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Independent Auditor’s Report
Grant Thornton LLP
Suite 1600
333 Seymour Street
Vancouver, BC
V6B 0A4
T +1 604 687 2711
F +1 604 685 6569

To the Insureds of Real Estate Errors and Omissions Insurance Corporation
Opinion
We have audited the financial statements of Real Estate Errors and Omissions Insurance Corporation
(the “Corporation”), which comprise the statement of financial position as at March 31, 2019, and the
statements of operations and comprehensive income, changes in equity and cash flows for the year
then ended, and notes to the financial statements, including a summary of significant accounting
policies.
In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of Real Estate Errors and Omissions Insurance Corporation as at March 31, 2019,
and its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards (IFRS).
Basis for Opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Corporation in
accordance with the ethical requirements that are relevant to our audit of the financial statements in
Canada, and we have fulfilled our other ethical responsibilities in accordance with these requirements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.
Responsibilities of Management and Those Charged with Governance for the Financial
Statements
Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, 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.
In preparing the financial statements, management is responsible for assessing the Corporation’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the
Corporation or to cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Corporation’s financial reporting
process.
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Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that
an audit conducted in accordance with Canadian generally accepted auditing standards will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these financial statements.
As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:
•

Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

•

Obtain an understanding of internal control relevant to the audit 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 Corporation’s internal control.

•

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

•

Conclude on the appropriateness of management's use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Corporation’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor's report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up
to the date of our auditor's report. However, future events or conditions may cause the
Corporation to cease to continue as a going concern.

•

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

Vancouver, Canada

Chartered Professional Accountants

May 10, 2019

grantthornton.ca
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Real Estate Errors and Omissions Insurance Corporation
Statement of Operations and Comprehensive Income
Year end
March 31,
2019
Revenue
Earned premiums

$

Expenses
Claims and underwriting expenses
Increase in provisions for unpaid claims and adjusting
expenses
Administrative expenses
Policy acquisition expenses

10,807,316

Thirteen months
ended March 31,
2018

$

11,733,061

7,045,909

6,950,678

4,600,000
1,119,906
275,845

1,642,000
1,327,042
304,529

13,041,660

10,224,249

Net underwriting (loss) earnings

(2,234,344)

1,508,812

Other income (expense)
Investment income (Note 6)
Investment management fees

1,654,273
(128,140)

1,661,172
(126,280)

1,526,133

1,534,892

(Loss) earnings before income taxes

(708,211)

3,043,704

Income tax recovery (expense) (Note 9)

(314,597)

749,596

Net (loss) earnings

(393,614)

2,294,108

Other comprehensive income (loss)
Items that will be classified subsequently to profit or loss
Unrealized gain (loss) on investments, net of income
taxes of $209,509 (2018 - recovery of $289,465)

787,173

Reclassification adjustment for realized losses
included in net earnings, net of income taxes recovery
of $1,622 (2018 - $8,245)
Comprehensive income

(823,861)

(4,616)
$

388,943

See accompanying notes to the financial statements.

(23,466)
$

1,446,781
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Real Estate Errors and Omissions Insurance Corporation
Statement of Changes in Equity
Year ended March 31, 2019

Accumulated
Surplus
Balance, February 28, 2017

$

Net earnings for 13 months

20,272,307

Accumulated
Other
Comprehensive
Income (loss)
$

2,294,108

763,402

Total
Equity
$

21,035,709
2,294,108

-

Unrealized loss on
investments, net of income taxes

-

(823,861)

(823,861)

Reclassification adjustment for
realized losses included in
net earnings, net of income taxes

-

(23,466)

(23,466)

Balance, March 31, 2018
Net loss for the year

-

(393,614)

Unrealized gain on investments,
net of income taxes

-

Reclassification adjustment for
realized loss included in
net earnings, net of income taxes

-

Balance, March 31, 2019

$

22,172,801

22,482,490

(83,925)

22,566,415

(393,614)

787,173

787,173

(4,616)
$

698,632

See accompanying notes to the financial statements.

