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The accompanying notes are an integral part of these condensed interim consolidated financial statements. 

                      

As at June 30 December 31 
(in thousands of Canadian dollars) 2011 2010 
 $ $ 
ASSETS   
Cash resources (note 4)   
Cash and cash equivalents  23,128 66,074 
Interest bearing deposits with banks 9,992 11,994 
 33,120 78,068 
   
Securities (note 5) 5,984  
   
Loans (note 6)   
Residential reverse mortgages  1,147,355 1,064,640 
Allowance for credit losses  (3,064) (3,185)
 1,144,291 1,061,455 
Other    
Derivative instruments (note 17) 14,752 15,264 
Computer hardware and other property, net  521 540 
Goodwill and other intangible assets (note 7) 19,802 19,807 
Deferred income tax assets (note 8) 4,790 4,985 
Income taxes receivable 461 1,306 
Prepaid expenses and other assets 1,170 1,170 
 41,496 43,072 
 1,224,891 1,182,595 

  
LIABILITIES AND SHAREHOLDERS’ EQUITY   
Liabilities   
Deposits (notes 9, 16 and 17)   
Payable on a fixed date 516,517 367,643 
 516,517 367,643 
Other   
Derivative instruments (note 17) 1,362 2,093 
Deferred income tax liabilities (note 8) 11,223 10,914 
Dividends payable  994 988 
Accounts payable and accrued liabilities 8,719 7,988 
    22,298 21,983 
   
Medium-term debt (notes 10, 16 and 17) 517,405 626,298 
Subordinated debt (notes 11, 16 and 17) 40,349 40,308 
Unsecured subordinated debt (notes 12, 16 and 17) 19,583 19,724 
Bank term loan (notes 13, 16 and 17) 9,588 9,726 
 586,925 696,056 
   
 1,125,740 1,085,682 

Shareholders’ equity    
Common shares (note 14) 104,386 103,844 
Contributed surplus (note 15) 66 31 
Deficit (5,301) (6,962)
 99,151 96,913 
 1,224,891 1,182,595 
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For the three month      

period ended 
For the six month        

period ended 

 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
(in thousands of Canadian dollars) $ $ $ $ 
Interest income     
Mortgage interest (note 6) 13,971 11,656 27,284 22,614 
Securities 56 2 155 11 
Deposits with banks 133 30 360 69 

 14,160 11,688 27,799 22,694 

Interest expense     
Deposits 2,512 979 5,218 1,372 
Medium-term debt 3,254 4,368 8,520 8,640 
Subordinated debt 620 135 1,239 778 
Unsecured subordinated debt 427 246 856 493 
Bank term loan 194  389  
 7,007 5,728 16,222 11,283 
     
Net interest income 7,153 5,960 11,577 11,411 
Provision for credit losses, net of recoveries (note 6) 98 150 131 351 
Net interest income after provision for credit losses 7,055 5,810 11,446 11,060 
     
Non-interest income     
Mortgage administration fees 39 37 66 56 
 39 37 66 56 
     
Net interest income and non-interest income 7,094 5,847 11,512 11,116 
     
Non-interest expenses     
Salaries and benefits (note 20) 1,672 1,627 3,263 3,153 
Selling, general and administration (note 21) 1,934 1,721 3,812 3,396 
Amortization of intangible assets 52 38 99 88 
Amortization of computer hardware and other property 60 50 118 102 
 3,718 3,436 7,292 6,739 
     
Income before undernoted item 3,376 2,411 4,220 4,377 
Unrealized (gains) losses on derivative instruments  307 3,816 (933) 5,787 
Income (loss) before income taxes 3,069 (1,405) 5,153 (1,410)
     
Current income tax expense 831 1,038 965 1,907 
Deferred income tax expense (recovery)  54 (1,301)  502 (2,057)
Provision (recovery) for income taxes  885 (263) 1,467 (150)
     
Net income (loss) and total comprehensive income (loss) 2,184 (1,142) 3,686 (1,260)

     
Average number of common shares outstanding 14,500 14,308 14,469 14,284 

Basic and diluted earnings (loss) per share  $0.15 $(0.08) $0.25 $(0.09)

The accompanying notes are an integral part of these condensed interim consolidated financial statements. 
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For the three month      

period ended 
For the six month        

period ended 

 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
(in thousands of Canadian dollars) $ $ $ $ 
Common shares (note 14)     
Balance, beginning of period 104,109 103,005 103,844 102,892 
Issued during the period 277 211 542 324 
Balance, end of period 104,386 103,216 104,386 103,216 
     
Contributed surplus (note 15)     
Balance, beginning of period 46  31  
Amortization of fair value of employee stock options 20 6 35 6 
Employee stock options exercised     
Balance, end of period 66 6 66 6 
     
Deficit     
Balance, beginning of period (6,474) (3,384) (6,962) (2,286)
Net income (loss) for the period 2,184 (1,142) 3,686 (1,260)
Dividends declared  (1,011) (984) (2,025) (1,964)
Balance, end of period (5,301) (5,510) (5,301) (5,510)
     
Total Shareholders’ equity  99,151 97,712 99,151 97,712 

The accompanying notes are an integral part of these condensed interim consolidated financial statements. 
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For the  three month     

period ended 
For the  six month       

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
(in thousands of Canadian dollars) $ $ $ $ 
     
OPERATING ACTIVITIES     
Net income (loss) 2,184 (1,142) 3,686 (1,260)
Adjust for non-cash items     
Amortization     
   Purchase price premiums and origination fees 827 849 1,655 1,698 
 Deferred origination commissions and mortgage fees and costs 543 695 1,072 1,367 

   Deferred deposit commissions 266 78 485 112 
   Debt issue costs 180 494 450 946 
   Intangible assets 52 38 99 88 
   Computer hardware and other property 60 50 118 102 
Increase in provision for credit losses 98 150 131 351 
Compensation expense related to long-term incentive plans 124 93 274 208 
Deferred income tax expense (recovery) 54 (1,301) 502 (2,057)
Unrealized (gains) losses on derivative instruments 307 3,816 (933) 5,787 
 4,695 3,820 7,539 7,342 
Changes in non-cash working capital     
Accrual of interest payable on debt and derivatives 2,285 (2,227) 1,440 (1,389)
Accrual of interest on mortgages (15,076) (12,649) (29,469) (24,686)
Repayments of accrued interest on mortgages 10,835 9,567 18,348 15,736 
Other (note 22) 2,332 1,207 2,028 (1,229)
   376 (4,102) (7,653) (11,568)
Cash provided by (used in) operating activities 5,071 (282) (114) (4,226)
     
INVESTING ACTIVITIES     
Mortgages originated (65,941) (59,000) (113,565) (106,260)
Purchase of mortgage portfolio (3,732)  (3,732)  
Mortgage principal repayments 25,256 21,067 44,573 34,886 
Origination commissions and deferred mortgage fees and costs (1,046) (1,230) (1,847) (2,437)
Decrease (increase) in securities, net (23) (4,789) (5,984) 1,705 
Decrease (increase) in interest bearing deposits with banks, net 41,974 (9,990) 2,002 8,484 
Purchase of intangible assets (41)  (93)  
Purchase of computer hardware and other property (22) (17) (99) (26)
Cash used in investing activities (3,575) (53,959) (78,745) (63,648)
     
FINANCING ACTIVITIES     
Increase in deposits, net 61,616 63,809 147,262 121,720 
Gross proceeds from medium-term debt  125,000 175,000 125,000 
Repayment of medium-term debt (120,662) (2,244) (283,785) (3,475)
Repurchase of medium-term debt  (102,106)  (136,506)
Repurchase of subordinated debt  (10,000)  (10,000)
Increase in debt issue costs  (778) (847) (778)
Proceeds from shares issued under dividend reinvestment plan 173 126 302 126 
Dividends (1,009) (980) (2,019) (1,960)
Cash provided by (used in) financing activities (59,882) 72,827 35,913 94,127 
   
Net increase (decrease) in cash and cash equivalents, 
during the period (58,386) 18,586 (42,946) 26,253 

Cash and cash equivalents, beginning of period 81,514 22,183 66,074 14,516 
Cash and cash equivalents, end of period (note 4) 23,128 40,769 23,128 40,769 

Supplemental cash flow information:     
Interest paid 1,177 6,482 8,262 10,355 
Income taxes paid 120 1,019 120 2,894 

Amounts paid for interest and received for taxes are included in cash flows from operating activities in the consolidated 
statements of cash flows. 

