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insured more than 1,420 law firms (representing about 3,700 lawyers) under our optional Excess Insurance program. 

Through our TitlePLUS® operation, LAWPRO also provides comprehensive title insurance to property owners and lenders
throughout Canada. LAWPRO’s practicePRO® risk management program assists lawyers in managing their potential exposure
to professional liability claims.

Our mission 
To be an innovative provider of insurance products and services that enhance the viability and competitive position of the
legal profession.
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Despite a difficult economic envi-
ronment, LAWPRO posted solid 
results in 2009, and enters the
second decade of this millennium
on a sound footing.

Getting there, however, came with
its fair share of challenges. More
than once, the LAWPRO Board and
company management were called
on to make difficult decisions to

ensure that actions taken are always in the long-term best
interests of both the company and the legal profession.

The $500 increase in the base insurance premium for 2010
is a case in point. Insurance premiums, which have been at
record low levels for the past two years, were unsustainable.
Claims costs were simply increasing too much. In 2009,
lawyers again reported more claims that cost more money
than in any year since 1995: 2,272 E&O claims were reported
to LAWPRO at a projected cost in excess of $85 million.

Revenues from base insurance premiums, on the other hand,
were relatively flat, and below budget, due in part to lower
than expected revenues from transaction levies ($17.9 million
compared to the budgeted amount of $20 million). 

In the past, exceptional investment income and monies from
a premium stabilization fund had helped fill the gap between
rising costs and flat or declining revenues. The premium
stabilization fund is now depleted, and investment yields
are unlikely to return to previous highs in the short to mid
term, despite the recovery we have seen in investment 
markets in the past year. A significant premium increase
was inevitable. Moreover, if the escalation of claims costs
continues, there will be a continuing need to increase E&O
premiums in the future.

As well, TitlePLUS revenues were weaker than expected, the
result of continued uncertainty in most real estate markets.
The continued increase in TitlePLUS claims costs is to be
expected as more policies are sold. Significant increases in
costs attributable to building compliance issues on past
years’ policies are of some concern for the Board, and the
TitlePLUS team will be implementing a number of measures

in 2010 to help reduce the exposure of this segment of the
claims portfolio.

The Board also approved a courageous and far-sighted 
recommendation of its Investment Committee to transfer
management of a portion of LAWPRO’s investments* to new
investment managers in mid 2009 – a move that required
the company to realize a loss in that segment of its portfolio
of about $9 million. As anticipated, this investment portfolio
did well in the balance of the year and LAWPRO ended 2009
with comprehensive income – an important contribution to
the company’s overall financial position — of $7.2 million. 

As a result, shareholder’s equity increased $7.2 million to
$141 million from $133.9 million in 2008. The company now
has assets of $529.7 million compared to $487.3 million a
year earlier. These solid financial benchmarks helped 
LAWPRO earn its 10th consecutive A (Excellent) rating from
A.M. Best Company.

Two unusual developments in 2009 contributed to a 
significant increase in claims expenses to $108.7 million
and a reported net loss of $6.4 million (compared to net 
income of $7 million the previous year). To reflect the 
anticipated impact of the implementation of a harmonized
sales tax (HST) in Ontario, a one-time revaluation of existing
reserves by $10.7 million was necessary, as the HST will
increase legal fees on outstanding claims liabilities by eight
per cent. As well, a significant decrease in the discount rate
resulted in a $7 million increase in claims liabilities. 

The company’s consistent ability to cope with these turbulent
events reflects well on the very capable and committed
team at LAWPRO, and on the LAWPRO Board. The collective
experience and expertise of both were put to the test more
than ever in 2009. 

Ian D. Croft
Chair
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* LAWPRO’s surplus portfolio consists of funds that represent, in large measure, the company’s capital, which capital is the principal back-stop to any increase in the amount 

estimated to be required to settle all outstanding claims liabilities.
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As Chair Ian Croft has suggested in his year-end remarks,
there is more to the LAWPRO story in 2009 than meets 
the eye.

Certainly it was a difficult year on many fronts as we dealt
with the many implications of a weaker economy, the new
harmonized sales tax (HST) and a claims portfolio that 
continues to push the envelope.

However, a look behind the numbers reveals that our 
fundamentals are strong.

A $108.7 million claims expense is a sobering number. But
stripped of the close to $18 million in one-time charges for
HST and the decrease in the claims reserve discount rate,
that expense at $91 million is just over our budgeted claims
costs for the year of $90 million. This number is higher than
we would like it to be, and we are working hard to address
this concern.

On the claims front, we have recently completed a reorgan-
ization of the claims team that will focus costly, difficult
claims in litigation in the hands of senior internal counsel
who can work in an increasingly focused fashion with outside
counsel. Other changes will help build our next generation
of leaders in the claims department. Our claims department
also continues to post excellent results, the result of principled
claims management. Of the files reported and resolved last
year, 90 per cent were resolved without any indemnity 
payment and close to 40 per cent without any payment at
all. We were successful on seven of eight matters at trial,
and won all 10 matters that went to appeal and 11 of 14
applications for summary judgment.

To help rein in TitlePLUS claims costs, especially in the
area of building-compliance claims, we will be implementing
a number of new underwriting measures that will also address
a principal TitlePLUS mandate: To position lawyers as 
indispensable to the real estate transaction by helping
clients avoid problems down the road. 

To help lawyers avoid claims altogether, we have stepped
up our risk management efforts. We’re getting more 
information into lawyers’ hands more quickly through our
new bi-monthly LAWPRO Webzine and other electronic 
communications. We know that on one occasion these 

efforts helped avoid close to $5
million in potential trust account
losses as lawyers told us of 18
matters in which they could have
been – or almost were – victims of
fraud had it not been for
LAWPRO’s fraud alerts. 

Since its launch in late 2009,
practicePRO’s new Avoid a Claim
blog has already brought more
than a dozen new law practice and claims avoidance tips,
articles and “heads-up” alerts into lawyers’ offices. As well,
we personally took our claims prevention message to more
than 50 firms, conferences, and seminars in 2009 and
through our Continuing Legal Education (CLE) credit 
program delivered risk management content indirectly to
more than 18,000 lawyers at 180 CLE programs.

Our analysis of the impact of CLE on claims risk indicates
some correlation between continuing professional develop-
ment and reduced malpractice claims. So we are stepping
up our efforts to encourage program providers to include
risk management components in their programs (thus 
qualifying for the practicePRO CLE premium credit) as well
as working with law-related associations to develop 
programs that reflect risk management content and attract
more attendees.

A behind-the-scenes look at our investment income also 
reveals more than the numbers tell. Had we not moved that
portion of our investments that represent our capital and
triggered a previously unrealized loss of $9 million, 
investment income in 2009 would have exceeded that of 2008.
That portfolio has rebounded strongly under its new manager
and positions us well for 2010 and beyond, as indicated by
the excellent result of $7.2 million in comprehensive income
by year-end. Overall, our investment managers exceeded
industry benchmarks – another measure of the success of our
investment strategy.

However, because our investment managers are required to
take a prudent, conservative approach, a significant portion
of our investments are in low-risk bonds at relatively low
rates of return. This has important implications for insurance

REMARKS OF THE PRESIDENT AND CEO



premiums in the future, as investment yields, necessary to
offset the need for premium increases, have declined.

There are some bright spots when it comes to premium 
income. Our Excess program, for example, continues to
grow, a clear indication that we are filling a need among
our target group of small to medium-sized firms. In 2009
that program grew 2.6 per cent, and we now provide about
15 per cent of lawyers in firms of fewer than 50 lawyers
with their Excess insurance coverage. 

Although TitlePLUS premium revenues were lower than 
expected, the TitlePLUS program posted strong growth in
western markets and in product lines that come with less

risk (for example, the new home market). Both developments
bode well for the long-term as the potential for growth lies
outside Ontario where title insurance use in residential
transactions has reached saturation levels.

The LAWPRO team’s focus on providing sound, secure, 
sustainable insurance products and services has served the
bar well in 2009, and we look forward to continuing to build
for the long term.

Kathleen A. Waters
President & CEO

Lawyers’ Professional Indemnity Company       2009 Annual Report4
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The following management discussion and analysis (“MD&A”)
provides a review of the activities, results of operations and
financial condition of Lawyers’ Professional Indemnity
Company (“LAWPRO” or the “Company”) for the year ended
December 31, 2009, in comparison with the year ended 
December 31, 2008. These comments should be read in
conjunction with the corresponding audited financial 
statements, including the accompanying notes.

FINANCIAL HIGHLIGHTS

Statement of Income and Comprehensive Income
In 2009, underwriting income decreased year over year by
$12.1 million while investment income decreased by $8.8
million, with both items contributing to a decrease in income
before taxes of $20.9 million, resulting in a loss of $10.6
million before taxes. In total, during 2009 the Company
generated a net loss of $6.5 million, a decrease of $13.5
million over 2008, yet earned comprehensive income of
$7.2 million compared to a comprehensive loss of $2.0 million
during the prior year.

Net premiums earned
Premiums earned, net of reinsurance ceded, increased by
$16.4 million to $101.5 million in 2009. The optional excess
insurance program experienced growth of $0.3 million in
the year while the title insurance program also experienced
growth of $0.3 million during the same period. Premiums
from the mandatory Ontario professional liability insurance
program came in over budgeted levels as a result of an 
additional premium due from the Law Society of Upper
Canada’s (the “Law Society”) Errors and Omissions Fund
under the retrospective provisions of its insurance contract.

Net claims and adjustment expenses
Incurred claims and adjustment expenses, net of reinsurance
recoveries, increased by $26.8 million from 2008. While results
varied significantly by policy year, during 2009 the 
Company experienced net unfavourable development on
prior years’ claims of approximately $6 million (compared
with net favourable development of almost $14 million during
2008), due in large part to deteriorating frequency and
severity trends. 

Two developments significantly affected these results in
2009. A one-time revaluation of existing reserves by $10.7

million was required to reflect the anticipated impact of the
implementation of the Harmonized Sales Tax (“HST”) in
Ontario effective July 1, 2010. In addition, the recent large
drop in various central bank rates precipitated a significant
decrease in the Company’s claims provision discount rate,
resulting in a $7.0 million increase in claims liabilities during
2009, compared to a $2.6 million increase in 2008.

Reinsurance 
Similar to recent years, the Company purchased excess of
loss clash reinsurance coverage for 2009, which limits its
exposure to one or more large aggregations of multiple claims
arising from the same proximate cause. The optional Excess
program continued to be fully reinsured, significantly 
mitigating exposure to the Company from claims in 
this program. 

