Canadian Lawyers Liability Assurance Society

Notice of Annual Meeting of Subscribers

To: ALL Subscribers of CLLAS

Copy: Elaine Hultzer, Deloitte
Julie-Linda Laforce, Axxima Inc.

From: The Board of Directors
Re: Annual Meeting of Subscribers
Date: May 20, 2015

As you will see from the accompanying documents, the Annual Meeting of Subscribers of Canadian Lawyers
Liability Assurance Society (CLLAS) will be held at the office of Davies Ward Phillips & Vineberg LLP, 40"
Floor, RBC Centre, 155 Wellington Street West, Toronto, Ontario on Wednesday, June 24, 2015 beginning
at 8:30 a.m. Eastern Standard Time.

In this regard we would like to draw your attention to the following items.
1. CLLAS financial statements for FY2014 are enclosed with this notice.

2. If you are unable to attend the Subscribers’” Meeting we encourage you to complete, date and
sign the enclosed Proxy and return it to Nicholas Leblovic.

All Subscribers please confirm your attendance with Norma Ibbetson at normaibbetson@axxima.ca by June
10, 2015.

Office of the General Manager, 36 Toronto Street, Suite 510, Toronto, Ontario M5C 2C5
Tel: 1-855-729-9462 Fax: 1-855-529-9462



Canadian Lawyers Liability Assurance Society

FORM OF PROXY
Annual Meeting of Subscribers, June 24, 2015

The undersigned subscriber to Canadian Lawyers Liability Assurance Society (CLLAS) hereby appoints:

to attend and to act on behalf of the undersigned at the annual meeting of the subscribers of CLLAS to be
held on the 24™ of June, 2015 and at any adjournment thereof, and to vote, or withhold from voting, as
follows:

1. To appoint Deloitte LLP as the auditors of CLLAS, until the next annual meeting of
subscribers. VOTE FOR: WITHHOLD VOTE:

2. To appoint Julie-Linda Laforce of Axxima Inc. as the actuary of CLLAS.
VOTE FOR: WITHHOLD VOTE:

If any other matters properly come before the Meeting, this proxy confers discretionary authority
to vote on such other matters.

The undersigned hereby revokes any proxy previously given by the undersigned for use at the
Meeting.

DATED the day of June, 2015.

SUBSCRIBER’s Name (Please print):

Name of Firm

Signature on behalf of Subscriber

Office of the General Manager, 36 Toronto Street, Suite 510, Toronto, Ontario M5C 2C5
Tel: 1-855-729-9462 Fax: 1-855-529-9462



Canadian Lawyers Liability Assurance Society

ANNUAL MEETING OF SUBSCRIBERS

June 24, 2015
8:30 a.m.
Davies Ward Phillips & Vineberg LLP
40™ Floor, RBC Centre
155 Wellington Street West
Toronto, Ontario

AGENDA
Tab
Welcome by Chair
Appointment of Secretary
Approval of Minutes of June 25, 2014 AGM Meeting Minutes A
Annual Report of Management
Annual Financial Report B

Appointment of Auditors
Appointment of Actuary
Other Business

Closure of Meeting

Office of the General Manager, 36 Toronto Street, Suite 510, Toronto, Ontario M5C 2C5
Tel: 1-855-729-9462 Fax: 1-855-529-9462



CANADIAN LAWYERS LIABILITY ASSURANCE SOCIETY
(“CLLAS™)

Minutes of the Annual Meeting of Subscribers

8:30 a.m.

Davies Ward Phillips & Vineberg LLP
40" Floor, RBC Centre
155 Wellington Street West
Toronto, Ontario

Wednesday, June 25, 2014

Present:

Nicholas Leblovic (Chair)
Barry Bresner

Gordon Goodman

Donald Milner

Bill Scott

Dan McDonald (via phone)
Julia Holland

Patrick Mahoney
Norma Ibbetson

Absent:
David Morritt (submitted proxy)
John Esvelt (submitted proxy)

Ken Crofoot
Mike Swartz

1. Constitution of Meeting

Davies Ward Phillips & Vineberg LLP
Borden Ladner Gervais LLP

Cassels Brock & Blackwell LLP
Fasken Martineau DuMoulin LLP
McCarthy Tétrault LLP

McMillan LLP

Torys LLP

Office of the General Manager, CLLAS
Office of the General Manager, CLLAS

Osler, Hoskin & Harcourt LLP
Dentons LLP

Goodmans LLP

WeirFoulds LLP

The Chairman reported that notice of the Annual Meeting of Subscribers had been duly given to
CLLAS’ subscribers, auditor and actuary and that a quorum was present. He brought the meeting to

order.

2. Appointment of Secretary

Norma Ibbetson acted as Secretary.

3. Annual Report of Management

Mr. Mahoney advised that the audited financial statements had been reviewed with the Board at its
February 26, 2014 meeting. CLLAS finished 2013 with a surplus position of $13.2 million versus

I\CLLAS\Boards\AD-BD\2014
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$11.8 million at the end of 2012. The overall gain of $1.4 million leaves CLLAS with a strong
surplus position. Mr. Mahoney highlighted the current reinsurance arrangements and the Loss
Portfolio transfer mean that the volatility that is inherent in the claims portfolio is no longer directly
reflected in CLLAS’ financial statements.

Annual Financial Report

Gord Goodman as Chair of the Audit Committee reported that the Audit Committee met with
CLLAS’ auditor and actuary on February 19, 2014 and that an unqualified audit opinion was
issued.