(4,616)
$

22,871,433
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Real Estate Errors and Omissions Insurance Corporation
Statement of Financial Position
March 31

2019

Assets
Investments (Note 7)
Cash
Deductibles and other receivable
Income taxes receivable
Prepaid expenses
Equipment (Note 8)
Deferred income taxes (Note 9)
Total assets

Liabilities
Accounts payable and accrued liabilities
Provisions for policy and claims liabilities (Note 10)
Unearned premiums (Note 11)

2018

$

57,951,205
1,068,958
37,695
749,030
44,351
181,227
337,391

$

53,170,714
670,068
141,736
438,112
54,828
216,737
268,918

$

60,369,857

$

54,961,113

$

306,700
25,796,000
11,395,724

$

279,498
21,196,000
11,003,125

Total liabilities

37,498,424

32,478,623

Equity
Accumulated surplus
Accumulated other comprehensive income (loss)

22,172,801
698,632

22,566,415
(83,925)

Total equity

22,871,433

22,482,490

Total liabilities and equity

$

60,369,857

$

54,961,113

Commitments (Note 13)

On behalf of the Board of Directors

See accompanying notes to the financial statements.
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Real Estate Errors and Omissions Insurance Corporation
Statement of Cash Flows
Year end
March 31,
2019

Thirteen months
ended March 31,
2018

Cash provided by (used in)
Operating activities
(Loss) earnings before income taxes
Adjustments for items not affecting cash
Depreciation
Realized losses on investment
Increase in provisions for unpaid claims and adjusting
expense
Net changes in non-cash working capital
Decrease (increase) in deductibles and other receivables
Decrease (increase) in prepaid expenses
Increase in accounts payable and accrued liabilities
Increase in unearned premiums
Income taxes paid, net

$

(708,211)

$

38,192
6,734

32,820
99,408

4,600,000

1,642,000

104,041
10,477
27,202
392,599
(352,681)

Net cash provided by operating activities

3,043,704

(75,522)
(680)
52,630
856,150
(652,665)

4,118,353

4,997,845

Investing activities
Purchase of investments
Purchase of equipment
Sale of investments

(4,051,638)
(2,682)
334,857

(11,669,371)
(161,897)
6,920,837

Net cash used in investing activities

(3,719,463)

(4,910,431)

Net increase in cash

398,890

87,414

Cash, beginning of year

670,068

582,654

Cash, end of year

$

1,068,958

See accompanying notes to the financial statements.

$

670,068
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

1. General information
Real Estate Errors and Omissions Insurance Corporation (the “Corporation”) is a special act
corporation incorporated as a corporation without share capital under the Real Estate Services Act.
The Corporation is taxable under the Income Tax Act (Canada). The Corporation pools the
insurance premiums paid by real estate licensees in a fund that is used to pay the costs of
defending and indemnifying licensees against professional liability claims. The address of the
Corporation’s registered office and its principal place of business is 1604 – 700 West Pender
Street, Vancouver, British Columbia, Canada.
On September 30, 2016, legislative changes were made to remove the real estate industry’s ability
to self-regulate and the government of British Columbia appointed a new Board of Directors to the
Real Estate Council of British Columbia (“RECBC”). Those changes resulted in the RECBC
becoming a government reporting entity. The government of British Columbia have also concluded
that the RECBC, who appoints four out of the seven members of the Corporation’s Board of
Directors, has the ability to exercise control over the Corporation.

2. Statement of compliance with IFRS
The financial statements of the Corporation have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board
(“IASB”).
The significant accounting policies that have been applied in the preparation of these financial
statements are summarized in Note 3. These accounting policies have been used throughout all
periods presented in the financial statements.
The financial statements were approved by the Board of Directors and authorized for issue on
May 10, 2019.

3. Summary of significant accounting policies
Basis of presentation
The functional and presentation currency of the Corporation is the Canadian dollar.
The financial statements have been prepared on a historical cost basis, except for certain financial
assets which are measured at fair value.
Insurance contracts
The Corporation has applied the IFRS 4 Insurance Contracts accounting policies and the actuarial
practices supporting them, as required by the Office of the Superintendent of Financial Institutions
of Canada (“OSFI”). Insurance contracts are those contracts that transfer significant insurance risk
at the inception of the contract. Insurance risk is transferred when the Corporation agrees to
compensate a policy holder on the occurrence of an adverse specified uncertain future event. The
Corporation determines whether it has significant insurance risks by comparing the benefits that
could become payable under various circumstances facing the policy holder as a result of receiving
a premium for insuring the risk.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