The accompanying notes are an integral part of these condensed interim consolidated financial statements. 
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1. CORPORATE INFORMATION 

HOMEQ Corporation (the Company) is a public holding company traded on the Toronto Stock Exchange.  The 
Company was incorporated on March 10, 2009 under the laws of the Province of Ontario and is domiciled in Canada 
with its registered and principal business offices located at 45 St. Clair Ave. West, Suite 600, Toronto, Ontario.        
On June 30, 2009, Home Equity Income Trust (the Trust) converted to a corporation by way of a Plan of Arrangement 
continuing its business operations as HOMEQ Corporation (the Conversion).  Under the Conversion, the unitholders 
of the Trust exchanged each of their trust units for common shares of the Company on a one-for-one basis. 

The Company operates primarily through its federally regulated subsidiary, HomEquity Bank (formerly Canadian 
Home Income Plan Corporation), which originates and administers reverse mortgages and offers guaranteed 
investment certificate deposits.  The Company is the ultimate parent of the group. 

These condensed interim consolidated financial statements for the period ended June 30, 2011 were authorized for 
issuance by the Board of Directors of the Company on August 5, 2011.  The Board of Directors has the power to 
amend the financial statements after their issuance only in the case of discovery of an error.   

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Statement of compliance 
These condensed interim consolidated financial statements have been prepared to comply with International 
Accounting Standard 34, Interim Financial Reporting (IAS 34) as issued by the International Accounting Standards 
Board (IASB) using accounting policies consistent with International Financial Reporting Standards (IFRS). The 
accounting policies have been selected to be consistent with IFRS expected to be effective on December 31, 2011, 
the Company’s first annual IFRS reporting date and were consistently applied to all periods presented unless 
otherwise noted. 

These condensed interim consolidated financial statements should be read in conjunction with the Company’s 
audited annual financial statements as at and for the year ended December 31, 2010 as set out in the 2010 Annual 
Report on pages 40 through 68 and the Company’s interim consolidated financial statements as at and for the period 
ended March 31, 2011 as set out in the 2011 First Quarter report on pages 27 through 61 and in consideration of the 
IFRS transition disclosures in Notes 24 and 27 of these financial statements.  

Basis of presentation 
These condensed interim consolidated financial statements have been prepared on a historical cost basis, except for 
the following: 

Derivative financial instruments and available-for-sale financial assets 

Financial assets designated as available-for-sale as well as derivative financial instruments and those financial assets 
classified or designated at fair value through profit and loss are measured at fair value. 

Assets and liabilities designated as part of an effective and designated hedging relationship 

Assets and liabilities that are designated as hedging instruments in effective fair value hedge relationships are 
measured at fair value. 

Basis of consolidation 
These condensed interim consolidated financial statements reflect the financial position and results of operations of 
the Company consolidated with the financial position and results of operations of its subsidiaries.  The Company’s 
principal subsidiary is HomEquity Bank. All of the Company’s subsidiaries are directly or indirectly wholly owned. 

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the Company obtains control, 
and continue to be consolidated until the date that such control ceases. All intra-company transactions and balances 
are eliminated in full. 
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3. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS 

Critical accounting estimates 
The preparation of these condensed interim consolidated financial statements requires management to apply 
judgment when making estimates and assumptions that affect the reported amounts recognized in the financial 
statements. 

Allowance for credit losses 

The specific and general allowances for credit losses are maintained at a level that is considered adequate to absorb 
incurred credit-related losses to the mortgage loan portfolio.  The determination of the allowances requires 
management to make estimates when assessing whether or not there is reasonable assurance of the collection of the 
full amount of principal and interest. Significant judgment is involved in estimating factors such as the expected 
realizable value of properties and the expected term of the mortgages.  

At June 30, 2011, the specific and general allowances for credit losses were $318 and $2,746, respectively. The use 
of different estimates and assumptions could have a significant effect on the measurement of the allowance for credit 
losses. 

Fair value of financial instruments 

Where possible, the fair value of publicly traded financial instruments is based on quoted market prices. The fair 
value for a substantial majority of financial instruments is based on quoted market prices or valuation models that use 
observable market inputs such as interest rate yield curves. Valuation models incorporate prevailing market rates and 
may require estimates for economic risks and projected cash flows. 

At June 30, 2011, the fair value of the derivative instrument assets was $14,752 and the fair value of the derivative 
instrument liabilities was $1,362. The fair value adjustments to deposits, medium-term debt, unsecured subordinated 
debt and bank term loan subject to hedge accounting were an increase of $665 and $2,791 for deposits and medium-
term debt respectively, and a decrease of $448 and $475 for unsecured subordinated debt and bank term loan 
respectively. The use of different estimates and assumptions could have a significant effect on the determination of 
the fair value of financial instruments and the application of hedge accounting. 

Amortization of purchase price premiums and transaction costs 

In the application of the effective interest rate method to measure amortized cost, purchase price premiums, 
mortgage origination fees and transaction costs are included in the carrying value of the mortgages and deferred and 
expensed over the estimated period that mortgages earn interest.   

The amounts, net of accumulated amortization, of purchase price premium, mortgage origination fees and transaction 
costs included in the carrying value of the mortgages at June 30, 2011 were $28,933, $1,956 and $16,488 
respectively. The use of different estimates and assumptions related to the expected lives of the mortgages could 
have a significant effect on the measurement of deferred purchase price premiums and transaction costs included in 
the carrying value of the mortgages. 

Income taxes 

The Company measures income taxes payable and deferred income tax assets and liabilities at each reporting date. 
The actual amount of income taxes only becomes final upon filing and acceptance of the tax return by the relevant 
authorities, which usually occurs subsequent to the issuance of the financial statements. Related carrying amounts at 
June 30, 2011 were income taxes receivable of $461, deferred tax assets of $4,790 and deferred tax liabilities of 
$11,223. 

Additionally, estimation of income taxes includes evaluating the recoverability of deferred tax assets based on an 
assessment of the ability to use the underlying future tax deductions before they expire against future taxable income. 
The assessment is based upon existing tax laws and estimates of future taxable income. The use of different 
estimates and assumptions could have a significant effect on the measurement of the deferred income tax assets. 

Valuation of goodwill and other intangible assets 

Goodwill and the bank license costs are tested for impairment annually by comparing their carrying amount, together 
with the carrying amount of associated assets, to the recoverable amount. Recoverable amount is defined as the 
higher of the fair value less costs to sell and the value in use. The determination of recoverable amount requires 
management to make estimates of forecasted cash flows, growth rates and discount rates. These estimates include 
assumptions regarding such factors as market risk, credit risk and operational risk. 