It was moved by Donald Milner, seconded by Gord Goodman, that the Audited Financial
Statements at December 31, 2013 be received. The motion was carried unanimously.

Appointment of Auditors

It was moved by Barry Bresner, and seconded by Gord Goodman, that Deloitte LLP be
appointed auditors for CLLAS until the next annual meeting of subscribers. The motion
was carried unanimously.

Appointment of Actuary

It was moved by Gord Goodman, and seconded by Donald Milner, that the appointment of
Julie-Linda Laforce of Axxima Inc. as the Actuary for 2014 be confirmed. The motion was
carried unanimously.

Other Business

There was no additional business for discussion.

Meeting Terminated

It was moved by Gord Goodman, and seconded by Julia Holland, that there being no other
business the meeting was terminated. The motion was carried unanimously

Chairman Secretary
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Deloitte.

Deloitte LLP
Brookfield Place

181 Bay Street

Suite 1400

Toronto ON M5J 2V1
Canada

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

Independent Auditor’s Report

To the Advisory Board of Canadian Lawyers Liability Assurance Society

We have audited the accompanying financial statements of Canadian Lawyers Liability Assurance
Society, which comprise the statement of financial position as at December 31, 2014, and the statements
comprehensive income (loss), changes in equity and cash flows for the year then ended, and a summary
of significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of

Canadian Lawyers Liability Assurance Society as at December 31, 2014, and its financial performance
and its cash flows for the year then ended in accordance with International Financial Reporting Standards.

Detotle T

Chartered Professional Accountants, Chartered Accountants
Licensed Public Accountants
February 25, 2015
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Canadian Lawyers Liability Assurance Society

Statement of financial position
as at December 31

2014 2013
$ $
Assets
Cash at bank 6,498,867 4,349,462
Short term investments (Note 4) 9,010,686 10,535,050
Bonds (Note 4) 4,030,005 2,778,853
Interest income due and accrued 18,437 14,915
Premiums receivable (Note 6) 4,354,998 4,522,408
Prepaid expenses 139,500 139,500
Deferred policy acquisition costs 89,149 192,969
Reinsurers' share of unearned premiums 5,168,601 5,292,272
Reinsurance receivable 371,647 120,021
Provision for unpaid claims and adjustment expenses
recoverable from reinsurers (Note 5) 68,964,000 67,092,000
Total assets 98,645,890 95,037,450
Liabilities
Accounts payable and accrued charges 1,571,240 412,738
Unearned premiums 6,382,095 6,834,148
Due to reinsurers 1,682,942 1,624,104
Provision for unpaid claims and
adjustment expenses (Note 5) 75,357,000 73,081,000
Total liabilities 84,993,277 81,851,990
Equity
Minimum surplus (Note 12) 50,000 50,000
Additional surplus (Note 12) 13,527,896 13,161,687
Accumulated other comprehensive income 74,717 (26,227)
Total equity 13,652,613 13,185,460
Total liabilities and equity 98,645,890 95,037,450
On behalf of the Advisory Board
CopfusT

Chair Wmmiﬂee Dire

Accompanying notes are an integral part of the financial statements.
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Canadian Lawyers Liability Assurance Society
Statement of comprehensive income (loss)
years ended December 31

2014 2013
$ $
Premiums
Written premiums 13,080,403 13,769,929
Reinsurance ceded 10,582,777 10,660,620
Net written premiums 2,497,626 3,109,309
Change in unearned premiums 328,383 115,507
Earned premiums 2,826,009 3,224,815
Expenses
Claims (Note 5) 327,878 (192,000)
Premium deficiency adjustment - -
Operating expenses (Note 7) 1,848,042 1,810,398
Premium taxes 468,101 340,728
2,644,021 1,959,126
Underwriting income (loss) for the year 181,988 1,265,689
Investment income (Note 4) 184,221 136,250
Interest income on premium tax - -
Net income (loss) for the year 366,209 1,401,939
Change in unrealized gains (losses) on available-for-sale
financial assets arising during the year 100,944 (16,215)
Other comprehensive income (loss) 100,944 (16,215)
Comprehensive income (loss) 467,153 1,385,724

Accompanying notes are an integral part of the financial statements.
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Canadian Lawyers Liability Assurance Society

Statement of changes in equity
years ended December 31

Accumulated

other
Minimum Additional comprehensive Total
surplus surplus income equity
$ $ $ $
Balance December 31, 2012 50,000 11,759,748 (10,012) 11,799,736
Net income (loss) 1,401,939 1,401,939
Other comprehensive income (loss) (16,215) (16,215)
Balance December 31, 2013 50,000 13,161,687 (26,227) 13185460
Net income (loss) 366,209 366,209
Other comprehensive income (loss) 100,944 100,944
Balance December 31, 2014 50,000 13,527,896 74,717 13,652,613

Accompanying notes are an integral part of the financial statements.
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Canadian Lawyers Liability Assurance Society