3. Summary of significant accounting policies (continued)
Insurance contracts (continued)
A contract that is classified as an insurance contract remains an insurance contract until all rights
and obligations are extinguished or expire.
Premium revenue
Insurance premiums are earned on a pro rata basis over the life of the policy period. Unearned
premiums represent the portion of premiums written which are applicable to the unexpired terms of
the policy in force.
Provisions for policy and claims liabilities
The provisions for policy and claims liabilities are calculated based on Canadian accepted actuarial
practice. The provision consists of case estimates, a provision for further development of losses
that have been reported but for which not enough has been recorded as paid or reserved, and a
margin for adverse deviation. The estimates include related investigation, settlement and adjusting
expenses. The valuation of claim liabilities is measured on a discounted basis.
Liability adequacy test
At year end, a liability adequacy test is performed to validate the adequacy of unearned premiums.
A premium deficiency would exist if unearned premiums were deemed insufficient to cover
estimated future loss and expenses associated with the unexpired portion of insurance coverage. If
the liability is inadequate, the entire deficiency is recognized in profit or loss.
Financial instruments
All financial instruments are classified into one of five categories: at fair value through profit or loss,
held-to-maturity investments, loans and receivables, available-for-sale financial assets, or other
financial liabilities. All financial instruments are initially measured at fair value plus transaction
costs, except for financial assets and financial liabilities carried at fair value through profit or loss,
which are measured initially at fair value.
Subsequent measurement and changes in fair value will depend on their initial classification, as
follows:
•
•
•

fair value through profit and loss financial assets are measured at fair value and changes in fair
value are recognized in in profit or loss;
available-for-sale financial instruments are measured at fair value with changes in fair value
recorded in other comprehensive income (loss) until the instrument is derecognized or impaired
at which time the amounts would be recorded in profit or loss; and
loans and receivables, held-to-maturity investments, and other financial liabilities are measured
at amortized cost using the effective interest method.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

3. Summary of significant accounting policies (continued)
Financial instruments (continued)
The Corporation has classified its financial instruments as follows:
Investments
Cash and other
Deductibles receivable
Accounts payable and accrued liabilities

available-for-sale
loans and receivables
loans and receivables
other financial liabilities

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial
assets and the loss is recognized in net earnings (loss) for the period.
In respect of available-for-sale equity instruments (i.e. investments), impairment losses previously
recognized through net earnings (loss) are not reversed through net earnings (loss) for the period.
Any increase in fair value subsequent to an impairment loss is recognized directly in other
comprehensive income (loss) for the period.
Investment income
Realized gains and losses arising from the sale of investments is the difference between the
proceeds received, net of transaction costs, and its original cost using the average cost basis.
Dividend income is recognized when the rights to receive payment have been established.
Unrealized gains and losses
Unrealized gains or losses on investments represent the difference between the carrying value at
the year end and the carrying value at the previous year end or purchase value during the year,
less the reversal of previously recognized unrealized gains and losses in respect of disposals
during the year.
Foreign currency translation
Any transactions in a foreign currency are translated into Canadian dollars at the rate of exchange
prevailing at the dates of such transactions. Any such investments in foreign currencies are
translated into Canadian dollars at the closing exchange rates on each valuation date. Investment
income and unrealized gains include those that result from foreign currency changes.
Comprehensive income (loss)
Comprehensive income (loss) includes the change in the Corporation’s net assets that results from
transactions, events and circumstances from sources other than the Corporation’s equity and
includes items that would not normally be included in net earnings (loss), such as unrealized gains
and losses on available-for-sale financial assets.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

3. Summary of significant accounting policies (continued)
Equipment
Equipment is recorded at cost less accumulated depreciation and any accumulated impairment.
Depreciation is charged so as to write-off the cost or valuation of equipment over their estimated
useful lives, using the declining balance method on the following rates:
Computer equipment and software
Furniture
Office equipment

25%
20%
20%

Leasehold improvements are stated at cost less accumulated depreciation and accumulated
impairment losses. Depreciation is charged so as to write-off the cost or valuation of leasehold
improvements using the straight-line method over the term of the lease.
The gain or loss arising on the disposal or retirement of equipment is determined as the difference
between the sales proceeds and the carrying amount of the equipment and is recognized in
income.
Impairment of long-lived assets
At each balance sheet date, the Corporation reviews the carrying amounts of its long-lived assets
to determine whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss (if any). Where the asset does not generate cash flows that are
independent from other assets, the Corporation estimates the recoverable amount of the asset’s
useful life.
Recoverable amount is the higher of fair value less costs of disposal and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset for which the estimates of future cash flows have not been adjusted.
If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable amount. An impairment loss is recognized as an
expense immediately.
Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to
the revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been
recognized for the asset in prior years. A reversal of an impairment loss is recognized as income
immediately.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

