors and builders are measured at amortized cost less
accumulated impairment. Amounts receivable from registered builders are
classified as financial assets. All the amounts are due immediately.

* Amounts recoverable from vendors and builders represent the estimated
amounts recoverable from vendors and builders in respect to the
outstanding warranty claims recognized under the warranty liabilities.
Amounts are invoiced to the vendors and builders only when the
Corporation has paid out monies for the claim.

e Other receivables from vendors and builders represent other receivables
such as enrolment and/or registration fees.

2015 2014

Gross trade receivables $ 24,842 $ 20,915
Less: Allowance for impairment (22,527) (19,334)
Trade receivables 2,315 1,581
Amounts recoverable from 3,075 2,682
vendors and builders
Other receivables from vendors 662 588
and builders

$ 6,052 $ 4,851

Before accepting registration for any vendor and builder, the Corporation
undergoes an underwriting process that typically includes obtaining an
external credit score to assist in assessing the applicant’s credit quality, an
assessment of the applicant’s construction expertise, the applicant’s business
acumen and where applicable, the merits of the applicant’s proposal to
construct a building or project. Terms and conditions of registration vary from
applicant to applicant but typically include limits on the volume and type

of new home construction, and a requirement to provide security and/or
indemnitors. Assessments are revisited annually at registration renewal time or
earlier if additional risk factors surface.

As at December 31, 2015, there are five (2014 — three) vendors and builders
each of whom represent more than 5% of the balance of trade receivables net
of allowances. However, due to trade receivables being almost fully reserved,

the overall net exposure of the Corporation to these vendors and builders as
at December 31, 2015 is only $1,295 (2014 — $760).

As described in Note 12, the Corporation obtains security from builders to
minimize its financial losses from future warranty claims. At December 31, 2015

there is $3,456 (2014 - $2,498) of cash and non-cash security held associated
with the trade and other receivables from vendors and builders.
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5. TRADE AND OTHER RECEIVABLES FROM VENDORS 2015 2014

AND BUILDERS (CONTINUED)
1 to 90 days $ 580 $ 318

UNREGISTERED VENDORS AND BUILDERS 91 to 360 days 674 543
Warranty coverage is also available for homes which were built by Over 360 days 1,061 720
unregistered builders. However, under the Act, unregistered builders are Total receivables, end of year $ 2,315 $ 1,581
deemed to be building illegally, subject to prosecution and are required to
indemnify the Corporation for any financial loss the Corporation incurs with
respect to the homes the unregistered vendors and builders built. Included MOVEMENT IN TRADE RECEIVABLES
in the total trade and other receivables from vendors and builders as at
December 31, 2015 are amounts recoverable from unregistered vendors and 2015 2014

builders of $114 (2014 — $169).

AGING OF PAST DUE BUT NOT IMPAIRED Gross trade receivables

Beginning of year $ 20,915 $ 20,933
In asse§sing the impairmenf[ of.thg t'rade and other receivables from vendors New bills issued 9,325 9.307
and builders, the Corporation individually assesses accounts that are greater )
than $50 based on the credit history of the vendor/builder, their financial Write-offs processed (1.372) (4,687)
condition, security held, legal action sought and judgment awarded. For Recoveries (4,026) (4,638)
accounts less than $50, a general recovery rate is applied. The rate used End of year $ 24,842 $ 20,915

depends on the account status as to whether it is in collection litigation or

active collection. The recoverability rates are based on trailing averages. Allowance for impairment

As at December 31, 2015, a 1% change in these rates would have an impact of Beginning of year $ (19,334) $ (18,642)
$19 (2014 - $9) to the trade receivables. These rates are recalculated annually

Impairment losses recognized (4,565) (5,379)
and assessed for reasonability.

(net of recoveries)

Actual recovery on these balances may differ if the financial health of the Write-offs processed 1,372 4,687
vendor/builder changes, if the guarantors/indemnitors financial situation End of year $  (22,527) (19,334)
changes gnd/or if thg co‘urt or‘tr|buna| s .deC|s'|on differs from that of the Trade receivables, end of year $ 2.315 $ 1581
Corporation. The objective evidence of impairment for the amounts
recoverable from builders includes the Corporation’s past collection
experience, financial condition of the builders, security held, legal action
sought, and judgments awarded.

&+

The Corporation employs various methods to collect its receivables which
could extend over multiple-years. Trade receivables are written off when the
likelihood of further collection is considered remote, or when a settlement

As at December 31, 2015, the trade and other receivables from vendors and agreement is reached. Until such time, an allowance for impairment is carried.

builders includes $1,735 (2014 — $1,263) that are greater than 90 days past
due but not considered to be impaired. The Corporation considers registered
builders who have past due but not impaired balances to be able to pay

their debts as they fall due. In addition, the credit quality of these builders’
receivables is enhanced by the existence of indemnities and/or guarantees.
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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 cash equivalents and
investments are measured at fair value.

The Corporation has classified the fixed income portfolio and the equity
portfolio as FVTPL financial assets. Both classes of assets are reported at

fair value based on quoted bid prices in active markets on the statement of
financial position. The fair values of bonds and equities denominated in foreign
currencies, if any, are translated into Canadian dollars at the exchange rate in
effect as at the reporting date.

The fair value of trade and other receivables from vendors and builders
approximates carrying value; there is no external active market for this

type of asset and the inputs required to value these are primarily based on
the Corporation’s assumptions about the credit quality of the vendors and
builders, and the availability of collateral for the receivable. See Note 5 on the
valuation methodology used.

The carrying value for accounts payable and accrued liabilities approximates
fair value due to their short-term nature. Under IFRS 7 - Financial Instruments
Disclosure, the fair value of financial liabilities measured using amortized
cost has to be disclosed and categorized according to a fair value hierarchy.
The fair value of the funds held as security is calculated based on discounted
cash flow. The key inputs include cash flow received from builders by builder
as security, the estimated duration periods of such funds by building types
and a discount rate of 3.7% (2014 — 4.0%). Management has categorized
such liabilities as level 3 as they were valued using internal assumptions with
respect to the inputs.

FAIR VALUE HIERARCHY

IFRS 13 - Fair value measurement requires classifying of fair value
measurements using a three-level fair value hierarchy, described below, for
disclosure purposes. Each level reflects the types of 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.