Statement of cash flows
years ended December 31

2014 2013
$ $
Operating activities
Net income (loss) for the year 366,209 1,401,939
Changes in non-cash items:
Interest income due and accrued (3,522) (14,915)
Premiums receivable 167,410 1,837,098
Unearned reinsurance premiums ceded 123,671 106,235
Prepaid Expenses - (3,000)
Deferred policy acquisition costs 103,820 (45,210)
Reinsurance receivable (251,626) 1,749,487
Premium taxes receivable - -
Provision for unpaid claims and adjustment expenses
recoverable fr%m reinsurers J P (1,872,000) 1,517,000
Provision for unpaid claims and adjustment expenses 2,276,000 (1,709,000)
Premium deficiency liability -
Unearned premiums (452,053) (221,742)
Due to reinsurers 158,838 (1,814,419)
Accounts payable and accrued charges 1,158,502 (58,446)
Cash (used in) provided by operating activities 1,775,249 2,745,027
Investing activities
Purchase of bonds (1,160,101) (2,792,389)
Maturities and disposal of bonds - -
Purchase of short term investments (61,281,593) (83,767,950)
Disposal of short term investments 62,848,279 86,529,286
Amortization of bond premium (36,738) (45,345)
Amortization of bond discount 4,309 111
(Gain)/loss on disposal of bonds - -
Cash provided by (used in) investing activities 374,156 (76,287)
Net (decrease) increase in cash 2,149,405 2,668,740
Cash balance, beginning of year 4,349,462 1,680,722
Cash balance, end of year 6,498,867 4,349,462
Cash balance comprises
Cash at bank 6,498,867 4,349,462
Interest received 148,269 76,102

Accompanying notes are an integral part of the financial statements,
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

1. Description of business

The Canadian Lawyers Liability Assurance Society (the "Society") was formed under the Reciprocal
Insurance Exchange Agreement for select Canadian Law Firms dated December 22, 1986
("Subscription Agreement”). The Society is licensed by the Superintendent of Insurance, Alberta and
other provinces in Canada to provide lawyers professional liability insurance to its subscribers. The
Society commenced operations on June 30, 1987.

The address and registered office is RBC Centre, 155 Wellington Street West, 40th Floor, Toronto,
Ontario, M5V 3J7.

The Society does not have any employees and is managed by an independent third party that reports to
the Advisory Board. The Advisory Board has the authority and responsibility for planning, directing and
controlling the activities of the entity. The Chair of the Advisory Board receives an annual honorarium of
$75,000 (2013 - $75,000) and the other members of the Advisory Board receive no compensation.

2, Basis of preparation
Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting
Standards (*IFRS") as defined by the International Accounting Standards Board (“IASB").

These financial statements have been prepared on the historical cost basis, except for the revaluation of
financial instruments which are measured at fair value.

3. Significant accounting policies
These financial statements reflect the following policies:
Use of estimates and judgments

The preparation of the financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions about the reported amounts of revenues, expenses, assets, and
liabilities and the disclosure of contingent liabilities, at the reporting date. These estimates and
associated assumptions are based on historical experience and other factors that are considered to be
relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised and any future periods affected.
Information about judgments, estimates and assumptions that have the most significant effect on the
amounts reflected in the financial statements are reflected in the following notes:

Notes 3 and 8: Reinsurance (regarding insurance contract premium related to additional premium liability).
Notes 3 and 5: Provision for unpaid claims and adjustment expenses
Insurance premiums and deferred acquisition costs

Insurance premiums are recorded as written at the inception date of the policies and deferred as
unearned premiums to be taken into income as earned on a pro-rata basis over the terms of the
underlying policies. Retro-assessment calls are recorded as written and earned at the date of approval
by the Society's Advisory Board. Premium taxes are recorded as deferred policy acquisition costs and
expensed in the periods in which related premiums are earned.

At each reporting period, liability adequacy tests are performed to ensure that the unearned premiums
are sufficient to pay expected claims and expenses. If not, a premium deficiency will occur. Premium
deficiencies are recognized initially by reducing the deferred acquisition cost asset and, if necessary,
establishing an additional provision.
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

3. Significant accounting policies (continued)
Reinsurance

The Society participates in, and enters into, reinsurance contracts in the normal course of business in
order to limit the potential for losses arising from certain exposures. Reinsurance premiums are
recognized in the same period as the related insurance premiums that are earned as described above.

Reinsurance assets include balances due from reinsurance companies for paid and unpaid losses.
Amounts recoverable from reinsurers are estimated and recognized in a manner consistent with the
reserve for losses associated with the related reinsurance contract. The Society reflects reinsurance
balances on a gross basis in the statement of financial position to reflect the credit risk related to
reinsurance.

Certain of the Society's reinsurance contracts contain additional premium liability clauses which require
that the Society pay additional premiums if paid claims and case reserves exceed certain pre-
determined levels. The Society accrues such additional premiums based upon current actuarial
estimates of ultimate loss experience. '

Provision for unpaid claims and adjustment expenses

The provision for unpaid claims and adjustment expenses represents an estimate of the ultimate gross
amounts payable for ali claims, including investigation costs and the projected final settlement of claims
incurred prior to the statement of financial position date. The provision for unpaid claims and adjustment
expenses is calculated in accordance with accepted actuarial practice in Canada taking into
consideration the time value of money and explicit provisions for adverse deviation (‘PFAD"). The
estimates of loss activity are, by necessity, subject to uncertainty and are derived from a wide range of
possible outcomes. These estimates are continually reviewed as additional information affecting the
estimated quantum of claims settlement is obtained. Ali changes in estimated claim amounts are
recorded as incurred claims in the period in which the change in estimate is determined.

The amounts recoverable from reinsurers are calculated based upon the same principles as the gross
liability and are reflected as an asset in the statement of financial position.

Investments

The investment portfolio is comprised of bonds and short term investments which are classified as

available-for-sale ("AFS") and their fair value is determined using quoted market bid prices. The Society
does not have investments in bonds or other investments for which the fair value is determined using a
valuation technique based on assumptions that are not supported by observable market prices or rates.

AFS investments are recorded at fair value with changes in the fair value recorded as unrealized gains
and losses, which is included in other comprehensive income (“OCI"). Realized gains and losses on
sale, as well as losses from impairment are recorded in net investment income in the statement of
comprehensive income.