3. Summary of significant accounting policies (continued)
Taxation
The income tax expense represents the sum of the income tax currently payable and deferred
income tax.
The income tax currently payable is based on taxable income for the year. Taxable income (loss)
differs from net income (loss) as reported in the statement of operations and comprehensive
income because it excludes items of income or expense that are taxable or deductible in other
years and it further excludes items that are never taxable or deductible. The Corporation’s liability
for current income tax is calculated using tax rates that have been enacted or substantively enacted
by the balance sheet date.
Deferred income tax is the tax expected to be payable or recoverable on differences between the
carrying amounts of assets and liabilities in the financial statements and the corresponding tax
bases used in the computation of taxable income and is accounted for using the balance sheet
liability method. Deferred income tax liabilities are generally recognized for all taxable temporary
differences and deferred income tax assets are recognized to the extent that it is probable that
taxable income will be available against which deductible temporary differences can be utilized.
The carrying amount of deferred income tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable income will be available to
allow all or part of the asset to be recovered.
Deferred income tax is calculated at the tax rates that are expected to apply in the period when the
liability is settled or the asset is realized. Deferred income tax is charged or credited in the
statement of operations, except when it relates to items charged or credited directly to equity, in
which case the deferred income tax is also dealt with in equity.
Deferred income tax assets and liabilities are offset when there is a legally enforceable right to set
off current income tax assets against current income tax liabilities and when the Corporation
intends to settle its current income tax assets and liabilities on a net basis.
Statement of financial position classification
The statement of financial position has been prepared using the liquidity format, in which the assets
and liabilities are presented broadly in order of liquidity. The assets and liabilities comprise of both
current and non-current amounts.
Adoption of new and amended accounting standards
IFRS 15 – Revenue from contracts with Customers
Effective January 1, 2018, the Corporation adopted IFRS 15, Revenue from contracts with
Customers. The standard replaces IAS 18, Revenue and IAS 11, Construction Contracts. The
standard specifies how and when to recognize revenue and additional new disclosure
requirements. Revenue arising from insurance contracts and financial instruments are out of scope
of IFRS 15. The adoption of this standard did not have a significant impact on the Corporation’s
financial statements.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

3. Summary of significant accounting policies (continued)
Standards that are not yet effective and have not been adopted early by the Corporation
IFRS 16 Leases
On January 13, 2016 the IASB issued IFRS 16, Leases. The new standard is effective for annual
periods beginning on or after January 1, 2019. IFRS 16 will replace IAS 17, Leases.
This standard introduces a single lessee accounting model and requires a lessee to recognize
assets and liabilities for all leases with a term of more than 12 months, unless the underlying asset
is of low value. A lessee is required to recognize a right-of-use asset representing its right to use
the underlying asset and a lease liability representing its obligation to make lease payments.
This standard substantially carries forward the lessor accounting requirements of IAS 17, while
requiring enhanced disclosures to be provided by lessors.
Other areas of the lease accounting model have been impacted, including the definition of a lease.
Transitional provisions have been provided.
The Corporation intends to adopt IFRS 16 in its financial statements for the annual period beginning
on April 1, 2019. The Corporation has initially assessed that IFRS 16 will not have a significant
impact as all of its leases are currently accounted for as operating lease.
IFRS 9 Financial Instruments
IFRS 9 is generally effective for annual periods beginning on or after January 1, 2018. In
September 2016, the IASB issued amendments to IFRS 4, which provide optional relief to eligible
insurers in respect of IFRS 9. Entities whose predominant activity is issuing insurance contracts
within the scope of IFRS 17 are provided a temporary exemption to defer the implementation of
IFRS 9. The Corporation will be required to adopt IFRS 9 on April 1, 2021, which aligns with the
effective date of IFRS 17.
The Corporation evaluated its liabilities at December 31, 2015, the prescribed date of assessment
under the temporary exemption provisions and concluded that all of the liabilities were
predominantly connected with insurance. Additionally, the Corporation has not previously applied
any version of IFRS 9. Therefore, the Corporation is an eligible insurer that qualifies for optional
relief from the application of IFRS 9. As at April 1, 2018, the Corporation has elected to apply the
optional transitional relief under IFRS 4 that permits the deferral of the adoption of IFRS 9 for
eligible insurers. Consequently, the Corporation will continue to apply IAS 39 – Financial
instruments: Recognition and measurement until April 1, 2021.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

