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FOR DECISION 

Lawyer Pool of the Compensation Fund 

Fund Balance Management Policy 

Motion: 

The Audit & Finance Committee unanimously recommends that Convocation 

approve the revised Fund Balance Management Policy for the Lawyer Pool of the 

Compensation Fund set out below: 

A. The Law Society’s policy is to maintain the Lawyer Compensation Fund

balance at an amount sufficient to provide for a minimum of one 97.5th

percentile aggregate claim scenarios (one-in-forty-year event) and a

maximum of four 99th percentile aggregate claim scenarios (one-in-one-

hundred-year event). The estimated amount of aggregate claims is to be

actuarially reviewed at least every three years.

B. If the Lawyer Compensation Fund balance exceeds four one-in-one-

hundred-year events, Convocation shall utilize some or all of the excess for

the following:

i. Mitigation of the Lawyer Compensation Fund levy for the next fiscal

year;

ii. Annual mitigation of the Lawyer Compensation Fund levy shall

continue such that within the next three fiscal years, the maximum

benchmark shall be achieved.

C. If the Lawyer Compensation Fund balance is less than the minimum of one

one-in-forty-year event, Convocation shall budget for an annual surplus to

restore the fund balance to its minimum policy objective. The minimum

policy benchmark should be restored within three fiscal periods.

D. If the Lawyer Compensation Fund balance is more than the minimum of

one one-in-forty-year event and less than four one-in-one-hundred-year

events Convocation may:

i. Mitigate the Lawyer Compensation Fund levy for the next fiscal year;

ii. Budget for a surplus sufficient to increase the fund balance to its

maximum policy objective of four one-in-one-hundred-year events;
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iii. Leave the fund balance at its current balance for the upcoming fiscal

year.

The only change from the prior Policy is the minimum required fund balance is 

recommended to change from one one-in-two-hundred-year event (99.5th percentile 

aggregate claim scenario) to one one-in-forty-year event (97.5th percentile aggregate 

claim scenario).  

Under the current Fund Balance Management Policy, the minimum required fund 

balance is $20.5 million.  If the Policy minimum threshold of one-in-two-hundred-year 

event and the model used previously (Inverse Gaussian) is maintained, based on the 

updated stochastic modelling analysis completed by Eckler Consultants and Actuaries 

(Eckler), the required minimum balance becomes $28.2 million.  Under the proposed 

change to one-in-forty-year event, the fund balance minimum is $19.6 million. 

The Committee considered that the new proposed minimum fund balance is sufficient to 

fulfil the requirements of the Compensation Fund, taking into account: 

 the claims experience from 2009 onwards, which while volatile, its high  was in

2017 at $14.4 million, below the planned minimum threshold

 similarly, the new fund balance minimum provides the flexibility to address the

uncertainty created by the COVID-19 crisis and possible increased claims, which

historically has occurred after a financial downturn

 similarly, there is some flexibility in the minimum fund balance to manage a

possible change in claims experience as a result of the claims limit increase to

$500,000.  The impact, if any, will develop over the next few years

Due to some of the uncertainties referenced above, the Committee decided that it will 

monitor the impact of the policy change closely, reassessing the minimum fund balance 

benchmark next year.  

According to the Fund Balance Management Policy (Appendix A), the estimated 

amount of aggregate claims is to be actuarially reviewed at least every three years. It 

was reviewed in 2016 and 2018.  To assess the minimum and maximum benchmarks 

for the Fund Balance Management Policy as well as sensitivity, volatility and the 

financial impacts of various expected claim scenarios, the Committee relied on the 

stochastic modelling report prepared by Eckler and is included with this material at Tab 
2.1.4.   Primarily, the report is used to: 

 support an annual fee levy sufficient to fund annual grants payable at the 50th

percentile, or median value of expected grant payments;
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 assist in quantifying what is considered the appropriate fund balance to be 

maintained in the Lawyer Compensation Fund. 

Stochastic Modelling Report 

The stochastic modelling in the Eckler report estimates a minimum fund balance 

required under the current Fund Balance Management Policy of a one-in-two-hundred-

year event (99.5th percentile) of $28.2 million under the Inverse Gaussian Results 

model, notably higher than the current minimum of $20.5 million. Eckler notes that these 

results are greater than their last report for the following reasons: 

 the average claim severity has increased to approximately $52,000 versus 

$38,000 in the 2018 analysis and $33,000 in the 2016 analysis 

 the mean number of claims has decreased. The mean number of claims 

simulated has decreased from 157 to 123 

These trends have not had a significant impact on the median but have increased 

the projected value of more extreme events – the higher percentiles in the report. 

The reduced number of claims has caused the projected value of more extreme 

events to be more volatile.  From the table in the Base Case Results – Current 

Coverage Limit of the report, the estimated median of the 2021 aggregate lawyer 

licensee claims, which is typically used to set the normal claims provision is $4.5 

million ($4.8 million in the 2018 report).  

The report prepared by Eckler includes two stochastic models, the Log Normal and the 

Inverse Gaussian. The difference between them arises from relationships between 

claim limits and means and there is no preferred stochastic model. In prior year reports, 

the differences between them have been less pronounced. The 99.5th percentile (a 

one-in-two-hundred-year event) of the aggregate lawyer licensee claims, which is the 

current minimum fund balance under the Fund Balance Management Policy, is $28.2 

million ($20.5 million in the 2018 report).  

Key Issues and Considerations 

The following are the key issues for consideration: 

 Convocation’s level of risk tolerance  

 The impact on the lawyer levy for the purpose of maintaining a policy 

approved fund balance 

 Claim limits 

 The discretionary nature of grants paid by the Fund 
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 The Society’s ability to raise funds subsequent to a major defalcation 

 The policy as it applies to the paralegal pool of the Compensation Fund  

Fund Balance Management Policy – Risk Tolerance 

In assessing the Fund Balance Management Policy, there is no single correct 

answer to the question of how much capital is enough or too much. It can also be 

said that there is no level of capital that is sufficient to guarantee protection against 

possible insolvency. This will depend on Convocation’s appetite for risk. In its review 

of the Fund Balance Management Policy and the stochastic modelling of aggregate 

lawyer licensee claims, Convocation may consider a different percentile depending 

on risk appetite.  

The proposed Policy reduces the required minimum balance from $20.5 million to $19.6 

million. If the fund balance of the lawyer pool of the Compensation Fund falls below the 

minimum, Convocation shall budget for an annual excess of revenues over expenses to 

restore the fund balance to its minimum policy objective. The minimum policy 

benchmark should be restored within three fiscal periods.  

Impact on the Lawyer Levy 

The 2020 budget was the final year of a three year plan to replenish the fund 

balance of the Lawyer Compensation Fund with an additional provision of $5 million 

included in the budget beyond the provision for routine claims.  The fund balance at 

March 31, 2020 is $22.6 million.  Should routine claims experience for the balance of 

the year continue similar to the first quarter of 2020 and with the replenishment 

funding, it is projected that the fund balance will be approximately $25 to $26 million 

at the end of the year.  This projection takes into account some fluctuation in annual 

fee revenue as a result of COVID-19, but a better sense of the impact will not be 

known for a few months, when trends related to licensees’ status changes may be 

better known.     

Based on the proposed Fund Balance Management Policy, the fund balance at the 

end of 2020 for the lawyer pool of the Compensation Fund is projected to be above 

the new $19.6 million minimum benchmark.  The $5 million provision to replenish the 

fund balance in 2020 will likely not be required in the 2021 budget.  As a result, the 

annual fee could be reduced by approximately $113 per lawyer based on 44,000 full 

fee equivalent lawyers and assuming comparable administrative costs and no use of 

fund balance to further mitigate the fee.   

The table at Appendix B sets out the impact on the required minimum fund balance 
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based on the current Fund Balance Management Policy, what the minimum fund 

balance would be should Convocation determine that a lower percentile is 

acceptable, and the effect on the Compensation Fund component of the lawyer 

annual fee for 2021. It should be noted that the information contained in the table is 

meant to isolate the quantum impact of each of the percentiles on the annual fee 

and the fund balance and ignores all other variables (e.g. other budgeted revenues 

or expenses). This is not a projection of the fund balance or overall compensation 

fee levy, but is used to demonstrate the impact of the proposed change. 

