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FINANCIAL HIGHLIGHTS
($ thousands except per share and percentage amounts)

Three months ended Twelve months
March 31, ended December 31,
2011 2010 2010
OPERATING RESULTS
Net income (loss) 1,502 (118) (662)
Per share 0.10 (0.01) (0.05)
Adjusted net income (1) 580 1,324 6,235
Per share 0.04 0.09 0.44
Return on equity (annualized) 6.2% (0.5%) (0.7%)
Adjusted return on equity (annualized) (2) 2.6% 6.0% 7.0%
Mortgage spread income (3) 5,178 6,482 26,856
Mortgage spread percentage 2.22% 3.03% 2.96%
Dividends per share 0.07 0.07 0.07
Mortgage originations 47,624 47,260 205,759
Trailing four quarter origination cost % 6.0% 7.7% 6.0%
Trailing four quarter administration expense % 0.73% 0.72% 0.75%
Efficiency ratio 80.6% 60.4% 61.0%
BALANCE SHEET HIGHLIGHTS
Total assets 1,272,682 1,033,974 1,182,597
Mortgage principal plus accrued interest 1,051,385 904,968 1,016,383
Deposits 452,159 97,989 367,643
Medium-term debt 629,573 757,147 626,298
Subordinated debt 40,264 50,025 40,308
Unsecured subordinated debt 19,871 10,390 19,724
Bank term loan 9,625 — 9,726
Book value per share 6.76 7.03 6.73
PORTFOLIO QUALITY
Appraised value of underlying properties 2,907,731 2,511,241 2,825,410
Average loan to value 36% 36% 36%
Non-accrual mortgage value 2,618 1,971 3,263
Allowance for credit losses 3,032 2,613 2,547

(1) Adjusted net income (loss) is explained in the Financial Results section on page 9 of the MD&A
(2) Adjusted return on equity is explained in the Financial Results section on page 9 of the MD&A
(3) Mortgage spread income, a non-GAAP measure, as discussed on pages 13 and 14 of the MD&A
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Management Discussion and Analysis

TO OUR SHAREHOLDERS:

We are pleased to present the quarterly financial results for HOMEQ Corporation (HOMEQ) for the quarter
ended March 31, 2011.

We commenced 2011 following a remarkable 2010 in which we completely transformed our business and set
the platform to benefit in 2011 and in future years. The first quarter of 2011 has evolved as anticipated. The
portfolio grew by 16% in comparison to Q1 2010, we raised funds at attractive rates, origination and
administrative expenditure remained well controlled and the volume of inquiries and applications continued at
the heightened pace experienced in 2010.

HomEquity Bank is meeting growing demand for its reverse mortgages from across the country driven by a
number of factors including the increasing number of seniors, Canada’s fastest growing demographic. In
addition, competitive pricing, effective publicity and engaging marketing campaigns are making the CHIP
Home Income Plan more accessible and attractive to seniors.

The business continues to operate at improving levels of sales, marketing and administrative efficiency.
During the quarter, the trailing four-quarter total origination percentage was 6.0% in comparison to 7.7% the
prior year. The trailing four-quarter administration cost percentage was 0.73% in comparison to 0.72% the
prior year indicating that additional expenditures incurred as a result of being a bank are substantially fixed in
nature and have now been fully integrated into our cost structure.

In Q1 2011, with impending medium-term note (MTN) maturities, HOMEQ raised funds well in advance of the
expected final repayment dates, repurchased MTNs when available on the open market and exercised call
features on MTNs prior to their maturity. During the quarter HOMEQ issued $175 million of medium-term
notes (the Notes), the proceeds of which have been used to refinance May 2011 MTN maturities. The Notes
have a cost representing a savings of 48 basis points in comparison to the MTNs. Demand for the Notes was
particularly strong and came from a broad investor base. Our access to a variety of sources of capital has
increased the robustness and agility of our business. The cost of redeeming the MTNs prior to maturity date,
has had an effect on earnings in the current period, however, the benefits of the lower cost of funds will be
realized throughout the rest of the year.

In the near term, shareholders should be rewarded with steady increases in net income performance as a
result of a combination of portfolio growth, efficient originations, spread management and overhead expense
control. Central to our success is the burgeoning demographic of seniors, seeking to enjoy their retirement
years. HomEquity Bank is uniquely positioned to satisfy seniors’ financial needs and enable them to stay in

their home.