General expenses
LAWPRO’s general expenses in 2009 were $0.4 million
lower than 2008, and were $1.7 million lower than budgeted,
due to broad-ranging cost management efforts undertaken
by the Company.

Commissions earned 
The Company earned reinsurance commissions of $1.3 million
on premium ceded in respect of its 2009 optional Excess
insurance program, a similar result to 2008. In addition, the
Company also earned $2.0 million of profit commissions for
favourable claims development on the quota share 
reinsurance arrangements that it had prior to January 1, 2003.
As claims estimates become more certain with time, there is
less potential for favourable development on claims relating
to older fund years, resulting in a tendency towards lower
profit commissions.

Investment income
Income generated from investments decreased by $8.8 million
in 2009. Investment income for 2009 included net capital
losses of $10.2 million realized on disposition of assets,
compared to $2.4 million of capital gains in 2008. Investment
results for the current year were impacted by a $9.0 million
realized loss relating to the mid-year transfer of investment
management over the Company’s surplus portfolio.

MANAGEMENT DISCUSSION AND ANALYSIS



Other comprehensive income
During 2009 LAWPRO earned other comprehensive income
of $13.7 million due to an increase in unrealized gains on
its surplus investments, driven by the broad-based stock
market rally during the year. These results compare
favourably to the other comprehensive loss of $9.0 million
experienced during 2008 from a decrease in unrealized
gains as a result of the general market fallout from the
world credit crunch.

Balance Sheet
Overall, the Company ended the challenging year of 2009
in a favourable position, with shareholder’s equity up by $7.2
million year over year, as the net loss incurred during the
year was more than fully offset by the other comprehensive
income earned during the same period. 

Investments
In line with the turbulent investment conditions of the past
two years, at December 31, 2009, the market value of the
Company’s investment portfolio exceeded its cost by $13.4
million, compared to 2008 where the cost exceeded market
value by $13.0 million. Investment assets, inclusive of cash
and cash equivalents, increased by $38.2 million to $449.8
million at December 31, 2009. The increase was primarily
the result of the positive cash flow provided by operations
and investment income generated by the portfolio. 

The investment portfolio is managed in accordance with 
the investment policy approved by the Company’s Board of 
Directors in diversified, high quality assets. A portion of the
investment portfolio, which is primarily composed of fixed
income securities, is invested in a manner that is expected
to substantially match in maturity to the payment of claims
liabilities in future. The portion of the Company’s investment
portfolio which is considered surplus to the requirements of
settling claims liabilities is managed separately and includes
fixed income securities and equity investments in publicly
traded companies, the values of which are more subject to
market volatility.  

Provision for unpaid claims and adjustment expenses and
reinsurers’ share thereof 
The provision for unpaid claims represents the amount 
required to satisfy all of the Company’s obligations to

claimants prior to reinsurance recoveries. This balance has
increased by $35.3 million. Reinsurance recoveries have
declined by $0.7 million and accordingly the net increase in
the provision is $36.0 million. This increase is attributable
to higher estimates of claims made in prior years, the impact
of changes in reinsurance arrangements made since 2002,
a significant drop in the discount rate, and an increase in
the reserves for the anticipated impact of the implementation
of the HST in Ontario. 

REPORT ON LAWPRO OPERATIONS

LAWPRO is an insurance company with three product lines:
A standard errors and omissions (E&O) insurance program
(as required by the Law Society for all its lawyer members);
an optional excess insurance program that enables Ontario
law firms to increase their insurance coverage to $9 million
per claim/$9 million in the aggregate above the $1 million per
claim/$2 million aggregate levels provided by the standard
E&O program; and an optional TitlePLUS title insurance
product that real estate practitioners across Canada can
make available to their clients. 

The standard E&O insurance program 
In each of the last two years, the number of lawyers insured
under the LAWPRO program has increased about two per cent:
In 2009, the Company provided E&O coverage to just over
22,000 lawyers, up from about 21,500 in 2008. 

At $2,300 per insured lawyer, the 2008 E&O base premium
was the lowest since the Company assumed responsibility
for the Law Society’s insurance operations in 1995 (see
graph 1 on page 10). Superior investment results and some
initial improvements in claims costs from earlier years 
enabled LAWPRO to reduce premiums significantly for 2008.
The past year, however, has seen a reversal in these and
other factors: A continued deterioration in claims experience,
and increased economic uncertainty associated with the 
investment markets are among the factors that prompted
a modest increase in the base premium for 2009 to $2,450
per lawyer. For 2010, the base premium was increased an
additional $500 to $2,950 per lawyer.

One of the hallmarks of the LAWPRO insurance program is
its flexibility. Lawyers have a number of options to tailor their

Lawyers’ Professional Indemnity Company       2009 Annual Report6
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insurance coverage to their specific needs – often with the
added benefit of reducing the actual premium payable below
the base premium level. As indicated on the accompanying
chart, the number of lawyers availing themselves of these
options continues to increase. 

LAWPRO’s sustainability initiative, combined with its program
of encouraging lawyers to use its comprehensive website to
access information and complete insurance-related filings,
also continues to yield solid results. A record 95 per cent of
lawyers – 20,600 – filed their insurance applications online
for the 2009 insurance program; 85 per cent of them did so
in time to qualify for the $50 per lawyer e filing discount.
For the 2010 program, those numbers increased again, with
96 per cent of lawyers choosing to e-file applications. 

E&O Claims 

The numbers 

In 2009, for the fifth consecutive year, the number of claims
reported to LAWPRO increased and now stands at the highest
it has been since 1995. 

Lawyers last year reported 2,272 claims, a 4.5 per cent 
increase from the 2,175 claims reported in 2008 (see graph
2 on page 10). Despite a concerted and successful effort

on the part of the Company’s claims group to close more files
than the previous year, the number of open files managed
by the claims team now stands at almost 3,200 – the highest
it has been in the last decade (see graph 3 on page 10).
Claims expenses increased to close to $101 million in 2009,
almost a 40 per cent increase from just under $73 million
the previous year. 

The vast majority of the Company’s one-time $10.7 million
HST revaluation and $7.0 million discounting expense is
attributable to the E&O program. 

Another important measure is to compare the average cost
of claims for each policy year at a specific point in time: As
graph 4 on page 10 shows, that trend too is consistently
upward. These figures have been affected by a claims severity
trend experienced by the company (see graph 5 on page 11).

Although the estimated costs attached to 2009 claims are
at this point still relatively new, some trends are evident.
As in the past, real estate and litigation claims continue to
account for the bulk of claims costs, with real estate claims
representing over 35 per cent of claims costs, on average, for
the past five years. The cost of claims arising out of corporate/
bankruptcy/security practices is up – a reflection of the
more complex practice environment and the high underlying
values associated with alleged errors in these areas (see graph
6 on page 11). 

Managing costs 

LAWPRO’s focused claims management philosophy – which
sees us resolve claims quickly in situations where there is
liability, defend vigorously if the claim has no merit and
avoid economic settlements – yields solid results. 

In 2009, LAWPRO won seven of eight matters that the 
Company took to trial, was successful on all 10 matters
that went to appeal and won 11 of 14 summary judgment
applications.

Another important tool – and a measure of success – is
feedback that the Company receives from lawyers. Surveys
conducted of insured lawyers with a closed claims file
demonstrate that the Company is meeting lawyers’ needs
and expectations. 
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Lawyers responded to the survey as follows:
• 96 per cent said that they were satisfied with how LAWPRO

handled the claim; 

• 86 per cent said they would have the defence counsel
firm represent them again; and 

• 84 per cent said LAWPRO received good value for defence
monies spent. 

Helping lawyers avoid claims 

An important focus for LAWPRO is to help lawyers avoid
claims in the first place. The Company’s practicePRO risk
management program provides the practising bar with
tools and resources to help lawyers identify practice risks
and take steps to minimize their claims exposure. 

In 2009, the practicePRO website recorded a 24 per cent
increase in traffic to 205,000 visitors from 85,000 the 
previous year. More than 244,000 LAWPRO articles and 
resources were downloaded, up from 213,000 in 2008. 
Articles from our quarterly risk management publication,
LAWPRO Magazine, accounted for 30,000 of the downloads.

To make information more accessible more frequently, 
LAWPRO introduced several Web 2.0 and social media 
initiatives in 2009. Complementing the printed magazine
are bimonthly electronic newsletters containing the latest
risk management information, alerts on evolving risk issues,
and insurance program-related information. The practicePRO
Avoid A Claim blog, launched in late 2009, enables LAWPRO
to provide lawyers with tips and insights into practice issues
as they develop. Through a Twitter feed the Company ensures
lawyers know when new content is available on our website,
on the blog or in our magazine.

LAWPRO also works behind the scenes to ensure the risk
management message is getting heard. As a result of its CLE
Credit program, through which lawyers taking LAWPRO-
approved CLE programs receive a $50 per course credit on
their insurance premium (to a maximum of $100), the 
Company has ensured CLE providers include a significant
risk management component in their programs. In 2009,
the Company approved 180 programs attended by more than

18,500 lawyers. LAWPRO and practicePRO content was 
included in the materials for many of these programs. 

Active participation in the work of the Law Society and of
law- related associations is yet another way that the Company
spreads the risk management message. In 2009, for example,
the Company prepared a submission for the Law Society’s
Professional Development & Competence Committee 
supporting the implementation of a mandatory continuing
professional development regime. As well, the Company
helped the Law Society develop file retention guidelines and
a model law firm file retention policy. LAWPRO delivered
more than 40 presentations on risk manage ment-related topics
to various law associations, law firms and CLE programs.
LAWPRO’s practicePRO director co-chaired the Law Society/
Ontario Bar Association’s annual Solo and Small Firm 
Conference, and will co- chair the 2010 CBA Annual
Conference and Meeting. 

The LAWPRO Excess program 
Since it was established in 1997, LAWPRO’s Excess Insurance
program has posted consistent annual growth in revenues
and numbers of law firms (and lawyers) insured under the
program. A record 1,422 firms representing 3,724 lawyers
elected LAWPRO as their excess insurance provider for 2009
(see graph 7 on page 11); 103 firms chose the maximum
$9 million limit option. Of the 65 new firms that opted for
LAWPRO’s Excess coverage for 2009, 95 per cent had not
carried this type of insurance in the past. The Company’s
retention rate on Excess business was 97 per cent, a clear
indication that this program meets the needs of the market
it is aimed at – small and medium -sized firms of fewer than
50 lawyers.

