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INDEPENDENT AUDITORS' REPORT TO THE BOARD OF DIRECTORS

We have audited the accompanying financial statements of the Alberta Law Foundation, which
comprise the statement of financial position as at March 31, 2011, the statements of operations,
changes in net assets and cash flows for the year then ended, and notes, comprising and a summary
of significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Canadian generally accepted accounting principles, 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.

Auditors' Responsibility

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

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
the Alberta Law Foundation as at March 31, 2011, and the results of its operations and its cash flows
for the year then ended in accordance with Canadian generally accepted accounting principles.

K PM,Q LLP

Chartered Accountants

June 12, 2011
Calgary, Canada

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG Page 2
network of independent member firms affiliated with KPMG International Cooperative

("KPMG International”), a Swiss entity.

KPMG Canada provides services to KPMG LLP.



ALBERTA LAW FOUNDATION

Statement of Financial Position

March 31, 2011, with comparative figures for 2010

2011 2010
Assets
Current assets:
Cash $ 241,033 $ 141,676
Investments (note 3) 36,756,562 47,333,670
Accrued interest:
Investments 455,028 586,059
Lawyers’ general trust accounts (note 1(b)) 1,057,544 439,547
38,510,167 48,500,952
Investments (note 3) 65,731,469 57,966,269
$104,241,636 $ 106,467,221
Liabilities and Net Assets
Current liabilities:
Accrued liabilities $ 20,000 $ 18,000
Grants payable (schedule):
General (note 6) 12,262,589 12,471,666
Special project fund (note 6) - 14,000
12,262,589 12,485,666
Payable to Legal Aid Alberta (note 8) 2,044,408 1,138,028
14,326,997 13,641,694
Net assets:
Grant stabilization fund 39,800,000 39,750,000
Strategic reserve fund 42,500,000 45,500,000
Unrestricted 7,614,639 7,575,527
89,914,639 92,825,527
Commitments (note 9)
$104,241,636 $ 106,467,221

See accompanying notes to financial statements.

Director
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ALBERTA LAW FOUNDATION

Statement of Operations

Year ended March 31, 2011, with comparative figures for 2010

2011 2010
Revenue:
Interest received on lawyers’ general trust accounts $ 8,177,634 $ 4,552,112
Income earned from investments (note 3) 3,329,783 3,198,387
Unclaimed trust balances from Law Society of Alberta 58,142 101,037
11,565,559 7,851,636
Expenses:
Salaries 340,211 335,667
Investment advisory fee 176,658 188,967
Rent and parking 61,299 61,899
Board travel and meetings 35,732 38,620
Insurance 23,982 26,477
Professional fees 22,948 37,691
General administration 20,216 23,175
681,046 712,496
Allocation to Legal Aid Alberta (note 8) 2,044,408 1,138,028
Excess of revenue over expenses before grant allocations 8,840,105 6,001,012
Deduct:
Project allocations from unrestricted net assets (note 6):
Research and reform 38,375 327,733
Public legal education 478,403 299,023
Native and student assistance 278,945 118,590
795,723 745,346
Core program allocations from unrestricted net assets (note 6):
Research and reform 3,795,499 4,053,777
Law libraries 1,150,169 1,100,734
Public legal education 5,783,226 5,801,230
Native and student assistance 2,583,183 2,245,615
13,312,077 13,201,356
Add:
Grant refunds (note 4) 735,663 923,278
Allocations withdrawn 282,768 106,011
1,018,431 1,029,289
Deficiency of revenue over expenses before
unrealized gain on investments (4,249,264) (6,916,401)
Change in unrealized gain on investments (note 3) 1,338,376 7,895,140
Excess (deficiency) of revenue over expenses $ (2,910,888) $ 978,739

See accompanying notes to financial statements.
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ALBERTA LAW FOUNDATION

Statement of Changes in Net Assets

Year ended March 31, 2011, with comparative figures for 2010

Grant Strategic
Stabilization Reserve 2011 2010
Unrestricted Fund Fund Total Total
Balance, beginning of year $ 7,575,527 $ 39,750,000 $ 45,500,000 $ 92,825,527 $ 91,846,788
Excess (deficiency) of revenue over
expenses (2,910,888) - - (2,910,888) 978,739

Internally designated transfers (note 5) 2,950,000 (2,950,000) - - -

. Internally designated transfers (note 5) - 3,000,000 (3,000,000) - -

Balance, end of year $ 7,614,639 §$ 39,800,000 $ 42,500,000 $ 89,914,639 §$ 92,825,527