Tarion Annual Report 2015 71

‘ Return to Table of Contents



NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

6. FINANCIAL INSTRUMENTS (continued)

The following table discloses the categories of financial instruments measured at fair value and classified by fair value hierarchy as at December 31:

2015 2015
Level 1 Level 2 Level 3 Fair Value
Financial assets measured at fair value through profit or loss (FVTPL)
Fixed income portfolio:
Federal, provincial and municipal government bonds $ - $ 131,184 §$ - $ 131,184
Financial institution bonds - 142,885 - 142,885
Other corporate bonds - 56,267 - 56,267
Treasury bills and short-term notes - 8,494 8,494
Mortgage trust fund - 9,827 - 9,827
- 348,657 - 348,657
Equity portfolio 38,346 107,890 - 146,236
Total investments 38,346 456,547 - 494,893
Cash and cash equivalents 6,237 - - 6,237
44,583 456,547 - 501,130
Financial liabilities measured at fair value through profit or loss (FVTPL)
Unsettled investment payable 669 - - 669
Financial liabilities measured at amortized cost
Funds held as security - - 45,800 45,800
Total financial liabilities $ 669 $ - $ 45800 $ 46,469
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

6. FINANCIAL INSTRUMENTS (continued)

2014 2014
Level 1 Level 2 Level 3 Fair Value
Financial assets measured at fair value through profit or loss (FVTPL)
Fixed income portfolio:
Federal, provincial and municipal government bonds $ - $ 151,609 $ - $ 151,609
Financial institution bonds - 109,464 - 109,464
Other corporate bonds - 56,600 - 56,600
Treasury bills and short-term notes - 20,024 20,024
- 337,697 - 337,697
Equity portfolio 37,962 102,822 - 140,784
Total investments 37,962 440,519 - 478,481
Cash and cash equivalents 2,863 - - 2,863
40,825 440,519 - 481,344
Financial liabilities measured at fair value through profit or loss
(FVTPL)
Unsettled investment payable 16 - - 16
Financial liabilities measured at amortized cost
Funds held as security - - 43,445 43,445
Total financial liabilities $ 16 $ - $ 43,445 $ 43,461

During the years ended December 31, 2015 and 2014, there were no transfers among Levels 1, 2 and 3.
(B) MARKET RISK

To manage the risks in the investment portfolio, management regularly monitors the performance of investment managers who are
required to operate within specific investment criteria related to credit quality, diversification and to maximize yield within those
constraints.
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

6. FINANCIAL INSTRUMENTS (continued)

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

Interest rate risk is the risk that the fair 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. Details of the Corporation’s fixed income portfolio with
interest rate exposure as at December 31 are disclosed below:

2015 TERMS OF MATURITY (1)
Due within ~ Due one through Due after Due after
one year five years five years ten years Total
Government

Federal $ 5,467 $ 94,157 $ 884 $ - $ 100,508
Yield to Maturity (YTM) 0.8% 0.8% 0.9% - 0.8%
Provincial - 30,393 - - 30,393
YTM - 1.1% - - 1.1%
Treasury Bills 8,490 - - - 8,490
YTM 0.5% - - - 0.5%
Total Government 13,957 124,550 884 - 139,391
YTM (%) 0.6% 0.8% 0.8% - 0.9%
Financial Institutions 7,208 133,127 1,761 - 142,096
YTM 1.0% 1.7% 2.4% - 1.7%
Other Corporate 4,582 46,074 5119 - 55,775
YTM 1.8% 1.7% 2.6% - 1.8%
Mortgage Trust Fund 1,948 4,430 3,351 98 9,827
YTM 1.3% 2.7% 3.4% 3.8% 2.7%
Total Fixed Income $ $27,695 $ 308,181 $ 11,115 $ 98 $ 347,089
Accrued Interest 1,568 - - - 1,568
Total Fixed Income with Accrued Interest $ 29,263 $ 308,181 $ 11,115 $ 98 $ 348,657
YTM 1.0% 1.4% 2.7% 3.8% 1.4%

(1) 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 (continued)

2014 TERMS OF MATURITY (1)
Due within ~ Due one through Due after Due after
one year five years five years ten years Total
Government

Federal $ 44,592 $ 68,001 $ - $ - $ 112,593
Yield to Maturity (YTM) 1.1% 1.3% - - 1.2%
Provincial 5,404 33,134 - - 38,538
YTM 1.1% 1.5% - - 1.4%
Treasury Bills 20,006 - - - 20,006
YTM 0.9% - - - 0.9%
Total Government 70,002 101,135 - - 171,137
YTM (%) 1.0% 1.3% - - 1.2%
Financial Institutions 51,003 56,655 981 - 108,639
YTM 1.5% 1.8% 2.6% - 1.7%
Other Corporate 10,009 40,975 5,130 - 56,114
YTM 1.5% 1.9% 2.6% - 1.9%
Total Fixed Income $ 131,014 $ 198,765 $ 6,111 $ - $ 335,890
Accrued Interest 1,807 - - - 1,807
Total Fixed Income with Accrued Interest $ 132,821 $ 198,765 $ 6,111 $ - $ 337,697
YTM 1.3% 1.6% 2.6% 0.0% 1.5%

(1) 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 (continued)
e 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, including through its pooled fund investments.
The Corporation’s equity portfolio is diversified and invested in well established, active, liquid markets.

December 31, 2015 December 31, 2014
Financials $ 46,616 32% $ 43,662 31%
Energy 18,187 12% 19,513 14%
Industrials 16,932 12% 16,128 11%
Consumer Discretionary 14,837 10% 13,244 9%
Consumer Staples 10,491 7% 10,008 7%
Information Technology 9,818 7% 7,984 6%
Materials 9,354 6% 9,829 7%
Telecommunication 7,599 5% 6,596 5%
Health Care 5,053 4% 6,729 5%
Other 3,873 3% 4,415 3%
Utilities 3,476 2% 2,676 2%
Total: $ 146,236 100% $ 140,784 100%

e Foreign currency risk

Foreign currency risk is the risk of loss due to adverse movements in foreign currency rates versus the Canadian dollar.
The equity portfolio contains investment in pooled funds along with investment in individual securities. The Corporation
is exposed to currency risk on its global pooled fund and U.S. denominated investments. As at December 31, 2015, the
Corporation had approximately 15.5% (2014 — 15.5%) of its fair value of the total investments with foreign currency risk;
the largest foreign currency exposure was to the U.S. dollar of 6.9% (2014 —7.7%). The Corporation manages its foreign
currency exposure by limiting the foreign content in the investment managers’ portfolio.
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6. FINANCIAL INSTRUMENTS (continued)

The table below shows the potential impact on the statement of comprehensive results of operations and statement of changes
in 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 2015 are:

e |Interest rate risk: a shift of -25/+25 basis points in interest rates for all maturities. Funds held as security are credited at
floating interest rates (Prime less 2%) and are changed semi-annually to calculate the interest paid on security. The annual
interest paid impact on a -25/+25 basis points change in interest rates is disclosed below.