The Society accounts for the purchase and sale of investments using trade date accounting. Realized
gains or losses on sale of investments are determined on a first in first out basis. Transaction costs
related to the purchase of these bonds are recorded as part of the carrying value of the bond at the date
of purchase. Discounts or premiums on the purchase of bonds are deferred and amortized over the
remaining term of the bonds using the effective interest method.
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

3. Significant accounting policies (continued)
Impairments

AFS bonds are assessed for impairment on at least a quarterly basis. Objective evidence of impairment
includes financial difficuity of the issuer, bankruptcy or defaults and delinquency in payments of interest
or principal. When an investment is impaired it is written down to its fair value and associated unrealized
gains or losses accumulated in OCI are reclassified to net investment income in the statement of
comprehensive 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. Recovery in the fair value of a previously impaired
AFS fixed income security up to the original amortized cost is recognized in net income. Following the
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.

Insurance and reinsurance assets are reviewed for impairment on quarterly basis. If objective evidence

arises indicating a receivable from a policyholder or reinsurer is uncollectible, the carrying amount of the
asset is reduced to its expected recoverable amount. The impairment loss is recognized as an expense
in the net income.

Future accounting changes
() IFRS 4 —Insurance contracts

The International Accounting Standards Board ("IASB") issued a revised exposure draft
ED/2013/7, Insurance Contracts (the "revised ED") on June 20, 2013. The revised ED represents
the first comprehensive IFRS accounting model for insurance contracts and aims to provide a
consistent basis for accounting for insurance contracts. The final standard is expected in 2015,
and although the effective date has not yet been decided by the IASB it is not expected to be
effective before 2019.

(i) IFRS 9, Financial Instruments ("IFRS 9"):

IFRS 9 (2009) introduces new requirements for the classification and measurement of financial
assets. Under IFRS 9 (2009), financial assets are classified and measured based on the business
model in which they are held and the characteristics of their contractual cash flows. IFRS 9 (2010)
introduces additional changes related to financial liabilities. The 1ASB currently has an active
project to make limited amendments to the classification and measurements requirements of IFRS
9 and add new requirements to address the impairment of financial assets and hedge accounting.

The effective date for IFRS 9 (2010) and (2009) is January 1, 2018, with early adoption permitted.
The Society is currently evaluating the impact of IFRS 9.
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Canadian Lawyers Liability Assurance Society

Notes to the financial statements
For the year ended December 31, 2014

4.,

Investments

a) The Society's investments consist of the following:

December 31, 2014

December 31, 2013

Fair value Fair value
and Amortized and Amortized
carrying value cost carrying value cost
$ $ $ $
Short term investments 9,010,686 9,008,354 10,635,050 10,538,302
Bonds 4,030,005 3,948,070 2,778,853 2,792,277
13,040,691 12,956,424 13,313,903 13,330,579

The difference between amortized cost and market value of the AFS investments consists of gross
unrealized gains of $81,935 (2013: $ Nil) and gross unrealized losses of $7,218 (2013: $26,226).

The Society limits its bonds to securities issued or guaranteed by the Government of Canada, any
province of Canada or Canadian corporations having a rating of A or better.

Short term investments are invested in securities issued by the Government of Canada or a
Canadian Province having a rating of A or better, or a Canadian Chartered Bank having a rating of
R-1 or better. These securities have a maturity of less than 1 year from the purchase date.

b) Maturity profile of investments as at December 31:

Term to maturity

Within 1 1-5 Over
2014 year years 5 years Total
$ $ $ $
Short-term investments 9,010,686 - - 9,010,686
Government of Canada bonds - 810,792 204,523 1,015,315
Canadian public authorities bonds - 995,098 533,108 1,528,206
Canadian corporate bonds - 812,456 674,028 1,486,484
Total fair value 9,010,686 2,618,346 1,411,659 13,040,691

Term to maturity

Within 1 1-5 Over
2013 year years 5 years Total
$ 3 $ $
Short-term investments 10,535,050 - - 10,535,050
Government of Canada bonds - 303,599 - 303,599
Canadian public authorities bonds - 979,544 499 475 1,479,019
Canadian corporate bonds - 598,154 398,081 996,235
Total fair value 10,535,050 1,881,297 897,556 13,313,903
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

4, Investments (continued)

¢) Net investment income has the following components:

2014 2013
$ $
Interest income
Bonds 80,626 1,321
Cash, cash equivalents and short term investments 71,167 89,695
151,793 91,016
Amortization of discount (premium) on investments 32,428 45,234
Realised gain (loss) on disposal - -
Total net investment income 184,221 136,250

d) Fair value measurements

The Society measures certain assets and liabilities using fair value. Fair value is a market-based
measurement and not an entity-specific measurement, and requires the use of a fair value hierarchy
with the highest priority given to quoted prices in active markets. Investments measured and
reported at fair value are classified and disclosed in one of the following categories:

Level 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities.

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.

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.

The following table presents the Society’s financial instruments that have been measured at fair
value, on a recurring basis, as at December 31.