If the policy remains unchanged, the minimum and maximum policy benchmarks 

would be $28.2 and $96.3 million, respectively using the updated Eckler report.  As 

the projected fund balance falls under the $28.2 million minimum, a provision to 

replenish approximately $3.2 million over three years would be required1.  This will 

result in the continuation of an additional levy of about $25 per year based on the 

current 44,000 full-fee-equivalent lawyers, above that needed for the provision of 

routine grant claims and administration of the Compensation Fund ($106 per lawyer 

based on the 2020 budget). 

If no change is made to the policy, a funding alternative to replenish the fund 

balance for the Lawyer Compensation Fund is to consider accessing some of the 

$15 million that is no longer restricted by Convocation as a backstop for adverse 

claims within the Errors & Omissions Fund (E&O Fund).  With the E&O Fund 

intended for insurance and the Compensation Fund having a quasi-insurance 

nature, it may be a viable option as an alternate to the lawyer levy. 

Claim Limits 

The present claim limit is $500,000 per claimant for claims involving funds advanced 

to a lawyer on or after September 22, 2016. The per claimant limit for funds given to 

a lawyer between to April 24, 2008 and September 21, 2016 is $150,000. In 

updating the stochastic model, the analysis is calculated as if the $500,000 cap is 

applied to pre-2016 claims. While these claims would have had lower limits, for the 

purposes of projecting future claim values, the historic activity of claims is used with 

the new claims limits. While it is possible that some claims may arise relating to 

periods where the claim limit is $150,000, these will represent a smaller amount of 

claims with each passing year.  

                                                           
1 This assumes a projected fund balance at the end of the year of $25 million.  If the projected fund balance is at 
the high end of $26 million, the amount to be replenished over 3 years is $2.2 million or approximately $17 per 
year. 
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Discretionary Nature of Grants 

Section 50.5 of The Law Society Act, states that “Convocation in its absolute 

discretion may make grants from the Fund in order to relieve or mitigate loss 

sustained by a person …”. The Act is permissive in allowing Convocation the 

discretion to award a grant and also the value of the grant. The grant may relieve the 

loss in its entirety or merely mitigate the loss. The Act’s permissiveness has allowed 

Convocation to establish grant maximums and to establish guidelines around what 

losses are eligible for compensation and which are not. For example, the 

Compensation Fund does not compensate financial institutions for a loss as a result 

of lawyer dishonesty.  

The ability to exercise discretion in the payment of grants is a potential risk 

management tool to be employed in the event of a truly catastrophic loss due to 

lawyer dishonesty. Convocation, through the Compensation Fund Committee, could 

determine that the value of grants that would otherwise be paid through the 

application of its guidelines to be too onerous on the profession and apply a formula 

such as prorating the payment of grants to individual claimants based on the size of 

each claim relative to the total payment Convocation was prepared to make. This 

discretion therefore, acts an additional backstop to a fund balance management 

policy supporting the financial integrity of the Compensation Fund.  

Funding After Extraordinary Claims 

The Society has the ability to levy an annual fee necessary to support its operations, 

including those of the Compensation Fund. The Society does need to be mindful of 

the financial burden placed on lawyers when establishing the annual fee, but is able 

to fund grants subsequent to a major defalcation, if necessary, through increased 

annual fees. The funding of the expected annual grant provision at the median level 

along with the existence of a reasonable fund balance allows for a relatively stable 

Compensation Fund component of the annual fee over the long term and the ability 

to absorb an immediate extraordinary shock. In the event of a major defalcation, the 

fund balance can still be restored over a three year period with an increase to the 

annual fee.  This method may also highlight the Fund’s claims experience to lawyers 

and the behavioral link between claims experience and annual fees. To facilitate 

Convocation’s discussion about adopting a model with a lower required fund 

balance, a table of the Compensation Fund grant experience for the last 10 years is 

included at Appendix C and includes the impact of grants paid and the changes to 

the provision for unpaid grants. This Appendix highlights the significant variability in 

the claims experience, the resulting financial impact and the need to ensure that 

there are sufficient reserves to withstand these fluctuations.  
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The fund balance policy is not a tool to mitigate risk but rather a tool to manage risk. 

The policy will have no impact on the number and value of defalcations. What the 

policy does impact is the timing of the funding of major defalcations.  

Paralegal Compensation Fund 

The discussion in this report has dealt solely with the Lawyer pool of the 

Compensation Fund. At the present time, no policy exists for the management of the 

fund balance of the Paralegal pool of the Compensation Fund.  The reason for no 

policy to date is the grant limit is significantly lower at $10,000, the number of claims 

has been low and there was relatively less historical data to complete a meaningful 

analysis with the Law Society only regulating paralegals since 2007.   

The fund balance at the end of March 2020 is $726,000.  As part of good 

governance, in the fall, the Committee will consider whether there is a requirement 

to engage Eckler to prepare an analysis of claims history to facilitate an assessment 

of whether it would be prudent to now develop a fund balance management policy 

for the paralegal pool of the Compensation Fund. 

Provision for Normal Claims in the 2021 Budget 

The actuary’s report also supports a provision for normal grants in the 2021 budget at 

the 50th percentile level of $4.49 million which the Committee concluded would be used 

in compiling the Law Society’s budget for 2021 which will be approved by Convocation 

in the fall. This compares to the provision for normal grants in the 2020 budget of $4.8 

million.   
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COMPENSATION FUND BALANCE MANAGEMENT POLICY 

SEPTEMBER 2016 

E. The Law Society’s policy is to maintain the Lawyer Compensation Fund balance at

an amount sufficient to provide for a minimum of one 99.5th percentile aggregate

claim scenarios (one-in-two-hundred-year event) and a maximum of four 99th

percentile aggregate claim scenarios (one-in-one-hundred year event). The

estimated amount of aggregate claims is to be actuarially reviewed at least every

three years.

F. If the Lawyer Compensation Fund balance exceeds four one-in-one-hundred-year

events, Convocation shall utilize some or all of the excess for the following:

iii. Mitigation of the Lawyer Compensation Fund levy for the next fiscal year;

iv. Annual mitigation of the Lawyer Compensation Fund levy shall continue such

that within the next three fiscal years, the maximum benchmark shall be

achieved.

G. If the Lawyer Compensation Fund balance is less than one one-in-two-hundred-year

events, Convocation shall budget for an annual surplus to restore the fund balance

to its minimum policy objective. The minimum policy benchmark should be restored

within three fiscal periods.

H. If the Lawyer Compensation Fund balance is more than one one-in-two-hundred-

year events and less than four one-in-one-hundred-year events Convocation may:

iv. Mitigate the Lawyer Compensation Fund levy for the next fiscal year;

v. Budget for a surplus sufficient to increase the fund balance to its maximum

policy objective of four one-in-one-hundred-year events;

vi. Leave the fund balance at its current balance for the upcoming fiscal year

Appendix A
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Impact of Fund Balance Minimums on Annual Fees
Based on Aggregate Lawyer Licensee Claims Percentiles
Inverse Gaussian Model

Description

Inverse 
Gaussian 
Results 

Proposed 
Minimum Fund 

Balance

Projected Fund 
Balance end of 

2020 Variance

2021 Annual 
Fee Increase /  

(Reduction)
 (A)

Increase / 
(Reduction) in 
fund balances 

from fee 
changes 

(B)
Mean $6,101,797 $26,000,000 $19,898,203 ($219) ($9,636,000)
50th Percentile $4,620,590 $26,000,000 $21,379,410 ($219) ($9,636,000)
75th Percentile $7,702,757 $26,000,000 $18,297,243 ($219) ($9,636,000)
90th Percentile $12,173,686 $26,000,000 $13,826,314 ($219) ($9,636,000)
95th Percentile $15,728,358 $26,000,000 $10,271,642 ($219) ($9,636,000)
97.5th Percentile $19,570,494 $26,000,000 $6,429,506 ($146) ($6,429,506)
99th Percentile $24,074,005 $26,000,000 $1,925,995 ($44) ($1,925,995)
99.5th Percentile $28,178,418 $26,000,000 ($2,178,418) $50 $2,178,418

Notes:

(A)  

(B)

In the scenarios where the projected fund balance at the end of 2020 exceeds the 
Inverse Gaussian Results Proposed Mininum Fund Balance, the fee reduction 
was capped at the 2020 lawyer Compensation Fund component of the annual fee 
of $219.  This amount included approximately $113 related to the $5 million 
provision to replenish the fund balance.  Under the 99.5th percentile, a $50 fee 
annual fee increase is reflected, but it should be noted that under the current 
Fund Balance Management Policy, the replenishment of the fund balance could 
be over 3 years, resulting in approximately $17 per year. For the purposes of the 
annual fee impact in 2021, 44,000 full fee equivalent lawyers was used. 

