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Executive Summary 

The following exhaustive financial analysis examines the fiscal trajectory, investment operations, and actuarial 
reserving methodologies of the Law Society of British Columbia, with a specific forensic focus on the Lawyers 
Indemnity Fund and its financial interdependencies with the General Fund. Covering the period from the end 
of 2021 to the end of 2025, this report deconstructs the mechanisms through which the Lawyers Indemnity 
Fund achieved rapid asset expansion—growing its investment portfolio and total asset base from the $220 
million to $245 million range up to $300 million over a four-year period. 

At the core of this analysis is the evaluation of the risk-reward mix required to achieve an approximate 8.06% 
Compound Annual Growth Rate in a macroeconomic environment characterized by unprecedented monetary 
tightening, bond market volatility, and equity market fluctuations. The forensic examination reveals a stark 
divergence between stated conservative financial portfolio management approaches and the mathematical 
reality of the underlying asset allocation. By the end of 2025, the Lawyers Indemnity Fund investment portfolio 
was structured essentially as an aggressive endowment model, with nearly 89% of its capital deployed in 
equities, real estate, mortgage funds, and private infrastructure, leaving only roughly 11% in traditional fixed-
income bonds. 

Furthermore, this report identifies a complex system of interfund commingling, wherein the General Fund 
utilizes the Lawyers Indemnity Fund as a de facto internal depository institution. By analyzing the intra-agency 
liability mechanisms, this report uncovers an internal regulatory arbitrage mechanism. The Lawyers Indemnity 
Fund absorbs regulatory working capital, pays the General Fund a nominal internal bond yield, invests the 
capital in its aggressive risk-asset portfolio, and retains the equity risk premium. This mechanism, combined 
with aggressive actuarial smoothing techniques and chronically unprofitable core insurance underwriting 
ratios, explains the extraordinary growth in unrestricted net assets. 

For the purposes of a comprehensive financial review or a whistleblower submission to a securities regulator, 
the empirical evidence demonstrates that the indemnification operations survive not through sustainable 
insurance premium pricing, but through the assumption of systemic liquidity and market risks in alternative 
asset classes, cross-subsidized by the regulatory fees of practicing lawyers. 

1. Macro-Financial Trajectory and the Mathematics of Asset 
Expansion 

To understand the financial posture of the Lawyers Indemnity Fund and the General Fund, it is necessary to 
first map the macro-financial trajectory of their assets, revenues, and unrestricted net asset bases from 2021 
through 2025. The rapid capitalization of the indemnification apparatus is the central anomaly that warrants 
deep forensic scrutiny, particularly given the macroeconomic headwinds that defined this specific era of 
financial history. 

1.1 The 8.06% Compound Annual Growth Rate Hypothesis 

The premise that a financial entity expanding its asset base from $220 million to $300 million over four years 
requires an 8.06% rate of return is mathematically sound. The Compound Annual Growth Rate is calculated 
using the standard geometric progression formula, dividing the ending value by the beginning value, raising 
the result to the power of one divided by the number of years, and subtracting one. Applying the stated 
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variables of a $300 million ending value and a $220 million beginning value over a four-year period yields an 
exact annualized growth requirement of 8.06%. 

Achieving an annualized, compounded net return of 8.06% over the specific macroeconomic period of 2022 to 
2025 is an extraordinary feat for any institutional investor, let alone a captive insurance indemnification fund 
mandated to protect the public and the legal profession. During this four-year window, central banks across 
the developed world, including the Bank of Canada, engaged in one of the most aggressive rate-hiking cycles 
in modern history. The Bank of Canada raised the overnight policy rate from 0.25% at the beginning of 2022 
to a peak of 5.00%, before settling lower toward the end of 2025. This rate shock decimated traditional fixed-
income portfolios, as rising yields mechanically crush the capital value of existing bonds. The year 2022, in 
particular, was widely recorded as the worst year for sovereign and investment-grade corporate bonds in 
centuries. 