The carrying value of the goodwill and the bank license costs at June 30, 2011 were $19,109 and $427 respectively. 
The use of different estimates and assumptions could lead to different results in impairment testing, and have a 
significant effect on the measurement of goodwill and other intangible assets.  



Notes to Condensed Interim Consolidated Financial Statements 
June 30, 2011 
(in thousands of Canadian dollars except per share amounts) 

 
8

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (continued) 

Critical judgments in applying accounting policies 
In the preparation of these condensed interim consolidated financial statements, management has made judgments, 
aside from those that involve estimates, in the process of applying the accounting policies. These judgments can 
have an effect on the amounts recognized in the financial statements. 

Valuation of goodwill and other intangible assets 

For the purposes of impairment testing, goodwill and the bank license costs are allocated to the associated cash 
generating units, or group of cash generating units. Management is required to make judgments regarding the 
appropriate allocation of goodwill and other intangible assets for impairment testing. Different conclusions on the 
appropriate allocation could lead to different results of the impairment testing, and have a significant effect on the 
measurement of goodwill and other intangible assets. 

Income taxes 

The measurement of income taxes payable and deferred income tax assets and liabilities requires management to 
make judgments in the interpretation and application of the relevant tax laws. The actual amount of income taxes only 
becomes final upon filing and acceptance of the tax return by the relevant authorities, which occurs subsequent to the 
issuance of the financial statements. 

4. CASH RESOURCES 

Included in cash and cash equivalents are securities with maturities of less than 90 days from the date of acquisition.  
For the six month period ended June 30, 2011, the yield earned on these investments ranged between 0.95% and 
1.23% (June 30, 2010 – ranged between 0.17% and 0.68%) with a weighted average rate of 1.06%                     
(June 30, 2010 – 0.33%).   
 

  
June 30   

2011 
December 31 

2010 
 $ $ 
Cash and non-interest bearing deposits with banks 19,628 48,881 
Treasury bills issued or guaranteed by provinces  15,993 
Corporate notes 3,500 1,200 

Cash and cash equivalents 23,128 66,074 
Interest-bearing deposits with banks 9,992 11,994 
Total cash resources 33,120 78,068 

 

5. SECURITIES 

For the six month period ended June 30, 2011, the yield earned on investments ranged between 1.30% and 1.35% 
with a weighted average rate of 1.32% (June 30, 2010 – 0.29%).   

 

 Remaining term to maturity   
 
 

Within 1 
year 1 to 5 years 

Over 5 
years 

June 30 
2011 

December 31 
2010 

 $ $ $ $ $ 
Treasury bills issued or guaranteed by 

provinces 2,987   2,987 
 

 
Other debt securities 2,997   2,997  
 5,984   5,984  
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6. LOANS 

Residential reverse mortgages 

 
June 30 

2011 
December 31 

2010 
 $ $ 

Mortgage principal plus accrued interest 1,099,977 1,016,383 
Mortgage purchase price premiums, net of accumulated amortization 28,933 30,398 
Mortgage origination fees, net of accumulated amortization 1,956 2,072 
Deferred commissions and mortgage fees and costs,                                                

net of accumulated amortization 16,489 15,787 

 1,147,355 1,064,640 
 

Geographic region and loan-to-value 

The following tables show the composition of the residential reverse mortgage portfolio by geographic distribution and 
loan-to-value ratio range, which measures the outstanding mortgage balance as a percentage of the most recent 
appraised value of the property: 

Province 
June 30 

 2011 
December 31 

 2010 
June 30 

 2011 
December 31

2010 
 $ $ % % 

Ontario 421,266 401,230 38.3 39.5 
British Columbia 398,459 365,637 36.2 36.0 
Alberta 135,214 123,560 12.3 12.1 
Quebec 91,236 79,133 8.3 7.8 
Other 53,802 46,823 4.9 4.6 

 1,099,977 1,016,383 100.0 100.0 

 

Impaired loans  

The following table shows residential reverse mortgages with a loan-to-value ratio of greater than 83%, which 
management considers impaired, and the appraised value of those underlying properties:  

 

 June 30 December 31 
 2011 2010 
 $ $ 

Mortgage principal plus accrued interest 1,996 3,901 
Specific allowance (318) (638)

 1,678 3,263 

Appraised value of underlying properties 2,022 4,008 
 

Loan-to-value 
June 30 

 2011 
December 31 

 2010 
June 30 

 2011 
December 31 

2010 
 $ $ % % 
Less than 30.0% 193,270 193,444 17.6 19.0 
30.1% - 40.0% 319,233 287,219 29.0 28.3 
40.1% - 50.0% 323,846 294,324 29.4 29.0 
50.1% - 60.0% 190,432 165,976 17.3 16.3 
60.1% - 70.0% 58,252 61,926 5.3 6.1 
Greater than 70.1% 14,944 13,494 1.4 1.3 

 1,099,977 1,016,383 100.0 100.0 
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6. LOANS (continued) 

Allowance for credit losses 

 
For the  three month 

period ended 
For the  six month       

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
 $ $ $ $ 

Specific allowances     
Balance, beginning of period (414) (315) (638) (263)
Provision for credit losses (57) (178) (117) (256)
Write-offs 66 14 252 40 
Recoveries 87 59 185 59 
Balance, end of period (318) (420) (318) (420)
     
General allowances     
Balance, beginning of period (2,618) (2,298) (2,547) (2,149)
Provision for credit losses (128) (45) (199) (194)
Balance, end of period (2,746) (2,343) (2,746) (2,343)

    
Total allowances (3,064) (2,763) (3,064) (2,763)
 
Mortgage interest 

 

 
For the  three month 

period ended 
For the  six month     

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 

 $ $ $ $ 

Interest income 15,076 12,649 29,469 24,686 
Early repayment fees 265 304 542 498 
 15,341 12,953 30,011 25,184 
Less:     
Amortization of deferred commissions and mortgage 
fees and costs, net (543)

 
(452) (1,072) (876)

Amortization of purchase price premiums and 
origination costs (827)

 
(845) (1,655) (1,694)

 (1,370) (1,297) (2,727) (2,570)

 13,971 11,656 27,284 22,614 
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7. GOODWILL AND INTANGIBLE ASSETS 

Goodwill and intangible assets consist of the following: 

 
June 30      

2011 
December 31 

2010 
 $ $ 

Goodwill 19,109 19,109 
Bank license costs 427 427 
Software – amortized 266 271 

 19,802 19,807 
 

During the three month and six month period ended June 30, 2011, amortization of $52 and $99 respectively, was 
recognized for software (June 30, 2010 $38 and $88 respectively). 

8. INCOME TAXES  

Components of deferred income tax balances 

The tax effects of temporary differences that give rise to the deferred income tax assets and liabilities are presented 
below: 

 June 30 December 31 
 2011 2010 
Deferred income tax assets $ $ 
Non-capital losses  122 85 
Mortgages  3,696 3,920 
Allowance for credit losses 702 654 
Debt issue and deferred costs 270 326 
 4,790 4,985 

Deferred income tax liabilities   
Computer hardware and other property 77 98 
Mortgages  8,369 8,276 
Derivative instruments 2,771 2,536 
Debt issue and deferred costs 6 4 
 11,223 10,914 

9. DEPOSITS 

All deposits are payable on a fixed date and are issued in Canada. 