The impact on the 2021 fund balance noted here is isolated to the impact from 
the changes in the annual fee by a decision related to the Fund Balance 
Management Policy.  There are other factors impacting the potential fund balance 
including other revenues (investment income and recoveries), unrealized 
gains/losses on investments, administrative expenses, grant payments and 
changes to the provision of unpaid grants. This is not an attempt to project the 
fund balance in 2021, but rather to demonstrate and isolate the quantum  impact 
of each of the percentiles on the annual fee and on the fund balance, ignoring all 
other variables. 

Appendix B
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Impact of Fund Balance Minimums on Annual Fees
Based on Aggregate Lawyer Licensee Claims Percentiles
Log Normal Model

Description

Log Normal 
Results 

Proposed 
Minimum Fund 

Balance

Projected Fund 
Balance end of 

2020 Variance

2021 Annual 
Fee Increase /  

(Reduction)
 (A)

Increase / 
(Reduction) in 
fund balances 

from fee 
changes 

(B)
Mean $5,906,703 $26,000,000 $20,093,297 ($219) ($9,636,000)
50th Percentile $4,489,533 $26,000,000 $21,510,467 ($219) ($9,636,000)
75th Percentile $7,569,832 $26,000,000 $18,430,168 ($219) ($9,636,000)
90th Percentile $11,793,241 $26,000,000 $14,206,759 ($219) ($9,636,000)
95th Percentile $15,091,469 $26,000,000 $10,908,531 ($219) ($9,636,000)
97.5th Percentile $18,475,087 $26,000,000 $7,524,913 ($171) ($7,524,913)
99th Percentile $23,399,681 $26,000,000 $2,600,319 ($59) ($2,600,319)
99.5th Percentile $26,970,713 $26,000,000 ($970,713) $22 $970,713

Notes:

(A)  

(B)

In the scenarios where the projected fund balance at the end of 2020 exceeds the 
Log Normal Results Proposed Mininum Fund Balance, the fee reduction was 
capped at the 2020 lawyer Compensation Fund component of the annual fee of 
$219.  This amount included approximately $113 related to the $5 million 
provision to replenish the fund balance.  Under the 99.5th percentile, a $22 fee 
annual fee increase is reflected, but it should be noted that under the current 
Fund Balance Management Policy, the replenishment of the fund balance could 
be over 3 years, resulting in approximately $7 per year. For the purposes of the 
annual fee impact in 2021, 44,000 full fee equivalent lawyers was used. 

The impact on the 2021 fund balance noted here is isolated to the impact from 
the changes in the annual fee by a decision related to the Fund Balance 
Management Policy.  There are other factors impacting the potential fund balance 
including other revenues (investment income and recoveries), unrealized 
gains/losses on investments, administrative expenses, grant payments and 
changes to the provision of unpaid grants. This is not an attempt to project the 
fund balance in 2021, but rather to demonstrate and isolate the quantum  impact 
of each of the percentiles on the annual fee and on the fund balance, ignoring all 
other variables. 
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LAW SOCIETY OF ONTARIO
Aggregate Lawyer Claims - Budget vs Actual Experience
2009 - 2019

(all numbers in '000s)

Year

Actual Claim 
Experience 

(A)
Budget Claim 
Experience Variance

Full Fee 
Equivalent 
Lawyers

2019 (247) 4,800 5,047 42,600
2018 2,745 7,700 4,955 41,200
2017 14,352 3,000 (11,352) 40,200
2016 6,242 3,000 (3,242) 39,500
2015 1,541 2,450 909 38,100
2014 13,091 2,450 (10,641) 37,200
2013 1,181 2,450 1,269 36,500
2012 (606) 2,450 3,056 36,000
2011 4,177 2,450 (1,727) 35,000
2010 (1,165) 2,450 3,615 34,000
2009 2,778 2,700 (78) 33,600

Notes:

Notes:
(A)  Actual claim experience includes two components: 

1) Grants paid during the year; and
2) Change in the valuation of unpaid grants throughout the year.

There will be an inventory of claims in progress that are valued on a monthly basis and for which 
an internal valuation is completed at the end of each year. Depending on the amount of claims 
in progress as well as the amount claimed, the valuation can fluctuate significantly between the 
beginning and the end of the year. There were years in which the valuation of claims has 
decreased throughout the year by more than the claims paid. In those years, the actual claim 
experience will be negative. 

(2,000)

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

16,000

2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009

Aggregate Lawyer Claims - Budget vs Actual Experience

Actual Claim Experience… Budget Claim Experience

Appendix C

Convocation - Audit & Finance Committee Report

24



 
 
M e m o r a n d u m  

  

ECKLER.CA VANCOUVER    •    WINNIPEG    •    TORONTO    •    MONTRÉAL    •    QUÉBEC CITY    •    HALIFAX    •    BARBADOS    •    JAMAICA 

To: The Law Society of Ontario Compensation Fund Committee 
The Law Society of Ontario Audit & Finance Committee 

From: Blair Manktelow 

Date: 4 June 2020 

Re: Compensation Fund (“Fund”) for Lawyer Licensees 
Stochastic Modeling Analysis 

 
This memorandum builds on the prior stochastic modeling analysis I completed in July 2018.  It develops 
an estimate of the probability distribution for 2021 aggregate lawyer licensee claims under a base case 
scenario and a variety of different stress scenarios. 

Data Reliance and Limitations 

For the purposes of this review, and with the understanding of the Law Society of Ontario, I have relied on 
the data as provided by it without independent audit or verification.  Limited reasonableness checks were 
made of the data extracted for this review versus that of prior years, and any anomalies discovered are 
noted herein. 

Uncertainty of Outcome 

By its very nature, forecasting is uncertain, and as such, future claim experience may deviate significantly 
from these estimates.  I have made no explicit provision for otherwise unforeseen changes to the legal or 
economic environment in which claims are settled, nor for causes of loss which are not already reflected 
in the historical data.  In my judgment,  I have employed techniques and assumptions that are 
appropriate, and the conclusions reached are reasonable, given the information currently available. 

Confidentiality 

This memorandum provides comprehensive information about the operations of the Fund, and is to be 
considered confidential, for distribution only within the Law Society of Ontario as appropriate.  The entire 
memorandum must be distributed rather than any excerpt thereof.  It is not to be released to anyone other 
than the intended audience without the explicit prior consent of Eckler Ltd. and the Law Society of 
Ontario. 

Introduction 

This memorandum provides an overview of the results of a stochastic modeling analysis using the 
historical experience for lawyer licensees.  The objective of the analysis is to develop an estimate of the 
probability distribution for 2021 aggregate lawyer licensee claims under a base case scenario and a 
variety of different stress scenarios.  With these results, the Committees will have an improved context for 
assessing the sensitivity of the lawyer Fund Balance to potential adverse circumstances, and the 
likelihood of outcomes that can fully deplete a lawyer Fund Balance at various possible target capital 
levels.  This analysis builds on the prior stochastic modeling analysis provided in July 2018.   
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2  

Approach 

This analysis was carried out using the individual lawyer licensee claim experience over the period from 
2000 to 2019, inclusive.  This follows the logic of earlier such analyses with regard to the exclusion of 
earlier years as being less relevant to current circumstances (the aggregate level of claims activity in 
many of these earlier years tends to be at a higher level than more recent years).  
 