Steven K. Ranson
President & Chief Executive Officer May 31, 2011

Sincerely,
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Management Discussion and Analysis

MANAGEMENT DISCUSSION AND ANALYSIS

The following management discussion and analysis (MD&A) of HOMEQ Corporation (HOMEQ) should be
read in conjunction with the interim consolidated financial statements for the three month period ended March
31, 2011 and the MD&A and audited annual consolidated financial statements and notes for the year ended
December 31, 2010. These are available on the Canadian Securities Administrators’ website at
www.sedar.com. Unless otherwise indicated, all amounts are stated in Canadian dollars and have been
primarily derived from the Company’s annual or interim consolidated financial statements prepared in
accordance with International Financial Reporting Standards. This MD&A has been prepared based on
information available as at May 31, 2011. HOMEQ'’s Audit Committee reviewed this document, and prior to
its release, the Company’s Board of Directors approved this document, on the Audit Committee’s
recommendation.

The management discussion and analysis is dated May 31, 2011.

HOMEQ adopted International Financial Reporting Standards (IFRS) as its financial reporting framework on
January 1, 2011, with a transition date of January 1, 2010. IFRS are the generally accepted accounting
principles (GAAP) for Canadian publicly accountable enterprises for years beginning on or after January 1,
2011. Transition as at January 1, 2010 required restatement of HOMEQ'’s 2010 financial information from its
original Canadian GAAP (CGAAP) basis to the IFRS basis such that the comparatives presented in the
financial statements and the MD&A of the first quarter of 2010 and future periods are on an IFRS basis.
Information presented in the MD&A prior to 2010 has not been restated for IFRS. The impact of the adoption
of IFRS is described in the Accounting Policies and Estimates section in the MD&A as well as in note 24 and
27 of the March 31, 2011 interim consolidated financial statements.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

HOMEQ Corporation from time to time makes written and verbal forward-looking statements about business
objectives, operations, performance, and financial condition, including, in particular, the forecast of anticipated
dividend policy and the likelihood of HOMEQ's success in developing and expanding its business. These
may be included in HOMEQ)'’s or its predecessor’s Annual Reports, quarterly reports, regulatory filings, reports
to shareholders, press releases, presentations and other communications.

These forward-looking statements are based upon a number of assumptions and estimates that are inherently
subject to significant uncertainties and contingencies, many of which are beyond the control of HOMEQ.
Actual results may differ materially from those expressed or implied by such forward-looking statements
including but not limited to risks related to capital markets and additional funding requirements, fluctuating
interest rates, asset quality and rates of default as well as those factors discussed under the heading
“Business Risks” herein and in HOMEQ’s documents filed on SEDAR. HOMEQ does not undertake to update
any forward-looking statement, whether written or verbal, that may be made from time to time.
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Management Discussion and Analysis

NON-GAAP MEASURES

HOMEQ uses a number of financial measures to assess its performance. Some measures are calculated in
accordance with GAAP such as net interest income. Other measures are not defined by GAAP and do not
have standardized meanings or similar measures used by other companies. HOMEQ believes that the non-
GAAP items provide the reader with additional understanding of how management views HOMEQ’s
performance.

Non-GAAP measures used in the MD&A include the following:
Yield

Yield is a measure that presents interest earned on the mortgage portfolio as a percentage of the mortgage
portfolio value.

Cost of funds

Cost of funds is a measure that presents the interest incurred on the debt used to fund the mortgage portfolio
as a percentage of the aggregate value of debt.

Mortgage Spread Income

Mortgage spread income is the difference in dollars between interest earned on the mortgage portfolio and
interest paid on the debt used to fund the portfolio.

Mortgage Spread Percentage

Mortgage spread percentage is a measure that presents mortgage spread income as a percentage calculated
as the difference between the yield earned on the mortgage portfolio and the cost of funds of the debt funding
the mortgages.

Tier 1 and Total Capital Ratios

The capital ratios provided in this MD&A are those of the Company’s wholly owned subsidiary, HomEquity
Bank. The calculations are in accordance with the guidelines issued by the Office of the Superintendent of
Financial Institutions (OSFI).

Adjusted Net Income

To arrive at adjusted net income, HOMEQ removes certain items from reported net income which, as
described in the MD&A, management believes are not indicative of the underlying business performance.

Adjusted Shareholders’ Equity

To arrive at adjusted shareholders’ equity, HOMEQ removes certain items from reported equity which
Management believes are not indicative of the underlying capital structure.