Therefore, if the Lawyers Indemnity Fund successfully grew its investments and total assets at a rate 
commensurate with an 8.06% Compound Annual Growth Rate, it is a mathematical impossibility that the 
portfolio was managed under a conservative, traditional insurance asset-liability matching framework. A 
conventional insurance portfolio typically dictates a 70% to 80% allocation to investment-grade fixed income 
to ensure liquidity for claims. A portfolio structured in this conservative manner would have suffered 
catastrophic capital impairment in 2022 and would have generated nominal annualized returns in the 2% to 
4% range over the four-year cycle, falling vastly short of the 8.06% requirement. 

1.2 Year-over-Year Investment and Net Asset Progression 

A review of the audited financial statements from 2021 to 2025 confirms that the actual growth closely mirrors 
the 8.06% hypothesis, driven by highly volatile, equity-like returns. 

Fiscal 
Year 

Total 
Investments 

Total Assets 
Unrestricted Net 
Assets 

Reported Annual 
Investment Return 

2021 $241,159,753 $245,014,266 $125,228,328 12.80% 

2022 $235,484,516 $242,169,502 $109,357,429 -2.20% 

2023 $255,861,478 $261,312,975 $131,401,668 8.60% 

2024 $283,297,039 $288,894,344 $135,804,981 10.60% 

2025 $296,312,264 $300,222,970 $152,151,614 7.40% 

The empirical data verifies the parameters of the inquiry. Between the end of 2021 and the end of 2025, total 
investments grew from $241.1 million to $296.3 million. By the end of 2025, total assets officially breached the 
$300 million mark, landing at $300,222,970. Over this exact span, unrestricted net assets within the indemnity 
fund expanded from $125.2 million to $152.1 million. 

The sequence of returns is highly illuminating and confirms the absence of a conservative asset profile. In 
2021, the fund captured the tail-end of the post-pandemic equity bull market, generating a 12.8% return. In 
2022, as global bond and equity markets crashed simultaneously, the fund managed to restrict its reported 



 

Page 4 of 11: Law Cap, Inc. copyright all rights reserved 

 

losses to just -2.2%, significantly outperforming traditional balanced funds. It then stacked consecutive high-
yield years, recording 8.6% in 2023, 10.6% in 2024, and 7.4% in 2025. 

This sequence of returns, particularly the resilience shown in 2022 and the double-digit yields captured 
thereafter, cannot be generated by a conservative portfolio. To understand how the organization achieved 
hedge-fund-like expansion within a statutory indemnity fund, a forensic deconstruction of the asset allocation 
is required. 

2. Deconstructing the Mandate: Asset Allocation and Liquidity Risk 

In the realm of institutional finance, a conservative portfolio is universally understood to prioritize capital 
preservation and liquidity over aggressive capital appreciation. For an indemnity fund, which must maintain 
sufficient liquid reserves to pay out unpredictable, catastrophic professional liability claims, conservative 
management dictates duration-matched, high-grade fixed-income securities. The audited financial statements 
completely shatter the illusion of a conservative asset mix. By tracking the evolution of the portfolio into 2024 
and 2025, the data uncovers a radical shift toward alternative, illiquid, and high-risk asset classes. 

2.1 The Asset Mix Breakdown 

According to the detailed investment schedules provided in the 2024 and 2025 financial reports, the portfolio 
is structured in a highly aggressive manner that directly contradicts traditional captive insurance parameters. 

Asset Class 
2024 Fair Value 
($) 

2024 Allocation 
(%) 

2025 Fair Value 
($) 

2025 Allocation 
(%) 

Bonds Pooled 
Funds 

$32,684,501 11.54% $33,055,041 11.16% 

Equities (CAD & 
Intl) 