Similar growth is being seen for 2010: The number of firms
insured under the LAWPRO Excess program for 2010 has
increased to 1,443, representing 3,767 lawyers. Of 61 new
firms opting to buy excess coverage from LAWPRO for 2010,
86 per cent had never had excess coverage in the past.
LAWPRO’s Excess program now insures, on average, 15 per
cent of lawyers employed in firms of 50 or fewer lawyers. 

Lawyers’ Professional Indemnity Company       2009 Annual Report8
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Excess claims 
To date, the Company has not paid any indemnity amount
under its Excess program, a reflection of LAWPRO’s ability
to carefully manage costs within the insurance program’s
primary limits. Prudent underwriting and solid claims man-
agement have helped ensure that our Excess program is a
profitable line of business for LAWPRO. 

The TitlePLUS program 
Despite a difficult real estate market that saw all major title
insurers report reduced gross written premiums in 2008 and
2009 (in comparison to 2007), the TitlePLUS title insurance
program posted a small increase in gross written premiums
in 2009 over 2008. Although our national purchase market
penetration fell slightly, there was a 90 per cent increase
in policy sales overall outside Ontario.

Our subscriber base in 2009 increased six per cent to more
than 4,700 lawyers and Quebec notaries, and the Company
issued TitlePLUS policies for approximately 760 lenders
across Canada. These results indicate that our vision of real
estate practice continues to gain traction: The higher level of
legal expertise and professionalism that LAWPRO expects
from both users and our TitlePLUS staff sets it apart from
other providers. 

TitlePLUS claims 
The legal expertise and experience of the TitlePLUS team
referenced earlier not only helped alert lawyers to potential
claims issues, but also strengthens its stringent under writing
measures. The result: Over 90 per cent of TitlePLUS claims
are minor with payments of less than $10,000, and the average
indemnity payment on a TitlePLUS claim is approximately
$4,200 (based on claims closed as of December 31, 2009). 

It should be noted that over the history of the TitlePLUS
program, our claims paid ratio (the ratio of claims paid to
premiums) stands at 35 per cent. 

But in 2009, for policies sold in the years since 2000, building
compliance-related claims had a significant impact on the
program. From 2000 to 2009, the TitlePLUS program has
had 720 building compliance-related claims, costing a total
of $11 million (payments plus reserves on claims in
progress). So, although only 22 per cent of the TitlePLUS
claims by count arise from this area of coverage, 44 per
cent of the claims costs reside here. These trends have placed
significant pressures on the program’s claims costs (see
graph 8 on page 11).

The TitlePLUS underwriting team is working on methods
to better detect building compliance risks before a policy
is approved. Also, the TitlePLUS claims team is focusing
additional efforts on recovery initiatives where a past 
property owner should be bearing responsibility for the
problem, as well as on salvage opportunities.
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MANAGEMENT STATEMENT ON RESPONSIBILITY FOR FINANCIAL INFORMATION

The preparation of the annual financial statements, 
Management’s Discussion and Analysis (MD&A) and all
other information in the Company’s Annual Report is the
responsibility of the Company’s management, and the annual
financial statements have been approved by the Board 
of Directors.

The financial statements have been prepared in accordance
with Canadian generally accepted accounting principles.
Financial statements, by their very nature, include amounts
and disclosures based on estimates and judgments. Where
alternative methods or interpretations exist, management
has chosen those it deems most appropriate in the circum-
stances, including appropriate consideration to relevance
and materiality. Actual results in the future may differ 
materially from management’s current assessment given
the inherent variability of future events and circumstances.
Financial information appearing elsewhere in the Company’s
Annual Report is consistent with the financial statements.

Management maintains the necessary system of internal
controls over financial reporting to meet its responsibility
for the reliability of the financial statements. These controls
are designed to provide management with reasonable 
assurance that the financial records are reliable for preparing
financial statements and other financial information, assets
are safeguarded against unauthorized use or disposition
and liabilities are recognized.

The Board of Directors is responsible to ensure that 
management fulfils its responsibilities for financial reporting
and is ultimately responsible for reviewing and approving
the financial statements. The Board carries out its 
responsibility primarily through its Audit Committee, which
is independent of management. The Audit Committee reviews
the financial statements and recommends them to the Board
for approval. The Audit Committee also reviews and monitors
the Company’s system of internal controls over financial
reporting in the context of reports made by management or
the external auditors.

ROLE OF THE AUDITOR

The external auditors, Deloitte and Touche LLP, have been
appointed by the shareholder. Their responsibility is to 
conduct an independent and objective audit of the financial
statements in accordance with Canadian generally accepted
auditing standards and to report thereon to the Company’s
shareholder. In carrying out their audit, the auditors make

use of the work of the appointed actuary and his report on the
policy liabilities of the Company. The external auditors have
full and unrestricted access to the Audit Committee and
the Board of Directors to discuss audit, financial reporting
and related findings. The auditors’ report outlines the scope
of their audit and their opinion.

ROLE OF THE APPOINTED ACTUARY

The actuary is appointed by the Board of Directors of the
Company. With respect to the preparation of these financial
statements, the appointed actuary is required to carry out
a valuation of the policy liabilities and to report thereon to
the Company’s shareholder. The valuation is carried out in
accordance with accepted actuarial practice and regulatory
requirements. The scope of the valuation encompasses the
policy liabilities as well as any other matter specified in
any direction that may be made by the regulators. The policy
liabilities consist of a provision for unpaid claims and 
adjustment expenses on the expired portion of policies, a
provision for future obligations on the unexpired portion of
policies, and other policy liabilities that may be applicable
to the specific circumstances of the Company.

In performing the valuation of the policy liabilities, which
are by their very nature inherently variable, the appointed
actuary makes assumptions as to the future rates of claims
severity, inflation, reinsurance recoveries, expenses and
other matters, taking into consideration the circumstances
of the Company and the nature of the insurance coverage
being offered. The valuation is necessarily based on estimates;
consequently, the final values may vary significantly from
those estimates. The appointed actuary also makes use of
management information provided by the Company, and uses
the work of the auditor with respect to the verification of
the underlying data used in the valuation.

Toronto, Ontario
February 5, 2010

Kathleen A. Waters
President and CEO

Steven W. Jorgensen
Vice-President, Finance and Treasurer



I have valued the policy liabilities of Lawyers’ Professional Indemnity Company for its balance sheet as at December 31, 2009,
and their changes in its statement of income for the year then ended, in accordance with accepted actuarial practice, including
selection of appropriate assumptions and methods.

In my opinion, the amount of the policy liabilities makes appropriate provision for all policyholder obligations, and the financial
statements fairly present the results of the valuation.

Toronto, Ontario Brian G. Pelly
February 5, 2010 Fellow, Canadian Institute of Actuaries

Eckler Ltd.
110 Sheppard Avenue East, Suite 900
Toronto, Ontario  M2N 7A3
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AUDITORS’ REPORT

To the Shareholder of Lawyers’ Professional Indemnity Company

We have audited the balance sheet of Lawyers’ Professional Indemnity Company as at December 31, 2009 and the statements
of (loss)/income, of comprehensive income/(loss), of changes in shareholder’s equity and of cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at 
December 31, 2009 and the results of its operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

Chartered Accountants
Licensed Public Accountants
February 5, 2010 

Deloitte & Touche LLP
Brookfield Place
181 Bay Street, Suite 1400
Toronto ON  M5J 2V1
Canada

Tel: 416-601-6150
Fax: 416-601-6151
www.deloitte.ca

APPOINTED ACTUARY’S REPORT
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BALANCE SHEET

As at December 31                                                                                       2009                                 2008

ASSETS

Cash and cash equivalents                                                                                       12,471                                   3,039
Investments (note 2)                                                                                              434,963                               406,385
Investment income due and accrued                                                                          2,296                                   2,165
Due from reinsurers                                                                                                   4,182                                   6,308
Due from insureds                                                                                                      2,194                                   2,216
Due from the Law Society of Upper Canada (note 5)                                               19,124                                   7,392
Reinsurers' share of provision for

unpaid claims and adjustment expenses (note 4)                                             45,485                                 46,186
Other receivables                                                                                                          644                                      680
Other assets                                                                                                               1,593                                      355
Capital assets (note 3)                                                                                               3,373                                   3,993
Income taxes recoverable                                                                                                —                                  5,925
Future income taxes (note 7)                                                                                     3,361                                   2,645
Total assets                                                                                               529,686                          487,289

LIABILITIES

Provision for unpaid claims and adjustment expenses (note 4)                             383,855                               348,646
Unearned premiums                                                                                                      693                                      811
Due to reinsurers                                                                                                          568                                      527
Due to insureds                                                                                                             260                                          5
Expenses due and accrued                                                                                         1,963                                   2,783
Income taxes due and accrued                                                                                          7                                        —
Other taxes payable                                                                                                   1,273                                      638
                                                                                                                 388,619                          353,410

SHAREHOLDER'S EQUITY (NOTE 8)
Capital stock issued and paid                                                                                     5,000                                   5,000
Contributed surplus                                                                                                  30,645                                 30,645
Retained earnings                                                                                                  101,940                               108,417
Accumulated other comprehensive income / (loss)                                                    3,482                               (10,183)
                                                                                                                              141,067                               133,879
Total liabilities and shareholder's equity                                                    529,686                          487,289

See accompanying notes to financial statements

On behalf of the Board ________________________ ________________________
Kathleen A. Waters Ian D. Croft
Director Director

Stated in thousands of Canadian dollars
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STATEMENT OF (LOSS)/INCOME

For the year ended December 31                                                                   2009                                 2008
                                                                                                                                                                                       
Premiums earned – gross                                                                                       107,453                                 90,739
Premiums earned – ceded                                                                                         (5,960)                                (5,683)
Net premiums earned                                                                                 101,493                            85,056
                                                                                                                                                                                       
Net claims and adjustment expenses (note 4)                                                        108,686                                 81,880
Premium taxes                                                                                                           3,225                                   2,724
General expenses                                                                                                     15,434                                 15,809
Reinsurance commissions earned                                                                             (3,252)                                (4,913)
                                                                                                                 124,093                            95,500
                                                                                                                                                                                       
Underwriting loss                                                                                       (22,600)                          (10,444)
Investment income (note 2)                                                                                     11,873                                 20,658
Other income                                                                                                                   83                                        31
(Loss) / Income before income taxes                                                           (10,644)                           10,245