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

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

The stress scenarios for 2015 are:

Fair Value Interest Rate Risk Equity Price Risk Foreign Exchange
Amount Rate Risk
-25 BP +25 BP -10% +10% -5% +5%

($'000) ($'000) ($'000) ($'000) ($'000) ($'000) ($'000)

FVTPL investments:
Fixed income portfolio 348,657 2,407 (2,382) - - — —
Equity portfolio 146,236 = = (14,612) 14,612 (1,702) 1,702

The stress scenarios for 2014 are:

Fair Value Interest Rate Risk Equity Price Risk Foreign Exchange
Amount 25BP  +25BP -10% +10% -5% +5%
($'000) ($'000) ($'000) ($'000) ($'000) ($'000) ($'000)

FVTPL investments:
Fixed income portfolio 337,697 1,516 (1,495) - - (278) 278
Equity portfolio 140,784 - - (14,069) 14,069 (1,576) 1,576

For the above scenarios, the Corporation has assumed that interest rates, equity prices, and currency moved independently.
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FINANCIAL INSTRUMENTS (continued)
(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 concentrations of
credit risk consist of investments and trade and other receivables from vendors
and builders. The carrying value of financial assets, including investments

and trade and other receivables from vendors and builders, represents the
maximum credit exposure. The Corporation has adopted the following
strategies to mitigate this risk:

e 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.

e 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, 2015, 98.4% (2014 — 100%) of the debt securities have a
rating of A or better.

e Cash and cash equivalents and investments are placed with governments,
well-capitalized financial institutions and other creditworthy counterparties.

e The Corporation assesses the builders’ risk profile, including their financial
position, during the registration and renewal processes. Based on the
assessment, a builder may be licensed and as disclosed in Note 12, 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.

(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 12). 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 $2,000 (2014 - $3,000)
unsecured demand operating facility it can draw on of which the amount
outstanding at December 31, 2015 is Nil (2014 — Nil).
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7. EQUIPMENT AND LEASEHOLDS

Equipment and leaseholds consist of the following as at December 31, 2015:

Computer
Furniture and Office
Computer and Office Leasehold  Equipment Under
Equipment Equipment Improvements Finance Lease Total
At cost
Balance at December 31, 2014 $ 1,669 $ 1,544 $ 2,432 $ 2,477 $ 8,122
Additions 403 14 - 396 813
Disposals - - - (627) (627)
Balance at December 31, 2015 2,072 1,558 2,432 2,246 8,308
Accumulated depreciation
Balance at December 31, 2014 1,484 1,295 1,236 1,439 5,454
Depreciation expense 154 52 195 570 971
Disposal - - - (562) (562)
Balance at December 31, 2015 1,638 1,347 1,431 1,447 5,863
Carrying amount
Balance at December 31, 2015 $ 434 $ 211 $ 1,001 $ 799 $ 2,445
Balance at December 31, 2014 $ 185 $ 249 $ 1,196 $ 1,038 $ 2,668
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8. INTANGIBLE ASSETS

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

Internal
Software and software
applications enhancements Total
At cost
Balance at December 31, 2014 $ 9,294 $ 3,784 $ 13,078
Additions 1,193 247 1,440
Disposals - - -
Balance at December 31, 2015 10,487 4,031 14,518
Accumulated amortization
Balance at December 31, 2014 7,057 3,114 10,171
Amortization expense 1,478 474 1,952
Disposal - - -
Balance at December 31, 2015 8,535 3,588 12,123
Carrying amount
Balance at December 31, 2015 $ $1,952 $ 443 $ 2,395
Balance at December 31, 2014 $ 2,237 $ 670 $ 2,907

Development costs recognized as an expense under general and administrative in the statement
of comprehensive results of operations during the year amount to $178 (2014 — $240).
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9. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

These amounts are expected to be settled within one year from December 31:

2015 2014
Trade and supplier accruals $ 2,127 $ 1,890
Amounts due to vendors and builders 2,103 1,607
Salaries and benefits 2,817 2,738
Unsettled investment trade payable 669 16
Other liabilities 1,259 930

Total accounts payable and accrued liabilites $ 8,975 $ 7,181

10. PROVISIONS, 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 Act.

To the extent that lawsuits relate to disputes of warranty coverage, provisions
for loss are included in warranty liabilities on the statement of financial
position.

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. Accordingly, no
provision for any lawsuit has been made in these financial statements as at
December 31, 2015 (2014 — Nil).

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. Accordingly, no amounts have been accrued
related to these agreements as at December 31, 2015 and 2014.

OPERATING LEASE COMMITMENTS

The Corporation has entered into commercial leases on premises and other
miscellaneous equipment which are recognized and reported as part of
general and administrative costs in the statement of comprehensive results

of operations. For 2015, the Corporation recognized lease payments of $767
(2014 - $765) in the statement of comprehensive results of operations. These
leases have an average life of three years with renewal option included in the
miscellaneous equipment contracts. There are no restrictions placed upon the
Corporation by entering into these leases.

The future minimum annual lease payments under operating leases are as
follows:

2015
Operating lease Minimum lease payments
Within one year $ 789
Between one and five years 3,257
More than five years 205
Minimum lease payments $ 4,251
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10. PROVISIONS, CONTINGENCIES, COMMITMENTS 11. WARRANTY LIABILITIES

AND GUARANTEES (continued)
FINANCE LEASE OBLIGATIONS

The Corporation has leased computers and other office equipment that
qualifies as a finance lease. The balance of the finance lease obligations
arising from the acquisition of certain computer and office equipment are
reported separately on the statement of financial position. The total value

of these obligations as at December 31, 2015 is $783 (2014 — $979). Interest
expense of $130 was incurred during 2015 (2014 — $150) on the leases and

is reported in the statement of comprehensive results of operations. These
leases have renewal options for either single or multi-years. They may contain
purchase options and escalation clauses. Renewals are at the option of the
Corporation.