3. Summary of significant accounting policies (continued)
Standards that are not yet effective and have not been adopted early by the Corporation
(continued)
IFRS 17 Insurance Contracts
On May 18, 2017, the IASB issued IFRS 17, which is effective for annual periods beginning on or
after January 1, 2021 (However, the IASB has tentatively decided to propose deferring the effective
date to January 1, 2022). IFRS 17 will replace IFRS 4, Insurance Contracts. This standard
introduces consistent accounting for all insurance contracts. The standard requires companies to
measure insurance contract liabilities as the risk-adjusted present value of the cash flows plus the
contractual service margin, which represents the unearned profit the entity will recognize as future
service is provided. This is referred to as the general model. Expedients are specified, provided the
insurance contracts meet certain conditions. If, at initial recognition or subsequently, the contractual
service margin becomes negative, the contract is considered onerous and the excess is recognized
immediately in the statement of operations. The standard also includes significant changes to the
presentation and disclosure of insurance contracts within entities’ financial statements. The
Corporation is currently evaluating the impact this standard will have on the financial statements.

4. Critical accounting judgments and key sources of estimation uncertainty
In the application of the Corporation’s accounting policies, which are described in Note 3,
management is required to make judgments, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from other sources. The 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 if the revision
affects only that period or, in the period of the revision and future periods, if the revision affects both
current and future periods.
Critical judgments in applying the Corporation’s accounting policies
Management has made critical judgments regarding significant or prolonged decline in fair value of
available-for-sale investments and estimations (which are dealt with separately below) in the
process of applying the Corporation’s accounting policies that have a significant effect on the
amounts recognized in these financial statements.
Key sources of estimation uncertainty
The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are discussed below.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

4. Critical accounting judgments and key sources of estimation uncertainty (continued)
Key sources of estimation uncertainty (continued)
Valuation of the provisions for policy and claims liabilities
Determining the provisions for unpaid items and adjusting expenses involves an assessment of the
future development of claims. The process takes into account the consistency of the Corporation’s
claims handling procedures, the amount of information available, the characteristics of the line of
business from which the claim arises, and the delays in reporting claims. These provisions for
unpaid claims and adjusting expenses are estimates and, as such, are subject to variability, which
could be material in the near term. Changes to the estimates could result from future events such
as receiving additional claim information, changes in judicial interpretation of contracts, or
significant changes in severity or frequency of claims from past trends. In general, the longer the
term required for the settlement of a group of claims, the more variable the estimates.
The estimates are principally based on the Corporation’s historical experience. Methods of
estimation have been used that the Corporation believes produce reasonable results given current
information. As additional experience and other data become available, the estimates could be
revised. Any future changes in estimation would be reflected in the statement of operations and
comprehensive income (loss) for the period in which the change occurred.
Valuation is determined using actuarial assumptions, although some of the assumptions are not
supported by observable market prices or rates. There is no active market for such liabilities.
Fair value of financial instruments using valuation techniques
Management use their judgment in selecting an appropriate valuation technique. Where possible,
the investments are valued at prices quoted in active markets. For any of those investments not
traded in an active market, management seeks the assistance of its professional investment
manager to assist in determining estimated value of such investments using valuation methods and
techniques generally recognized as standard within the industry.
Recognition of deferred tax assets
The extent to which deferred tax assets can be recognized is based on an assessment of the
probability of the Corporation’s future taxable income against which the deferred tax assets can be
utilized. In addition, significant judgment is required is assessing the impact of any legal or
economic limits or uncertainties in various tax jurisdictions.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

5. Financial instruments
For certain of the Corporation’s financial instruments, including cash, deductibles and other
receivable, and accounts payable and accrued liabilities, the carrying amounts approximate fair
value due to their short-term nature. Investments are measured at fair value.
The carrying value and fair value of financial instruments as at March 31, 2019 and March 31, 2018
are summarized as follows:
March 31, 2019
Carrying
Value
$
Available-for-sale
Loans and receivables
Other financial liabilities
$

March 31, 2018
Fair
Value

Fair
Value

Carrying
Value

57,951,205
1,106,653
(306,700)

57,951,205
1,106,653
(306,700)

$

53,170,714
811,804
(279,498)

58,751,158

58,751,158

$

53,703,020

53,170,714
811,804
(279,498)
$

53,703,020

The Corporation’s financial instruments measured at fair value have been categorized based upon
a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1 measurement) and the lower priority to unobservable inputs (Level 3
measurements). The three levels of the fair value hierarchy are as follows:
Level 1

Inputs that reflect unadjusted quoted prices in active markets for identical assets or
liabilities that the investment manager has the ability to access at the measurement date.