See accompanying notes to financial statements.
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ALBERTA LAW FOUNDATION

Statement of Cash Flows

Year ended March 31, 2011, with comparative figures for 2010

2011 2010
Cash provided by (used in):
Operations:
Excess (deficiency) of revenue over expenses $ (2,910,888) $ 978,739
ltems not involving cash:
Change in unrealized gain
on investments (1,338,376) (7,895,140)
Changes in non-cash working capital:
Accrued liabilities 2,000 -
Grants payable (223,077) (1,230,429)
Payable to Legal Aid Alberta 906,380 (4,780,109)
Accrued interest - Lawyers' general trust accounts (617,997) 650,014
(4,181,958) (12,276,925)
Investments:
Amortization of premiums and discounts 807,497 303,076
Purchase of investments (133,009,193) (121,148,585)
Maturities of investments 137,843,398 132,098,377
Change in accrued interest on investments 131,031 (166,948)
(Increase) decrease in cash held for investments (1,491,418) 1,122,244
4,281,315 12,208,164
Increase (decrease) in cash 99,357 (68,761)
Cash position, beginning of year 141,676 210,437
Cash position, end of year $ 241,033 $ 141,676
Supplemental cash flow information:
Cash received - interest and dividends $ 3,261,556 $ 4,588,007

See accompanying notes to financial statements.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

Nature of operations:

The Alberta Law Foundation (the "Foundation") was established by amendments to the Legal
Profession Act, which became effective on April 1, 1973. The Foundation is the recipient of the
interest which banks, credit unions, trust companies, and treasury branches must pay on clients'
funds held in lawyers' general trust accounts. The interest earned is calculated and remitted to
the Foundation based on agreements made with individual financial institutions. This does not
include interest paid on a specific trust investment held for an individual client. The interest is
made available by the Foundation to organizations engaged in activities which are considered to
be in keeping with the Foundation's objects pursuant to the Legal Profession Act. The
Foundation is a not-for-profit organization as defined in the Income Tax Act (Canada) and is
exempt from income taxes.

1. Significant accounting policies:
(a) Financial instruments:

All financial instruments are initially recognized at fair value on the balance sheet date. The
Foundation has classified each financial instrument into the following categories: held for
trading financial assets and liabilities; available for sale financial assets; loans and
receivables and other financial liabilities. Subsequent measurement of the financial
instruments is based on their classification. Unrealized gains and losses on held for trading
financial instruments are recognized in the statement of operations. Upon adoption and with
any new financial instrument, an irrevocable election is available that allows entities to
classify any financial asset or financial liability as held for trading, even if the financial
instrument does not meet the criteria to designate it as held for trading. The Foundation has
elected to classify its cash and investments as held for trading, which are measured at fair
value.

Accrued interest is classified as loans and receivables and is measured at amortized cost.
Accrued liabilities, grants payable and payable to Legal Aid Alberta are classified as other
financial liabilities which are also measured at amortized cost.

(b) Interest received on lawyers’ general trust accounts:

The Foundation reports interest received on lawyers’ general trust accounts as received or
determinable.” The lawyers’ general trust accounts are not the property of, nor administered
by, the Foundation. The Foundation accrues the amount of interest at the time the amounts
are determinable from the individual financial institutions. For the fiscal year ended March
31, 2011 the Foundation recognized interest earnings of $1,057,544 (2010 - $439,547) from
lawyers’ general trust accounts that were received subsequent to year-end.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

1.

Significant accounting policies (continued):

(€)

(d)

(e)

()

(@)

(h)

U]

Investments:

Investments are recorded at fair value based upon bid prices for publicly traded securities
and quoted prices for fixed rate investments. Realized investment gains (losses) are
recorded on a settlement date basis. Any unrealized gains or losses are reflected as change
in unrealized gain (loss) on investments in the statement of operations. The purchase
premium or discount, if any, is amortized over the life of the investment. Interest earned on
investments is recorded on an accrual basis.

Property and equipment:

Purchases of property and equipment are recorded at cost. Amortization is provided on a
straight-line basis over the estimated life of the asset. All individual items under $5,000 are
expensed in the year purchased.

Revenue recognition:

The Foundation follows the deferral method of accounting for contributions. Revenue is
recognized when received or receivable if the amount to be received can be reasonably
estimated and collection is reasonably assured.