The claim simulation process is broken down into frequency (i.e., number of claims) and severity (i.e., 
average cost per claim) steps, using fitted probability distributions for each, the distribution parameters for 
which are optimized using actual lawyer licensee experience as determined with modeling software.  For 
each of 10,000 successive trials, a random draw is made from the selected frequency probability 
distributions to determine the number of claims for that trial, and then a series of random draws (matching 
the selected number of claims) are made from the selected severity probability distributions to determine 
the aggregate claims for that trial.  The results of all 10,000 trials are accumulated to provide an estimate 
of the probability distribution for aggregate claims for the year, in this case, 2021. 
 
This analysis builds on the separate modeling of “Normal” versus “Large scale defalcation” claims activity 
first introduced with the January 2016 analysis, as follows: 

• Frequency – Large scale defalcations (defined here as 35 or more claims arising from a single 
member) are separated out of the historical data and modeled separately.  The remaining claim 
counts are modeled using a Normal distribution fitted using report years 2005-2019.  The occurrence 
of a large scale defalcation is modeled using a Poisson distribution fitted to the distribution of claims 
observed over report years 2000-2019, with the number of claims involved modeled using a Negative 
Binomial distribution fitted to the claims observed over report years 2010-2019.  These selected 
probability distributions are unchanged from the July 2018 analysis. 

• Severity – The modeling of the size of claims is separated between those that are up to $12,500 
versus those over this threshold, consistent with the July 2018 analysis.  A Beta distribution fitted to 
report years 2010-2019 is used to generate the proportional split for claims under and over this 
threshold, which is consistent with the July 2018 analysis.  The severity for “below threshold” claims is 
simulated using an Exponential distribution and the severity for “over threshold” claims is simulated 
two ways, using either a Log-Normal distribution or an Inverse Gaussian distribution, fitted to the 
observed claims in report years 2010-2019. 
 

As with the July 2018 analysis, the individual lawyer licensee claims data is subject to three potential 
adjustments as follows: 
1) Applicable Coverage Limit – For those individual lawyer licensee claims that have been 

capped at the applicable coverage limit at that time, the “amount claimed” is substituted for 
the reported grant + expense amounts.  The intent is to model the severity distribution before 
application of the coverage limit, with the current limit ($500,000) instead being imposed on 
each of the simulated individual claims.  With the understanding that “amount claimed” may 
often tend to be overstated, this likely leads to some conservatism in the resulting analysis. 

2) Incurred Development – In a manner consistent with the provision for unpaid grants 
underlying the Fund financial statements as at 31 December 2019, and given my 
understanding that the $163,838 Bulk provision is entirely applicable to the bulk claims, no 
adjustment is applied for incurred development. 

3) Trend – In order to allow for the possibility of claims inflation over time, a judgmentally 
selected annual trend assumption is applied to restate each historical claim to an estimated 
2019 level.  After examination of the pattern in aggregate severities by year over the 
experience period, and taking into consideration the selected experience period on which the 
severity was based, the selected annual trend assumption was set at 0% (i.e., no trend). 
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There has been a significant number of large individual claims in recent years, driving the average 
unlimited non-zero claim severity for report years 2010-2019 to $52,327 versus the average unlimited 
non-zero claim severity for report years 2000-2016 of $37,725 in the prior analysis.  I reduced the number 
of report years of data in the selection of the claim severity due to an observation that the average claims 
severity appears to be at a higher average level in 2010-2019 than in 2000-2009, with 104 claims in 
2010-2019 greater than or equal to $150,000, versus only 24 in 2000-2009.  

Base Case Results – Current Coverage Limit 

The results of the simulations at the current coverage limit of $500,000 is summarized below: 
 

Stochastic Modeling of 2021 
Aggregate Lawyer  
Licensee Claims 

Current Coverage Limit ($500,000) 
Simulated  

Aggregate Claims 

Description Log-Normal 
Results 

Inverse Gaussian 
Results 

Mean 5,906,703  6,101,797  
50th Percentile (Median) 4,489,533  4,620,590  
75th Percentile 7,569,832 7,702,757 
90th Percentile 11,793,241 12,173,686 
95th Percentile 15,091,469 15,728,358 
97.5th Percentile   18,475,087 19,570,494 
99th Percentile 23,399,681 24,074,005 
99.5th Percentile 26,970,713  28,178,418 

(Amounts in $s) 
 
From these results, the estimated mean of the 2021 aggregate lawyer licensee claims is $5.9 million for 
the lognormal and $6.1 million for the inverse gaussian models.  By comparison, the expected mean of 
the 2019 aggregate lawyer licensee claims was $5.8 million, from the July 2018 analysis. 
 
If the actual level of 2021 aggregate claims proves to exceed the level assumed in the setting of the 2021 
levy, all other things being equal, the lawyer Fund Balance will be depleted by the amount of aggregate 
claims in excess of that assumed.  Of course, other sources of variability in Fund results (e.g., investment 
returns) can also lead to an otherwise unexpected depletion (or increase) in the lawyer Fund Balance. 
 
Please note that the results of the simulations are significantly greater at higher percentiles than those in 
the July 2018 analysis.  This is being driven by a couple of items.  The average historical severity, after 
adjusting for claims limited by coverage limit, of the claims that fall in the over $12,500 threshold category 
has increased from $79,501 to $110,377.  This is mostly offset, with regard to the mean but not with 
regard to the higher percentile outcomes, by a decrease in the number of claims.  Overall, the mean 
number of claims simulated has decreased from 157 to 123.  Only claims with non-zero amounts are 
considered.  In the July 2018 analysis, the large-scale defalcation claim projected claim counts were not 
reduced by the proportion of zero claims, whereas in this analysis they have been adjusted for this. 
 
I am available to provide additional supporting detail or explanations as required. 
 

 

             
Toronto, Ontario     Blair Manktelow 
3 June 2020      Fellow, Canadian Institute of Actuaries 
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Appendix - Sensitivity Testing Results – Current Coverage Limit 

The Committee has requested sensitivity testing assuming a doubling of the average claim frequency, 
and/or a doubling of the average claim severity.  This sensitivity testing was carried out using the same 
basic modeling approach as described above, but with doubled distributional mean assumptions 
substituted for the “Normal” and “Large-defalcation” event fitted distributions, separately and combined, 
for each of frequency and severity, separately and combined.  This resulted in a total of 15 stress 
scenarios being prepared, for each of the two assumed “over threshold” severity distributions.  The full 
details of the simulation results are included in the attached exhibit to this report.  Selected results for the 
current coverage limit based on the Inverse Gaussian assumed “over threshold” severity distribution is 
summarized below: 
 

Stochastic Modeling of 2021 Aggregate Lawyer Licensee Claims 
Sensitivity Testing of Simulated Aggregate Claims at Current Coverage Limit ($500,000) 

Selected Inverse Gaussian Results 

Description Base Case 
Result 

Frequency 
Doubled 

Severity 
Doubled 

Freq. & Sev. 
Doubled 

Mean 6,101,797  12,178,186 10,690,991 21,344,024 
50th Percentile (Median) 4,620,590  10,428,575 8,085,442 18,317,115 
75th Percentile 7,702,757 15,505,468 13,501,941 27,079,097 
90th Percentile 12,173,686 21,761,870 21,422,226 37,840,815 
95th Percentile 15,728,358 26,878,425 27,364,398 46,892,075 
97.5th Percentile 19,570,494 32,036,973 33,932,713 55,895,039 
99th Percentile 24,074,005 37,616,610 42,174,967 66,095,461 
99.5th Percentile 28,178,418 42,905,600 49,075,361 76,311,978 

(Amounts in $s) 
 
From this summary, it is evident that the simulated results are slightly more sensitive to a doubling of 
average claim severity than they are to a doubling of average claim frequency at the upper percentiles.  
From the detailed summary in the appendix, it is evident that the simulated results are more sensitive to 
increases in the assumed average claim frequency for large scale defalcations rather than normal 
outcomes, and more sensitive to increases in the assumed average claim severity for larger claims over 
$12,500 rather than smaller claims. 
 