Return on Equity (Annualized) and Adjusted Return on Equity (Annualized)

Return on equity (annualized) is a measure that presents net income earned in the current quarter multiplied
by a factor of four and reflected as a percentage of average shareholders’ equity. Adjusted return on equity is
calculated as adjusted net income multiplied by a factor of four divided by the average adjusted shareholders’
equity.

Efficiency ratio

The efficiency ratio is derived by dividing non-interest expenses by the sum of net interest income and
non-interest income. In general, a lower efficiency ratio is associated with a more efficient cost structure.

Loan-to-value

Loan-to-value (LTV) measures the outstanding mortgage balance as a percentage of the appraised value of
the property.
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Management Discussion and Analysis

CORPORATE OVERVIEW AND STRATEGY

HOMEQ Corporation is the continuing company of Home Equity Income Trust (the Trust) subsequent to a
court approved plan of arrangement where the Trust converted to a corporation on June 30, 2009 (the
Conversion). HOMEQ Corporation and the Trust are together referred to as “HOMEQ” or the “Company”.
Under the Conversion all outstanding trust units of the Trust were exchanged for common shares of HOMEQ
on a one-for-one basis.

HOMEQ through its subsidiary HomEquity Bank provides reverse mortgages, under the CHIP Home Income
Plan brand, to homeowners aged 60 and over, Canada's fastest growing demographic segment. The
objective of HOMEQ is to increase net income and return on equity through the profitable growth of the
mortgage portfolio.

HOMEQ is publicly traded on the Toronto Stock Exchange (TSX) under the symbol HEQ and has the
following direct and indirect subsidiaries:

= HomEquity Bank originates and finances reverse mortgages and provides mortgage administration
services on the reverse mortgage portfolio. HomEquity Bank has been the main underwriter of
reverse mortgages in Canada since its predecessor, Canadian Home Income Plan Corporation
(CHIP), pioneered the concept in Canada in 1986. CHIP received its Letters Patent and Order to
Commence as a federally regulated Schedule | bank, HomEquity Bank, from the Minister of Finance
on October 13, 2009. HomEquity Bank issues Guaranteed Investment Certificate (GIC) deposits to
fund its mortgage portfolio. Unless indicated otherwise, CHIP and HomEquity Bank are collectively
referred to as HomEquity Bank.

= CHIP Mortgage Trust (CMT), a wholly owned subsidiary of HomEquity Bank, finances a segment of
the reverse mortgages originated by HomEquity Bank by issuing medium-term debt. Senior debt is
rated ‘AAA’ and subordinated debt is rated ‘BBB’ by DBRS Limited (DBRS).

The discussion of HOMEQ'’s operations in the MD&A and financial statements consolidates the activities of
these subsidiaries.

HOMEQ’s strategy is to continue to capitalize on the strong growth potential of reverse mortgages as a viable
source of cash flow for Canadian senior homeowners, adding new mortgages to a growing and increasingly
profitable portfolio.

HOMEQ is benefiting from increased acceptance of reverse mortgages in the marketplace, driven by greater
awareness of the solution and its benefits. Focused public relations and marketing efforts combined with
unique solution features and competitive pricing have contributed to a successful repositioning of reverse
mortgages as a mainstream retirement financing solution for Canada’s senior homeowners. As well, an
expanded distribution network that includes all major national Schedule | Canadian chartered banks,
numerous credit unions, mortgage brokers, wealth management and financial planning organizations further
broadens the awareness and availability of reverse mortgages.

The significant sustained benefits to HOMEQ’s net income will become evident as a result of a larger asset
base on which spread is generated, significant efficiencies in generating originations, as well as from
economies of scale in administration infrastructure.
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Management Discussion and Analysis

FINANCIAL HIGHLIGHTS
Financial Overview

Reverse mortgages are long-term assets and earn interest over a multi-year period. Under GAAP, interest
income is recognized in the period it is earned despite not being received in cash. Other than sales
commissions, which are deferred and amortized over the period the mortgages are expected to earn interest,
origination costs such as marketing and the share of overhead expenses applicable to new mortgage
originations are expensed under IFRS in the period incurred. This can have the effect of reducing net income
during periods of growth, but benefiting HOMEQ in the longer term.

The table below provides a summary of results of the past nine quarters of operations.