Income tax (recovery) / expense (note 7)
Current                                                                                                                  (3,268)                                 2,877
Future                                                                                                                      (899)                                    343

                                                                                                                   (4,167)                             3,220

Net (loss) / income                                                                                       (6,477)                             7,025

See accompanying notes to financial statements

Stated in thousands of Canadian dollars



Accumulated
Other

Comprehensive
Capital Contributed Retained Income Shareholder's
stock Surplus Earnings (Loss) Equity

Balance at December 31, 2007 5,000 30,645          101,392             (1,217)               135,820

Net income — —               7,025                      —                       7,025
Other comprehensive
loss for the year — —                     —               (8,966)                    (8,966)
Balance at December 31, 2008 5,000 30,645          108,417           (10,183)              133,879 

Net loss — —               (6,477)                     —                     (6,477)
Other comprehensive
income for the year — —                     —               13,665                     13,665
Balance at December 31, 2009 5,000 30,645          101,940               3,482                141,067

The aggregate of retained earnings and accumulated other comprehensive income (loss) as at December 31, 2009 is $105,422 (December 31, 2008 – $98,234).
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Stated in thousands of Canadian dollars

STATEMENT OF COMPREHENSIVE INCOME/(LOSS)

For the year ended December 31                                                                   2009                                 2008

Net (loss) / income                                                                                       (6,477)                             7,025 
Other comprehensive income / (loss), net of income tax:

Net changes in unrealized gains and losses on available for
sale financial assets, net of taxes of ($3,256) (2008: $3,815)                               6,669                                 (7,574)

Reclassification adjustment for (gains) and losses
included in net income, net of taxes of ($3,446) (2008: $701)                               6,996                                 (1,392)

Other comprehensive income / (loss)                                                            13,665                             (8,966)

Comprehensive income / (loss)                                                                       7,188                             (1,941)

See accompanying notes to financial statements

Stated in thousands of Canadian dollars

STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
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STATEMENT OF CASH FLOWS
Stated in thousands of Canadian dollars

For the year ended December 31                                                                   2009                                 2008

OPERATING ACTIVITIES

Net (loss) / income                                                                                                    (6,477)                                 7,025

Items not affecting cash:
Future income taxes                                                                                                 (899)                                    343
Amortization of capital assets                                                                                   891                                      875
Realized gains                                                                                                      10,248                                 (2,443)
Amortization of premiums and discounts on bonds                                                  (582)                                (1,603)
Changes in unrealized gains and losses                                                                (6,028)                                (1,028)

                                                                                                                   (2,847)                             3,169

Changes in non-cash working capital balances:
Investment income due and accrued                                                                        (131)                                      45
Due from reinsurers                                                                                                2,167                                 (2,218)
Due from insureds                                                                                                     277                                 (1,303)
Due from the Law Society of Upper Canada                                                        (11,732)                                 4,004
Reinsurers' share of provisions for unpaid claims and adjustment expenses                  701                                   9,257
Other receivables                                                                                                         36                                    (244)
Other assets                                                                                                          (1,238)                                    659
Income taxes recoverable                                                                                         (586)                                   (188)
Provision for unpaid claims and adjustment expenses                                         35,209                                   9,025
Unearned premiums                                                                                                 (118)                                      24
Expenses due and accrued                                                                                       (820)                                    290
Other taxes payable                                                                                                   635                                    (457)

Net cash inflow from operating activities                                                     21,553                            22,063

INVESTING ACTIVITIES

Purchases of capital assets                                                                                      (271)                                (4,141)
Purchases of investments                                                                                 (293,598)                            (286,316)
Proceeds from sales and maturities of investments                                           281,748                               264,584

Net cash outflow from investing activities                                                   (12,121)                          (25,873)

Net change in cash and cash equivalents during the year                                         9,432                                 (3,810)
Cash and cash equivalents, beginning of year                                                            3,039                                   6,849

Cash and cash equivalents, end of year                                                         12,471                              3,039

Cash and cash equivalents at end of year consists of:
Cash                                                                                                                        4,389                                   2,721
Cash equivalents                                                                                                     8,082                                      318

                                                                                                                   12,471                              3,039
See accompanying notes to financial statements



Lawyers’ Professional Indemnity Company (the “Company”) is an
insurance company, incorporated in Ontario and licensed to provide
lawyers professional liability insurance and title insurance. The
Company is a wholly-owned subsidiary of the Law Society of Upper
Canada (“Law Society”), which is the governing body for lawyers
in Ontario.

SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared under the Insurance
Act of Ontario (the “Act”) and related regulations which require that
except as otherwise specified by the Company’s primary insurance
regulator, the Financial Services Commission of Ontario (“FSCO”),
the financial statements of the Company are to be prepared in 
accordance with Canadian generally accepted accounting principles.
The significant accounting policies used in the preparation of these
financial statements are summarized below. These accounting policies
conform, in all material respects, to Canadian generally accepted
accounting principles.

Changes In Accounting Policies
a) Adopted During the Current Year
On January 1, 2009, the Company adopted Canadian Institute of 
Chartered Accountants (“CICA”) Handbook Section (“Section”) 3064,
“Goodwill and Intangible Assets”. Section 3064 replaces Section 3062,
“Goodwill and Other Intangible Assets”, and Section 3450, “Research
and Development Costs”. Section 3064 establishes standards for
the recognition, measurement, presentation and disclosure of goodwill
and intangible assets. Provisions concerning goodwill are unchanged
from the standards included in the previous Section 3062. The 
provisions relating to intangible assets, including internally generated
intangible assets, are incorporated from International Financial 
Reporting Standards (“IFRS”). The adoption of this Section did not
have a material impact on the Company’s financial statements.

Effective January 1, 2009, the Company adopted the CICA Emerging
Issues Committee (“EIC”) Abstract No.173, “Credit Risk and the
Fair Value of Financial Assets and Financial Liabilities”. EIC 173
clarifies how an entity’s own credit risk and that of the relevant
counterparty should be taken into account in determining the fair
value of financial assets and financial liabilities, including derivative
instruments. The new guidance did not have a material impact on the
Company’s financial statements.

In June 2009, the Company retroactively adopted amendments to
CICA Handbook Section 3855, “Financial Instruments – Recognition
and Measurement”. The amendments clarify that, subsequent to the
recognition of an impairment loss, the rate used to determine the
impairment loss is used to calculate interest income on the impaired
debt security. The amendments make the application of the effective
interest method under Section 3855 consistent with the application
of this method under IFRS. The adoption of these amendments did not
have a material impact on the Company’s financial statements.

In the third quarter of 2009, the CICA issued further amendments to 
Section 3855. The amendments include a revision of the definition
of loans and receivables. As a result of the amended definition, debt
instruments with fixed and determinable payments that are not
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quoted in an active market may be classified as loans and receivables
and impairment of these loans would be assessed following Section
3025, “Impaired Loans”, which assesses and measures impairment
losses on an incurred credit loss basis. Impairment of held-to-maturity
investments will also be measured on this basis. Loans and receivables
that an entity intends to sell immediately or in the near term must
be classified as held-for-trading and those for which the holder may
not recover substantially all of its initial investment, other than 
because of credit deterioration, must be classified as available-for-
sale. The amendments also require the reversal of impairment
losses on available-for-sale debt instruments through profit and 
loss in a subsequent period when the fair value increases and the
increase can be objectively related to an event occurring after the
impairment loss was recognized in net income. The adoption of these
amendments did not have a material impact on the Company’s 
financial statements.

In June 2009, the CICA issued amendments to Section 3862, “Financial
Instruments – Disclosures”. The amendments include enhanced
disclosures related to the fair value of financial instruments and the
liquidity risk associated with financial instruments. The amendments
are consistent with recent amendments to financial instrument 
disclosure standards in IFRS. The Company has presented these
additional disclosures in note 11.

b) Adopted During the Prior Year
Effective January 1, 2008, the Company adopted the Canadian In-
stitute of Chartered Accountants (“CICA”) Handbook Sections 1535
“Capital Disclosures”, 3862 “Financial Instruments – Disclosures”
and 3863 “Financial Instruments – Presentation”. Section 1535 
requires disclosure of an entity’s objectives, policies and processes
for managing capital; information about what the entity regards as
capital; whether the entity has complied with any capital requirements;
and if it has not complied, the consequences of such non-compliance.
Sections 3862 and 3863 replace Handbook Section 3861 “Financial
Instruments – Disclosure and Presentation”. Section 3863 carries
forward unchanged the presentation requirements of Section 3861
while Section 3862 requires additional disclosures of the nature
and extent of risks arising from financial instruments, including
the objectives, policies, processes and methods used to measure
and manage key risks. These new disclosures are included in notes
12 and 13.

On October 17, 2008, the CICA announced amendments to Section
3855 “Financial Instruments – Recognition and Measurement” and
Section 3862 “Financial Instruments – Disclosures”. These 
amendments permit companies to move certain financial assets out
of categories that require fair value changes to be recognized 
immediately in net income. No such transfers have been effected
by the Company.

c) Future Accounting Changes
The Accounting Standards Board (“AcSB”) has issued an exposure
draft proposing to incorporate IFRS into the CICA Handbook over
the period ending December 31, 2010. After this transitional period,
the Company will cease to use Canadian GAAP and will adopt IFRS
on January 1, 2011. IFRS 4 Phase II, an IFRS accounting standard

As at December 31, 2009
Amounts stated in thousands of Canadian dollars (except per share amounts)

NOTES TO FINANCIAL STATEMENTS
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which addresses the recognition and measurement of insurance
contracts, is still under development. The Company monitors this
transition to IFRS and is analyzing the impact that the adoption of
the IFRS will have on its financial statements.

Financial instruments – recognition and measurement
Financial assets are classified as held for trading, available for sale,
held to maturity or loans and receivables. Financial liabilities are
classified as held for trading or as other financial liabilities. These
classifications are determined based on the characteristics of the
financial assets and liabilities, the company’s choice and/or the
company’s intent and ability. As permitted under the standards, the
company has the ability to designate any financial instrument 
irrevocably, on initial recognition or adoption of the standards, as held
for trading under the fair value option (“FVO”) as long as its fair value
can be reliably measured. The Company’s financial assets and 
liabilities are measured on the balance sheet at fair value on initial
recognition and are subsequently measured at fair value or amortized
cost depending on their classification as indicated below.