When considering the plausibility of these stress scenarios, the analysis suggests that if both frequency 
and severity are double what might be considered normal levels, then the expected (mean) outcome falls 
somewhere between a 1-in-40-year and a 1-in-100-year event (i.e., 97.5th to 99th percentile) from the 
base case results. 
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Law Society of Ontario
Sensitivity Analysis
2021 Fund Year

Count Lognormal Inverse Gaussian Lognormal Inverse Gaussian Lognormal Inverse Gaussian Lognormal Inverse Gaussian

Mean 123           5,906,703            6,101,797            6,122,240            6,317,334            10,228,337          10,475,453          10,443,874          10,690,991         
50th 94             4,489,533            4,620,590            4,666,569            4,788,455            7,794,509            7,906,391            7,959,657            8,085,442           
75th 157           7,569,832            7,702,757            7,853,584            7,980,227            13,072,774          13,220,298          13,343,435          13,501,941         
90th 234           11,793,241          12,173,686          12,139,034          12,542,537          20,442,366          21,023,868          20,803,558          21,422,226         
95th 295           15,091,469          15,728,358          15,476,300          16,099,303          26,139,147          26,945,515          26,545,123          27,364,398         
97.5th 350           18,475,087          19,570,494          18,920,099          20,044,355          32,136,363          33,544,193          32,572,614          33,932,713         
99th 434           23,399,681          24,074,005          23,885,357          24,642,112          40,550,413          41,674,662          41,147,142          42,174,967         
99.5th 478           26,970,713          28,178,418          27,757,972          28,695,760          46,277,678          48,295,087          46,756,489          49,075,361         

Mean 184           8,827,424            9,095,378            9,148,760            9,416,714            15,283,536          15,614,869          15,604,872          15,936,205         
50th 160           7,572,795            7,828,280            7,857,555            8,125,497            13,097,247          13,426,011          13,407,113          13,734,849         
75th 223           11,111,279          11,347,326          11,462,826          11,702,331          19,145,474          19,418,634          19,500,282          19,752,110         
90th 299           15,559,597          16,021,949          16,020,187          16,481,864          27,004,568          27,471,416          27,468,293          27,935,434         
95th 360           19,073,852          19,800,205          19,506,928          20,274,491          33,157,636          34,213,366          33,568,008          34,719,407         
97.5th 416           22,554,808          23,544,760          23,182,342          24,103,538          39,134,220          40,551,045          39,734,434          41,020,860         
99th 499           27,491,637          28,501,411          28,001,696          28,941,188          47,561,495          49,404,320          48,286,995          49,783,129         
99.5th 545           30,709,331          32,280,362          31,529,270          33,102,219          52,902,784          55,309,477          53,916,474          56,082,464         

Mean 186           8,895,162            9,177,419            9,222,483            9,504,739            15,408,993          15,755,478          15,736,314          16,082,798         
50th 154           7,025,347            7,290,075            7,329,720            7,593,606            12,157,494          12,477,454          12,503,485          12,799,580         
75th 242           11,672,069          12,054,191          12,094,035          12,452,401          20,171,391          20,617,890          20,566,217          21,060,806         
90th 350           17,330,693          18,022,014          17,830,816          18,610,318          29,907,752          30,937,593          30,462,416          31,440,156         
95th 429           22,213,113          22,942,937          22,804,966          23,485,569          38,579,036          39,184,254          39,190,790          39,821,176         
97.5th 507           26,834,153          27,658,779          27,767,209          28,480,247          46,897,453          47,511,348          47,616,960          48,250,798         
99th 614           32,535,475          33,692,115          33,545,830          34,394,726          56,680,459          58,849,045          57,460,762          59,624,163         
99.5th 714           38,214,972          39,972,198          39,066,753          40,717,679          65,148,772          69,224,822          65,644,775          69,874,445         

Mean 247           11,811,641          12,178,186          12,244,331          12,610,877          20,462,497          20,911,333          20,895,188          21,344,024         
50th 216           10,108,394          10,428,575          10,494,512          10,839,016          17,502,777          17,896,459          17,911,340          18,317,115         
75th 305           14,969,592          15,505,468          15,496,825          15,971,861          26,016,287          26,602,541          26,467,264          27,079,097         
90th 413           21,034,076          21,761,870          21,581,520          22,303,158          36,416,084          37,214,134          36,946,305          37,840,815         
95th 496           26,167,264          26,878,425          26,817,487          27,531,375          45,333,811          46,262,103          46,063,328          46,892,075         
97.5th 571           30,845,145          32,036,973          31,624,648          32,794,116          53,560,909          54,944,424          54,228,824          55,895,039         
99th 682           37,089,599          37,616,610          37,823,598          38,677,060          64,186,476          65,352,827          64,934,122          66,095,461         
99.5th 779           42,047,487          42,905,600          43,057,885          44,201,835          72,867,322          75,016,780          73,877,720          76,311,978         

Base 
Frequency

Doubled 
normal 

frequency

Doubled 
large‐

defalcation 
frequency

Doubled 
both 

frequencies

Doubled small claim severity Doubled both severitiesDoubled large claim severityBase Severity
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FOR INFORMATION 

General Fund Balance Management Policy 

The Committee assessed the current policy to manage the size and use of fund 

balance for the Law Society’s Lawyer General Fund as set out below and 

concluded not to recommend any changes. 

The Committee considered recent developments and pressures on the Paralegal 

General Fund and its fund balance.  The Committee will consider a Fund Balance 

Management Policy for the Paralegal General Fund to coincide with the drafting 

the 2021 budget.  

Lawyer General Fund 

The Lawyer General Fund is the operating fund, accounting for the Society’s program 

delivery and administrative activities related to the regulation and licensing of lawyers. 

The current Lawyer General Fund Balance Management Policy is: 

a) The Law Society’s policy is to maintain the sum of the Lawyer General Fund balance

at no less than two, and no more than three months of General Fund budgeted

expenses.

b) If the Lawyer General Fund balance exceeds three months of budgeted Lawyer

General Fund expenses Convocation shall utilize the excess for one or more of the

following:

 Mitigate the Lawyer General Fund levy for the next fiscal year;

 Transfer the excess to another Law Society fund if the fund balance is below its

stated policy benchmark.

c) If the Lawyer General Fund balance is less than two months of budgeted Lawyer

General Fund expenses, Convocation shall budget for an annual surplus to restore

the fund balance to its minimum policy objective. The minimum policy benchmark

should be restored within three fiscal periods.

d) If the Lawyer General Fund balance is more than two months of budgeted Lawyer

General Fund expenses and less than three months of budgeted Lawyer General

Fund expenses, Convocation may appropriate funds from the Lawyer General Fund

Balance for one or more of the following:

 Mitigate the Lawyer General Fund levy for the next fiscal year;

 Transfer the excess to another Law Society fund if the fund balance is below its

stated policy benchmark.
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The fund balance for the Lawyer General Fund at the end of 2019 was $26.1 million.  

The 2020 budget planned to use $5.1 million of the fund balance to fund operating 

expenditures.  Based on the 2020 budget and the current Fund Balance 

Management Policy, the minimum and maximum fund balance for the Lawyer 

General Fund is $17.3 million and $26 million, respectively, the equivalent of two 

and three months of operating expenses.   

Paralegal General Fund 

The Paralegal General Fund accounts for similar activities to the Lawyer General Fund 

related to the regulation and licensing of paralegals.     

The Paralegal General Fund does not have a fund balance policy.  Historically, the rate 

of growth of full fee equivalent (FFE) paralegals was at a level that it led to a healthy 

fund balance and the need for a fund balance policy was considered unnecessary.  This 

allowed for the planned use of some of the fund balances to fund future budgets and 

mitigate annual fee increases, similar to the practice used with the Lawyer General 

Fund.  For example, the 2019 budget planned to use $2.4 million as the paralegal fund 

balance at the end of June 2018 was $4.2 million.  Most recently, the 2020 budget 

incorporated use of $2.4 million of the Paralegal General Fund balance with the 

paralegal fund balance at June 2019 being $3.2 million.    

The impact of COVID-19 on Paralegal General Fund revenues, in particular on 

unbudgeted unrealized losses on investments, led to pressure on the fund balance 

noted at the end of March 2020.  In addition, the last two years have seen a slowing in 

the rate of growth of FFE paralegals to approximately 2% per year.  The 2019 budget 

factored in growth of 200 FFE paralegals.  In noticing a possible trend, the 2020 budget 

projected an increase of only 100 FFE paralegals.  Also, to manage licensee annual 

fees, the 2020 budget was developed to more closely reflect anticipated actual 

spending and tighten variances between projected and actual results to mitigate against 

growing fund balances.  