 Maturity term   
 
 

Within  
1 year 

2 to 3       
years  

4 to 5       
years   

June 30 
2011 

December 31 
2010 

 $ $ $ $ $ 
Individuals 156,167 228,937 130,748 515,852 368,105 
Adjustment in carrying value of hedged 

deposits (note 17)  113 552 665 (462)
 156,167 229,050 131,300 516,517 367,643 
     
Fair value of deposits (1) 156,838 233,168 135,762 525,768 373,759 

     
Effective interest rate 1.83% 2.58% 3.26% 2.53% 2.44% 

(1) Management determines fair value of deposits by discounting the contractual cash flows using the market 
interest rates currently offered for deposits with similar terms.  
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10. MEDIUM-TERM DEBT 

Series 
Expected final 

payment Interest basis 
Interest 

rate  
Fair         

value  

 

June 30 
2011 

 

December 31 
2010 

    $ $ $ 
2008-1 May 16, 2011 Fixed rate    161,800 
2007-3 May 2, 2011 Fixed rate 5.613%   119,000 
2006-3 Aug 1, 2012 Fixed rate 4.542% 102,757 100,200 100,200 
2006-1 Feb 1, 2013 Fixed rate 4.637% 108,592 105,000 105,000 
2007-2 Aug 31, 2012 Floating rate (1) 2.401% 5,113 5,097 8,080 
2010-1 Aug 4, 2015 Fixed rate 4.490% 128,961 125,000 125,000 
2011-1 Feb 1, 2016 Fixed rate 3.973% 178,821 175,000  

 524,244 510,297 619,080 
Interest payable    9,124 8,229 
Interest payable on derivative instruments 117  
Interest receivable on derivative instruments (3,383) (4,250)
Debt issue costs, net of accumulated amortization  (1,541) (1,072)
Adjustment in carrying value of hedged debt (note 17)  2,791 4,311 
 517,405 626,298 

(1) Rate is reset each May 1st and November 1st based on the six-month Government of Canada Treasury Bill rate plus 1.283% 

The Company has a best efforts obligation to refinance the series 2006-3, 2010-1 and 2011-1 notes on the respective 
expected final payment dates.  If a note remains outstanding after the expected final payment date, the interest will 
become the one-month Bankers’ Acceptance rate plus the following spreads calculated and payable monthly: 2006-3 
– 1.25%, 2010-1 – 3.00% and 2011-1 – 3.00% until legal maturity.  The legal maturity dates of these notes range 
from August 1, 2031 to February 1, 2036.  Management determines the fair value of medium-term debt using average 
quoted market rates based on expected final payment dates, provided to the Company by capital markets dealers.   

During the year ended December 31, 2010, the Company repurchased $3,200 of series 2008-1.  During the six 
month period ended June 30, 2011, the Company redeemed the remaining series 2008-1 medium-term notes which 
had an expected final payment date of May 16, 2011.  For the six month period ended June 30, 2011 included in 
medium-term debt interest expense is a net cost of $1,704 related to these transactions which consist of a loss of 
$1,633 on the redemption and $71 of accelerated recognition of unamortized debt issue costs. There were no 
repurchases during the three month period ended June 30, 2011. 

During the three month period ended June 30, 2010, the Company repaid all of the series 2007-3 medium-term notes 
for a cash consideration of $122,319, consisting of principal and accrued interest. 

On January 25, 2011, the Company concluded the sale of $175,000 of series 2011-1 medium-term notes.  The notes 
have a coupon of 3.97% and have an expected final payment date of February 1, 2016.  The Company also entered 
into an interest rate swap to hedge the interest rate on the notes.  On a swapped basis, the interest rate of the notes 
is approximately 138 basis points over the corresponding Bankers’ Acceptance rate.  The Company incurred costs of 
$847 related to this transaction, which are deferred and amortized over the term of the debt on an effective interest 
rate method and are included in interest expense in the consolidated statements of operations.   
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11. SUBORDINATED DEBT 

 
Series 

Expected final 
payment Interest basis Interest rate Fair value  

 
June 30  

2011 

 
December 31 

2010 
    $ $ $ 
2007-1B Nov 1, 2012 Fixed rate 6.663% 10,189 10,000 10,000 
2007-2B Aug 31, 2012 Fixed rate 7.582% 20,633 20,000 20,000 
2006-2B  Aug 1, 2013 Fixed rate 5.803% 9,998 10,000 10,000 
    40,820 40,000 40,000 
Interest payable    477 477 
Interest receivable on derivative instruments  (57) (57)
Debt issue costs, net of accumulated amortization  (71) (112)

     40,349 40,308 

 
The Company has a best efforts obligation to refinance the series 2006-2B and 2007-1B notes on their respective 
expected final payment dates.  If a note remains outstanding after the expected final payment date, the interest will 
become the one-month Bankers’ Acceptance rate plus the following spreads calculated and payable monthly:     
2006-2B – 1.75% and 2007-1B – 3.50% until legal maturity.  The legal maturity dates of these notes range from 
August 1, 2031 to November 1, 2032.  The series 2007-2B note is repayable after the 2007-2 medium-term note is 
repaid in full.  Management determines the fair value of subordinated debt using average quoted market rates based 
on expected final payment dates, provided to the Company by capital market dealers. 

12. UNSECURED SUBORDINATED DEBT 

Maturity Interest basis Interest rate Fair value  

 
June 30 

2011 

 
December 31 

2010 
   $ $ $ 

Oct 31, 2014 Fixed rate 9.713% 10,403 10,000 10,000 
May 31, 2016 Fixed rate 8.600% 9,944 10,000 10,000 
   20,347 20,000 20,000 
Interest payable 238 238 
Interest receivable on derivative instruments (10) (11)
Debt issue costs, net of accumulated amortization (197) (225)
Adjustments in carrying value of hedged debt (note 17) (448) (278)

    19,583 19,724 

Management determines the fair value of the unsecured subordinated debt using quoted market rates provided to the 
Company by a capital market dealer. 

13. BANK TERM LOAN 

Maturity Interest basis Interest rate Fair value  

 
June 30 

2011 

 
December 31 

2010 
   $ $ $ 

May 31, 2016 Fixed rate 8.210% 10,056 10,000 10,000 
Interest payable 71 71 
Interest receivable on derivative instruments (8) (21)
Adjustment in carrying value of hedged debt (note 17) (475) (324)

    9,588 9,726 

During the year ended December 31, 2010, the Company entered into a non-revolving term loan for $10,000 
maturing on May 31, 2016 with a coupon of 8.21%.  The proceeds of the loan were used to invest in unsecured 
subordinated debt issued by HomEquity Bank, constituting subordinated indebtedness within the meaning of the 
Bank Act (Canada) and qualifying as Tier 2 B Capital. The Company has provided a promissory note, a general 
security agreement, and a pledge of all investments made in HomEquity Bank including the unsecured subordinated 
debt and all of the issued and outstanding shares in the capital of HomEquity Bank.  Management determines the fair 
value of the term loan using quoted market rates provided to the Company by a capital markets dealer. 
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14. SHARE CAPITAL 

A summary of the changes to the Company’s share capital is as follows:  

Authorized: An unlimited number of common shares 

Common shares 

 
Number of 

shares 

 
Amount       

$ 
   
Balance, January 1, 2010 14,239,041 102,892 
Shares issued under Dividend Re-investment Plan 110,953 480 
Shares earned and granted under the long-term incentive plans (1) 40,396 472 
Balance, December 31, 2010 14,390,390 103,844 
Shares issued under Dividend Re-investment Plan 20,049 129 
Shares earned and granted under the long-term incentive plans (1) 52,529 136 
Balance, March 31, 2011 (2) 14,462,968 104,109 
Shares issued under Dividend Re-investment Plan 24,478 173 
Shares earned and granted under the long-term incentive plans (1) 12,397 104 
Balance, June 30, 2011 (2) 14,499,843 104,386 

(1) Includes re-invested dividends and vested, unvested and cancelled shares. 
(2) Includes 73,814 restricted shares issued under the Restricted Share Plan and 211,460 deferred shares issued under the Deferred Share Plan. 