The determination of the Corporation’s warranty 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. Annual reviews are performed by
management and reviewed by our 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.

11-A. COMPONENTS OF WARRANTY LIABILITIES

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

Future minimum lease payments and the present value of the net minimum 2015 2014
lease payments under the finance leases are as follows: Change in provisions, net of reversals $ 10,658 $ 8,692
2015 Recoveries (4,427) (3,799)
Minimum Present Net claims incurred for the year $ 6,231 $ 4,893
lease value
payments minimum
payments 2015 2014
Within one year $ 484 $ 408 ered | .
Between one and five years 406 375 Ee erre o;ne enrolment fees, $ 181,343 $ 167,716
eginning of year
More than five years - - Fees received 49,802 41,589
890 783 Fees earned (32,928) (27,962)
Less amounts representing finance charges 107 - Deferred home enrolment fees, end of year 198,217 181,343
Present value of minimum lease payments $ 783 $ 783
Warranty claims liabilities, beginning of the year 21,935 23,098
LEASE INDUCEMENTS Change in claims outstanding 11,586 9,225
The Corporation received various forms of lease inducements for its current Change.s <.3|ue.to assumptions 24 (534)
) ) : . (such as: risk, inflation & discount rate)
Corporate offices including reduced rent and leasehold improvements. These . .
lease inducements are amortized over the term of the lease agreements and Claims paid (11,590) (9.854)
offset against rent expenses which are included in general and administrative Warranty claims liabilities, end of year 21,003 21,935
expense on the statement of comprehensive results of operations. The
amortized benefits in December 31, 2015 were $96 (2014 — $96). Warranty liabilities, end of year $ 219,220 $ 203,278
As of December 31, 2015, the total unamortized lease inducements reported
on the statement of financial position is $992 (2014 — $1,088). )
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11. WARRANTY LIABILITIES (continued)
11-B. WARRANTY COVERAGE AND POLICY

The warranty coverage begins when the home is enrolled, providing deposit
protection and compensation for delayed closing and occupancy. Once the new
owner takes possession of the home, there are three periods of warranties: one-
year, two-year and seven-year warranty, each with different indemnity scopes and
limits of settlement covering defects that are prescribed under the Act.

11-C. SIGNIFICANT WARRANTY CLAIMS LIABILITY AND DEFERRED
ENROLMENT FEES RISK AND ASSUMPTIONS

The market in which the Corporation participates is unique. The Corporation
is the sole provider for mandatory warranty coverage on new homes in

the province of Ontario. The Corporation was designated in 1976 by the
Government of Ontario to administer the Act. The primary objectives of

the Act include consumer protection, builder regulation and homeowner
and builder education. An overview of the Corporation’s risk management
framework and assumptions with regards to the warranty liabilities are
summarized below.

Earnings Pattern

As home enrolment fees are collected, they are deferred and taken in to
revenue over the period of the warranty that the fees cover. The rate at which
these fees are recognized in revenue is based on the expected pattern of
incurrence of claim costs over the warranty period, or ‘earning pattern’. The
actual emergence of claims may differ from the initial expected pattern. When
an update of the pattern is required for prior years' enrolments, it will result

in the estimate change for the unamortized deferred enrolment fees not yet
recognized into revenue. The impact of changes in the earnings pattern is set
out in the sensitivity analysis in Note 11-E.

Insurance risk

As the administrator of the Act, the Corporation is exposed to insurance

risk similar to a property and casualty insurance company. The insurance

risk is the risk of loss if Tarion pays compensation from the guarantee fund
because builders have failed to perform their warranty obligations to the new
homeowners. For major structural defect warranty coverage after June 30,
2012, the insurance risk for the Corporation for the three to seven years of the
warranty is the loss arising from the failure of builders to perform their warranty
obligations; post-2012, builders are fully responsible for major structural defect
warranties but have the option to elect a co-share payment where the costs
are shared by the builder and the Corporation according to a set formula.

Generally, the Corporation is primarily concerned with the number and nature
of the warrantable events and the uncertainty of the amount of the potential
resulting claims and loss.

Insurance risks are managed through the Corporation’s builder regulation and
licensing strategy. Annual licensing assessments are performed on new and
existing registered builders to verify that they have the technical experience,
customer service capabilities and financial capacity required to build new
homes in compliance with the terms and conditions of the Act. Subsequent
to year end, the Board approved Management to enter into excess of

loss agreements with a large third-party insurance company to reinsure its
insurance risk for warrantable claims in accordance with the Corporation’s risk
management framework following a review of large historic claims losses of
other jurisdictions. These agreements provide the Corporation with ability to
recover losses relating to specified enrollment years in excess of a self-insured
retention amount of $75 million to a maximum amount of $55 million.

The Corporation also maintains a proactive claims management program to

ensure the adequacy of the warranty liabilities:

e Collection of home enrolment fees from builders prior to construction of
each home to help discharge the related liabilities;

e Obtain securities in the form of cash, letters of credit and other guarantees
from the builders during the registration and renewal process to reduce risk
of financial loss related to the claims;

e Experienced claims service representatives work closely with homeowners
and builders to assess the adequacy of the claims in accordance to the Act;

e Processes exist to ensure that all claims are captured, reviewed and
updated on a timely basis with a realistic assessment of the ultimate
settlement costs;

e Engage qualified actuaries annually to review and assess the adequacy of
the warranty liability and the provisioning amounts; and

e The appointed actuary determines assumptions used to measure warranty
liabilities in accordance with the process recommended by the Canadian
Institute of Actuaries. Management reviews the assumptions recommended
by the actuary.

The establishment of warranty liabilities is based on established actuarial
practice, management judgment and experience. 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 Corporation is exposed to the following claims
provisioning risks in the process of administering the Act:
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11. WARRANTY LIABILITIES (continued)

1.

Future claims adjustment cost

This assumption reflects the costs generally related to claims
administration, including claims staff salaries and a related share of facilities
overhead and rent, none of which are allocated to individual claim files. An
actuarially estimated cost percentage of the future claim cost is applied to
the outstanding claims at the end of the reporting period. This assumption
is reviewed annually by the Corporation’s actuary.