December 31, 2014 Level 1 Level 2 Level 3 Total
$ $ $ $
Cash at bank 6,498,867 - - 6,498,867
Investments - available-for-sale
Short term investments - 9,010,686 -
Bonds - 4,030,005 -
- 13,040,691 - -
6,498,867 13,040,691 - 19,539,558
December 31, 2013 Lewel 1 Lewel 2 Lewel 3 Total
$ $ $ $
Cash at bank 4,349,462 - - 4,349,462
Investments - available-for-sale
Short term investments - 10,535,050 -
Bonds - 2,778,853 -
- 13,313,903 - -
4,349 462 13,313,903 - 17,663,365

The Society did not have any transfers between any levels during the year.
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

5. Unpaid claims and adjustment expenses
a) Nature of unpaid claims and adjustments expenses

The establishment of the provision for unpaid claims and adjustment expenses is based on known
facts and interpretation of circumstances and is therefore a complex and dynamic process
influenced by a large variety of factors. These factors include the Society's experience with similar
cases and historical trends involving claim payment patterns, loss payments, pending levels of
unpaid claims, claims severity and claim frequency patterns.

Other factors include the continually evolving and changing regulatory and {egal environment,
actuarial studies, professional experience and expertise of the Society's consultants retained to
handle individual claims, the quality of the data used for projection purposes, existing claims
management practices including claims handling and settlement practices, the effect of inflationary
trends on future claims settlement costs, court decisions, economic conditions and public attitudes.
In addition, time can be a critical part of the provision determination. The longer the span between
the incidence of a loss and the payment or settlement of the claims, the more variable the ultimate
settlement amount can be.

Consequently, the establishment of the provision for unpaid claims and adjustment expenses
process relies on the judgment and opinions of a large number of individuals, on historical precedent
and trends, on prevailing legal, economic, social and regulatory trends and on expectations as to
future developments. The process of determining the provisions necessarily involves risks that the
actual resuits will deviate, perhaps materially, from the best estimates made.

b) Activity in the provision for unpaid claims and adjustment expenses is summarized as follows:

Gross Ceded Net
$ $ $
Provision for unpaid claims and adjustment expenses, January 1, 2013 74,790,000 68,609,000 6,181,000
Incurred claims and claim adjustment expenses ,
Provision for current year claims ‘ 7,343,000 6,591,000 752,000
Increase (decrease) in provision for claims of prior years (3,507,762) (2,981,762) (526,000)
Increase (decrease) in provision due to discount rate change (5,032,000) (4,614,000) (418,000)
Total incurred (1,196,762) (1,004,762) (192,000)
Payments and recoveries attributable to
Current year claims - - -
Prior years claims (512,238) (512,238) -
(512,238) (512,238) -
Provision for unpaid claims and adjustment expenses, December 31, 2013 73,081,000 67,092,000 5,989,000
Incurred claims and claim adjustment expenses
Provision for current year claims 7,154,000 6,428,000 726,000
Increase (decrease) in provision for claims of prior years 2,185,699 2,731,821 (546,122)
Increase (decrease) in provision due to discount rate change 1,719,000 1,571,000 148,000
Total incurred 11,058,699 10,730,821 327,878
Payments and recoveries attributable to
Current year claims - - -
Prior years claims (8,782,699) (8,858,821) 76,122
(8,782,699) (8,858,821) 76,122
Provision for unpaid claims and adjustment expenses, December 31, 2014 75,357,000 68,964,000 6,393,000
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements '
For the year ended December 31, 2014

5 Unpaid claims and adjustment expenses (continued)

¢) Provision for unpaid claims and adjustment expenses

Under accepted actuarial practice in Canada, the appropriate value of the claims liabilities is the
discounted value of such liabilities plus the provision for adverse deviation (“PFAD").

December 31, 2014

Value per
Provisions accepted
Discounted for adverse actuarial
Undiscounted at 1.85% deviation practice
$ $ $ $
Provision for unpaid claims and
adjustment expenses
Gross 72,791,000 67,208,000 8,149,000 75,357,000
Recoverable from reinsurers 69,715,000 64,380,000 4,584,000 68,964,000
Net 3,076,000 2,828,000 3,565,000 6,393,000
December 31, 2013
Value per
Provisions accepted
Discounted for adverse actuarial
Undiscounted at 2.40% deviation practice
$ $ $ $
Provision for unpaid claims and
adjustment expenses
Gross 72,271,000 65,196,000 7,885,000 73,081,000
Recoverable from reinsurers 69,435,000 62,650,000 4,442 000 67,092,000
Net 2,836,000 2,546,000 3,443,000 5,989,000

d) Key assumptions

The best estimate of the provision for unpaid claims and adjustment expenses as reported in these
financial statements has been determined by the Society’s appointed actuary in accordance with
accepted actuarial practice as determined by the Standards of Practice of the Canadian Institute of
Actuaries (*CIA"), including the selection of appropriate assumptions and methods.

The Incurred But Not Reported ("IBNR”) liabilities have been estimated for each coverage period
using the Bornhuetter-Ferguson Method which is based on expected claims development patterns
and expected losses.

The estimated undiscounted outstanding liabilities are discounted to reflect the time value of money
using a selected discount rate of 1.85% (2013: 2.40%) which is based on the expected market yield
of the Society’s investment portfolio of bonds and short term assets.

Based on the recommended margin for adverse deviation ranges prescribed by the CIA, a provision
for adverse deviation is selected for the following variables: claims development, reinsurance
recovery and interest rate.
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

5. Unpaid claims and adjustment expenses (continued)

d) Key assumptions (continued)

Changes in the assumptions used in the December 31, 2014 actuarial valuation resulted in a total
decrease in net liabilities of $153,000 (2013: $415,000), which is due to the change in loss
development factors used in the Bornhuetter-Ferguson method and change in unallocated loss
adjustment expense load from 3.15% to 3.05% (2013 3.75% to 3.15%). The change in the discount
rate and provisions for adverse deviation assumptions led to a further increase in the net liabilities of
$148,000 (2013: decrease of $386,000).