2009 2010 2011
($ thousands, except per Q1 Q2 Q3 Q4
share amounts) (CGAAP) (CGAAP) (CGAAP) (CGAAP) | ! Q2 Q3 Q4 Q1
Interest income 13,077 12,524 11,961 11,273 11,006 11,688 12,642 13,223 13,639
Interest expense 8,492 7,201 6,268 5,694 5,555 5,728 6,573 7,649 9,215
Net interest income 4,585 5,323 5,693 5,579 5,451 5,960 6,069 5,574 4,424
Provision for credit losses 23 (40) (1,784) (39) (201) (150) (135) (287) (33)
Non-interest income 25 36 66 40 19 37 29 32 27
Net interest income and other
income 4,633 5,319 3,975 5,580 5,269 5,847 5,963 5,319 4,418

Non-interest expenses (2) 2,903 2,893 2,904 3,300 3,303 3,435 3,659 3,749 3,574
Income before undernoted
items 1,730 2,426 1,071 2,280 1,966 2,412 2,304 1,570 844
Less:

Unrealized (gain) loss on

derivative instruments (2,271) 5,384 1,595 3,819 1,971 3,816 1,372 2,275 (1,240)

Current income tax

expense (recovery) — — 973 900 869 1,038 864 (1,465) 134

Future income tax expense

(recovery) 910 2,108 (1,300) (2,784) (756) (1,301) (529) 748 448
Net income (loss) 3,091 (5,066) (197) 345 (118)  (1,141) 597 12 1,502

Per share 0.22 (0.36) (0.01) 0.02 (0.01) (0.08) 0.04 0.001 0.10
Average number of shares

outstanding 14,153 14,213 14,229 14,239 14,260 14,308 14,348 14,385 14,438
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Management Discussion and Analysis

Adjusted Net Income and Adjusted Return on Equity

The table below details the adjustments between net income and adjusted net income for the past nine
quarters of operations. In calculating adjusted net income, HOMEQ removes certain items from reported net
income as it believes that these items are not indicative of the underlying business performance. In particular,
as further discussed under “Derivatives” later in the MD&A, derivatives are normally held to maturity and thus
any unrealized gains or losses are timing differences and will be zero at maturity. In addition, costs related to
the Conversion, the adjustment to the provision for credit losses in Q3 2009 and changes in future income tax
rates are not considered recurring items. HOMEQ has calculated notional taxes for prior quarters when it was
an income trust using a tax rate of 33%.

2009 2010 2011
Q1 Q2 Q3 Q4

($ thousands, except per share amounts) (CGAAP) (CGAAP) (CGAAP) (CGAAP) Q Q2 Q3 Q4 Q1
Net Income (loss) before tax 4,001 (2,958) (524) (1,539) (5) (1,405) 926 (711) 2,084
Add (deduct)
Unrealized (gain) loss on derivatives (2,271) 5,384 1,595 3,819 1,971 3,815 1,372 2,275 | (1,240)
Conversion costs 522 524 65 — — — — — —
Adjustment to provision for credit losses — — 1,741 — — — — — —
Adjusted net income before tax 2,252 2,950 2,877 2,280 1,966 2,410 2,298 1,564 844
Notional taxes (743) (974) — — — — — — —
Tax provision as reported less tax effect

of above items and changes in future

income tax rates — — (791) (466) (631) (742) (690) 59 (264)
Adjusted net income 1,509 1,976 2,086 1,814 1,335 1,668 1,608 1,623 580
Per share 0.11 0.14 0.15 0.13 0.09 0.12 0.11 0.11 0.04
Average number of shares outstanding 14,153 14,213 14,229 14,239 | 14,260 14,308 14,348 14,385 | 14,438

Similarly, management adjusts shareholders’ equity for items it believes are not indicative of the underlying
capital structure in order to arrive at adjusted shareholders’ equity used to determine adjusted return on
equity. Adjusted return on equity is calculated as adjusted net income divided by the average adjusted
shareholders’ equity. The table below details the adjustments between shareholders’ equity and adjusted
shareholders’ equity for the past nine quarters.

2009 2010 2011
Q1 Q2 Q3 Q4

(8 thousands) (CGAAP) (CGAAP) (CGAAP) (CGAAP)| @1 Q2 Qs Q4 L
Shareholders’ equity 110,890 102,547 102,486 100,982 99,621 97,712 97,592 96,913| 97,681
Add (deduct)

Derivative instruments, net (23,231) (17,344) (16,271) (14,101)| (12,818) (10,001) (9,135) (6184)  (8,292)
Adjusted shareholders’ equity 87,650 85203 86,215 86,881 86,803 87,711 88457 90,729 89,389
Adjusted return on equity (annualized) 6.8% 9.1% 9.7% 8.4% 6.0% 7.6% 7.3% 7.2% 2.6%

A discussion of various elements impacting net income follows. Where applicable, further details are
discussed later in the MD&A.