Incurred but not reported claims

Actual claim settlements may differ from estimated claim settlements and
claims may exist of which the Corporation is unaware. These claims are
estimated based on historical patterns of fluctuations in claim estimates
and settlements. 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. The impact of changes in incurred but not reported claims is set
out in the sensitivity analysis in Note 11-D.

Adverse deviation

The liability has inherent measurement uncertainty that arises because:

(i) actual investment returns may differ from the discount rate used in
actuarial calculations; and

(i) actual claims settlements may occur for amounts or at times that differ
from estimates (claim risk), which can occur due to actual experience
differing from the experience assumed.

The developments of assumptions for future claims are based on the
Corporation’s experience and known cases or potential issues. Such
assumptions require a significant amount of professional judgment; therefore,
actual experience may be materially different than the assumptions made by
the Corporation. Home builder payment patterns, renewals, withdrawals and
surrender activities can be influenced by many factors including market and
general economic conditions. Their behavior also has an impact on assessing
future claims. The impact of changes in adverse deviation is set out in the
sensitivity analysis in Note 11-D.

Liquidity risk

Liquidity risk is the risk that the Corporation will encounter difficulty in meeting
obligations associated with warranty liabilities. The Corporation is exposed

to daily cash requirements from settlement of claims, cash security releases
and operating expenses. Liquidity risk is considered low as the majority

of its investment portfolio are traded in a highly liquid market and can be
readily converted to cash. The Corporation also has a $2,000 (2014 — $3,000)
unsecured demand operating facility that it can draw on and current cash
equivalents of $6,237 (2014 — $2,863).

Concentration of insurance risk

The Corporation’s exposure to concentration of insurance risk is mitigated by
the establishment of a diversified portfolio of competent builders through the
Corporation’s strong regulating and licensing strategy.
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11. WARRANTY LIABILITIES (continued)

Builders' registration and renewals are assessed annually. The table below shows the warranty claim liabilities by claim types as at December 31:

Condominium

2015 Freehold High-rise Low-rise Total
Unpaid claims $ 3,347 $ 6,215 $ 294 $ 9,856
Incurred but not reported 1,558 1,287 30 2,875
Provision for adverse deviation 684 1,499 73 2,256
Unallocated loss adjustment expense 2,575 2,973 156 5,704
Discount and inflation impact (59) 350 21 312
4,758 6,109 280 11,147
Balance as at December 31, 2015 $ 8,105 $ 12,324 $ 574 $ 21,003
2014
Unpaid claims $ 3,882 $ 5,548 $ 430 $ 9,860
Incurred but not reported 1,731 1,925 183 3,839
Provision for adverse deviation 824 1,404 112 2,340
Unallocated loss adjustment expense 2,746 2,803 281 5,830
Discount and inflation impact (85) 144 7 66
5,216 6,276 583 12,075
Balance as at December 31, 2014 $ 9,098 $ 11,824 $ 1,013 $ 21,935
Market risk

Market risk is the risk that the fair value or future cash flows of the warranty liabilities will fluctuate because of
changes in market prices. This risk is comprised of:

® |nterest rate risk

Interest rate risk is the risk that the value of future cash-flows of a financial instrument will fluctuate
because of changes in market interest rates. Warranty claims liabilities are discounted to reflect the time
value of money over the periods between the reporting date and settlement date based on accepted
actuarial practice. The discount rate used is based on market yield of the fixed income portfolio
supporting the warranty liabilities. The impact of changes in interest rate is set out in the sensitivity

analysis in Note 11-D. Tarion Annual Report 2015 85
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11. WARRANTY LIABILITIES (continued)

° Inflation rate

The cost to resolve claims are subject to inflationary pressure. The Corporation used the Construction Price Index as the basis of inflationary index, adjusted by expected
economic and housing industry implications based on management’s past experiences and expertise. The impact of changes in inflation rate is set out in the sensitivity

analysis in Note 11-D.
11-D. SENSITIVITY ANALYSIS AND MATURITY PROFILE ON WARRANTY CLAIMS

The following table illustrates the assumptions used in developing the adequate warranty claim liability required for the statement of financial position:

2015 2014
Discount rate 1.5% 1.7%
Inflation rate 3.9% 2.8%
Future claims adjustment costs 27.5% 29.0%

The analysis below is performed for reasonably possible movements in key assumptions with all other assumptions held constant, showing the impact to warranty claim
liabilities, statement of comprehensive results of operations and equity.

Change in Impact on Impact on Impact
Assumption Warranty Liability Comprehensive Results on Equity
of Operations
2015 Increase Decrease Increase Decrease Increase Decrease
Discount rate 1.0% $ (348) % 360 $ 348 % (360) $ 348 $ (360)
Inflation rate 1.0% $ 240 $ (236) $ (240) $ 236 $ (240) $ 236
Future claims adjustment costs 1.0% $ 146 $ (146) $ (146) $ 146 $ (146) $ 146
2014
Discount rate 1.0% $ (398) % 412 $ 398 % (412) 3 398 $ (412)
Inflation rate 1.0% $ 274 $ (269) $ (274) % 269 $ (274) % 269
Future claims adjustment costs 1.0% $ 155 $ (155) $ (155) % 155 $ (155) % 155
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11. WARRANTY LIABILITIES (continued)

Maturity profile

The table below summarizes the maturity profile of the warranty claim liabilities. The maturity profiles are determined based on estimated
timing of net cash outflows from the recognized warranty liabilities.

Due Two
Warranty Claims Due within through Five
Liability One Year Years Total
2015 $ 15,404 $ 5,599 $ 21,003
2014 $ 13,968 $ 7,967 $ 21,935

11-E. SENSITIVITY ANALYSIS ON DEFERRED HOME ENROLMENT FEES

Shifts in claims patterns affect the earning pattern and how enrolment fees are recognized. The analysis below is performed for reasonably
possible movements in the earning pattern with all other assumptions held constant, showing the impact to warranty liabilities, statement
of comprehensive results of operations, and equity. Below is the sensitivity analysis of a +/- 2.5% change in the 2015 earning factors for all
enrolment years:

Change in Impact on Impact on Comprehensive Impact
Assumption Warranty Liability Results of Operations on Equity
2015 Accelerated Decelerated Accelerated Decelerated Accelerated  Decelerated
Earning pattern 2.5% $ (7,679 % 7,679 $ 7,679 $ (7,679) $ 7,679 $ (7,679
2014
Earning pattern 2.5% $ (6262 $ 6,262 $ 6,262 $  (6,262) $ 6,262 $  (6,262)
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11. WARRANTY LIABILITIES (continued)

11-F. CLAIMS HISTORY
Claims are classified, managed, analyzed and reserved for based on specific known cases and potential cases and the liability is adjusted for adverse deviation.