Level 2

Inputs other than quoted prices that are observable for the asset or liability either directly
or indirectly, including inputs that are not considered active.

Level 3

Inputs that are unobservable. There is little, if any, market activity. Inputs into the
determination of fair value require significant management judgment or estimation.

The following fair value hierarchy table presents information about the Corporation’s financial
assets measured at fair value as at March 31, 2019 and March 31, 2018.
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Real Estate Errors and Omissions Insurance Corporation
Notes to the Financial Statements
March 31, 2019

5. Financial instruments (continued)
Financial instruments measured at fair value
as at March 31, 2019
Level 1

Investments
Pooled bond fund
Pooled marketable
securities funds

$

-

Level 2

$

$

-

47,998,585

Level 3

$

9,952,620
$

57,951,205

-

Total

$

$

-

47,998,585
9,952,620

$

57,951,205

Financial instruments measured at fair value
as at March 31, 2018
Level 1

Investments
Pooled bond fund
Pooled marketable
securities funds

$

-

Level 2

$

$

-

44,598,160

Level 3

$

8,572,554
$

53,170,714

-

Total

$

$

-

44,598,160
8,572,554

$

53,170,714

Investments in underlying funds are valued at their net asset value calculated by the manager of
the underlying fund in accordance with the constating documents of the underlying fund. If the net
asset value is unavailable, underlying funds are valued using the last published net asset value or
at the fair value as determined by the manager maximizing the use of observable market inputs,
whichever is deemed to be the best representation of fair value of the underlying funds.

6. Investment income

Interest and other investment income
Dividend income
Realized capital losses

Year ended
March 31,
2019

Thirteen months
ended March 31,
2018

$

1,457,906
203,101
(6,734)

$

1,599,939
160,641
(99,408)

$

1,654,273

$

1,661,172
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7. Investments
Pursuant to the incorporating legislation contained in the Real Estate Services Act, the Corporation
is required to deposit premiums for insurance collected in a savings institution in the Province of
British Columbia. In addition, the legislation makes provision for investment of any part of the fund
in any security in which trustees are permitted to invest trust funds under the Trustee Act. The
money deposited or so invested constitutes the investments (the “Fund”).
The Corporation manages its investments according to the directives outlined in its Statement of
Investments Policies and Procedures, which is reviewed and approved by the board of directors on
an annual basis. This statement was written in order to assist the Corporation’s Finance/Audit
Committee in establishing the investment procedures and guidelines of the Fund and in monitoring
and evaluating the investment performance achieved on the Fund.
The investments in the Fund are measured at fair value and consist of the following:
2019

2018

Pooled bond fund
Pooled marketable securities funds

$

47,998,585
9,952,620

$

44,598,160
8,572,554

Total investments, at fair value

$

57,951,205

$

53,170,714

Total investments, at cost

$

56,994,135

$

53,284,086
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8. Equipment
Computer
Equipment
and
Software
Cost
Balance, March 31, 2018
Additions

$

189,019
2,682

Office
Equipment

Furniture

$

148,315
-

$

127,564
-

Leasehold
Improvements

$

272,333
-

2019
Total

$

737,231
2,682

Balance, March 31, 2019

191,701

148,315

127,564

272,333

739,913

Depreciation and impairment
Balance, March 31, 2018
Depreciation

145,772
11,147

138,678
1,927

103,439
4,825

132,605
20,293

520,494
38,192

Balance, March 31, 2019

156,919

140,605

108,264

152,898

558,686

Carrying amount,
March 31, 2019

$

34,782

$

7,710

$

19,300

$

119,435

$

181,227

Computer
Equipment
and
Software

Furniture

Office
Equipment

Leasehold
Improvements

172,407
16,612

144,449
3,866

127,564
-

130,914
141,419

Balance, March 31, 2018

189,019

148,315

127,564

272,333

737,231

Depreciation and impairment
Balance, February 28, 2017
Depreciation

132,794
12,978

136,547
2,131

96,766
6,673

121,567
11,038

487,674
32,820

Balance, March 31, 2018

145,772

138,678

103,439

132,605

520,494

Cost
Balance, February 28, 2017
Additions

Carrying amount,
March 31, 2018

$

$

43,247

$

9,637

$

24,125

$

139,728

2018
Total

$

$

575,334
161,897

216,737

The Corporation did not record any impairment charges or reversals during the periods then ended.
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9. Income taxes
The provision for income tax expense (recovery) is as follows:
Year ended
March 31,
2019
Current income tax expense
Deferred income tax recovery