Fund Balance Considerations 

The key question in establishing a fund balance policy is how much is appropriate to 

ensure an organization is positioned to manage unexpected needs or events and the 

related risk while wanting to manage excessive revenue generation. Too low a fund 

balance may mean being underprepared for risks, but too high a fund balance means 

licensees may be over contributing.   
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To manage the financial stability of an organization, it is important to maintain adequate 

levels of fund balance to mitigate current and future unplanned financial risks such as 

revenue shortfalls (as may be experienced as a result of COVID-19) and unanticipated 

expenditures.  Appropriately managed fund balances can also 

 reduce volatility in annual fees year over year, which may be more challenging 

for licensees to manage, or 

 the need for significant expenditure reductions, which may not be feasible to 

implement in short time period.   

Policy Options 

There are essentially two options in the development of fund balance management 

policies – a pay-as-you-go approach and a fee stabilization approach. 

Pay-As-You-Go Approach 

Under this approach, annual fees are established to fund anticipated operational 

expenditures of a given year and any existing fund balance is immediately utilized to 

fund the given budget.  Under this model, there is no accumulation of fund balance as it 

is used for the first available budget and any existing fund deficiency due to expenses 

exceeding revenues is immediately eliminated by an increase in annual fees in the 

subsequent budget year. 

An annual fee setting approach using the pay-as-you-go approach increases annual fee 

volatility as it is impossible to precisely predict revenues and expenditures in any 

particular budgetary year. For the Law Society, a year where revenues are under budget 

or expenses are over budget resulting in overall excess expenses over revenues, in the 

face of no accumulated fund balances, would lead to an annual fee increase in the 

following budget year or the need for expense reductions within a short period of time, 

which could impact service levels, as an example. 

Depending on the timing of cash inflows and outflows, the pay-as-you-go approach may 

result in the need to borrow funds to deal with interruptions in cash inflows or if a crisis 

was to adversely affect the Law Society’s financial position. 

The pay-as-you-go approach may be viewed favourably as it supports the approach of 

current expenses being funded by current licensees and that future expenses should be 

paid by future licensees. The accumulation of fund balances results in the transfer of 

some of the funding burden from future licensees of the Society to current licensees. 
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Fee Stabilization Approach 

A “fee stabilization” approach is based on reasonable fund balances being maintained 

within benchmarks established through a fund balance management policy. Under this 

approach, fund balances exceeding the benchmark are utilized in a prescribed fashion 

(which may include the mitigation of future annual fees).  Similarly, fund balances below 

the set benchmark are restored over a set number of fiscal periods. 

This approach uses the concept of a “rainy day fund” to help an organization mitigate 

the risks that may impact financial performance by maintaining adequate levels of cash 

assets and equity.   In essence, appropriate fund balances act as an insurance policy to 

enable an organization to maintain financial solvency and mitigate risk such as revenue 

shortfalls and unanticipated expenses. The Law Society’s current fund balance 

management policy has positioned it to manage the financial challenges of the COVID-

19 crisis.  As cash and investments are a component of the overall fund balance, the 

maintenance of an appropriate fund balance helps ensure an organization has sufficient 

cash flow to meet normal and unexpected operating needs.  

With the fee stabilization approach, as the name suggests, an appropriate fund balance 

provides for greater flexibility in establishing the licensee annual fee, in particular, 

mitigating volatility which could be financially challenging for some licensees. 

The current policy (and the Lawyer Compensation Fund Balance Management Policy) 

uses the fee stabilization approach.  The decision to use this approach was based on 

best practices, and to manage financial risk to the Law Society should there be notable 

detrimental fluctuations in revenues or expenses.  This approach also mitigates volatility 

in licensee annual fees. 

Best Practices 

Generally, there is limited literature on fund balance policy best practices and, in 

particular, fund balance policies for organizations similar to the Law Society.  Some 

Finance department employees are active members of the Government Finance 

Officers Association (GFOA), which represents public finance officials throughout the 

United States and Canada.  The GFOA is considered a respected source of best 

practice information on governmental budgeting policies, much of which can be applied 

to the not-for-profit sector, including the Law Society. Finance also references the 

Municipal Research Service Centre as a source of best practices on this topic.  
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Key Components of Fund Balance Policies 

Based on available literature including information through the GFOA, a fund balance 

policy establishes minimum levels for designated funds to ensure stable service 

delivery, meet future needs, and protect against financial instability. According to the 

GFOA, at a minimum, these policies should include: 

 Scope and purpose 

 Appropriate fund balance level 

 Use and replenishment of funds 

Scope and Purpose 

The scope and purpose should clearly identify which funds are included and what 

purpose the fund balances are intended for.  

Key questions to consider in establishing scope and purpose are: 

a) Which funds are the major operating funds? Establish minimum fund balances 

for all of these funds.  

b) Is there an interdependence between funds to be considered? For example, the 

Parental Leave Assistance Fund is dependent on the Lawyer General Fund for 

revenue through the budget process. 

c) What types of reserves should be included in the policy, if any? The Law Society 

currently does not have any specific reserves. When considering types of 

reserves, it’s important to define the issue or potential problem that could trigger 

the need for a reserve such as future outlays for capital or liability accruals such 

as employee buy-outs. Some of the most common reserves are contingency 

reserves, rainy day funds or emergency reserves and capital needs reserves.  

The Law Society manages its capital needs through the Capital Allocation Fund 

and sets a ‘contingency’ through the budget process for the General Fund.  

Appropriate Fund Balance Level 

The question of an appropriate level of fund balance is always a difficult one to answer.  

The GFOA recommends that the unrestricted fund balance in the general fund should 

take into account each organization’s own unique circumstances. For example, an 

organization vulnerable to natural disasters or dependent on a volatile revenue sources 

may need to maintain a higher level in the unrestricted fund balance.  Nevertheless, the 

GFOA recommends, at a minimum, maintaining a general fund balance of no less than 

two months of regular general fund operating revenues or regular general fund 

operating expenditures. 
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Key questions to consider: 

a) Is the organization dependent on cyclical or volatile revenue sources? The Law 

Society depends primarily on annual fee revenues. This revenue is due from 

licensees in the first two months of the calendar year. While relatively 

predictable, this timing does not match up with the timing of expenses, which are 

incurred evenly throughout the year. Also, this fee base can be influenced by 

underlying economic conditions. 

b) Does the organization have access to credit facilities? Debt is sometimes viewed 

as supplementary or an alternate to fund balances. The Law Society closed its 

line of credit/operating facility a few years ago as it was not used.  With COVID-

19, management has had brief discussions with the bank and the indication is 

that a facility of at least $5 million would be available at no cost. 

c) Is the organization dependent upon a small number of revenue providers that 

represent a large portion of the cash inflow? The Law Society’s fee revenue is 

broad based among over 60,000 lawyers and paralegals spread across private 

practice, corporate employment, government and academia.  For some 

licensees, their annual fees are paid for by their firm or employer, introducing an 

element of vulnerability.  

d) Is the organization vulnerable to natural disasters such as earthquakes, fires, 

pandemics, or flooding? It is prudent to maintain some fund balance to prepare 

for and protect against such risks. 

e) Is there a buffer against economic downturns? Will the organization be able to 

sustain essential operations or will layoffs and service cuts be required?  As the 

Law Society’s licensees and candidates are sensitive to economic conditions so 

too is the Law Society. 

f) Will other organizations be evaluating the Law Society’s fund balance levels? If 

the Law Society considers taking on debt, the nature and history of fund balance 

policies or lack thereof will be one of the factors considered in assessing 

creditworthiness. 

Use and Replenishment of Funds 

It is recommended that the policy clearly state: 

 When the fund balance should be used – define contingencies, “rainy days,” and 

emergencies and what the trigger is for use. In the Law Society’s case, specific 

circumstances are difficult to envisage without being too restrictive. 