Sensitivities regarding these assumptions are provided in Note 11 Insurance Risk Management.

6. Premiums receivable

All subscribers are large reputable Canadian law firms, and no significant credit risk is expected.
All amounts are due by January 1, 2015.

7. Expenses by nature

The following table presents the Society's expenses by nature:

2014 2013
$ $
Management services 1,062,253 1,034,836
Legal and professional 603,982 621,605
Other expenses 181,807 153,957
Total 1,848,042 1,810,398
8. Reinsurance program
a) The Society has obtained proportional reinsurance coverage which limits its net liability to a

b)

c)

d)

maximum amount of $975,000 effective for the annual coverage period beginning on July 1, 2014
(July 1, 2013: $975,000) on any one loss.

Colchester Reinsurance Limited (Colchester) is an off-shore captive reinsurer domiciled in
Barbados. The shareholders of Colchester are eleven Toronto based legal firms or their related
service corporations. Those eleven shareholders are unrelated to each other. However, each of
Colchester’s shareholders is, or is related to the Society’s current and past subscribers. For the
annual coverage period beginning on July 1, 2014, Colchester received from the Society premiums
of $1,913,596 (July 1, 2013: $2,878,831).

Colchester provides aggregate stop-loss reinsurance protection for a portion of the Society’s
retained risk. On July 1, 2014 this reinsurance had an attachment point of $5,000,000 (July 1, 2013:
$5,000,000), and an annual aggregate limit of $10,000,000 (July 1, 2013; $10,000,000). Starting
July 1, 2011, the attachment point and limit were determined with reference to the combined net
claim liabilities of the Society and Colchester. Starting on July 1, 2012 the attachment point and limit
are solely determined with reference to the net claim liabilities of the Society.

in 2012, the Society initiated a Loss Portfolio Transfer (LPT) with Colchester to transfer the
outstanding net retained liabilities for the policy year periods from inception to the period ended
June 30, 2012 for a premium of $44,260,000, the net retained liability was estimated as
$33,103,000 at the time of LPT.

As at December 31, 2014, the total reserves held and recoverable on the Society's financial
statements relating to LPT was $25,364,000 (2013~ $30,329,000). A Reinsurance Security
Agreement (RSA) is in place which requires Colchester to set up on behalf of the Society deposits
equal to 115% of Colchester’s share of claim liabilities. At December 31, 2014 the value of the
security deposits exceeds the required amount.

Reinsurance does not discharge the primary liability of the Society.

Page 14



Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

10.

1.

Income taxes

The Society is a reciprocal as defined under Part 1 of the Alberta Insurance Act, RSA 2000, ¢ I-3.
Accordingly, no provision for income taxes is made in these financial statements.

Equity

In accordance with the Reciprocal Insurance Exchange Agreement, subscribers were not obliged to
contribute any amounts to the Society in the form of a capital contribution. The subscribers’ surplus
therefore represents cumulative surplus and may be used to cover potential future catastrophe claims or
reduce future premiums, if appropriate. The Agreement provides that additional assessments may be
made to cover the actual loss, claims and costs experienced by the Society.

Under the terms of the Society’s Reciprocal Insurance Exchange Agreement, the Society is obligated to
return a share of the Society’s surplus (if any) to a departed Subscriber subsequent to the fifth
anniversary of its departure, based on that Subscriber's participation in the Society. A Subscriber
withdrew from the Society on June 30, 2012. As a result, a payment to that Subscriber may be due
subsequent to June 30, 2017. The Society would consider whether as of June 30, 2017 there are no
further liabilities relating to the underwriting periods prior to the date of the Subscriber's withdrawal in
determining whether the distribution should be determined as of June 30, 2017 or a later date.
Depending on the amount of such payment and the amount of the Society’s surpius at that time, such
payment may have a material effect on the equity position of the Society.

Risk management
Insurance risk management

The Society accepts insurance risks through its insurance contracts where it assumes the risk of loss
from persons or organizations subject to the underlying loss. The Society is exposed to uncertainty
surrounding the timing, frequency and severity of claims under these contracts and the principal risk that
the actual claims payments exceed the carrying amount of the insurance liabilities or that claims are
under-reserved.

The Society manages insurance risk via its underwriting and reinsurance strategy within an overall risk
management framework. Pricing is based on assumptions which have regard to trends and past
experience. Exposures are managed by having documented underwriting limits and rating criteria.
Reinsurance is purchased to mitigate the effect of potential loss to the Society from individual large
events. Reinsurance policies are written with approved reinsurers (two of the current reinsurers are
unlicensed) on either a proportional, aggregate or excess of loss treaty basis.

There is some concentration of risk since all coverage is related to professional liability and the
underlying insured’s are a homogeneous group since all are engaged in the practice of law in Canada.
There is some risk of increased claim activity due to the occurrence of events that could increase the
number of or value of legal actions against lawyers. Examples could be changes in legislation or a
severe economic downturn. This risk is mitigated to some extent by the use of aggregate and excess of
loss reinsurance. Concentration risk regarding reinsurance is mitigated by the use of multiple reinsurers
with varying participations and an annual assessment of the financial strength of all reinsurers.
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

11.

Risk management (continued)
Sensitivities

The insurance claim liabilities are sensitive to the key assumptions that follow. It has not been possible
to quantify the sensitivity of certain assumptions such as legislative changes or uncertainty in the
estimation process.

The table below shows the effect on net income and equity of a +/- 5% change in the expected losses
and the effect of a +/- 0.5% change in the discount rate applied to claims provisions for the year ended
December 31, 2014.