 
The Company has three long-term incentive plans: a Restricted Share Plan (RSP) for management, a Deferred 
Share Plan (DSP) for Directors and an Option and Share Appreciation Rights Plan for management.   

A restricted share granted through the RSP entitles the holder to receive, on the vesting date, a share plus the 
amount of dividends that would have been paid on the shares respectively if the share had been issued on the date 
of grant.  Subject to the achievement of performance conditions, if any, restricted shares vest equally over three 
years and the total cost of the grant is recognized over the vesting period.  As at June 30, 2011, 254,703 restricted 
shares were issued since the inception of the plan and 73,814 shares remain within the plan, none of which have 
vested.  For the six month period ended June 30, 2011, 38,268 restricted shares were issued (June 30, 2010 – 
29,700). 

The non-employee Directors may elect to receive their compensation in whole or in part in the form of deferred 
shares under the DSP in lieu of cash compensation.  On retiring from the Board, a Director will receive all deferred 
shares accumulated in the plan.  The maximum number of shares that may be issued under the DSP is limited to 
500,000.  As at June 30, 2011, the Directors have earned 223,857 shares under the DSP.  For the six month period 
ended June 30, 2011, 26,658 deferred shares were issued (June 30, 2010 – 21,430). 

For the three month period ended June 30, 2011, Directors’ fees and executive compensation expense under the 
long-term incentive plans was $124 (June 30, 2010 – $202).  The Company intends to settle the restricted and 
deferred shares in shares of the Company upon vesting and retirement, respectively.  Until such time, these shares 
do not trade on the Toronto Stock Exchange, have no voting rights and cannot be sold or liquidated early. 

The Option and Share Appreciation Rights Plan was established to reinforce the alignment of interests between key 
executives and shareholders, reward achievement of shareholder value creation and provide competitive 
compensation opportunities to enable the Company to attract, retain and motivate leaders that are critical to the long-
term success of the Company.  A summary of the Company’s Option and Share Appreciation Rights Plan and related 
information is described in Note 15. 

The Company has an optional Dividend Reinvestment Plan (the Plan) for shareholders.  The Plan allows eligible 
Canadian shareholders to elect to have their cash dividends from the Company automatically reinvested in additional 
shares.  Shareholders who participate in the Plan will receive a further bonus of shares equal in value to 4% of each 
dividend that was reinvested. 
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15. OPTION AND SHARE APPRECIATION RIGHTS PLAN 

Stock options vest equally over three years and have a maximum term of seven years from the date of grant. Options 
under the Plan are granted at the closing price of the Company’s common shares on the business day prior to the 
date of the grant. A summary of the Plan and related information is as follows: 

 

 Stock options 

Weighted-
average 
exercise 

price 
  $ 
Outstanding, January 1, 2010   
Granted 82,000 7.21 
Exercised   
Forfeited   
Outstanding, December 31, 2010 82,000 7.21 
Exercisable, end of period   
   
Granted 88,100 7.20 
Exercised   
Forfeited   
Outstanding, June 30, 2011 170,100 7.20 

Exercisable, end of period 27,333 7.21 
 

The Company expenses the fair value of stock options that are expected to vest over the vesting period using the 
Black-Scholes option pricing model to estimate fair value for each option at the date of grant.  The weighted-average 
fair value of options granted and principal assumptions used in applying the Black-Scholes option pricing model were 
as follows: 

 2011 2010 
   
Weighted-average fair value $1.16 $0.89 
   
Weighted average of key assumptions:   
Exercise price $7.20 $7.21 
Risk-free interest rate 2.61% 3.07% 
Dividend yield 3.89% 4.12% 
Volatility factor 25.6% 20.0% 
Expected life in years 4.5 years 4.5 years 
   

For the three and six month period ended June 30, 2011, the Company has recorded share-based compensation 
expense of $20 and $35 respectively (June 30, 2010 – $6) related to grants of options under the Option and Share 
Appreciation Rights Plan. This amount is included in salaries and benefits in the consolidated statements of 
operations and in contributed surplus on the consolidated balance sheets. 
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16. CAPITAL MANAGEMENT  
The overall objective of capital management is to ensure that the Company has sufficient capital to maintain its 
operations based on current activities and expected business developments in the future and to provide a return to 
shareholders commensurate with the risk of the business and comparable to other, similar companies. 

The Company’s capital resources consist of deposits, medium-term notes, subordinated debt, unsecured 
subordinated debt, bank term loan and equity. Historically, the Company has used cash flows from operating 
activities to fund its operations and distributions, and the excess of those cash flows coupled with borrowings under 
its debt programs have been used to fund growth in the mortgage portfolio.   

The Company’s subsidiary, HomEquity Bank, as a chartered bank, has access to retail deposits sourced through 
deposit brokers, which became part of capital resources. The regulatory capital requirements of HomEquity Bank are 
specified by the Office of the Superintendent of Financial Institutions (OSFI) in its Guideline A, Capital Adequacy 
Requirement (CAR) – Simpler Approaches.  The Guideline specifies the types of items included in capital and the 
measures OSFI will consider in reviewing capital adequacy.   

There are two capital standards addressed in HomEquity Bank’s capital management policy: risk-based capital ratios 
and assets-to-capital multiple.  The Company has implemented policies and procedures to monitor compliance with 
regulatory capital requirements.  HomEquity Bank has implemented an Internal Capital Adequacy Assessment 
Process which is based on the Company’s assessment of the business risks of HomEquity Bank. 

The total regulatory capital of HomEquity Bank is comprised of Tier 1 and Tier 2 capital as follows: 

 June 30 December 31 
 2011 2010 

  (Canadian GAAP)(4)
 $ $ 
Shareholders’ equity per HomEquity Bank’s consolidated balance sheets 78,052 75,494 

Deductions 301 341 
Tier 1 capital 77,751 75,153 
   
Book value of unsecured subordinated debt 30,000 30,000 
Less: accumulated amortization for capital adequacy purposes 8,000 4,000 
Tier 2 capital 22,000 26,000 
   
Total regulatory capital 99,751 101,153 

   
Credit risk 543,960 518,689 
Off-balance sheet exposure 3,675 3,463 
Operational risk 41,119 41,001 

Total risk-weighted assets 588,754 563,153 
   
Capital ratios   
Tier 1 Capital Ratio (1) 13.2% 13.3% 
Total Capital Ratio (2) 16.9% 18.0% 
Assets-to-Capital Multiple (3) 12.1x 11.5x 

(1) The Tier 1 Capital Ratio is defined as Tier 1 capital divided by total risk-weighted assets. 
(2) The Total Capital Ratio is defined as total regulatory capital divided by total risk-weighted assets. 
(3) The Assets-to-Capital Multiple is calculated by dividing total assets, including specified off-balance sheet items net of other specified deductions, 

by total capital.  
(4) Regulatory capital and calculations as at December 31, 2010 are based on Canadian GAAP balances. 