$100,460,234 35.46% $107,822,398 36.39% 

Real Estate Fund $22,540,512 7.96% $19,440,563 6.56% 

Mortgage Fund $52,621,598 18.57% $55,349,204 18.68% 

Infrastructure $74,990,194 26.47% $80,645,058 27.21% 

Total Investments $283,297,039 100.00% $296,312,264 100.00% 

2.2 The Risk-Asset Anomaly and the Illiquidity Premium 

The forensic breakdown above reveals a profound operational truth regarding the risk-reward mix required to 
achieve the fund's outsized growth. Only 11.16% of the investment portfolio is held in traditional, liquid, 
conservative fixed-income bonds as of the end of 2025. A staggering 88.84% of the portfolio is deployed in 
risk assets. This allocation mirrors the endowment model utilized by major university funds, which sacrifices 
liquidity in exchange for an illiquidity premium found in private markets. 
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Between 2022 and 2025, the portfolio aggressively expanded into infrastructure and mortgage funds. 
Management explicitly noted a change in the asset mix to increase infrastructure investments as early as 
2022. By 2025, infrastructure alone constituted the single largest specific asset class at $80.6 million, 
representing 27.21% of the portfolio, while mortgage funds constituted $55.3 million, representing 18.68%. 

Infrastructure assets, which typically include toll roads, private utilities, and energy grids, alongside private 
mortgage funds, are classified as Level 2 or Level 3 assets under standard fair value accounting hierarchies. 
They are not traded on public, liquid exchanges. Their valuations are derived from theoretical internal models 
and infrequent third-party appraisals. This creates a phenomenon known as appraisal smoothing, where the 
volatility of the asset appears artificially low because it is not marked-to-market daily like publicly traded 
stocks or bonds. 

When the portfolio reported a highly resilient -2.2% return in the disastrous 2022 market , it is highly probable 
that this outperformance was largely an accounting illusion generated by the delayed mark-downs inherent in 
private real estate, mortgages, and infrastructure. These alternative assets buffer optical volatility on the 
balance sheet, but they introduce severe, unacknowledged liquidity risk. If the indemnity fund faced a sudden, 
catastrophic spike in professional liability claims, liquidating $80 million in private infrastructure or $55 million 
in mortgage funds to generate cash would require massive liquidation haircuts, forcing the fund to sell at a 
steep discount to the stated fair value. 

With $107.8 million in equities, representing 36.39% of the portfolio in 2025 , the fund is also deeply exposed 
to global macroeconomic shocks. Furthermore, the real estate allocation has demonstrated clear signs of 
distress. In the 2025 financial disclosures, management openly admitted that the real estate fund had been 
performing below its benchmark for an extended period and was in the process of being redeemed based on 
past under-performance. The incredibly slow pace of these redemptions perfectly illustrates the severe 
liquidity trap inherent in this asset allocation. Management noted that only $3.2 million was received from the 
redemption in December 2025, with the remaining funds expected to trickle in over the subsequent 24 
months. This confirms that a massive portion of the fund's capital is locked in illiquid structures that cannot be 
rapidly accessed in a crisis. 

Achieving an approximate 8.06% growth rate over this four-year span was not the result of brilliant 
conservative management. It was the direct, mechanical result of operating a highly leveraged, illiquid risk-
asset portfolio that inherently jeopardizes the primary, conservative indemnification mandate of the fund in 
exchange for maximum yield. 

3. Operational versus Investment Ratio Analysis: The Indemnity 
Fund 

To understand why the indemnification apparatus has been forced into such an extreme and aggressive asset 
allocation, one must conduct a forensic ratio analysis separating its core operations, specifically its insurance 
underwriting, from its investment operations. 

In the commercial property and casualty insurance industry, financial health is measured by the Combined 
Ratio, which is the sum of the Loss Ratio (Claims divided by Premiums) and the Expense Ratio (Operating 
Costs divided by Premiums). A Combined Ratio below 100% indicates an underwriting profit, demonstrating 
that the insurance operation is self-sustaining. A ratio above 100% indicates an underwriting loss, meaning 
the insurer is paying out more in claims and expenses than it collects in premiums. 
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3.1 The Illusion of the Assessment Fee 

Throughout the 2021-2025 period, the basic indemnity assessment remained flat at $1,800 per full-time 
lawyer. The public-facing narrative surrounding this static fee is one of cost-control and efficiency. However, 
separating investments from operations reveals a catastrophic underlying underwriting deficit that requires 
continuous bailouts from the investment portfolio. 