Thirteen months
ended March 31,
2018

$

(246,124)
(68,473)

$

768,976
(19,380)

$

(314,597)

$

749,596

Income tax expense attributable to taxable income differs from the amounts computed by applying
the combined federal and provincial income tax rate of 27% (2018 – 26%) to earnings before
income taxes as a result of the following:
Year ended
March 31,
2019

Thirteen months
ended March 31,
2018

(Loss) earnings before income taxes

$

(708,211)

$

3,043,704

Income tax expense at the statutory rate
Changes in income taxes resulting from the following:
Non-taxable dividend income
Tax rate changes
Other

$

(191,217)

$

791,363

(54,867)
(10,343)
(58,170)
$

(314,597)

(41,767)
$

749,596

The tax effects of temporary differences that give rise to significant portions of the deferred tax
asset are as follows:
2019
Policy and claims liabilities provision for accounting purposes
in excess of their carrying value for income tax purposes

$

Net book value of equipment over their undepreciated capital
cost for income tax purposes

348,246

2018

$

(10,855)
$

337,391

275,548
(6,630)

$

268,918
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10. Provisions for policy and claims liabilities
2019
Provisions for unpaid claims and adjusting expenses

$

25,796,000

2018
$

21,196,000

The provisions represent an actuarial evaluation of the ultimate net cost of all losses from the
claims which remain unsettled and the actuarial evaluation of the deficiency of unearned premiums
over anticipated future claims, both as at the balance sheet date.
Provisions for policy and claims liabilities have been discounted to reflect future investment income
in accordance with Canadian accepted actuarial practice at a rate of 1.9% (2018 – 2.1%). Further,
a provision for adverse developments has been included of $3,775,000 (2018 - $3,036,000).
The following is a summary of the significant assumptions used by the Corporation’s actuary in the
valuation of the provisions:
•
•
•

2.9% increase for claims capped at $100,000;
1.9% future rate of investment return; and
68% increase in claim costs in connection with post 2002/2003 policy years and unearned
premiums for average claim costs under a $1,000,000 limit compared to the average claim cost
under a $100,000 limit.

11. Unearned premiums
2019

2018

Balance, beginning of year
Premiums written
Premiums earned

$

11,003,125
11,199,915
(10,807,316)

$

10,146,975
12,589,211
(11,733,061)

Balance, end of year

$

11,395,724

$

11,003,125

12. Employee remuneration
Key management of the Corporation are officers and members of the board of directors. Key
management personnel remuneration includes the following expenses:
Year ended
March 31,
2019

Thirteen months
ended March 31,
2018

Short-term employee benefits
Salaries, bonuses and directors' fees
Benefits

$

289,891
7,056

$

311,750
7,956

Total remuneration

$

296,947

$

319,706
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13. Commitments
The Corporation has lease agreements for its office premises to 2025. Future annual minimum
lease payments for the next five years and thereafter are estimated as follows:
2020
2021
2022
2023
2024
Thereafter