The following table illustrates the past experience related to the claims the Corporation has settled:

All Prior Years
Claims with
Outstanding

Liability 2007 2008 2009 2010 2011 2012 2013 2014 2015 TOTAL

ESTIMATE OF
CUMULATIVE CLAIMS
All prior years $ 11,675
At end of occurrence year 14,670 29,550 26,571 16,095 6,425 4,955 5,999 7,162 9,870

One year later 16,712 22,424 20,773 12,538 9,058 5,823 6,164 8,797

Two years later 15,832 20,625 19,179 12,752 9,438 6,014 6,217 —

Three years later 12,360 20,446 19,276 12,583 9,885 5,882 — -

Four years later 12,053 20,474 19,613 13,703 9,818 - - —

Five years later 12,129 20,404 19,589 13,922 - - - —

Six years later 12,121 20,415 19,795 — — - — —

Seven years later 12,280 20,487 — — — - — —

Eight years later 12,423
CURRENT ESTIMATE 11,675 12,423 20487 19795 13922 9,818 5882 6217 8797 9,870 $ 118,886

OF CUMULATIVE CLAIMS
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11. WARRANTY LIABILITIES (continued)

All Prior Years

Claims with
Outstanding
Liability 2007 2008 2009 2010 2011 2012 2013 2014 2015 TOTAL
CLAIMS PAID
All prior years $ 11,665
At end of occurrence year 5,521 7,831 9,914 5,720 3,628 2,267 3,047 3,474 4,776
One year later 4,083 7,944 6,831 3,506 2,635 1,877 2,333 3,689
Two years later 1,640 3,862 625 1,300 681 905 585 -
Three years later 572 194 339 803 1,149 485 - -
Four years later 39 214 698 1,639 508 - - -
Five years later 211 65 111 853 - - - -
Six years later 43 74 332 - - - - -
Seven years later 9 48 - - - - - -
Eight years later 304 - - - - - - -
CUMULATIVE CLAIMS PAID 11,665 12,423 20,233 18,850 13,820 8,601 5,534 5,965 7,163 4,776 $ 109,030

Reconciliation to the Balance Sheet
CURRENT PROVISION

BEFORE DISCOUNTING 11 0 254 945 102 1,217 348 252 1,634 5,093 9,856
Actuarial reserves 10,835
Discounting 312
PRESENT VALUE RECOGNIZED ON THE $ 21,003
STATEMENT OF FINANCIAL POSITION !
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12.

13.

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 Act.

Security received in cash is invested as part of the Corporation’s investment
portfolio. As at December 31, 2015, the funds held as security of $48,744 (2014
- $46,741), presented at amortized cost on the statement of financial position
as a liability are the potentially refundable security deposits received in cash,
including cumulative accrued interest thereon to December 31, 2015 of $1,297
(2014 — $1,246). The fair value of the funds held as security is $45,800 as at
December 31, 2015 (2014 — $43,445). Letters of credit and other guarantees
are available to be drawn upon to settle known claims. Such drawn amounts
would reduce the amounts recoverable from builders in the statement of
financial position.

During the year, the Corporation incurred interest of $365 (2014 - $411) on
cash security deposits. Interest is calculated based on Prime less 2%, adjusted
every sixth months.

EMPLOYEE FUTURE BENEFIT PLANS

The Corporation’s Pension Plan, The Pension Plan for the Employees of Tarion
Warranty Corporation is comprised of a defined benefit provision (“DB Plan”)
which is closed to further accruals, and a defined contribution provision (“DC
Plan”).

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

DEFINED CONTRIBUTION PLAN

The DC Plan is open to all full-time employees of the Corporation, subject
to meeting certain eligibility conditions. Under the terms of the DC Plan,
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.

There also exists a Supplementary Executive Retirement Plan ("SERP") for
senior management. The purpose of the SERP is to offset the limitation on
contributions otherwise payable under the registered pension plan resulting
from the application of the maximum contribution limits specified under the
Income Tax Act (Canada). The SERP provides only for benefits in excess of
those payable under the Registered Plan.

DEFINED BENEFIT PLAN AND OTHER POST-EMPLOYMENT BENEFITS

The DB Plan is fully vested and closed to new employees effective January 1,
1999. Plan participants who elected not to convert to the defined contribution
provision retained their DB pensions earned to date. For service subsequent
to December 31, 1998, all members of the Pension Plan participate on a
defined contribution basis.

The DB Plan and OPEB are subject to periodic actuarial valuations. The
Corporation has a December 31 measurement date. A valuation of the
accrued pension benefit obligation was performed as at January 1, 2014
and a valuation of the OPEB was performed as of December 31, 2014. The
next valuation of the accrued pension benefit obligation is expected to
be performed as at January 1, 2017 and the valuation of the OPEB will be
performed as at December 31, 2017.

PENSION PLAN REGULATORY FRAMEWORK

The Pension Plan is registered with the Financial Services Commission of
Ontario (# 0594754) and with the Canada Revenue Agency.

Under the Ontario Pension Benefits Act, the employer must make
contributions to fully fund the plan. The plan’s liabilities are determined using
actuarial valuations once every three years or on an annual basis, if the market
value of the assets is below 85% of the solvency liabilities.

According to the most recent actuarial valuation for funding purposes as

at January 1, 2014, the plan has a shortfall on both the going concern and
solvency basis. Thus, the employer made minimum amortization payments
to fund the shortfall in accordance with Regulation. The estimated required
amortization payments in 2016 amount to $139. The expected Employer
contributions in respect of current accruals to the DC Plan in 2016 are $1,089
(employee contributions are expected to be $583).
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13. EMPLOYEE FUTURE BENEFIT PLANS (continued)
PLAN GOVERNANCE

The Human Resources & Compensation Committee and the Investment Committee are responsible for the management and administration of the plan, which it
delegates to various providers. Manulife Financial is the custodian and is responsible for maintaining the assets, receiving contributions and investment income,
paying out benefits and expenses as instructed. The assets of the defined benefit component of the Pension Plan is invested in Beutel Goodman balanced pooled
fund. Morneau Shepell, the actuary and pension consultant, is responsible for providing actuarial, administrative and consulting services to the plan. Aon Hewitt
provides investment consulting services to the plan. All external providers report to the plan administrator.