2014 2013
Net income for Net income for

the year Equity the year Equity

$ $ $ $

5% increase in expected losses (228,000) (228,000) (224,000) (224,000)
5% decrease in expected losses 228,000 228,000 224,000 224,000
0.5% increase in discount rate 135,000 135,000 124,000 124,000
0.5% decrease in discount rate (140,000) (140,000) (129,000) (129,000)

Financial risk management

The Society has policies related to the identification, monitoring and mitigation of risks associated with
financial instruments. The key risks related to financial instruments are credit risk, liquidity risk and
market risk (interest rate, equity and currency). The following describes how the Society manages each
of these risks.

a) Credit risk

Credit risk is the risk of loss due to the failure of debtors to make payments when due. Credit risks
are primarily associated with invested assets and amounts due from policyholders and reinsurance
counterparties. The investment portfolio’s exposure to credit risk is managed through policies and
procedures including a credit evaluation by the investment manager and investment guidelines
which specify investment quality and exposure limits. The portfolio is monitored and reviewed
regularly by the Board. Premiums due from policyholders present minimal risk due to the short term
nature of the receivable and the historic/financial relationship with the Society as a Reciprocal
Insurance Exchange. The Society evaluates the financial condition of its reinsurers and monitors
concentrations of credit risk of the reinsurers to minimize its exposure to significant losses from their
insolvency. The Society believes that it has taken appropriate steps to manage credit risk and has
made appropriate provision for any such exposures. One of the primary reinsurers is Colchester
Reinsurance Limited as discussed in Note 8. The credit risk related to Colchester is managed by
maintaining a security account pursuant to the RSA and a quarterly review of Colchester’s financial
condition. The balance held in the account at December 31, 2014 is $68,840,000.
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Canadian Lawyers Liability Assurance Society

Notes to the financial statements
For the year ended December 31, 2014

11.  Risk management (continued)
a) Credit risk (continued)
i) Exposure to credit risk

The following table summarizes the exposure to credit risk related to financial instruments and

certain insurance assets at carrying value.

2014 2013
$ $
Cash 6,498,867 4,349,462
Short term investments 9,010,686 10,535,050
Bonds 4,030,005 2,778,853
Interest income due and accrued 18,437 14,915
Premiums receivable 4,354,998 4,522,408
Reinsurance recoverable 371,647 120,021
Provision for unpaid claims and adjustment
expenses recoverable from reinsurers 68,964,000 67,092,000
Total credit exposure 93,248,640 __ 89,412,709

ii)  Concentration of credit risk

The Society utilizes an investment policy to minimize the concentration of credit risk by
ensuring diversification across asset classes. The following table summarizes the distribution of

investments by credit risk:

2014 2013

% %

Bonds, treasury bills and cash (< 1 year) 69.0 79.0
Government of Canada (> 1 year) 8.0 20
Canadian provincials (> 1 year) 12.0 11.0
Corporates (> 1 year) 11.0 8.0
Total portfolio 100.0 100.0

b) Liquidity risk

Liquidity risk is the risk that the Society will not be able to meet all cash outflow obligations as they
come due. The primary potential cash outflow is the payment of insurance claims and is represented
by the provision for unpaid claims and adjustment expenses liability on the statement of financial
position. In order to manage the liquidity risk associated with this liability, an investment policy is in
place. A summary of the invested assets by term to maturity is provided in Note 4. The following

table summarizes the exposure to liquidity risk:
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

11.  Risk management (continued)

b) Liquidity risk (continued)

December 31, 2014

Due within 1 year 1to 5 years Over 5 years Total
$ $ $ $
Provision for unpaid claims and
adjustment expenses (net) 933,000 3,130,000 2,330,000 6,393,000
Due to reinsurers 1,682,942 - - 1,682,942
Accounts payable and accrued
charges 1,571,240 - - 1,571,240
Total 4,187,182 3,130,000 2,330,000 9,647,182
December 31, 2013
Due within 1 year 1to 5 years Over 5 years Total
$ $ $ $
Provision for unpaid claims and
adjustment expenses (net) 844,000 2,995,000 2,150,000 5,989,000
Due to reinsurers 1,524,104 - - 1,524,104
Accounts payable and accrued
charges 412,738 - - 412,738
- Total 2,780,842 2,995 000 2,150,000 7,925842

¢) Market risk

Market risk is the risk of loss arising from adverse changes in market rates and prices, such as
interest rates, equity markets and foreign currency rates. The primary market risk exposures are
discussed below.

i)

Interest rate risk

Interest rate risk is the risk of financial loss arising from changes in interest rates. Fluctuations in
interest rates will impact the market value of the fixed income portion of the investment portfolio.
Interest rate fluctuations may create unrealized gains or losses which are recorded as OCI,
however, these assets are ordinarily held until maturity which would result in a recovery of par
value. A portion of these assets support the net provision for unpaid claims and adjustment
expenses which is calculated, in part, using a discount factor based on the market rate of return
of the investment portfolio.

The Society is exposed to interest rate risk if the cash flows from the investments are not
matched to the liabilities that they support. This risk is partially mitigated by the investment
policy which specifies that the timing of the settiement of unpaid claims be considered when
selecting the duration of invested assets.