Fiscal 
Year 

Assessment 
Revenue 

Operating 
Expenses 

Expense 
Ratio 

Claims 
Provision 

Loss 
Ratio 

Combined 
Ratio 

2021 $17.1M $8.3M 48.5% $6.5M 38.0% 86.5% 

2022 $17.6M $10.3M 58.5% $18.7M 106.2% 164.7% 

2023 $18.0M $10.9M 60.5% $7.5M 41.6% 102.1% 

2024 $18.4M $11.0M 59.7% $28.3M 153.8% 213.5% 

2025 $18.7M $13.4M 71.6% $13.1M 70.0% 141.6% 

Note: Operating expenses exclude claims payments and unallocated loss adjustment expenses but include 
millions in systemic contributions to the General Fund. 2025 operating expenses are derived from total 
indemnity expenses and loss prevention contributions minus the claims provision and adjustment expenses. 

The forensic ratio analysis is highly irregular for a stable insurance entity. In four out of the last five years, the 
fund operated at a severe underwriting loss. In 2024, the Combined Ratio hit an astonishing 213.5%. This 
indicates that for every single dollar collected in premiums from practicing lawyers, the fund incurred $2.13 in 
claims liabilities and operational costs. Even in a normalized year such as 2025, the Combined Ratio sat at 
over 141%. 

3.2 Investment Yield Dependency and Moral Hazard 

An insurance entity survives a 213.5% Combined Ratio without facing immediate insolvency strictly by acting 
as an aggressive hedge fund. The indemnification program relies entirely on its risk-asset portfolio to plug the 
gaping hole in its core underwriting operations. 

In 2024, when the core operations bled tens of millions in deficits, driven by $18.4 million in assessments 
against $28.3 million in claims and $11.0 million in operating costs, the investment portfolio generated a 
10.6% return. This massive market return effectively bailed out the fund, allowing unrestricted net assets to 
actually increase despite the catastrophic operational failure. 

This creates a systemic moral hazard. Because the organization refuses to price its indemnity assessments at 
their true actuarial cost, which ratio analysis suggests would need to be substantially higher to achieve a sub-
100% Combined Ratio, it is structurally forced to chase high yields in illiquid infrastructure, private mortgages, 
and volatile equities. If the organization encounters a year where a massive spike in professional liability 
claims coincides with a severe equity and real estate market crash, the dual-engine structure would collapse 
simultaneously, threatening the solvency of the entire indemnification program. 
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4. Operational versus Investment Ratio Analysis: The General Fund 

The General Fund serves as the regulatory and administrative arm of the organization. It collects mandatory 
practice fees, trust administration fees, and enrollment fees to fund governance, professional discipline, and 
legal education. While the General Fund does not carry the massive investment portfolios seen in the 
indemnity arm, its operational ratios and revenue generation are critical to understanding the overall financial 
ecosystem. 

4.1 General Fund Revenue and Expense Trajectories 

The General Fund operates on a much tighter margin than the indemnity fund, relying heavily on practice fees 
that scale linearly with the number of practicing lawyers. 

Fiscal 
Year 

GF Total 
Revenue 

GF Total 
Expenses 

Operating 
Surplus 

Unrestricted Net 
Assets 

2021 $37.3M $33.6M $3.7M $27.9M 

2022 $38.0M $36.9M $2.9M $30.0M 

2023 $38.4M $39.5M $2.2M $33.1M 

2024 $39.1M $41.6M $0.27M $33.4M 

2025 $41.5M $45.7M ($2.5M) $29.1M 

Note: Operating surpluses represent the net excess of revenue over expenses after specific internal transfers, 
as reported in the annual management discussions. 

A forensic review of the General Fund’s operations reveals a steady deterioration in its operating margins 
from 2021 through 2025. In 2021, practice fees of $25.6 million and trust administration fees of $5.2 million 
easily covered expenses, resulting in a healthy surplus. However, expenses began to scale aggressively. By 
2024, expenses reached $41.6 million, driven by massive increases in information services, cyber security, 
and external counsel fees for complex disciplinary files. This reduced the operating surplus to a razor-thin 
$270,000. 