Fair values of financial instruments are based on quoted market prices
in active markets and are determined using bid prices for financial
assets and ask prices for financial liabilities. Fair values of third party
pooled funds are based on the net asset values as advised by the
fund administrators. Transaction costs related to financial assets
and liabilities are expensed as incurred. The Company accounts for the
purchase and sale of securities using trade date accounting. The
effective interest method is used to calculate amortization/accretion
of premiums or discounts on fixed income securities.

Held for trading financial assets
Financial assets classified as held for trading are measured at fair
value on the balance sheet with realized gains and losses and net
changes in unrealized gains and losses recorded in investment 
income along with dividends and interest earned.

The Company maintains a cash-flow matched investment portfolio
which was designated as held for trading under the FVO. The cash-flow
matched portfolio consists of fixed income investment securities the
amounts and terms of which match the expected timing and magnitude
of future payments of claims and adjustment expenses. The cash-flow
matched portfolio represents a significant component of the Company’s
risk management strategy for meeting its claims obligations. The
designation of the financial assets in the cash-flow matched investment
portfolio as held for trading is intended to significantly reduce the
measurement or recognition inconsistency that would otherwise arise
from measuring assets, liabilities, and gains and losses under different
accounting methods. Interest rate movements cause changes in the
values of the investment portfolio and of discounted estimated future
claims liabilities. As the changes in values of the matched portfolio
and of the discounted estimated future claims liabilities flow through
the income statement, the result is an offset of at least a significant
portion of these changes.

Cash and cash equivalents are also classified as held for trading.
Cash and cash equivalents consist of cash on hand, balances with
banks, and short-term investments that mature in three months or
less from the date of acquisition.

Available for sale financial assets
Financial assets classified as available for sale are measured at fair
value on the balance sheet. Dividends and interest income from
available for sale securities, including amortization of premiums and
the accretion of discounts, are recorded in investment income in the
statement of income. Net changes in unrealized gains and losses are
recorded in other comprehensive income (“OCI”) until realized, at
which time the cumulative gain or loss is reclassified to investment
income in the statement of income. Also, unrealized losses that are
determined to be other than temporary are reclassified to investment
income. Investments in equity securities classified as available for
sale that do not have quoted market prices in an active market
would be measured at cost.

Financial assets in the Company’s surplus portfolio (consisting of
all investments outside the cash-flow matched portfolio) including
fixed income securities, equities and pooled funds, are designated
as available for sale.

Other financial assets and liabilities
The Company has not designated any financial assets as held to
maturity. Loans and receivables and other financial liabilities are carried
at amortized cost. Given the short term nature of other financial assets
and other financial liabilities, amortized cost approximates fair value.

Impairment
Available for sale assets are tested for impairment on a quarterly
basis. Objective evidence of impairment for bonds includes financial
difficulty of the issuer, bankruptcy or defaults and delinquency in
payments of interest or principal. Objective evidence of impairment
for stocks includes a significant or prolonged decline in fair value of
the stock below cost or changes with adverse effects that have taken
place in the technological, market, economic or legal environment in
which the issuer operates that may indicate that the carrying value
will not recover.

Where there is objective evidence that an available for sale asset is
impaired and the decline in value is considered other than temporary,
the loss accumulated in OCI is reclassified to net investment income.
Once an impairment loss is recorded to income, the loss can only be
reversed for fixed income securities to the extent a subsequent 
increase in fair value can be objectively correlated to an event occurring
after the loss was recognized. Following impairment loss recognition,
these assets will continue to be recorded at fair value with changes in
fair value recorded to OCI and tested for further impairment quarterly.
Interest is no longer accrued and previous interest accruals 
are reversed.

Capital assets
Capital assets are carried at amortized cost. Amortization is charged
to expense on a straight-line basis over the estimated useful lives
of the assets as follows:

Furniture and fixtures 3 to 5 years
Computer equipment and software 1 to 3 years
Leasehold improvements Term of lease
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Premium related balances
Insurance policies under the professional liability insurance 
program are effective on a calendar year basis. Professional 
liability insurance premium income is earned on a pro rata basis
over the term of coverage of the underlying insurance policies;
generally one year, except for policies for retired lawyers, which
have terms of up to five years. The portion of premiums related
to the unexpired term of coverage at the balance sheet date is
recorded as unearned premiums. Title insurance premiums are
earned at the inception date of policies.

Premiums receivable are recorded as amounts due from insureds
in the balance sheet, net of any required provision for doubtful
amounts. Premiums received from insureds in advance of the 
effective date of the insurance policy are recorded as amounts
due to insureds in the balance sheet.

The Company defers policy acquisition expenses, primarily 
premium taxes on its written professional liability insurance 
premiums, to the extent these costs are considered recoverable.
These costs are expensed on the same basis that the related 
premiums are earned. The method to determine recoverability of
deferred policy acquisition expenses takes into consideration 
future claims and adjustment expenses to be incurred as 
premiums are earned and anticipated investment income. Deferred
policy acquisition expenses are not material at year-end, and
therefore the Company’s policy is to not recognize an asset on
the balance sheet.

Other income
Other income is miscellaneous income other than premium income
or investment income and is recognized when it is earned.

Claims related balances
a) Provision for unpaid claims and adjustment expenses
The provision for unpaid claims and adjustment expenses is 
calculated based on accepted actuarial practice developed by the
Canadian Institute of Actuaries. The provision consists of case
estimates prepared by claims adjusters and a provision for 
incurred but not reported claims (“IBNR”). The estimates include
related investigation, settlement and adjustment expenses. The
estimates are regularly reviewed and updated, and any resulting
adjustments are included in current income. The provision is
recorded net of anticipated salvage and subrogation recoveries.

Claim liabilities are carried on a discounted basis using the yield
of the underlying assets backing the claim liabilities, with a 
provision for adverse deviations, in accordance with accepted 
actuarial practice. Since the underlying assets are carried at fair
value, the discount rate is the market yield.

b) Deductibles
The professional liability insurance policy requires insureds to
pay deductibles to the maximum extent of $25 each on individual
claims. Expected deductible recoveries on paid and unpaid claims

are recognized net of any required provision for uncollectible 
accounts at the same time as the related claims liability.

Reinsurance
Net premiums earned and claims incurred are recorded net of
amounts ceded to, and recoverable from, reinsurers in the statement
of income. Amounts relating to reinsurance in respect of the 
premiums and claims related balances in the balance sheet are
recorded separately. Amounts recoverable from reinsurers are
estimated and recognized in a manner consistent with the 
Company’s method of determining the policy liability associated
with the reinsurance policy.

Employee future benefits
The Company maintains a defined contribution pension plan for
its employees as well as a supplemental defined benefit pension
plan for certain designated employees, which provides benefits
to those employees in excess of the benefits provided by the 
Company’s defined contribution pension plan. The benefit liability
under the supplemental defined benefit pension plan is actuarially
determined using the projected benefit method pro-rated on service
and management’s assumptions about discount rates, expected
plan assets’ performance, salary growth and retirement ages of
employees. The discount rate is determined on the basis of market
conditions at year-end and other assumptions are based on long
term expectations.

Adjustments for plan amendments are recognized fully in income
in the year to which they relate. Changes in assumptions and 
actuarial gains and losses are recognized in income in the year
following the actuarial valuation of the benefit liability to which
they relate.

Income taxes
The Company uses the asset and liability method of accounting
for income taxes. Under this method of tax allocation, future 
income tax assets and liabilities are determined based on the 
differences between the financial reporting and tax basis of assets
and liabilities, and are measured using the tax rates and laws that
are expected to be in effect in the periods in which the future income
tax assets or liabilities are expected to be settled or realized,
where those tax rates and laws have been substantively enacted.

Use of estimates
The preparation of financial statements requires management to
make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the year.
Actual results could differ from these estimates and changes in
estimates are recorded in the year in which they are determined.
The most significant assets and liabilities which require estima-
tion in their determination are the provision for unpaid claims
and adjustments and reinsurers’ share thereof (note 4).
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The available for sale assets disclosed in the preceding tables exhibit
evidence of impairment; however, no impairment loss has been 
recognized in net income because it is not considered other than
temporary, due to factors such as a lack of prolonged decline and/or
the existence of good prospects for future recovery.

b) Realized/change in unrealized gains and losses
The realized capital gains (losses) and increase (decrease) in the
unrealized gains and losses of the Company’s available for sale 
investments for the year are as follows:

2009
Increase (decrease) in

Net realized gains (losses) unrealized gains and losses
Gross Tax Net Gross Tax Net

Fixed
income
securities $      240 (79) 161 1,448 (458) 990

Equities (10,682) 3,525 (7,157) 18,918 (6,243) 12,675

Total $(10,442) 3,446 (6,996) 20,366 (6,701) 13,665

2008
Increase (decrease) in

Net realized gains (losses) unrealized gains and losses
Gross Tax Net Gross Tax Net

Fixed
income
securities $      931 (312) 619 (635) 212 (423)
Equities 1,162 (389) 773 (12,847) 4,304 (8,543)
Total $ 2,093 (701) 1,392 (13,482) 4,516 (8,966)

c) Investment income
Investment income arising from investments classified as held for
trading under FVO and from investments classified as available for
sale recorded in net income for the year is as follows:

2009 2008
Held for Held for
trading Available trading Available
under for under for
FVO sale Total FVO sale Total

Interest $ 12,645 3,174 15,819 $ 12,444 4,141 16,585

Dividends 28 1,024 1,052 77 1,152 1,229

Net realized
gains (losses) 194 (10,442) (10,248) 350 2,093 2,443

Change in net
unrealized
gains and
losses 6,028 — 6,028 1,028 — 1,028

18,895 (6,244) 12,651 13,899 7,386 21,285

Less:
Investment
expenses (315) (463) (778) (321) (306) (627)

Investment
income $18,580 (6,707) 11,873 $13,578 7,080 20,658

INVESTMENTS

a) Summary

December 31, 2009

Cost or Gross Gross
amortized unrealized unrealized Estimated

cost gains losses fair value
Available for sale
Fixed income
securities $     68,201 1,740 (370) 69,571
Common equities 32,093 4,504 (947) 35,650
Preferred equities 125 48 — 173

100,419 6,292 (1,317) 105,394
Held for trading
under FVO
Fixed income
securities 320,542 9,351 (780) 329,113
Preferred equities 615 — (159) 456

$  321,157 9,351 (939) 329,569
Total $ 421,576 15,643 (2,256) 434,963
Reconciled in 
aggregate to asset
classes as follows:
Fixed income
securities $  388,743 11,091 (1,150) 398,684
Equities 32,833 4,552 (1,106) 36,279