During the three and six month period ended June 30, 2011, HomEquity Bank complied with the OSFI guideline 
related to capital ratios and the assets-to-capital multiple.  Both the Tier 1 and Total Capital Ratios remain above 
OSFI’s stated minimum capital ratios of 7% and 10%, respectively, for a well capitalized financial institution. 
HomEquity Bank’s Assets-to-Capital Multiple remains below the maximum permitted by OSFI.  The IFRS transition 
adjustments described in Note 24 did not have a significant impact on HomEquity Bank’s capital ratios and assets-to-
capital multiple as at December 31, 2010.  

HomEquity Bank’s wholly owned subsidiary, CHIP Mortgage Trust’s (CMT) borrowings are subject to debt-to-
mortgage covenants.  The covenants are: a maximum senior debt-to-mortgage ratio of 93% when it has commercial 
paper outstanding, a maximum of 95% when its senior rated debt consists only of medium-term notes, and a 
maximum total debt-to-mortgage ratio of 98%.  CMT is also required to maintain minimum cash on hand equivalent to 
2% of its mortgage portfolio value.  At June 30, 2011, the senior debt-to-mortgage ratio was 66.8%                    
(December 31, 2010 - 76.4%; June 30, 2010 – 91.2%), the total debt-to-mortgage ratio was 73.4%                    
(December 31, 2010 - 82.8%; June 30, 2010 – 97.4%) and CMT held more than the required amount of cash.  The 
Company closely monitors business performance to manage compliance with these covenants.   
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17. DERIVATIVE INSTRUMENTS 
In the normal course of business, the Company enters into interest rate derivative contracts to manage interest rate 
risk.  Derivative financial instruments are financial contracts that derive their value from underlying changes in interest 
rates or other financial measures.  

Interest rate swaps are contracts in which two counterparties agree to exchange cash flows over a period of time 
based on rates applied to a specified notional principal amount.  A typical interest rate swap would require one 
counterparty to pay interest based on a fixed rate and receive interest based on a variable market interest rate 
determined from time to time with both calculated on a specified notional principal amount.  No exchange of principal 
amount takes place.   

Forward rate agreements are contracts that effectively fix a future interest rate for a period of time. A typical forward 
rate agreement provides that at a pre-determined future date, a cash settlement will be made between counterparties 
based upon the difference between a contracted rate and a market rate to be determined in the future, calculated on 
a specified notional principal amount.  No exchange of principal amount takes place. 

Fair values 

Fair values of the interest rate derivatives are determined using an internal valuation model with observable inputs. 
Changes in fair value resulting in unrealized gains or losses are recorded in the consolidated statements of 
operations.   

Notional amounts 

The notional value of derivative financial instruments represents an amount to which a rate or price is applied in order 
to calculate the exchange of cash flows.  Notional principal amounts do not represent the potential gain or loss 
associated with market risk and is not indicative of the credit risk associated with derivative financial instruments.  
The notional amounts are not recorded as assets or liabilities on the consolidated balance sheets. 

The following table summarizes the fair values, notional principal and weighted average rates of the derivative 
instruments outstanding as at June 30, 2011.  The floating rate for all instruments is based on the CDOR-BA rate for 
terms ranging from one to twelve months. 

 

 Weighted average rate Notional principal Fair values 

Interest rate contracts 
June 30 

2011 
December 31 

2010 
June 30 

2011 
December 31 

2010 
June 30 

2011 
December 31 

2010 
   $ $ $ $ 
Receive fixed     
Swaps 3.77% 4.00% 724,700 685,000 14,752 15,199

Forward rate agreements  1.69%  30,000  24
Pay fixed     
Swaps  1.45%  75,000  41
ASSETS   724,700 790,000 14,752 15,264

     
Receive fixed     
Swaps 1.92% 2.43% 72,000 120,500 392 1,051
Pay fixed     
Swaps 1.89% 2.79% 209,500 64,500 970 1,039
Forward rate agreements  1.40%  75,000  3
LIABILITIES   281,500 260,000 1,362 2,093
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17. DERIVATIVE INSTRUMENTS (continued) 

Maturity terms 

The following table summarizes the notional principal and fair value by term to maturity of derivative instruments 
outstanding as at June 30, 2011.  Maturity dates range from November 2011 to May 2016. 

Remaining term to maturity   
 
 

Within 1 
year 1 to 3 years 3 to 5 years 

Over 5 
years 

June 30     
2011 

December 
31 2010 

Notional principal $ $ $ $ $ $ 
Swaps  357,200 367,500  724,700 760,000 
Forward rate agreements      30,000 
Derivative assets  357,200 367,500  724,700 790,000 

       
Swaps 173,000 58,000 50,500  281,500 185,000 
Forward rate agreements      75,000 
Derivative liabilities 173,000 58,000 50,500  281,500 260,000 

       
Fair values       
Swaps  7,988 6,764  14,752 15,240 
Forward rate agreements      24 
Derivative assets  7,988 6,764  14,752 15,264 

       
Swaps 267 766 329  1,362 2,090 
Forward rate agreements      3 
Derivative liabilities 267 766 329  1,362 2,093 

Hedge accounting results 

The Company’s fair value hedges consist of interest rate swaps that are used to protect against changes in fair value 
of fixed-rate medium-term debt, deposits, unsecured subordinated debt and the bank term loan due to movements in 
market interest rates.  Changes in the fair value of derivatives that are designated and qualify as fair value hedging 
instruments are recorded as unrealized losses (gains) on derivative instruments in the consolidated statements of 
operations, along with adjustments to the carrying value of the financial instruments that are attributable to the 
hedged risk.  The Company has elected under IAS 39 Financial Instruments: Recognition and Measurement, to apply 
hedge accounting to the interest rate swaps detailed below. All hedging relationships to which the Company has 
chosen to apply hedge accounting are fair value hedges, used to protect against changes in the fair value of fixed-
rate deposits and medium-term debt due to movements in interest rates.   

Medium-term debt 

During the six month period ended June 30, 2011, the Company entered into interest rate swaps having a notional 
amount of $175,000 to hedge the series 2011-1 fixed-rate medium-term debt issued during the period.  As at       
June 30, 2011, the Company also has interest rate swaps having a notional amount of $300,000 that hedge                
series    2010-1 and series 2011-1.  The fair value of these swaps is recorded as derivative instrument assets on the 
consolidated balance sheets.  The hedges were effective on June 30, 2011.  During the three month and six month 
period ended  June 30, 2011, the Company recorded a hedge ineffectiveness gain of $723 and $2,025 respectively                    
(June 30, 2010 – loss of $251 and $422 respectively), which is included in unrealized (gains) losses on derivative 
instruments on the consolidated statements of operations. 

Deposits 

During the six month period ended June 30, 2011, the Company entered into interest rate swaps having a notional 
amount of $106,000 to hedge $106,000 of deposits issued during the period.  As at June 30, 2011 the Company also 
has interest rate swaps having a notional amount of $253,500 that hedge deposits.  The fair value of these swaps is 
recorded as derivative instruments assets on the consolidated balance sheets.  The hedges were effective on      
June 30, 2011.  During the three and six month period ended June 30, 2011, the Company recorded a hedge 
ineffectiveness gain of $223 and $559 respectively (June 30, 2010 – gain of $6 and $23 respectively), which is 
included in unrealized (gains) losses on derivative instruments on the consolidated statements of operations. 
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17. DERIVATIVE INSTRUMENTS (continued) 

Hedge accounting results (continued) 

Unsecured subordinated debt 

At June 30, 2011, the Company has interest rate swaps having a notional amount of $10,000 to hedge $10,000 of 
unsecured subordinated debt.  The fair value of these swaps is recorded as derivative instruments assets on the 
consolidated balance sheets.  The hedges were effective on June 30, 2011.  During the three and six month period 
ended June 30, 2011, the Company recorded a hedge ineffectiveness gain of $94 and $252 respectively             
(June 30, 2010 – nil), which is included in unrealized (gains) losses on derivative instruments on the consolidated 
statements of operations. 