$

177,469
181,599
185,730
189,861
193,991
188,140

$

1,116,790

14. Financial risk management
The Corporation has exposure to the following financial risks: credit risk, market risk, other price
risk, and liquidity risk.
Credit risk
Management is of the opinion that the Corporation is not exposed to credit risks from the real estate
licensees as the payment of premiums and deductibles is a condition of their being covered under
their policies. As a result, the Corporation does not record any allowance for doubtful accounts.
The credit risk for cash is considered negligible as the counterparties are all reputable banks with
high quality external credit ratings.
Maximum exposure to credit risk is the sum of cash and receivables totalling $1,106,653 as at
March 31, 2019 (2018 – $811,804).
Market risk
Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates
and other price risks will affect the Corporation’s income or the value of its financial instruments.
Market risk is managed by the Corporation retaining professional investment managers pursuant to
a written Statement of Investment Policies and Procedures, setting out clear investment objectives.
This statement establishes a target mix of investment types designed to achieve the optimal return
within reasonable risk tolerances.
Other price risk
Other price risk is the risk that the fair value or future cash flows of financial instruments will
fluctuate because of changes in market prices, other than those arising from foreign exchange
rates and interest rates.
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14. Financial risk management (continued)
Market risk (continued)
All investments represent a risk of loss of capital. Investments are susceptible to other price risk
arising from uncertainties about future prices of the investments. The maximum risk resulting from
these investments is determined by the fair value of these financial instruments, which total
$57,951,205 at March 31, 2019 (2018 - $53,170,714). For each one percent (1%) decrease in
investments caused by other price risk, the fair value of the Corporation’s investments would
decrease by approximately $579,512 (2018 - $531,700) (holding all other variables constant),
which would decrease comprehensive income for the year, accordingly.
Liquidity risk
Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they
fall due. The Corporation’s approach to managing liquidity risk is to ensure that it will have sufficient
working capital and cash flow generated from operations to fund the operations and settle liabilities
when due. The Corporation’s financial liabilities as at March 31, 2019 consist of accounts payable
and accrued liabilities. The maximum exposure to liquidity risk is $306,700 as at March 31, 2019,
(2018 - $279,498). The Corporation’s financial liabilities are due to be paid in full before
March 31, 2020.

15. Insurance risk management
The Corporation has exposure to the following insurance risks: adverse loss experience risk and
adverse loss development risk.
Adverse loss experience risk
The Corporation is exposed to volatile year-to-year claims experience: i.e. one or two full limit
claims in a policy year could significantly impact the value of accumulated surplus. Both the number
of real estate transactions and real estate price fluctuations have a direct impact on loss
experience, particularly if changes are abrupt. Provisions for policy and claims liabilities are based
on longer term averages and may prove to be inadequate over any shorter term. For each one
percent (1%) increase in claims and underwriting expenses, net earnings and comprehensive
income for the year would decrease by approximately $70,460 (2018 - $70,000).
This risk is managed by the Corporation having the ability to assess appropriate insurance
premiums over the life of the policy period.
Adverse loss development risk
A large portion of the provisions for policy claims and liabilities are in respect of claims for which
little information is available at the valuation date. As the claims develop over time, the reserve for
individual claims and the overall provisions may be found to be inadequate. For each one percent
(1%) increase in provisions for policy and claims liabilities, net earnings and comprehensive income
for the year would decrease by approximately $258,000 (2018 - $212,000).
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15. Insurance risk management (continued)
Adverse loss development risk (continued)
The risk is managed by monitoring claims trends, legal costs and settlement patterns, utilizing inhouse lawyers to minimize defence costs, and engaging professional actuaries to compute
provisions representing an actuarial evaluation of the ultimate net cost of all losses from the claims
which remain unsettled and conducting an actuarial evaluation of the deficiency of any unearned
premiums over anticipated future claims.

16. Capital disclosure
The capital of the Corporation consists of equity, totalling $22,871,433 as at March 31, 2019 (2018
- $22,482,490). The Corporation has no debt or share capital.
The Corporation’s objectives with respect to capital management are to:
•
•
•
•

provide adequate insurance coverage to real estate licensees (“policy holders”);
maintain claims-paying ability for policy holders;
provide adequate and efficient funding for operations; and
remain in compliance with all regulatory requirements.

Capital policies of the Corporation are overseen by the board of directors through the Finance/Audit
Committee and include active management of capital initiatives and long-term planning, including
review of key financial sensitivities, asset mix, policy liabilities and other factors, in order to ensure
the long-term adequacy of the Corporation’s capital. There have been no changes in the years
presented.
In its assessment of capital adequacy, the Corporation must comply with regulatory requirements
and measurements. The regulators measure the financial strength of property and casualty insurers
using a minimum capital test. This test compares a Corporation’s capital against the risk profile of
the organization. The risk-based capital adequacy framework assesses the risk of assets, policy
liabilities and other exposures by applying various factors that are dependent on the risks
associated with the Corporation’s assets. At March 31, 2019, the Corporation was in compliance
with its regulatory requirements and capital adequacy tests.

17. Related party transactions
During the year, the Corporation paid administration fees to Real Estate Council of BC relating to
policy acquisition and credit card commission expenses totalling $275,845.

18. Post reporting date events
No adjusting or significant non-adjusting events have occurred between the reporting date and the
date of authorization.
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