Total $ 421,576 15,643 (2,256) 434,963

December 31, 2008

Cost or Gross Gross
amortized unrealized unrealized Estimated

cost gains losses fair value
Available for sale
Fixed income
securities $77,962 2,035 (2,113) 77,884
Common equities 49,191 300 (15,615) 33,876

127,153 2,335 (17,728) 111,760
Held for trading
under FVO
Fixed income
securities 290,637 7,117 (4,467) 293,287
Preferred equities 1,605 10 (277) 1,338

292,242 7,127 (4,744) 294,625
Total $419,395 9,462 (22,472) 406,385
Reconciled in
aggregate to asset
classes as follows:
Fixed income
securities $368,599 9,152 (6,580) 371,171
Equities 50,796 310 (15,892) 35,214

Total $419,395 9,462 (22,472) 406,385
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December 31, 2008 Within 1 to 5 Over
1 Year Years 5 Years Total

Available for sale
Issued or guaranteed by:
Canadian federal
government $         — 23,177 1,131 24,308
Canadian provincial
and municipal
government — 1,203 2,969 4,172
Other government — — — —
Mortgage backed
securities — 1,350 18,071 19,421
Corporate debt — 3,944 26,039 29,983

$         — 29,674 48,210 77,884

Held for trading 
under FVO
Issued or guaranteed by:
Canadian federal
government $ 39,474 63,594 17,355 120,423
Canadian provincial
and municipal
government 7,455 18,038 48,712 74,205
Other government — 5,371 2,496 7,867
Mortgage backed
securities — 1,248 1,351 2,599
Corporate debt 16,138 54,364 17,691 88,193

$  63,067 142,615 87,605 293,287
Fixed income securities $ 63,067 172,289 135,815 371,171
Percent of total 17% 46% 37% 100%

The weighted average duration of fixed income securities at 
December 31, 2009 is 3.52 years (2008: 4.32 years). The effective
yield on fixed income securities as at December 31, 2009 is 3.67%
(2008: 3.96%).

CAPITAL ASSETS

2009 2008

Cost Accumulated Carrying Carrying
amortization value value

Furniture & Fixtures $  1,321 (506) 815 1,078

Computer Equipment 1,023 (835) 188 436

Computer Software 264 (199) 65 88

Leasehold 
Improvements 2,778 (473) 2,305 2,391

Total $ 5,386 (2,013) 3,373 3,993

d) Maturity profile of fixed income securities
The maturity profile of fixed income securities and its analysis by
type of issuer is as follows:

December 31, 2009 Within 1 to 5 Over
1 Year Years 5 Years Total

Available for sale
Issued or guaranteed by:
Canadian federal
government $      150 23,862 1,494 25,506
Canadian provincial
and municipal
government 120 11,075 10,720 21,915
Other government — — — —
Mortgage backed
securities — 285 3,252 3,537
Corporate debt 894 3,306 14,413 18,613

$   1,164 38,528 29,879 69,571
Held for trading 
under FVO
Issued or guaranteed by:
Canadian federal 
government $ 42,065 63,277 11,075 116,417
Canadian provincial
and municipal 
government 7,193 36,839 38,896 82,928
Other government — — — —
Mortgage backed
securities — 1,165 1,275 2,440
Corporate debt 29,771 63,938 33,619 127,328

$ 79,029 165,219 84,865 329,113
Fixed income securities $80,193 203,747 114,744 398,684
Percent of total 20% 51% 29% 100%

Lawyers’ Professional Indemnity Company       2009 Annual Report22

3

As at December 31, 2009
Amounts stated in thousands of Canadian dollars (except per share amounts)

NOTES TO FINANCIAL STATEMENTS



PROVISION FOR UNPAID CLAIMS AND ADJUSTMENT EXPENSES

The determination of the provision for unpaid claims and adjustment
expenses is a complex process based on known facts, interpretations
and judgment and is influenced by a variety of factors. Consequently,
the measurement of the ultimate settlement costs of claims made to
date that underlies the provision for unpaid claims and adjustment
expenses, and any related recoveries for reinsurance and deductibles,
involves estimates and measurement uncertainty. The amounts are
based on estimates of future trends in claim severity and other factors
which could vary as claims are settled.

Variability can be caused by several factors including the emergence
of additional information on claims, changes in judicial interpretation
and significant changes in severity or frequency of claims from 
historical trends. Ultimate costs incurred could vary from current
estimates. Although it is not possible to measure the degree of 
variability inherent in such estimates, management believes that the
methods of estimation that have been used will produce reasonable
results given the current information. An actuary performs a valuation
of claims liabilities at least annually. As adjustments to estimated
claims liabilities become necessary, they are reflected in current
operations.

To limit losses through the spreading of risks, the Company cedes 
reinsurance to other insurers. In the event that a reinsurer is unable
to meet obligations assumed under reinsurance agreements, the
Company is liable for such amounts. The Company has guidelines
and a review process in place to ascertain the creditworthiness of the
companies to which it cedes. Based on current information of the
financial health of the reinsurers, no provision for doubtful debts
has been made in the financial statements in respect of reinsurers.

Details of the provision for unpaid claims and adjustment expenses,
by line of business, is summarized as follows.

December 31, 2009 Gross Ceded Net

Liability 370,385 (45,280) 325,105

Title 13,470 (205) 13,265

Total 383,855 (45,485) 338,370

December 31, 2008 Gross Ceded Net

Liability 337,185 (46,019) 291,166

Title 11,461 (167) 11,294

Total 348,646 (46,186) 302,460
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Changes in the provision for unpaid claims and adjustment expenses
recorded in the balance sheet is comprised of the following:

2009 2008
Provision for unpaid claims and
adjustment expenses – beginning 
of year – net $ 302,461 284,178 

Change in net provision for claims
and adjustment expenses due to:
Prior years' incurred claims 4,698 (15,143)
Current year's incurred claims 96,987 94,470

Net claims and adjustment 
expenses paid in relation to:
Prior years (63,054) (55,099)

Current year (9,723) (8,499)

Impact of discounting 7,001 2,553

Provision for unpaid claims and
adjustment expenses – end of 
period – net 338,370 302,460

Reinsurers’ share of provisions for
unpaid claims and adjustment
expenses 45,485 46,186

Provision for unpaid claims and
adjustment expenses – end of 
period – gross $ 383,855 348,646

The Government of Ontario is expected to implement a Harmonized
Sales Tax (“HST”) for the province effective on July 1, 2010. Amounts
currently provided in the provision for unpaid claims and adjustment
expenses above include a $10,681 provision, before discounting and
reinsurance, relating to the estimated effect of the HST on claims
payments expected to be made after June 30, 2010 with respect to
claims incurred on or before the statement date of December 31, 2009.
This additional provision has been allocated $2,492 to the current
year’s claims and $8,189 to prior years’ claims.

Details of the net claims and adjustment expenses for the year
ended December 31 are as follows:

2009 2008
Gross Ceded Net Gross Ceded Net

Claims &
adjustment
expenses paid 70,350 3,539 66,811 64,653 6,527 58,126

Change in case
reserves 16,821 (3,209) 20,030 10,517 (7,490) 18,007

Change in IBNR 10,001 1,460 8,541 (6,175) (3,367) (2,808)

Discount expense/
(income) 8,049 1,048 7,001 3,350 797 2,553

Unallocated loss 
adjustment 
expenses paid 5,966 — 5,966 5,472 — 5,472

Change in ULAE 337 — 337 530 — 530

$111,524 2,838 108,686 78,347 (3,533) 81,880



As the provision for unpaid claims and adjustment expenses is
recorded on a discounted basis and reflects the time value of money,
its carrying value is expected to provide a reasonable basis for the
determination of fair value. However, determination of fair value
also requires the practical context of a buyer and seller, both of whom
are willing and able to enter into an arm’s length transaction. In the
absence of such a practical context, the fair value is not readily 
determinable.

RELATED PARTY TRANSACTIONS

Pursuant to a service agreement effective January 1, 1995, and as
amended effective September 30, 2009, the Company administers
the Errors and Omissions Insurance Fund (the “Fund”) of the Law
Society and provides all services directly related to the operations
and general administration of the Fund in consideration for the Law
Society insuring its mandatory professional liability insurance program
with the Company.

The insurance policy under the mandatory professional liability 
insurance program of the Law Society is written by the Company and
is effective on a calendar year basis. The insurance policy is renewed
effective January 1 each year subject to the Law Society’s acceptance
of the terms of renewal submitted by the Company.

Commencing January 1, 1995, there was no longer the Law Society
deductible and 100% of the risk over the individual member 
deductible was insured through the Company. The annual policy limits
for each of the years effective January 1, 1995 to December 31, 2009
are $1,000 per claim and $2,000 in aggregate per member.

For the year ended December 31, 2009, 89% of the premiums written
related to mandatory insurance coverage provided to the Law Society
and its members (2008: 87%). Under the insurance policy that was
in force between July 1, 1990 and December 31, 1994, the Company
was responsible for claims in excess of the Law Society and member
deductibles. The provision for unpaid claims and adjustment expenses
is net of amounts relating to policies for years prior to 1995 that are
payable by the Law Society. For 2009, the Company has estimated an
additional premium of $13,568 from (2008: $1,415 refund of premium
to) the Fund pursuant to the retrospective premium rating provisions
of its insurance policy. This retrospective premium forms part of
the net inter-company balance due from the Law Society of $19,124
(2008: $7,392).

EMPLOYEE FUTURE BENEFITS

The Company has a defined contribution pension plan which is
available to all its employees upon meeting the eligibility requirements.
Each employee is required to contribute 4.5% of yearly maximum
pensionable earnings, and 6% in excess thereof, of an employee’s
annual base earnings. Under the plan, the Company matches all
employee contributions. The Company made payments of $496 in 2009
(2008: $468) and recorded pension expense of $496 (2008: $470).
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The Company also has a supplemental defined benefit pension plan.
Funding for the supplemental plan commenced in 2005, with payments
of $1,557 in 2009 (2008: $756) and recorded pension expenses of
$86 in 2009 (2008: $1,026). Funding requirements are reviewed
annually with an actuarial valuation for funding purposes effective
as at December 31. The most recent actuarial valuation for funding
purposes was performed effective December 31, 2009. For reporting
purposes, all assets and liabilities associated with pension benefits
have been measured using values as at December 31, 2009.