Special Project Fund:

The Special Project Fund was a temporary reserve fund set up by the Directors of the
Foundation to meet a variety of specific objectives in 2006.

Grant Stabilization Fund:

The Grant Stabilization Fund represents amounts which are reserved for future funding of
committed programs and require the approval of the Board of Directors prior to allocation.

Strategic Reserve Fund:

The Directors of the Foundation established the Strategic Reserve Fund in 2007. The
strategic reserve fund represent amounts which are reserved for long term strategic purposes
and require the approval of the Board of Directors prior to allocation.

Unrestricted net assets:

Unrestricted net assets represent amounts which have not been committed to projects, core
programs or otherwise restricted, and requires the approval of the Board of Directors prior to
allocation.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

1.

Significant accounting policies (continued):

)

(k)

Measurement uncertainty:

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses
during the period. Such estimates include providing for the valuation of investments. Actual
results could differ from these estimates.

Future change in accounting policy:
Prior to January 1, 2012 the Foundation will need to choose between two forms of GAAP.
(i) International Financial Reporting Standards (IFRS):

Effective, January 1, 2012, the Canadian Institute of Chartered Accountants will adopt
IFRS. It is optional for not-for-profit enterprises.

(i) Accounting Standards for Not-For-Profit Organizations (Part Il of the CICA Handbook).

Canada’s Accounting Standards Board (AcSB) released, in December 2009, the financial
standard regarding a new set of accounting standards for not for profit organizations.
The majority of the recognition and measurement standards in the existing CICA
Handbook that are relevant to Canada’s not-for-profit organizations are retained with few
modifications.

The Foundation has determined that it will adopt accounting standards for not-for profit
organizations and is currently assessing the differences between current Canadian GAAP
and this alternative and the potential impact to the financial statements.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

2. Capital management:

The Foundation’s capital consists of its accumulated surplus of revenues over expenses. The
Foundation manages the capital through investment policies that seek to achieve a conservative
balance of capital preservation and long-term capital appreciation. The objective is to ensure
adequate capital is on hand to meet current and future grant commitments within the provincially
legislated objectives of the Foundation. The Foundation is not subject to any externally imposed
capital requirements.

3. Investments:

As at March 31, 2011, market values reflect increases or decreases from cost due to current
interest rates differing from contractual rates and unrealized gains or losses on certain
investments. The change in unrealized gain of $1,338,376 (2010 - $7,895,140) was recognized
in the statement of operations at year-end.

Included in income earned from investments are realized gains from the sale of investments of
$1,214,107 (2010 - $371,945).

Investments maturing within one year are classified as current assets. The current portion of
Investments as reported under Current Assets on the Statement of Financial Position is
comprised of cash and short-term investments in each of the three funds. However, cash and
short-term investments held in each of the grant stabilization and strategic reserve investment
accounts are not available to meet current liabilities without the express approval of the Directors.

Notwithstanding the designation of the investments as Held for Trading it is not the intention of
the Foundation to actively engage in the purchase and sale of securities on a short term basis,
but primarily to meet liquidity needs if and when they may arise.

The Foundation’s investment policy specifies the maximum levels of direct equity market
exposure, in addition to fixed and variable rate investments. The policy addresses issues of
diversification, asset allocation, investment concentration and minimum credit ratings. Investment
decisions are made in close consultation with an experienced professional portfolio advisor.

Page 10



ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

3. Investments (continued):

2011 2010
Fair Fair
Cost value Cost value
Operations Account
Cash $ 36,359 $ 36,359 $ 26,112 $ 26,112
Short-term Investments 12,730,959 12,775,941 8,325,310 8,452,396
Long-term Investments 2,257,810 2,258,476 - -
15,025,128 15,070,776 8,351,422 8,478,508
Grant Stabilization Account
Cash 26,532 26,532 333,356 333,356
Short-term Investments 12,085,682 12,716,929 15,521,989 16,039,218
Long-term Investments 27,602,534 28,046,085 22,084,505 22,878,906
39,714,748 40,789,546 37,939,850 39,251,480
Strategic Reserve Account
Cash 2,011,725 2,011,725 223,730 223,730
Short-term Investments 9,118,750 9,189,076 22,006,276 22,258,858
Long-term Investments 29,869,972 31,188,038 22,035,496 22,411,256
Equities 3,985,100 4,238,870 13,318,933 12,676,107
44,985,547 46,627,709 57,584,435 57,569,951
99,725,423 102,488,031 103,875,707 105,299,939
Less: Current Portion (36,010,007) (36,756,562) (46,436,773) (47,333,670)
Long-term investments $ 63,715,416 $ 65,731,469 $ 57,438,934 $ 57,966,269

Investments yield to maturity is 0.95% to 5.04% per annum (2010 - 0.23% to 5.14%). Investment
income of $3,329,783 (2010 - $3,198,387) was earned during the year.