 How the fund balance will be replenished and how quickly, and what happens 

when fund balances drop below the designated levels. 
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Income Tax Considerations 

The Law Society Act establishes the Society as a corporation without share capital but 

is silent on the Society’s tax status. The Society claims exemption from tax under 

S149(1)(l) of the Income Tax Act and this status, as a non-profit organization, adds 

further rigour to the administration of accumulated fund balances. If the Canada 

Revenue Agency (CRA) concludes that a non-profit organization has accumulated 

assets, excess to its core purpose and/or is excessively using investment income to 

finance its operations, then the CRA may disallow the organization’s status as a non-

profit or non-taxable organization and assess tax payable on income. 

Comparable Organizations 

The Law Society of British Columbia does not have a formal fund balance policy but 

they do review the level of liquidity/working capital with their Finance Committee each 

year and discuss if it is reasonable.  It is usually assessed in terms of how many months 

of reserve and in 2018, they had a Working Capital Reserve of $5.6 million on total 

General Fund expenses of $29.5 million which is about 2.25 months of operating 

expenses.  In 2019 they were closer to $8.4 million which is closer to 3.5 months.  

Informally, they consider three to six months of reserve to be reasonable and standard. 

The College of Physicians and Surgeons Ontario is moving in a different financial 

direction in accumulating a Building Fund rather than more general reserves. 

Chartered Professional Accountants Ontario maintained an operating reserve of $25 

million on operating expenses of $107 million in 2019, equivalent to approximately 3 

months of operating expenses. The operating reserve is intended to support the 

organization’s day-to-day operations in the event of unforeseen shortfalls or special 

projects. The reserve may also be used for one-time, non-recurring expenses that will 

build long-term capacity, such as research and development, or investment in 

technology or other infrastructure. 

Chartered Professional Accountants Canada has $52 million in fund balances on 

operating expenses of $123 million in 2019. Fund balances were inflated slightly by the 

disposal of tangible assets with a net book value of $9.1 million. The fund balances are 

required to provide sufficient financial capital to meet any unexpected material financial 

risks and to capitalize on significant new opportunities when presented. The fund 

balances are also available to help maintain reasonable stability in annual member fees. 

The CPA Canada Audit Committee believes CPA Canada should currently retain a 

minimum fund balance in the range of $32.9 million to $55.2 million and a target amount 
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of $40.6 million, which is the equivalent of approximately 4 months of operating 

expenses.  

The Law Society of New South Wales has fund balances of $104 million on operating 

expenses of $42 million in 2019 although fund balances were inflated by a one-off 

payment of $45 million after the closure of the Solicitors Mutual Indemnity Fund.  If the 

one-off payment is ignored, the fund balance would be at $59 million. 
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FOR INFORMATION 

LIRN Inc. Interim Financial Statements 
for the Quarter Ended March 31, 2020 

Convocation is requested to receive the interim financial statements for LIRN Inc. 

for the first quarter of 2020 for information. 

LIRN Inc. is the central manager of the Ontario county courthouse library system in 

accordance with the objectives, policies and principles established and approved by the 

Law Society, in consultation with the Federation of Ontario Law Associations (FOLA) and 

the Toronto Lawyers’ Association (TLA), all shareholders of the organization through two 

classes of shares: 100 common shares and 100 special shares. The Law Society holds 

all of the common shares outstanding. Of the special shares outstanding, 25 are held by 

TLA and 75 are held by FOLA.  

LIRN Inc. is fully funded by the Law Society through the lawyers’ annual fee. The LIRN 

Inc. component of the annual fee for 2020 is $182 per lawyer. Grants to the 48 county 

libraries comprised 87% of LIRN Inc. expenditures with the balance being centralized 

expenses such as access to online research products. 
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LIRN INC. 
FINANCIAL REPORT 
For the three months ended March 31, 2020 

KEY POINT SUMMARY 

Overall Results 

1. Results for the first quarter identify an excess of revenues over expenses of

$17,248.  This is better than planned, as the 2020 budget envisages $88,719

being drawn from the fund balance of the General Fund for the year.

2. The positive variance from budget of $26,253 for the quarter is due to small

favourable variances in virtually all expense categories other than the grants to

county law libraries. It is too early in the year to attribute these variances to

timing differences or actual savings.

Revenues 

3. The Law Society grant includes amounts for central administration and quarterly

transfers to the 48 county law libraries.  The actual grant from the Law Society

was $2.005 million in the first quarter and matched budgeted amounts for the

period. Because of a reduction in transition expenses, the grant from the Law

Society was budgeted to decrease slightly from 2019.

Expenses 

4. Total expenses were $1.991 million compared to a budget of $2.014 million for

the quarter.

5. There was an unbudgeted expenditure of $18,833 relating to third party recruiting

fees for the Managing Director search. When the 2020 budget was compiled,

transition expenses of this nature were envisaged to be funded from the fund

balance as $300,000 was budgeted in 2019 for this purpose and not utilized.

6. Other head-office expenses include the production of the Annual Report, head

office courier/postage costs, Directors and Officers (D&O) insurance, bank

charges, website maintenance costs, the cost of providing most libraries with a

toll free telephone number and governance meeting expenses.

7. Electronic product expenses of $90,784 are in line with the agreement with

LexisNexis and budget. They are higher than the previous year due to the timing

of invoicing in the first quarter of 2019, and no related accrual.
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8. Group benefits and insurance of $83,548 consist of the Group Benefits for 

enrolled county law library staff, and library D&O and property insurance. 

9. Other centralized expenses of $8,820 includes continuing education bursaries for 

county law library staff, library courier costs for inter-library loans of materials, 

publications provided by the Law Society to each of the 48 county law libraries, 

and the Federation of Ontario Law Associations’ (FOLA) meeting expenses for 

their Library Committee.  Underspending in publications contributed the largest 

variance from budget. 

10. County and district law libraries grants of $1.765 million are in line with budget 

and increased from 2019 as expected with the 2020 budget providing for a 2% 

increase. 

11. Capital and special needs grants comprise the computer refreshment grants 

approved by the Board. There is no regular pattern to the expenditures over the 

year.  

Balance Sheet 

12. Cash of $1.065 million has increased from the same period in 2019 due to the 

excess of revenues over expenses in the intervening period. The funds are held 

in the LIRN bank account where interest rates competitive with other short-term 

investments have been negotiated by the Law Society. 

13. Accounts payable and accrued liabilities of $74,112 are higher than 2019 with the 

accrual of electronic products invoices for February and March in 2020.   

14. The fund balance of the General Fund has increased from $327,426 the end of 

the first quarter of 2019 to $525,246 based on the excess of revenues over 

expenses for the period of April 2019 to March 2020. 

15. The Reserve Fund has a balance at the end of March of $500,000 comprising a 

general component of $200,000, a capital and special needs component of 

$150,000, and a staffing and severance component of $150,000 in accordance 

with prior LibraryCo policy.   
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LIRN INC.
Balance Sheet 
Stated in Dollars 
As at March 31, 2020 
Unaudited

2020 2019
Assets

Current Assets
1 Cash and short-term investments 1,065,240 825,464 
2 Accounts receivable 26,417 22,458 
3 Prepaid expense 7,901 7,603 
4 Total Assets 1,099,558 855,525 

Liabilities, Share Capital and Fund Balances

Liabilities

5 Accounts payable and accrued liabilities 74,112 27,899 
7 Total Liabilities 74,112 27,899 

8 Share Capital and Fund Balances
9 Share capital 200 200 

10 General fund 525,246 327,426 
11 Reserve fund 500,000 500,000           
12 Total Share Capital and Fund Balances 1,025,446 827,626 

13 Total Liabilities, Share Capital and Fund Balances 1,099,558 855,525 

This Balance Sheet includes the financial resources of the LIRN Inc. entity only.
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LIRN INC.
Statement of Operating Revenues and Expenses 
Stated in Dollars 
For the three months ending March 31, 2020 
Unaudited

2020 Annual 2019
Actual Budget Variance Budget Actual

REVENUES
1 Law Society of Ontario grant 2,004,773    2,004,773    - 8,019,094 2,014,484    
2 Interest income 3,197           - 3,197 - 2,554 
3 Total revenues 2,007,970    2,004,773    3,197           8,019,094    2,017,038    