Accrued benefit obligation 2009 2008

Balance, beginning of the year $ 2,938 2,312

Current service cost 139 191

Interest cost 200 162

Actuarial loss (gain) 461 (461)

Plan amendment — 734

Balance, end of year $ 3,738 2,938

Fair value of plan assets 2009 2008
Market value of plan assets – 
beginning of year $ 2,862 2,346

Actual return on plan assets, 
net of expenses 413 (240)

Employer contribution 1,558 756

Market value of plan assets – 
end of year $ 4,833 2,862

The defined benefit plan assets arise primarily from employer 
contributions that are originally allocated equally between deposits
with the Government of Canada and investments in the units of a
balanced pooled fund, representing a portfolio mix of equities and
debt securities. 

Reconciliation of funded status surplus (deficit) of the benefit plans
to the amounts recorded in the financial statements:

2009 2008
Fair value of plan assets $ 4,833 2,862

Accrued benefit obligation (3,738) (2,938)

Funded status surplus (deficit) 1,095 (76)

Unamortized net actuarial loss 166 (135)

Accrued benefit asset (liability) $1,261 (211)

The accrued benefit asset is included in other assets while the accrued
benefit liability is included in expenses due and accrued in the 
balance sheet.
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for financial reporting purposes and the amounts used for income
tax purposes. The sources of these temporary differences and the
tax effects for each year are as follows:

2009 2008
Investments $ (1,278) (2,100)

Net provision for unpaid claims
and adjustment expenses 4,863 4,591

Other (224) 154

Total $ 3,361 2,645

During the year the Company made payments of $2,257 and received
refunds of $4,939 from tax authorities. 

SHAREHOLDER’S EQUITY

Capital stock of the Company represents:

30,000 Common Shares of par value of $100 each – authorized, issued
and paid.

20,000 6% non-cumulative, redeemable, non-voting Preferred
Shares of par value of $100 each – authorized, issued and paid.

STATUTORY INSURANCE INFORMATION

The Company is the beneficiary of trust accounts in the amount of
$1,288 (2008: $7,866) which are held as security for reinsurance
ceded to unregistered reinsurers. This trust balance is not reflected in
these financial statements but is considered in determining statutory
capital requirements.

In accordance with licensing requirements, the Company has deposited
securities with the regulatory authorities having a market value of
$51 (2008: $50).

OPERATING LEASE COMMITMENTS

The Company entered into a lease effective February 1, 2008 for new
premises at 250 Yonge Street.

At December 31, 2009, lease obligations on office premises were
as follows:

2010 $  1,220
2011 1,220
2012 1,220
2013 1,220
2014 1,220
Thereafter 4,168

Components of defined benefit costs recognized in the year:

2009 2008

Current service cost $ 139 190

Interest cost 200 162

Actual return on assets (412) 240

Actuarial losses (gains) 461 (461)

Past service cost — 734

Difference between actual and 
recognized actuarial losses (597) 486

Difference between actual and 
expected return on assets 295 (325)

Defined benefit costs recognized 
in the statement of income $ 86 1,026

The significant assumptions used by the Company are as follows
(weighted average):

2009 2008

Discount rate 6.00% 6.50%

Expected long term rate of return
on plan assets 6.00% 6.00%

Rate of compensation increase 3.00% 3.50%

INCOME TAXES

The following table reconciles the difference between the income
taxes that would result solely by applying statutory tax rates to
pre-tax (loss) income and the income taxes actually provided in the
financial statements.

2009 2008
Net (loss)/income before taxes $ (10,644) 10,245

(Recovery of)/provision for income
taxes at statutory rates (3,512) 3,432

(Decrease)/increase resulting from:
Unpaid claims (177) 221
Investments (444) (466)
Other (34) 33

(Recovery of)/provision for
income taxes $ (4,167) 3,220

The Company’s statutory income tax rate for the year ended 
December 31, 2009 is 33.00% (2008: 33.50%).

The Company’s future income tax asset is the result of temporary
differences between the carrying amounts of assets and liabilities
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FAIR VALUE MEASUREMENTS

Section 3855 defines fair value as the amount of the consideration
that would be agreed upon in an arm's length transaction between
knowledgeable, willing parties who are under no compulsion to act.
To increase the consistency and comparability in fair value 
measurements and related disclosures, Section 3862 establishes a fair
value hierarchy which prioritizes the inputs to valuation techniques
used to measure fair value into three broad levels. The level in the
fair value hierarchy within which the fair value measurement is 
categorized in its entirety shall be determined on the basis of the
lowest level input that is significant to the fair value measurement in
its entirety. For this purpose, the significance of an input is assessed
against the fair value measurement in its entirety. The three levels
of the fair value hierarchy as described by Section 3862 are:

Level 1 – Quoted prices (unadjusted) in active markets for
identical assets or liabilities. Level 1 assets and liabilities include
debt and equity securities and derivative contracts that are traded
in an active exchange market, as well as certain government and
agency mortgage-backed debt securities that are highly liquid
and are actively traded in over-the-counter markets.

Level 2 – Observable inputs other than Level 1 prices, such as
quoted prices for similar assets or liabilities; quoted prices in
markets that are not active; or other inputs that are observable or
can be corroborated by observable market data for substantially
the full term of the assets or liabilities. Level 2 assets and 
liabilities include debt securities with quoted prices that are
traded less frequently than exchange-traded instruments and
derivative contracts whose value is determined using a pricing
model with inputs that are observable in the market or can be
derived principally from or corroborated by observable market
data. This category generally includes government and agency
mortgage-backed debt securities and corporate debt securities.

Level 3 – Unobservable inputs that are supported by little or
no market activity and that are significant to the fair value of the
assets or liabilities. Level 3 assets and liabilities include financial
instruments whose value is determined using pricing models,
discounted cash flow methodologies, or similar techniques, as
well as instruments for which the determination of fair value
requires significant management judgment or estimation. This
category generally includes certain private equity investments,
certain asset-backed securities (“ABS”), highly structured,
complex or long-dated derivative contracts, and certain 
collateralized debt obligations (“CDOs”) where independent
pricing information was not able to be obtained for a significant
portion of the underlying assets.

The following table presents the Company’s financial instruments
that have been measured at fair value, on a recurring basis, as at
December 31, 2009. The financial instruments presented below 
include related accrued interest or dividends, as appropriate.

Level 1 Level 2 Level 3 Total

Cash & cash 
equivalents $ 12,471 — — 12,471

Investment –
Available for sale

Fixed income 
securities $  43,880 26,302 — 70,182

Common equities 35,762 — — 35,762

Preferred equities — 173 — 173

79,642 26,475 — 106,117

Investment –
Held for trading 
under FVO

Fixed income 
securities 201,533 129,146 — 330,679

Preferred equities — 463 — 463

$ 201,533 129,609 — 331,142

Total $ 293,646 $ 156,084 $   — $ 449,730

RISK MANAGEMENT

The Company employs an enterprise-wide risk management frame-
work which establishes practices for risk management and includes
policies, processes to identify, assess, manage and monitor risks and
risk tolerance limits. It provides governance and supervision of risk
management activities across the Company’s business units, 
promoting the discipline and consistency applied to the practice of
risk management.

The Company’s risk framework is designed to minimize risks that
could materially adversely affect the value or stature of the Company,
to contribute to stable and sustainable returns, to identify risks that
the Company can manage in order to increase earnings, and to provide
transparency of the Company’s risks through internal and external
reporting. The Company’s risk philosophy involves undertaking
risks for appropriate return and accepting those risks that meet its
objectives. The Company’s risk management program is aligned with
its long term vision and its culture supports an effective risk 
management program. The key components of the risk culture include
acting with fairness, appreciating the impact of risk on all major
stakeholders, embedding risk management into day to day business
activities, fostering full and transparent communications, cooperation,
and aligning of objectives and incentives.

a) Insurance risk 
Insurance risk is the risk of loss due to actual experience differing
from the experience assumed when a product was designed and
priced with respect to claims, policyholder behaviour and expenses.
A variety of assumptions are made related to the future level of
claims, policyholder behaviour, expenses and sales levels when
products are designed and priced as well as in the determination
of actuarial liabilities. The development of assumptions for future
claims are based on Company and industry experience; assumptions
for policyholder behaviour are based on Company experience and
predictive models.  Such assumptions require a significant amount
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of professional judgment and therefore, actual experience may be
materially different than the assumptions made by the Company.
The Company has policies and procedures in place in order to monitor
and control these risks.

b) Credit risk
Credit risk is the risk of loss due to the inability or unwillingness
of a borrower or counterparty to fulfill its payment obligation to the
Company. Credit risks arise from investments in fixed income 
securities and preferred shares, and its balances due from insureds
and reinsurers.

Management monitors credit risk and any mitigating controls. The
Company has established a credit review process where the credit
quality of all exposures is continually monitored so that appropriate
prompt action can be taken when there is a change which may have
material impact.

Governance processes around investments include oversight by the
Board of Directors’ Investment Committee. The oversight includes
reviews of the Company’s third party investment managers, 
investment performance and adherence to the Company’s investment
policy. The Company’s investment policy statement is reviewed at
least on an annual basis and addresses various matters including
investment objectives, risks and management. Guidelines and limits
have been established in respect of asset classes, issuers of securities
and the nature of securities to address matters such as quality and
concentration of risks.

With respect to credit risk arising from balances due from reinsurers,
the Company's exposure is measured as both current exposure and
potential future exposure reflecting the level of ceded liabilities.
Reinsurance and insurance counterparties must also meet minimum
risk rating criteria. The Company’s Board of Directors has approved a
reinsurance policy, which is monitored by the Company’s Audit
Committee.

The credit risk profile of the Company’s investments in fixed income
securities and term deposits as at December 31 is provided below. 

2009 2008
Market % of Total Market % of Total

Credit rating value holdings value holdings
AAA $ 163,835 42% $ 165,287 45%
AA 88,014 22% 75,259 20%
A 103,465 26% 97,887 26%
BBB 29,433 7% 17,465 5%
BB or lower — 0% — 0%
Not rated 13,937 3% 15,273 4%
Total $ 398,684 100% $ 371,171 100%

c) Liquidity risk
Liquidity risk is the risk that the Company will not have enough
funds available to meet all expected and unexpected cash outflow
commitments as they fall due. Under stressed conditions, unexpected
cash demands could arise primarily from a significant increase in
the level of claim payment demands.

To manage its cash flow requirements, the Company has arranged
diversified funding sources and maintains a significant portion of
its invested assets in highly liquid securities such as cash and cash
equivalents and government bonds (see note 2d). In addition, the
Company has established counterparty exposure limits that aim to
ensure that exposures are not so large that they may impact the
ability to liquidate investments at their market value.