Bank term loan 

At June 30, 2011, the Company has interest rate swaps having a notional amount of $10,000 to hedge $10,000 of the 
bank term loan.  The fair value of this swap is recorded as derivative instruments assets on the consolidated balance 
sheets.  The hedges were effective on June 30, 2011.  During the three and six month period ended June 30, 2011, 
the Company recorded a hedge ineffectiveness gain of $89 and $244 respectively (June 30, 2010 – nil), which is 
included in unrealized (gains) losses on derivative instruments on the consolidated statements of operations. 

Derivative–related risks 

Market risk 

Derivative instruments have either no or an insignificant market value at inception.  They obtain value, increase or 
decrease, as relevant interest rates, foreign exchange rates or credit prices change, such that the previously 
contracted terms of the derivative transactions have become more or less favourable than what can be negotiated 
under current market conditions for contracts with the same terms and the same remaining period to expiry.  The 
potential for derivatives to increase or decrease in value as a result of the foregoing factors is generally referred to as 
market risk.  This market risk is mitigated as the Company does not hold or use any derivative contracts for 
speculative trading purposes.     

Credit risk 

Credit risk on derivative financial instruments is the risk of a financial loss occurring as a result of a default of a 
counterparty on its obligation to the Company.  Credit risk is limited by dealing only with Schedule I Canadian 
chartered banks as counterparties.  The maximum derivative credit exposure to the Company is the fair value of 
derivative contracts presented in the summary table below.  The Company’s exposure to risks arising from other 
financial instruments is disclosed in Note 18. 

June 30, 2011 Notional Replacement Credit risk Risk-weighted Fair
Interest rate contracts principal  cost (1)  equivalent (2) assets (3) value 

 $ $ $ $ $ 

Swaps     
Maturing in 1 to 3 years 357,200 7,988 9,774 1,955 7,988 
Maturing in 3 to 5 years 367,500 6,764 8,601 1,720 6,764 

 724,700 14,752 18,375 3,675 14,752 

 

December 31, 2010 Notional Replacement Credit risk Risk-weighted Fair
Interest rate contracts principal  cost (1)  equivalent (2) assets (3) value 

 $ $ $ $ $ 

Swaps     
Maturing within 1 year 349,800 2,502 2,502 500 2,502 
Maturing in 1 to 3 years 235,200 9,322 10,498 2,100 9,322 
Maturing in 3 to 5 years 175,000 3,416 4,291 858 3,416 

Forward rate agreements      
Maturing within 1 year 30,000 24 24 5 24 

 790,000 15,264 17,315 3,463 15,264 

(1) Replacement costs represents the cost of replacing all contracts that have a positive fair value, using current market rates 
(2) Credit risk equivalent represents the total replacement cost plus an amount representing the potential future credit exposure, as outlined in 

OSFI’s Capital Adequacy Guideline     
(3) Risk-weighted assets represent the credit risk equivalent, weighted based on the creditworthiness of the counterparty, as prescribed by OSFI. 
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18. FINANCIAL INSTRUMENTS – FINANCIAL RISKS  

The Company performs regular monitoring of its risks, assessments, and related action plans.  Senior management 
and the Board of Directors obtain information that allows them to keep informed regarding the effectiveness of their 
risk management process and activities.  The Company has a Conduct Review and Risk Management Committee to 
assist the Board of Directors in fulfilling its responsibilities. 

Credit risk (non-derivative) 

Credit risk is the potential for financial loss if a borrower or counterparty in a transaction fails to meet its obligations in 
accordance with agreed terms.  Credit risk on the Company’s cash and cash equivalents is mitigated by maintaining 
cash balances at Schedule I Canadian chartered banks.  Credit risk on the mortgage loans is mitigated by following 
Board approved underwriting policies.  In particular, during the underwriting process every property is appraised by a 
certified appraiser with particular attention paid to the property type, location and days on market of each comparative 
property.  The initial appraised value is subsequently discounted, typically by between 7.5% and 30%.  A rate of 
future property appreciation assumed for the life of the mortgage is low in comparison with the Canadian average of 
approximately 4.4% for the past 20 years.  The average rate of assumed appreciation used in the initial underwriting 
of the existing mortgage portfolio is approximately 1.1%.  Each mortgage originated is limited in maximum dollar 
amount and loan-to-value ratio in accordance with internal guidelines.  The Company also obtains a first charge on 
the underlying property securing the mortgage.  Credit risk is mitigated further by the geographic diversity and the 
collateralization of the portfolio.  

Interest rate risk 

The Company’s operating margin is primarily derived from the spread between interest earned on the mortgage 
portfolio and the interest paid on the debt and deposits used to fund the portfolio.  Mortgages have various interest 
rate reset terms, ranging from variable to five-year.  Interest on the majority of the Company’s debt is fixed until 
maturity.  The Company uses derivative contracts to move the fixed rate on the debt to match the rate reset terms of 
the mortgage portfolio, to mitigate any fluctuations that changes to the underlying benchmark rates may have on its 
operating margin at the time of the mortgage resets. 

Interest rates on approximately 55% of the mortgage portfolio are based on the Government of Canada Treasury-bill 
and bond rates whereas interest rates on the debt and derivative instruments are based on the Bankers’ Acceptance 
rates.  Historically, changes in interest rates do not impact each benchmark rate equally, which may result in a 
variation in spread.   
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18. FINANCIAL INSTRUMENTS – FINANCIAL RISKS (continued) 

Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its obligations when they are due.   With respect to 
medium-term and subordinated debt, the Company mitigates these risks by issuing only highly rated debt, by using a 
syndicate of several dealers to issue debt, and by staggering the maturities of its debt obligations.  With respect to 
deposits, the Company mitigates risk by holding a required amount of cash and cash equivalents to meet maturing 
deposit liabilities. 

The following table summarizes the expected final payment dates of debt principal and interest payable, derivative 
instruments and deposit maturities on the consolidated balance sheets: 

 
 

 
Within  
1 year 

1 to 3 
years  

4 to 5  
years   

Over 5  
years   

June 30 
2011 
Total 

 $ $ $ $ $ 
Deposits 156,167 229,050 131,300  516,517
Interest payable on medium-term debt 9,124    9,124
Interest payable on subordinated debt 477    477
Interest payable on unsecured subordinated debt 238    238
Interest payable on bank term loan 71    71
Derivative instruments 267 766 329  1,362
Interest payable on derivative instruments 117    117
Debt principal (1)     
Medium-term debt  210,297 300,000  510,297
Subordinated debt  40,000   40,000
Unsecured subordinated debt   20,000  20,000
Bank term loan   10,000  10,000

Total 166,461 480,113 461,629  1,108,203

 

 
 

 
Within  
1 year 

1 to 3 
years  

4 to 5  
years   

Over 5  
years   

December 31 
2010 
Total 

 $ $ $ $ $ 
Deposits 127,149 126,959 113,535  367,643
Interest payable on medium-term debt 8,229    8,229
Interest payable on subordinated debt 477    477
Interest payable on unsecured subordinated debt 238    238
Interest payable on bank term loan 71    71
Derivative instruments 278 1,021 611 183 2,093
Interest payable on derivative instruments     
Debt principal (1)     
Medium-term debt 280,800 213,280 125,000  619,080
Subordinated debt  40,000   40,000
Unsecured subordinated debt   10,000 10,000 20,000
Bank term loan    10,000 10,000

Total 417,242 381,260 249,146 20,183 1,067,831

(1) Certain tranches of debt have refinancing terms upon their expected final payment dates.  See Notes 10 and 11.  
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18. FINANCIAL INSTRUMENTS – FINANCIAL RISKS (continued) 

Interest rate sensitivity  

The Company is exposed to interest rate risk as a result of the mismatch, or gap, between the maturity or repricing date 
of interest sensitive assets and liabilities. The following tables summarize the gap position at period end for the 
selected period intervals. Figures in parentheses represent an excess of liabilities over assets or a negative gap 
position. 