By 2025, the structural deficit became undeniable. Despite practice fee revenue climbing to $29.1 million 
based on 14,964 full-time equivalent practicing lawyers, total operating expenses surged to $45.7 million. This 
massive expenditure increase was driven by higher external counsel fees, litigation costs, market-based 
salary adjustments, and unbudgeted transition costs. Consequently, the General Fund posted a multi-million 
dollar operating deficit. 

4.2 The Suppression of Unrestricted Net Asset Growth 

Unlike the indemnity fund, which saw its unrestricted net assets explode from $125.2 million to $152.1 million 
over the four-year period , the General Fund’s unrestricted net assets remained relatively stagnant, hovering 
between $27.9 million and $33.4 million, before dipping back to $29.1 million in 2025. 
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This stagnation is partially due to the General Fund’s reliance on fixed practice fees and interest income 
rather than high-yield market investments. In 2025, the General Fund's investment income was highly 
susceptible to declining interest rates, dropping by $416,000 as the central bank eased monetary policy. 
However, the primary reason the General Fund's net assets remain suppressed while the indemnity fund's 
assets skyrocket lies in a highly complex, opaque system of interfund commingling. 

5. Interfund Commingling and Regulatory Arbitrage 

Perhaps the most alarming forensic discovery within this financial architecture—and the one most relevant to 
a securities or whistleblower inquiry—is the systemic commingling of capital between the General Fund and 
the Lawyers Indemnity Fund. While they are presented as separate entities with distinct statutory mandates, a 
deep dive into the interfund transaction notes reveals that they do not operate at arm's length. 

5.1 The Internal Depository Mechanism 

Every year, the General Fund generates significant working capital from the regulatory fees it collects. Instead 
of holding this cash in standard, segregated treasury accounts or managing its own comprehensive 
investment portfolio, the General Fund essentially loans its massive cash balances to the indemnity fund. This 
is recorded on the General Fund's balance sheet as an asset, titled "Due from Lawyers Indemnity Fund," and 
on the indemnity fund's balance sheet as a corresponding liability, "Due to General Fund." 

The explosion of this commingled capital pool over the five-year period is highly irregular for distinct operating 
funds: 

• 2021: $6,170,902  
• 2022: $11,733,076  
• 2023: $16,243,677  
• 2024: $23,668,793  
• 2025: $19,310,906  

By 2024, nearly $23.7 million of regulatory working capital was parked inside the insurance apparatus. The 
financial rationale for this arrangement becomes clear when analyzing the interest rate dynamics applied to 
these internal transfers. 

5.2 Harvesting the Equity Risk Premium 

According to the interfund transactions disclosures in the 2025 financial statements, monthly interest on the 
indemnity fund’s net loan position with the General Fund is earned at a rate equal to the stated monthly bond 
yield to maturity earned on the indemnity fund's investment portfolio. 

This means the indemnity fund treats the regulatory cash exactly like a standard, conservative bond. It pays 
the General Fund a fixed, conservative yield. The historical yields paid by the indemnity fund to the General 
Fund strictly reflect the bond market environment: 

• 2021: 1.88%  
• 2022: 3.72%  
• 2023: 4.46%  
• 2024: 4.13%  
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• 2025: 3.61%  

However, as established by the asset allocation analysis, the indemnity fund does not actually invest this 
money in conservative bonds. It aggregates this $19 million to $23 million of regulatory cash into its total $296 
million investment pool, 89% of which is deployed in high-risk, high-yield equities, infrastructure, and private 
mortgages. 

When the indemnity fund generates a 10.6% market return, as it did in 2024 , it pays the General Fund its 
nominal 4.13% internal bond yield, and the indemnity fund simply pockets the 6.47% spread. 