All' securities present a risk of potential loss of capital. Management manages this risk through a
careful selection of securities or other financial instruments within the parameters established by
the Foundation’s investment policy.

4. Grant refunds:

Grant refunds represent funds returned to the Foundation from projects or programs which did
not require all the funds originally advanced to them by the Foundation.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

5. Grant Stabilization Fund and Strategic Reserve Fund:

In the fiscal year ended March 31, 2011 the Directors approved the transfer of $2,950,000 from
the Grant Stabilization Fund to Unrestricted Net Assets.

In the fiscal year ended March 31, 2011, the Directors approved the transfer of $3,000,000 from
the Strategic Reserve Fund to the Grant Stabilization Fund in accordance with the internal
reserve policy established by the Directors.

The transfer of related cash and investments from and to the respective investment asset
accounts was undertaken subsequent to the fiscal year-end.

6. Grants payable - General:

2011 2010
Balance, beginning of year $12,471,666 $13,646,095
Add:
Core program allocations from unrestricted net assets:
Research and reform 3,795,499 4,053,777
Law libraries 1,150,169 1,100,734
Public legal education 5,783,226 5,801,230
Native and student assistance 2,583,183 2,245,615
13,312,077 13,201,356
Project allocations from unrestricted net assets: -
Research and reform 38,375 327,733
Public legal education 478,403 299,023
Native and student assistance 278,945 118,590
795,723 745,346
Deduct:
Allocations withdrawn from projects and programs:
Research and reform 258,988 10,396
Public legal education 7,483 38,920
Native and student assistance 16,297 56,695
282,768 106,011
Allocations paid:
Research and reform 4,217,266 5,019,811
Law libraries 1,267,984 1,474,407
Public legal education 6,153,490 6,240,127
Native and student assistance 2,395,369 2,280,775
14,034,109 15,015,120
Balance, end of year $ 12,262,589 $12,471,666

During the year, the Special Project Fund paid a grant of $14,000 leaving a remaining balance of
nil as at March 31, 2011.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

7. Financial instruments:

The Foundation’s financial instruments recognized in the balance sheet consist of cash,
investments, accrued interest, accrued liabilities, grants payable and a payable to Legal Aid
Alberta. The carrying values approximate fair values given their short-term nature. The fair value
of short-term and long-term investments is disclosed in note 3.

The Foundation's investment activities expose it to a variety of financial risks:

(@)

(b)

(d)

Interest rate risk:

Interest rate risk arises from holding fixed interest rate investments, where the value of
interest-bearing financial instruments will fluctuate due to changes in the prevailing levels of
market interest rates. Interest rate risk is managed by the Foundation through construction of
a portfolio of fixed yield investments with varying maturity dates and interest rates.

Credit risk:

Credit risk arises from the potential for an investee to fail. Credit risk is managed by the
Foundation's Board of Directors by investing in higher rated investment grade securities.

Foreign currency risk:

Foreign currency risk arises from financial instruments that are denominated in a currency
other than the Canadian dollar. Certain investments have exposure to US and international
currency fluctuations but the Foundation has mitigated that exposure by having a full capital
guarantee in Canadian dollars to the extent of the initial investment.

Market risk:

Market risk is the risk that the value of financial instruments will fluctuate as a result of
changes in market prices whether caused by factors specific to an individual investment, its
issuer, or any factors affecting all instruments traded in a market or market segment. Market
price risk is managed by the Foundation through construction of a diversified portfolio of
instruments traded on various markets and across various industries.

8. Payable to Legal Aid Alberta:

The Legal Profession Act requires the Foundation to pay 25% of the interest it receives on
lawyers’ general trust accounts to Legal Aid Alberta not more than six months after each fiscal
year-end.
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ALBERTA LAW FOUNDATION

Notes to Financial Statements

Year ended March 31, 2011

9. Commitments:

At March 31, 2011, the Foundation, in accordance with a lease agreement expiring on August 31,
2011 is committed to future operating lease payments for office premises as follows:

2012 $ 14,250
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