SIGNIFICANT RISKS TO WHICH THE PLAN EXPOSES THE ENTITY
Other than the traditional risks (market risk, credit risk, currency risk, longevity risk, etc.), the plan exposes the entity to no other unusual risk.

The amounts recognized in the statement of financial position for employee future benefits liabilities at the reporting date are as follows:

2015 2014

DB Plan OPEB Total DB Plan OPEB Total
Fair value of DB assets $ 4,271 $ - $ 4,271 $ 4147 % - 3 4,147
Present value of the defined benefit obligation (4,789) (5,116) (9,905) 4,711) (4,631) (9,342)
Net defined benefit surplus (obligation) (518) (5,116) (5,634) (564) (4,631) (5,195)
Accrued asset/(liability) $ (518) $  (5,116) $ (5,634) $ (564) % 4,631 % (5,195)
Employer contributions $ 246 S 33 % 279 % 168 § 32 % 200
Employee contributions - - - - - -
Benefit payments and transfers to other plans $ 259 $ 33 $ 292 $ 321 % 32 % 353

The present value of the SERP obligation as at December 31, 2015 was $695 (2014 — $572), which is included in the OPEB amounts in the table above.
The benefit payments to the SERP for the year ended December 31, 2015 were Nil (2014 — Nil).

For the year ended December 31, 2015, the employer contributions to the DC Plan were $1,068 (2014 — $1,042), and the employee contributions to the DC Plan
were $572 (2014 — $579).
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13. EMPLOYEE FUTURE BENEFIT PLANS (continued)
HISTORICAL FUNDING TABLE

The employee benefits amounts for the current and previous years are as follows:

2015 2014

Fair value of DB assets $ 4,271 $ 4,147
Accrued Benefit Obligation, DB Plan (4,789) 4,711)
Surplus/(Deficit) DB Plan $ (518) $ (564)
Accrued Benefit Obligation, OPEB (4,421) (4,059)
Accrued Benefit Obligation, SERP (695) (572)
Net Employee Benefits Obligation Reported $ (5,634) $ (5,195)
Experience adjustments on employee future benefits liabilities $ (153) $ 586
Experience adjustments on pension assets $ 3 $ 151

As of December 31, 2015, the current liabilities are $33 (2014 — $32) with respect to the OPEB plan. There are no current liabilities with respect to the other plans.

Tarion Annual Report 2015 92

‘ Return to Table of Contents



NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

13. EMPLOYEE FUTURE BENEFIT PLANS (continued)

The movements in the present value of accrued benefit obligation are as follows:

2015 2014

DB Plan OPEB Total DB Plan OPEB Total
Beginning of year $ (4711) $ (4631) $ (9.342) $ (4217) $ (5193 % (9,410)
Current service cost - (294) (294) - (369) (369)
Past service cost - - - - - -
Interest costs (184) (224) (408) (194) (308) (502)
Benefit payments 259 &) 292 321 32 353
Actuarial gain/(loss) arising from plan experience - - - (160) 1,957 1,797
Actuarial gain/(loss) arising from changes in demographic assumptions - - - (31 (223) (254)
Actuarial gain/(loss) arising from changes in financial assumptions (153) - (153) (430) (527) (957)
Curtailments/settlements - - - - - -
Accrued obligation, end of year $ (4,789 $ (5,116) $ (9,905) $ (4,711 $ (4.631) $ (9,342

The movements in the fair value of plan assets are as follows:
2015 2014

DB Plan OPEB Total DB Plan OPEB Total
Beginning of year $ 4147 $ - $ 4147 $ 4,028 % - 3 4,028
Contributions by employer 246 33 279 168 32 200
Expected income on plan assets 166 - 166 188 - 188
Actuarial gains/(losses) 3 - 3 151 - 151
Benefits paid (259) (33) (292) (321) (32) (353)
Administration costs* (32) - (32) (67) - (67)
Curtailments/settlements - - - - - -
DB Plan assets, end of year $ 4,271 $ - $ 4,271 $ 4,147 $ - $ 4,147

*Paid from plan assets and excluding cost of managing plan assets
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13. EMPLOYEE FUTURE BENEFIT PLANS (continued)

The major categories of plan assets at the end of the reporting period for each category are as follows:

Fair value of DB plan assets

2015 2014
Canadian equity securities 30% 32%
International and US equity securities 38% 34%
Bonds 31% 32%
Cash 1% 2%
100% 100%

The expected income on the DB assets net of investment expenses is determined based on the liability discount rate at the beginning of the year
(i.e. 4.00% for 2015 and 4.75% for 2014). The actual return on the DB assets net of investment expenses was $169 in 2015 and $388 in 2014.

A discount rate of 3.75% per annum and 4.25% per annum was used for the disclosures at December 31, 2015 for the Pension Plan and OPEB respectively.
Specifically, the discount rate was determined as the single discount rate that would produce the present value of obligations determined by discounting
the plans cash flows using Corporate AA spot rates at December 31, 2015.
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13. EMPLOYEE FUTURE BENEFIT PLANS (continued)

The amounts recognized in the statement of comprehensive results of operations in respect of the employee benefits liabilities are as follows:

2015 2014
DB Plan OPEB Total DB Plan OPEB Total
Current service costs $ = $ 294 $ 294 $ - $ 369§ 369
Administration costs (non-investment related) 32 N/A 32 67 N/A 67
Past service cost (including curtailment) - - - - - -
Loss (gain) on settlement - - - - - -
Service cost 32 294 326 67 369 436
Interest cost on the defined benefit obligation 184 224 408 194 308 502
Expected income on plan assets (166) - (166) (188) - (188)
Interest on the effect of the asset ceiling - - - - - -
Net interest on the net defined benefit liability (asset) 18 224 242 6 308 314
Expense (income) recognized in profit or loss 50 518 568 73 677 750
Remeasurements of the net defined benefit liability (asset)
Actuarial loss (gain) on the defined benefit liability (asset) 153 - 153 621 (1,207) (586)
Return on plan assets less expected income on plan assets (3) - (3) (151) - (151)
Change in the effect of the asset ceiling (excluding interest) - - - - - -
Total amount recognized in other comprehensive income $ 150 $ - $ 150 $ 470 $ (1,207) $ (737)
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13. EMPLOYEE FUTURE BENEFIT PLANS (continued)

The net expense for the SERP in 2015 was $122 (2014 — $129) included in the OPEB amounts above. The net expense for the DC Plan in 2015 was $1,068 (2014 — $1,042).