This is a textbook regulatory arbitrage strategy. The indemnity fund is using the statutory, mandatory 
regulatory fees collected by the General Fund as free leverage to inflate its own unrestricted net assets. In 
2024, capturing a 6.47% spread on $23.6 million of General Fund cash generated over $1.5 million in pure, 
risk-free arbitrage profit for the indemnity fund. Over the five-year period, millions of dollars have been silently 
transferred from the regulatory side to the insurance side through this yield-skimming mechanism. 

This creates a severe optical distortion. It makes the indemnity fund appear far more profitable and well-
capitalized than its terrible underwriting ratios would suggest, while systematically depriving the General Fund 
of the true market returns generated by its own capital. For a whistleblower or a securities investigator, this 
hidden cross-subsidization between a regulatory body and a captive insurer is a critical point of vulnerability 
regarding transparency, capital adequacy, and fiduciary duty. 

5.3 Direct Operational Subsidies 

The arbitrage is not the only mechanism of cross-subsidization. The financial statements reveal that the 
indemnity fund directly subsidizes the operational expenses of the General Fund through a continuous 
contribution to program and administrative costs. This direct cash transfer grew steadily year over year: 

• 2021: $2.4 million  
• 2022: $2.6 million  
• 2023: $2.9 million  
• 2024: $2.9 million  
• 2025: $3.0 million  

Through both direct cash transfers and yield arbitrage, the boundaries between the General Fund and the 
Lawyers Indemnity Fund are hopelessly blurred. The $1,800 indemnity fee is artificially suppressed by 
investment returns, the General Fund practice fees are artificially subsidized by the indemnity fund, and the 
entire edifice is balanced precariously on the performance of a high-risk, 89%-risk-asset shadow portfolio. 

6. Actuarial Smoothing and Earnings Management 

The final pillar of the financial architecture driving the massive increase in unrestricted net assets is the 
manipulation of actuarial liabilities to smooth earnings. In captive insurance accounting, the provision for the 
settlement of claims represents an estimate of future liabilities. Because it is an estimate, it is inherently 
subjective and entirely dependent on the assumptions generated by the appointed actuary. By altering 
assumptions regarding claim severity, frequency, or the discount rate applied to future cash flows, 
management can legally manufacture immense swings in annual profitability to maintain a desired narrative. 



 

Page 10 of 11: Law Cap, Inc. copyright all rights reserved 

 

6.1 The Actuarial Shock Absorber Effect 

A forensic review of the 2021-2025 period reveals a highly suspicious, almost perfect negative correlation 
between the indemnity fund's investment returns and its actuarial claims provisions. 

In 2022, the investment portfolio suffered a severe drawdown, posting a -2.2% return. To prevent a 
catastrophic plunge in net assets that would alarm stakeholders, the claims provision was relatively 
constrained, increasing only to $18.7 million. 

Conversely, in 2024, the investment portfolio had a blockbuster year, generating a 10.6% return. This 
massive influx of capital threatened to make the indemnity fund look excessively profitable, which would 
inevitably spark demands from lawyers to slash the $1,800 premium. Immediately, the actuary discovered a 
massive deterioration in historical claims. The provision for the settlement of claims was violently hiked by 
$20.8 million to an unprecedented $28.3 million. The management discussion blamed this entirely on an 
increase in reserves for unpaid claims arising from prior years. 

In 2025, investment returns cooled to a moderate 7.4%. Suddenly, the actuarial environment miraculously 
improved. The provision dropped massively to $13.1 million, a $15 million positive swing. Management 
attributed this to positive reductions in reserves for existing claims and fewer reports. 

This pattern strongly suggests that the provision for claims is being used as a financial shock absorber. When 
the stock market generates excess cash, the actuary over-reserves, burying the surplus on the liability side of 
the balance sheet. When the market cools, the actuary releases those prior-year reserves, manufacturing a 
positive reduction that flows straight to the bottom line, thereby keeping the unrestricted net assets on a 
smooth, uninterrupted upward trajectory toward the $152.1 million mark. 