Claims liabilities account for the majority of the Company's liquidity
risk. A significant portion of the investment portfolio is invested with
the primary objective of matching the investment asset cash flows with
the expected future payments on these claims liabilities. This portion,
referred to as the cash flow matched investment portfolio, consists
of fixed income and preferred equity securities that are intended to
address the liquidity and cash flow needs of the Company as claims are
settled. The remainder of the Company’s overall investment portfolio,
the available for sale portfolio, backs shareholder’s equity and is
invested in fixed income securities and equities with the objective
of preserving capital and achieving an appropriate return consistent
with the objectives of the Company. 

The following table summarizes carrying amounts of financial 
instruments and insurance assets and liabilities by contractual 
maturity or expected cash flow dates (the actual repricing dates may
differ from contractual maturity because certain securities and
debentures have the right to call or prepay obligations with or without
call or prepayment penalties). 

December 31, 2009

Within One to Five to More than No fixed
One year Five years Ten years Ten years Maturity Total

Assets

Cash and 
cash equivalents $   12,471 — — — — 12,471

Investments –
held for trading 
under FVO 79,029 165,219 52,309 32,556 456 329,569

Investments –
available for sale 1,164 38,528 21,271 8,608 35,823 105,394

Investment income
due and accrued 2,296 — — — — 2,296

Due from reinsurers 4,182 — — — — 4,182

Due from insureds 2,194 — — — — 2,194

Due from 
Law Society 19,124 — — — — 19,124

Reinsurers’ share
of unpaid claims 11,916 25,461 6,694 1,414 — 45,485

Other receivable 644 — — — — 644

Other assets 1,593 — — — — 1,593

Total $ 134,613 229,208 80,274 42,578 36,279 522,952

Liabilities

Provision for 
unpaid claims $   78,842 216,814 67,466 20,733 — 383,855

Due to reinsurers 568 — — — — 568

Due to insureds 260 — — — — 260

Expenses due 
and accrued 1,963 — — — — 1,963

Income taxes due
and accrued 7 — — — — 7

Total $  81,640 216,814 67,466 20,733 — 386,653
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asset cash flows under unfavourable interest environments. The
estimated impact on the Company of an immediate parallel increase
of 1% in interest rates as at December 31, 2009, across the yield curve
in all markets, would be a decrease in net investment income of
$9,971 (2008: $9,903) and a decrease in net claims and adjustment
expenses of $11,212 (2008: $9,975) and conversely, an immediate
1% parallel decrease in interest rates would result in an estimated
increase in net investment income of $10,402 (2008: $10,621) and
an increase in net claims and adjustment expenses of $11,766 
(2008: $10,701). 

Bonds designated as available for sale generally do not support 
actuarial liabilities. Changes in fair value of available for sale fixed
income securities are recorded to OCI.  For the Company’s available
for sale fixed income securities, an immediate 1% parallel increase
in interest rates at December 31, 2009, across the entire yield
curve, would result in an estimated after-tax decrease in OCI of
$2,496 (2008: $3,269). Conversely, an immediate 1% parallel 
decrease in interest rates would result in an estimated after-tax 
increase in OCI of $2,799 (2008: $3,766). 

Market price and interest rate risk is managed through established
policies and standards of practice that limit market price and interest
rate risk exposure. Company-wide market price and interest rate risk
limits are established and actual positions are monitored against
limits. Target asset mixes, term profiles, and risk limits are updated
regularly and communicated to portfolio managers. Actual asset
positions are periodically rebalanced to within established limits. 

Equity price risk is the risk that the fair values of equities decrease
as the result of changes in the levels of equity indices and the value
of individual stocks. The Company’s equities are designated as
available for sale and generally do not support actuarial liabilities.
Assuming all other variables held constant, an immediate 10% 
increase in stock prices at December 31, 2009, would result in an
estimated after-tax increase in OCI of $2,507 (2008: $2,250), and
conversely, an immediate 10% decrease in stock prices would result
in an estimated after-tax decrease in OCI of $2,507 (2008: $2,250).

Currency risk is the risk that the fair value or future cash flows of
a financial instrument will fluctuate because of changes in foreign 
exchange rates, in particular when an asset and liability mismatch
exists in a different currency than the currency in which they are
measured. As the Company does not hold significant liabilities in
foreign currencies, the resulting currency risk is borne by the 
Company and forms part of its overall investment income. The table
below details the effect of a 10% movement of the currency rate
against the Canadian dollar as at December 31, 2009, with all other
variables held constant. As at December 31, 2008, the Company
did not have significant direct holdings in foreign denominated 
financial instruments.

Currency Effect on Income Effect on
before taxes (+/-) OCI (+/-)

US Dollar $ 1 $ 747
Euro — $ 417
Other — $ 172

$ 1 $ 1,336
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December 31, 2008

Within One to Five to More than No fixed
One year Five years Ten years Ten years Maturity Total

Assets

Cash and 
cash equivalents $    3,039 — — — — 3,039

Investments –
held for trading 
under FVO 63,067 142,615 59,582 28,023 1,338 294,625

Investments –
available for sale — 29,674 21,035 27,175 33,876 111,760

Investment income 
due and accrued 2,165 — — — — 2,165

Due from reinsurers 6,308 — — — — 6,308

Due from insureds 2,216 — — — — 2,216

Due from 
Law Society 7,392 — — — — 7,392

Reinsurers’ share 
of unpaid claims 12,201 25,593 7,098 1,294 — 46,186

Other receivable 680 — — — — 680

Other assets 330 25 — — — 355

Income taxes 
recoverable 5,925 — — — — 5,925

Total $ 103,323 197,907 87,715 56,492 35,214 480,651

Liabilities

Provision for 
unpaid claims $  72,006 196,354 61,564 18,722 — 348,646

Due to reinsurers 527 — — — — 527

Due to insureds 5 — — — — 5

Expenses due 
and accrued 2,783 — — — — 2,783

Total $ 75,321 196,354 61,564 18,722 — 351,961

d) Market and interest rate risk
Market risk is the risk that the fair value or future cash flows of 
financial instruments will fluctuate due to changes in market variables
such as interest rate, foreign exchange rates, and equity prices. Due
to the nature of the Company's business, invested assets and insurance
liabilities as well as revenues and expenses are impacted by 
movements in capital markets, interest rates, and to a lesser extent,
foreign currency exchange rates. Accordingly, the Company considers
these risks together in managing its asset and liability positions
and ensuring that risks are properly addressed. These risks are 
referred to collectively as market price and interest rate risk – the
risk of loss resulting from movements in market price, interest rate,
credit spreads and foreign currency rates.

Interest rate risk is the potential for financial loss arising from
changes in interest rates. The Company is exposed to interest rate
price risk on monetary financial assets and liabilities that have a
fixed interest rate and is exposed to interest rate cash flow risk on
monetary financial assets and liabilities with floating interest rates
that are reset as market rates change. 

For held for trading assets and other financial assets supporting
actuarial liabilities, the Company is exposed to interest rate risk when
the cash flows from assets and the policy obligations they support are
significantly mismatched, as this may result in the need to either
sell assets to meet policy payments and expenses or reinvest excess



The Company also manages possible excessive concentration of risk.
Excessive concentrations arise when a number of counter parties
are engaged in similar business activities, or activities in the same
geographic region, or have similar economic features that would cause
their ability to meet contractual obligations to be similarly affected
by changes in economic, political and other conditions. Concentrations
indicate the relative sensitivity of the Company's performance to
developments affecting a particular industry or geographic location.
In order to avoid excessive concentrations of risk, the Company 
applies specific policies on maintaining a diversified portfolio. Identified
risk concentrations are managed accordingly.  

The following table summarizes the carrying amounts of financial 
instruments by geographical location of the issuer.

December 31, 2009

Cash Fixed Investment
and Cash Income Income Due %

Equivalents Securities Equities and Accrued Total of Total 

Canada $ 12,453 398,684 17,288 2,246 430,671 95.8%

USA 17 — 8,649 12 8,678 1.9%

Netherlands — — 2,182 — 2,182 0.5%

Germany — — 1,926 — 1,926 0.4%

Others 1 — 6,234 38 6,273 1.4%

Total $ 12,471 398,684 36,279 2,296 449,730 100.0%

December 31, 2008

Cash Fixed Investment
and Cash Income Income Due %

Equivalents Securities Equities and Accrued Total of Total 

Canada $   3,026 371,171 15,398 2,153 391,748 95.2%

USA 13 — 8,275 12 8,300 2.0%

Japan — — 2,548 — 2,548 0.6%

United 
Kingdom — — 1,445 — 1,445 0.4%

Others — — 7,548 — 7,548 1.8%

Total $ 3,039 371,171 35,214 2,165 411,589 100.0%

CAPITAL MANAGEMENT

Capital is comprised of the Company’s shareholder’s equity. As at 
December 31, 2009 the Company’s shareholder’s equity was $141,067
(2008: $133,879). The Company’s objectives when managing capital

are to maintain financial strength and protect its claims paying 
abilities, to maintain creditworthiness and to maximize returns for
shareholders over the long term. Senior management develops the
capital strategy and oversees the capital management processes of
the Company. Capital is managed using both regulatory capital
measures and internal metrics.

FSCO, the Company’s primary insurance regulator, along with other
provincial insurance regulators, regulate the capital required in the 
Company using two key measures, i.e., Minimum Capital Test (“MCT”)
and the Dynamic Capital Adequacy Test (“DCAT”). The minimum
solvency ratio targeted by the Company is 175%, which is higher
than the regulatory MCT requirement of 150%. To monitor current
and future capital requirements, the Company’s appointed actuary
models the Company’s expected financial position under various
adverse scenarios. The appointed actuary must present both an 
annual report and the DCAT report to management and the Audit
Committee. During the year ended December 31, 2009, the Company
complied with the various provincial regulators’ guidelines and as
at December 31, 2009, the Company has a MCT ratio of 206% 
(2008: 219%).

A common measure of capital adequacy in the property and casualty
industry used by management is the ratio of net premiums to surplus
(or shareholder’s equity). The higher the ratio, the greater is the
potential risk borne by the Company in relation to the surplus 
available to absorb loss variations. The net premiums written to
surplus ratio at December 31, 2009 was 0.72 (2008: 0.64).

The Company may use reinsurance to manage its capital position. 

COMPARATIVE FIGURES

The Company restated the prior year’s Due from the Law Society
of Upper Canada and Due to Insureds account balances to conform
to the current year’s presentation.
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