Service cost is reported as part of the Corporation’s total salaries and benefits expense in the statement of comprehensive results of operations.

SIGNIFICANT ASSUMPTIONS

The discount rate was determined with reference to market interest rates of AA corporate bond yields. As per IAS19R, Employee benefits, the expected income on DB assets
net of investment expenses is determined based on the discount rate used for determining the accrued benefit obligation.

The principal actuarial assumptions used in determining the pension benefit obligation for the Corporation’s plans are as follows:

2015 2014
DB Plan OPEB DB Plan OPEB
Accrued benefit obligation as of December 31:
Discount rate 3.75% 4.25% 4.00% 4.25%
Salary increase 2.25% N/A 2.25% N/A
General inflation 2.25% 2.25% 2.25% 2.25%

Mortality

Benefit cost for the period:
Discount rate

Salary increase

General inflation

Mortality

Assumed health care cost trend rates at December 31:

Initial health care cost trend rate
Cost trend rate declines to

Year that the rate reaches the rate it is assumed to stay at

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

4.00%
2.25%
2.25%

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

N/A
N/A
N/A

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

4.25%
N/A
2.25%

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

6.00%
4.75%
2020

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

4.75%
2.25%
2.50%

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

N/A
N/A
N/A

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

5.00%
N/A
2.50%

New Canadian

Pensioner Mortality

Priv Table (CPM2014Priv),
with improvement Scale B

6.00%
4.75%
2020
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13. 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.
The following demonstrates the impact of a one-percentage change in these assumptions to the accrued benefit obligation at December 31, 2015:

1% Change in Health and
Dental Care Trend Rates

Valuation Increase Decrease
Assumptions

Accrued benefit obligation as at December 31, 2015 at 4.25% per annum $ 4,421 $ 1,263 $ (923)

1% Change in Discount Rate

Valuation Increase Decrease
Assumptions

Accrued benefit obligation as at December 31, 2015 at 4.25% per annum $ 4,421 $ (907) $ 1,245

SENSITIVITY ANALYSIS FOR DB PENSION PLAN

The discount rates have a significant effect on the amounts reported for the DB pension plan. A one-percentage change in the discount rate would
have the following impact on accrued benefit obligation and related costs for 2015:

1% Change in Discount Rate

Valuation Increase Decrease
Assumptions

Accrued benefit obligation as at December 31, 2015 at 3.75% per annum $ 4,789 $ (574) $ 695
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NOTES TO FINANCIAL STATEMENTS - For the year ended December 31, 2015 ($CAD thousands)

14. INVESTMENT INCOME 17. RELATED PARTY TRANSACTIONS
2015 2014 In the ordinary course of business, the Corporation provides a broad range of

— - - - services to home owners and builders based on its mandate to administer the
Change in fair value of fixed income portfolio $ (1,483) $ (1,100 Act. Accordingly, the Corporation may enter into transactions with builders
Interest income from fixed income portfolio 8,921 9,224 related with the Corporation’s Board of Directors through a relationship of
Change in fair value of equity portfolio (13,937) 6,335 principal, director, officer and/or guarantor.
Dividends from equity portfolio 17,943 9,045 As at December 31, 2015, there are no collection and litigation account
Total investment income $ 11.444 $ 23,504 receivables and cash securities recognized due from related parties (2014 — Nil).

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
15. INTEREST EXPENSE upon to settle known claims. Transactions between related parties are made at
normal market prices.

2015 2014 The Corporation pays an oversight fee to the Government of Ontario for
Interest on funds held as security (Note 12) $ 365 $ 411 each calendar year. The fee is calculated based on the estimated number
of enrolments by home purchasers in the Act during the fiscal year of the
Government of Ontario (April 1 to March 31) at five dollars per enrolment.
Total interest expense $ 495 $ 561 The Corporation is required to pay an amount not less than $200 and not
more than $300 per annum. In 2015, the Corporation incurred a fee of $288
(2014 — $249).

Interest on lease obligations (Note 10) 130 150

16. CAPITAL MANAGEMENT
KEY MANAGEMENT PERSONNEL COMPENSATION

The Corporation’s capital consists of its equity. Although there is no external
regulatory requirements imposed on the Corporation’s capital, management
has adopted a capital management framework modeled after the framework
used in the property and casualty insurance industry in Canada 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

IAS 24, Related Party Disclosures, defines key management personnel as
those persons having authority and responsibility for planning, directing

and controlling the activities of the entity, directly or indirectly, including any
director (whether executive or otherwise) of that entity. The key leadership
personnel of the Corporation are members of the board of directors and the
corporate management leadership team. Compensation for these leadership
personnel includes the following expenses:

to the long warranty period of up to seven years and to other factors explained 2015 2014
in Note 11. Short-term employee benefits $ 3,774 $ 3,694
In applying the framework, the total equity of the Corporation as at December Board of directors fees Dl a64
31,2015 and 2014 has been determined by management to be sufficient to Post-employment benefits 373 347
cover possible losses from a future catastrophic event as further supported by $ 4,661 $ 4505

the annual dynamic capital adequacy testing performed by the Corporation’s
appointed actuary during the year.
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CALL US

Our representatives are available
to assist you by phone from
8 am to 5 pm, Monday to Friday.

1-877-9-TARION
(1-877-982-7466)

E-MAIL US

Help us direct your questions

to the right people.

Click here to contact us.

VISIT US

We have three locations
across the province to
serve you in person.

TORONTO
5160 Yonge Street
12th Floor
Toronto, ON M2N 6L9

OTTAWA
1580 Merivale Road
Suite 508
Ottawa, ON K2G 4B5

LONDON
395 Wellington Road
Suite 214A
London, ON N6C 576

CONNECT
WITH US

Follow us to receive policy
updates, educational material
and other industry related
information.

ﬁ /TarionWarrantyCorp

You )
/TarionWarranty

.

j @tarionwarranty

Tarion Annual Report 2015 99

‘ Return to Table of Contents