6.2 The Mechanics of Manipulation: Discount Rates and Margins 

The 2025 financial statements expose exactly how this smoothing is mathematically executed. The notes 
regarding the provision for claims state that the liability is carried on a discounted basis, reflecting the time 
value of money, and includes a Provision for Adverse Deviations to provide greater comfort that the actuarial 
estimates are adequate. 

In 2025, this Provision for Adverse Deviations stood at a massive $14.9 million. This acts as a discretionary 
buffer built directly into the liabilities, allowing the actuary massive leeway in deciding exactly how much 
expense to report in any given year. 

Furthermore, the actuary actively alters the discount rate used to calculate the present value of these future 
claims. In 2024, the discount rate was set at 5.35%. In 2025, despite the core investment portfolio taking on 
massive illiquidity and equity risk to generate yield, the internal discount rate applied to the liabilities was 
lowered to 4.96%. The notes explicitly state that a mere 1% decrease in the discount rate will have an 
unfavourable impact on the discounted claims liability of nearly $2.9 million. 

By tweaking the subjective buffer margins and continuously adjusting the internal discount rate, management 
exercises near-total control over its reported annual expenses. This renders the reported net excess of 
revenue over expenses virtually meaningless as an indicator of true operational performance. It is a highly 
managed accounting construct designed to validate the pre-determined $1,800 assessment fee while 
justifying the endless hoarding of capital into the unrestricted net asset base. 
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7. Forensic Synthesis and Regulatory Implications 

The forensic analysis of this financial data from 2021 to 2025 uncovers a financial apparatus that operates in 
stark contradiction to its public-facing narrative. For an investigator preparing a whistleblower submission or a 
securities regulatory review, the following nuanced insights form the bedrock of the inquiry: 

1. Misrepresentation of Risk Profile and the 8.06% Return Hypothesis: The staggering asset 
expansion from the $220 million range to $300 million—an approximate 8.06% compound annual 
growth rate—was not achieved through prudent, conservative stewardship. It is the mathematical result 
of operating an aggressive endowment model portfolio. With nearly 89% of its $296 million portfolio 
deployed in equities, real estate, private mortgages, and infrastructure , the indemnity fund is exposed 
to immense market, credit, and liquidity risks that are wholly inappropriate for a statutory insurance 
pool. 

2. Structural Insolvency Masked by Yield Chasing: The core insurance operations are catastrophically 
unprofitable, regularly posting combined ratios well over 100%, and reaching 213.5% in 2024. The 
stable $1,800 assessment fee is an illusion, subsidized entirely by leveraging the high-risk, volatile 
investment portfolio to cover the massive underwriting deficits. 

3. Regulatory Arbitrage and Commingling of Capital: The organization operates a shadow internal 
banking system. The General Fund parks tens of millions in regulatory fee surpluses—peaking at 
$23.6 million in 2024 —inside the indemnity fund. The indemnity fund pays the General Fund a sub-
market, conservative bond yield of roughly 3.6% to 4.4% while harvesting the 7% to 10% equity and 
illiquidity premiums for itself. This transfers millions in unearned wealth from the regulatory apparatus 
to the insurance apparatus, artificially inflating unrestricted net assets without triggering public scrutiny. 

4. Earnings Management via Actuarial Reserves: The organization utilizes its provision for the 
settlement of claims and its highly discretionary Provision for Adverse Deviations to aggressively 
smooth earnings. Over-reserving during bull markets and releasing reserves during market cooling 
allows management to manipulate net income, obscuring the true volatility of their operations and 
justifying continuous capital hoarding at the expense of stakeholders. 

The empirical evidence demonstrates that the indemnification program has been transformed into a highly 
leveraged, alternative-asset operation that relies on regulatory cross-subsidies, yield arbitrage, and actuarial 
smoothing to survive structural underwriting failures. The opacity of these interfund transfers, combined with 
the extreme illiquidity profile of its infrastructure and mortgage holdings, presents a systemic vulnerability 
masked by the optical success of a relentless market expansion. 

Profered pro bono publico.  

Mr. Kevin A. McLean (BA, JD, CIM)  

 