The estimated impact of a 1% increase in interest rates would decrease the market value of the
fixed income portion of the investment portfolio by $237,998 (2013: $210,171) which would be
recorded in OCI. This impact would be more than offset on an economic basis by a decrease in
the estimated unpaid claims and adjustment expense of $265,000 (2013: $244,000) recorded
through income. Conversely, a 1% decrease in interest rates would increase the market value of
the fixed income portion of the investment portfolio by $188,709 (2013: $147,728) which would
be recorded in OCI. This impact would be more than offset on an economic basis by an
increase in the estimated unpaid claims and adjustment expense of $286,000 (2013: $263,000)
recorded through net income.
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

1.

12.

Risk management (continued)
¢} Market risk (continued)
iy Equity risk

Equity risk is the uncertainty associated with the valuation of assets arising from changes in
equity markets. To mitigate this risk, the Society’s investment policy does not allow exposure to
equity markets.

iiiy Currency risk
The Society does not have any material exposure to foreign currency.
Surplus management and adequacy

Equity is comprised of minimum and additional surplus and AOCI. At December 31, 2014, the equity
was $13,652,613 (2013: $13,185,460). The Society's objectives for the management of surplus are for
the prudent operation of the reciprocal and to provide relatively predictable premium costs for its
members over time. A surplus management policy is approved by the Advisory Board which oversees
the surplus management process.

As a reciprocal insurance exchange, the requirement for surplus is lower than that of an incorporated
insurance company. A reciprocal may rely on the contractual agreement among its members to
contribute to the losses incurred by other members and to make assessments for additional
contributions to surplus if required and accordingly, can rely on the credit worthiness of its subscribers.

The Society is regulated by the Superintendent of Insurance, Alberta and in British Columbia and
Ontario where licenses are held, all of which expect incorporated insurance companies to meet a
Minimum Capital Test ("MCT") ratio of capital available to capital required of at least 150%. As of
December 31, 2014, the Society's MCT was 346% (2013: 328%). However, the minimum regulatory
standard for reciprocals in Alberta is adjusted equity exceeding $50,000. The Society’s practice is to
maintain a surplus level which is significantly higher than the regulatory minimum. The Society’s surplus
adequacy is evaluated regularly and this evaluation takes into account the gross exposure to risk, the
level and nature of reinsurance purchased and the resulting net exposure to members. Input from the
appointed actuary, which includes an assessment of loss volatility, is factored into this evaluation.

In accordance with sections 99 & 100 of the Alberta Insurance Act, the Society is required to maintain a
reserve and guarantee fund. At December 31, 2014 the total reserve and guarantee funds required are
as follows:

2014 2013
$ $
Reserve fund

Net premiums written during the period 13,080,000 13,770,000
Less: Amounts paid to licensed reinsurers 10,471,000 10,548,000
2,609,000 3,222 000
Requirement 50% 50%
1,305,000 1,611,000

Guarantee fund
Total liabilities 84,993,000 81,852,000
Less: Unearned premiums 6,382,000 6,834,000
Recoverable from licensed reinsurers 68,446,000 66,613,000
Add: Statutory margin 50,000 50,000
10,215,000 8,455,000
Total of reserve and guarantee fund 11,520,000 10,066,000
Cash and approved securities 19,540,000 17,663,000
Excess of cash and securities over reserve and guarantee fund 8,020,000 7,597,000
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Canadian Lawyers Liability Assurance Society
Notes to the financial statements
For the year ended December 31, 2014

13. Fair value disclosure

The fair value of the following classes of financial instruments is deemed to approximate carrying value
due to the immediate or short term maturity of the financial instruments.

a)
b)
c)
d)
e)
f)
g)

Cash at bank

Interest income due and accrued
Premiums receivable

Premium taxes receivable

Reinsurance recoverable

Due to reinsurers

Accounts payable and accrued charges

14.  Date of authorization for issue

The financial statements were authorized for issue by the Advisory Board on February 25, 2015.
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AXXima

Actuaries and Insurance Management Advisors

REPORT OF THE ACTUARY

Role of Actuary

The actuary is appointed by the Advisory Board of the Canadian Lawyers Liability Assurance Society
(“CLLAS”) pursuant to the Insurance Act. The actuary is responsible for ensuring that the assumptions
and methods used in the valuation of policy liabilities are in accordance with accepted actuarial
practice, applicable legislation and associated regulations or directives. The actuary is also required to
provide an opinion regarding the appropriateness of the policy liabilities at the balance sheet date to
meet all policyholder obligations of CLLAS. Examination of supporting data for accuracy and
completeness and consideration of CLLAS assets are important elements of the work required to form
this opinion.

Policy liabilities include unearned premiums, unpaid claims and adjustment expenses, the reinsurers’
share of unearned premiums and unpaid claims and adjustment expenses, deferred premium
acquisition costs, premium deficiency and retrospective adjustments. The actuary uses the work of
the external and internal auditors in verifying data used for valuation purposes.

Appointed Actuary’s Report

To the Subscribers of the
Canadian Lawyers Liability Assurance Society

| have valued the policy liabilities and reinsurance recoverables of the Canadian Lawyers Liability
Assurance Society for its statement of financial position at December 31, 2014 and their changes in
the statement of comprehensive income for the year then ended in accordance with accepted
actuarial practice in Canada, including selection of appropriate assumptions and methods.

In my opinion, the amount of policy liabilities net of reinsurance recoverables makes appropriate
provision for all policy obligations and the financial statements fairly presents the results of the

valuation.
Toronto, Ontario Julie-Linda Laforce
February 25, 2015 Fellow, Canadian Institute of Actuaries

192 St Jean Road, Suite 202, Longueuil, Quebec J4H 2X5
Tel. 1.450.646.2500 | Fax. 1.855.529.9462 | Web. www.axxima.ca
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