EXPENSES
Head office / administration

4 Salaries and benefits -              -              -              -              
5 Administration - 10,000 10,000         40,000         -              
6 Professional fees 3,631           3,375 (256) 13,500 6,096           
7 Contingency 18,833         - (18,833) -              -              
8 Other 6,940           11,070 4,130 48,900         3,090           
9 Total head office / administration expenses 29,404         24,445         (4,959)         102,400       9,186           

Law libraries - centralized purchases
10 Electronic products and services 90,784         90,810         26 363,250       58,778         
11 Group benefits and insurance 83,548         93,500         9,952           374,000       85,848         
12 Other 8,820           35,347         26,527         184,900       10,873         
13 Total law libraries - centralized purchases 183,152       219,657       36,505         922,150       155,499       

14 County and district law libraries - grants 1,765,166    1,765,166    - 7,060,663 1,730,555    
15 Capital and special needs grants 13,000         4,510           (8,490)         22,600         2,871           
16 Total county and district law libraries expenses 1,778,166    1,769,676    (8,490)         7,083,263    1,733,426    

17 Total expenses 1,990,722    2,013,778    23,056         8,107,813    1,898,111    

18 Excess of revenues over expenses (expenses over revenues) 17,248         (9,005)         26,253         (88,719)       118,927       

This statement includes the revenues and expenses of the LIRN Inc. entity only.

YTD
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LIRN INC.
Statement of Changes in Fund Balances 
Stated in Dollars
For the three months ending March 31, 2020 
Unaudited

2020 2019

General Reserve
Fund Fund Total Total

1 Balance, beginning of year 507,998         500,000       1,007,998      708,499        

2
Excess of revenues over expenses
(expenses over revenues) 17,248           - 17,248 118,927        

3 Balance, end of period 525,246         500,000       1,025,246      827,426        
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FOR INFORMATION 

Investment Compliance Reports 
for the Quarter ended March 31, 

2020 

The Committee unanimously recommends the Investment Compliance Reports for 

the quarter ended March 31, 2020 be received by Convocation for information. 

Under the Law Society Investment Policy, management shall report quarterly on 

compliance with the Policy. 

The Law Society, and its investment manager, has complied with the Investment Policy 

for the period ending March 31, 2020. 

There was significant market volatility in a short period of time during the last quarter that 

resulted in significant declines in the market value of the equity funds. While these declines 

caused the portfolio to move away from the benchmark asset mix, it was still within the 

acceptable range of exposure during this period. Our investment manager is actively 

monitoring compliance.  

Audit & Finance Committee - Report to Convocation
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Investment Parameters Guidelines Compliance
1. Asset Mix
Federal and provincial treasury bills Allowed Yes
Bankers acceptances Allowed Yes
Commercial paper Allowed Yes
Investment Manager Money Market Fund Allowed Yes
Premium Savings Account Allowed Yes
FGP Money Market Fund Allowed Yes

2. Quality Requirements
Commercial paper rating Min. R1 N/A

Liquidity
Max term to 

maturity of 365 
days

Yes

3. Quantity Restrictions
Commercial paper of a single corporate issuer Max 8% of fund Yes

4. Other Restrictions
Equity Securities None Yes
Direct investments in: 

Resource properties
Mortgages and mortgage-backed securities None Yes
Real estate None Yes
Venture capital financing None Yes

Derivatives None Yes

Christianne Abou-Saab
Director, Finance

LAW SOCIETY OF ONTARIO
STATEMENT  OF INVESTMENT COMPLIANCE SHORT TERM 
As at March 31, 2020

None Yes
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Law Society of Ontario 
Compensation Fund 

Manager: Foyston, Gordon & Payne Inc. 

Compliance Report 
(Period ending March 31, 2020) 

1. Asset Mix: Min. Mid-Point Max. 
Compliance* 

(Y/N) 

Cash & Short Term 0% 0% 15% Y 

Bonds 45% 70% 80% Y 

Total Fixed Income 60% 70% 80% Y 

Canadian Equity 20% 30% 40% Y 

Minimum bond rating “BBB” or better by the Dominion Bond Rating Service or equivalent rating by 
another recognized bond rating service. 

Y 

Each bond portfolio may be invested within the following parameters: 

Minimum holding in Federal and Federally Guaranteed Bonds 
FTSE TMX Short Term Bond Index 
Benchmark Weight minus 20% 

Y 

Provincials, Provincially Guarantees and Municipals 
FTSE TMX Short Term Bond Index 
Benchmark Weight plus or minus 20% 

Y 

Maximum Total Corporate Issues 
FTSE TMX Short Term Bond Index 
Benchmark Weight plus 20% 

Y 

Maximum Total Corporate BBB Issues 
FTSE TMX Short Term Bond Index 
Benchmark Weight plus 10% 

Y 

Not more than 10% of the total market value of the bond portfolio will be invested in securities issued by a foreign 
issuer, or Canadian issuer. 

Y 

Bond portfolio duration 1 to 5 years. Y 

The Market value of any one common equity issuer cannot represent more than 10% of the market value of the 
total portfolio, or that equity’s weight in the S&P/TSX Composite Index, whichever is greater. 

Y 

Note: In mid-June 2014 Law Society Compensation Fund moved into the FGP Short Term Bond Fund from the 
segregated Short Term Bonds. 

Investment policy dated February 23, 2017. 

*If policy not complied with, comment on specifics.

April 30, 2020
Date: Robert Laughton, Client 

Relationship & Business 
Development Manager
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Law Society of Ontario 
General Fund 

Manager: Foyston, Gordon & Payne Inc. 

Compliance Report 
(Period ending March 31, 2020)

1. Asset Mix: Min. Mid-Point Max. 
Compliance* 

(Y/N) 

Cash & Short Term 0% 0% 15% Y 

Bonds 45% 70% 80% Y 

Total Fixed Income 60% 70% 80% Y 

Canadian Equity 20% 30% 40% Y 

Minimum bond rating “BBB” or better by the Dominion Bond Rating Service or equivalent rating by 
another recognized bond rating service. 

Y 

Minimum holding in Federal and Federally Guaranteed Bonds 
FTSE TMX Short Term Bond Index 
Benchmark Weight minus 20% 

Y 

Provincials, Provincially Guarantees and Municipals 
FTSE TMX Short Term Bond Index 
Benchmark Weight plus or minus 
20% 

Y 

Maximum Total Corporate Issues 
FTSE TMX Short Term Bond Index 
Benchmark Weight plus 20% 

Y 

Maximum Total Corporate BBB Issues 
FTSE TMX Short Term Bond Index 
Benchmark Weight plus 10% 

Y 

Not more than 10% of the total market value of the bond portfolio will be invested in securities issued by a 
foreign issuer, or Canadian issuer. 

Y 

Bond portfolio duration 1 to 5 years. Y 

The Market value of any one common equity issuer cannot represent more than 10% of the market value of 
the total portfolio, or that equity’s weight in the S&P/TSX Composite Index, whichever is greater. 

Y 

Note: In mid-June 2014 Law Society General Fund moved into the FGP Short Term Bond Fund from the segregated 
Short Term Bonds. 

Investment policy dated February 23, 2017. 

*If policy not complied with, comment on specifics.

April 30, 2020
Date: Robert Laughton, Client 

Relationship & Business 
Development Manager
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Law Society of Ontario – E&O Insurance Fund 

Foyston, Gordon & Payne Inc.  

Compliance Report 

April 30, 2020

Ms. Brenda Albuquerque-Boutilier 
Executive Director, Finance & Chief Financial Officer 
Law Society of Ontario 
130 Queen Street West 
Osgood Hall, 1First Floor 
Toronto, Ontario 
M5H 2N6 

Dear Brenda: 

Re: Manager Compliance Reporting 

For the Law Society Errors and Omissions Insurance Fund, we wish to confirm that the 
portfolio being managed by Foyston, Gordon & Payne Inc. was in compliance with the Fund’s 
Investment Policy Statement dated February 23, 2017, for the quarter ending March 31, 2020. 

Yours truly, 

Robert Laughton 
Vice President – Institutional Client Services 
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