@Q 7 First Quarter Report 2011



Management Discussion and Analysis

Net Interest Income

Net interest income is derived mainly from the spread between the interest earned on the mortgage portfolio
and the interest paid on the GICs and debt used to fund the portfolio.

As discussed further in the MDA, HOMEQ actively manages both its liquidity requirements and Assets to
Capital multiple by, amongst other actions, raising funds well in advance of the expected final repayment dates
of medium-term-notes (“MTNs”), repurchasing MTNs when available on the open market and exercising call
features on MTNs prior to their maturity. Two series of MTNs aggregating $280.0 million had May 2011
maturity dates. Both of these series were issued during the credit crisis of 2007/2008 at interest rates higher
than had previously been experienced and in terms that were not consistent with HOMEQ’s asset/liability
matching. As a result, the concentration of MTN maturities in May 2011 was significantly larger than would
normally have been the case. During Q1 2011, several pre-emptive actions were taken to manage the
forthcoming maturities, ensuring sufficient funds were raised while also taking into consideration the impact of
carrying large volumes of cash on HOMEQ’s profitability and Asset to Capital Multiple.

During the quarter, HOMEQ issued $175 million of MTNs in addition to GICs to repay the MTNs maturing in
May 2011. These MTNs have an interest savings of 48 basis points in comparison to the maturing debt.
HOMEQ called and repaid $161.8 million of the May 2011 MTNs in the quarter. The cost of redeeming the
debt prior to maturity was $1.7 million. As a consequence of the early repayment of MTNs, a related hedge
was de-designated resulting in an unrealized gain on derivatives of $1.3 million in the quarter. In addition,
HOMEQ carried an average of $85.0 million of cash and securities in Q1 2011 in comparison to $45.0 million
in Q1 2010. This cash was required in part to repay the balance of MTNs maturing in May 2011.

Interest income in Q1 2011 was $13.6 million, an increase of $2.6 million or 23.9% over Q1 2010, due to the
average mortgage portfolio being 16.9% larger and earning a 12 basis point higher yield. The interest
expense on the debt in Q1 2011 was $9.2 million, an increase of $3.7 million or 65.9% over Q1 2010. The
increase in interest expense was partially due to the $1.7 million premium incurred on the early debt
repayment and the cost of additional debt raised in advance of the repayment of the remaining MTNs. The
resulting net interest income of $4.4 million was $1.0 million or 18.8% lower than Q1 2010. Further
information on net interest income is provided in the Mortgage Spread Income section in the MD&A.

Provision for Credit Losses

The provision for credit losses includes specific and general allowances determined in accordance with
HOMEQ’s internal policies.

The specific allowance decreased $0.2 million during Q1 2011 to $0.4 million equal to 0.04% of the value of
the mortgage portfolio. The general allowance for credit losses increased $0.3 million to $2.6 million,
equivalent to 0.25% of the value of the mortgage portfolio.

Non-Interest Expenses

Non-interest expenses in Q1 2011 of $3.6 million were $0.3 million or 8.2% higher than Q1 2010 and equal to
the $3.6 million average quarterly expenditure experienced over the last four quarters. It is apparent that a
stable cost base has now been established. HOMEQ’s efficiency ratio for Q1 2011 was 80.3% compared to
60.4% in Q1 2010. In general, a lower efficiency ratio is associated with a more efficient cost structure, a
primary objective of HOMEQ. The increase in the efficiency ratio in Q1 2011 is a result of the lower net
interest income as discussed previously and is expected to improve throughout the remainder of the year.

Derivatives

Under IFRS, derivatives not designated for hedge accounting are valued at fair market value with changes in
fair value recognized in the current period’s statement of income. HOMEQ'’s derivative portfolio is
substantially weighted to receive fixed rates. Therefore the fair market value of the derivatives will move in an
opposite direction to changes in the underlying interest rates and the yield curve used to value the derivatives.
As rates decrease or the yield curve flattens the fair value of the derivative portfolio increases. As the rates
increase or the yield curve steepens, the fair value will decrease.

As the derivative portfolio matures, the derivative asset or liability will reduce in value resulting in unrealized
gains or losses on derivative instruments being recorded in the statement of income. Since late 2009,
HOMEQ has been designating most of its derivatives as hedges and applying the hedge accounting rules
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