The Company estimates that an annualized 100 basis point decrease in interest rates would increase net interest 
income after tax over the next twelve months by $192.  A 100 basis point increase in interest rates would decrease 
net income after tax over the next twelve months by a similar amount.  These sensitivities are hypothetical and should 
be used with caution. 

 
 

(in thousands except % 
amounts) 

 
 
 

Floating 

 
 

0 to 3 
months 

 
 

4 to 12 
months 

 
 

1 to 3 
years 

 
 

Over 3 
years 

Non-
interest 

rate 
sensitive 

 
 
 

Total 
June 30, 2011 $ $ $ $ $ $ $ 
Total assets 260,833 186,003 475,286 159,736 71,974 71,059 1,224,891
Total liabilities and equity  21,268 135,167 480,113 461,628 126,715 1,224,891
Derivative instruments  (475,200) (285,000) 342,200 418,000  
Interest rate sensitivity gap 260,833 (310,465) 55,119 21,823 28,346 (55,656) 
Cumulative gap 260,833 (49,632) 5,487 27,310 55,656  
Cumulative gap as a 
percentage of total assets 21.3% (4.1%) 0.4% 2.2% 4.5% 

   
December 31, 2010   
Total assets 241,602 185,414 473,242 153,151 56,306 72,880 1,182,595
Total liabilities and equity  24,060 384,167 381,700 269,351 123,317 1,182,595
Derivative instruments  (415,000) (79,200) 255,200 239,000  
Interest rate sensitivity gap 241,602 (253,646) 9,875 26,651 25,955 (50,437) 
Cumulative gap 241,602 (12,044) (2,169) 24,482 50,437  
Cumulative gap as a 
percentage of total assets 20.4% (1.0%) (0.2%) 2.1% 4.3%  
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19. FAIR VALUE OF FINANCIAL INSTRUMENTS 

Estimated fair value amounts are designed to approximate amounts at which financial instruments could be 
exchanged in a current transaction between willing parties who are under no compulsion to act.  

The Company uses a fair value hierarchy to categorize the inputs used in valuation techniques to measure fair value 
of financial instruments. The classifications are as follows: the use of quoted market prices for identical financial 
instruments (Level 1), internal models using observable market information as inputs (Level 2) and internal models 
without observable market information as inputs (Level 3).  The Company had no Level 1 or Level 3 financial 
instruments at June 30, 2011 and there have been no transfers between levels. 

Due to the estimation process and the need to use judgment, the aggregate fair value amounts should not be 
interpreted as being necessarily realizable in an immediate settlement of the instruments. 

The following table summarizes the Level 2 financial assets and liabilities carried at fair value:  

 
June 30     

2011 
December 31 

2010 
 $ $ 

Financial assets   
Cash resources (1) 33,120 78,068 
Securities (1) 5,984  
Derivative instruments (2) 14,752 15,264 

Financial assets carried at fair value 53,856 93,332 
   

Financial liabilities   
Derivative instruments (2)  1,362 2,093 

Financial liabilities carried at fair value 1,362 2,093 

The fair value amounts of the Company’s financial instruments have been determined using the following methods 
and assumptions:  

(1) Cash resources and securities are valued using internal models using observable market information as inputs 
(Level 2). 

(2) Fair value of derivative instruments is determined using an internal valuation model with observable inputs  
(Level 2). 

20. SALARIES AND BENEFITS 

21. SELLING, GENERAL AND ADMINISTRATION 

 

 
For the  three month   

period ended 
For the  six month        

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 

 $ $ $ $ 
Origination 345 250 656 498 
Mortgage administration 74 55 129 100 
Overhead  1,253 1,322 2,478 2,555 

 1,672 1,627 3,263 3,153 

 
For the  three month   

period ended 
For the  six month        

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
 $ $ $ $ 

Marketing 697 614 1,405 1,202 
Professional services 642 549 1,209 1,057 
Office expenses 374 337 725 663 
Other 126 95 319 246 
Business and capital taxes 19 63 32 135 
Mortgage administration 76 63 122 93 

 1,934 1,721 3,812 3,396 
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22. CONSOLIDATED STATEMENTS OF CASH FLOWS - OTHER 

 
For the  three month    

period ended 
For the  six month        

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
 $ $ $ $ 
Prepaid expenses and other assets (220) (136)  (100)
Income taxes payable 711 19 845 (987)
Accounts payable and accrued liabilities 1,841 1,324 1,183 (142)
 2,332 1,207 2,030 (1,229)
 
 

23. RELATED PARTY TRANSACTIONS 

Related party transactions conducted in the normal course of operations are measured at the exchange value (the 
amount established and agreed to by the related parties). The only related party transactions during the three and six 
month period ended June 30, 2011 were compensation transactions with the Company’s Directors and key 
management.  

Remuneration of Directors and key management: 

 
For the  three month    

period ended 
For the  six month        

period ended 
 June 30 June 30 June 30 June 30 
 2011 2010 2011 2010 
 $ $ $ $ 
Salaries and benefits 626 747 1,233 1,326 
Share-based payments 168 148 344 290 
 794 895 1,577 1,616 

 

During the six month period ended June 30, 2011, Directors and key management were awarded restricted shares, 
deferred shares and share options: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Description Date of grant Number 
Exercise 

price Expiry 
Restricted Share Plan March 7, 2011 35,400 n/a March 15, 2014 
Deferred Share Plan January 15, 2011 14,261 n/a Upon retirement 
Option and Share Appreciation Rights Plan March 7, 2011 88,100 $7.20 March 15, 2018 
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24. EXPLANATION OF TRANSITION TO IFRS 

Overview 
IFRS replaced Canadian GAAP for publicly accountable enterprises, effective for interim and annual financial 
statements relating to fiscal years beginning on or after January 1, 2011.  The Company’s condensed interim 
consolidated financial statements have been prepared in accordance IAS 34 using accounting policies consistent with 
IFRS.  

The accounting policies have been selected to be consistent with IFRS expected to be effective on              
December 31, 2011, the Company’s first annual IFRS reporting date.  Previously, the Company prepared its interim 
and annual consolidated financial statements in accordance with Canadian GAAP. 

The adoption of IFRS requires the application of IFRS 1, which provides guidance for an entity’s initial adoption of 
IFRS.  IFRS 1 generally requires retrospective application of IFRS effective at the end of an entity’s first annual IFRS 
reporting period.  However, IFRS 1 also provides certain optional exemptions and mandatory exceptions to this 
retrospective treatment.  

The Company has elected to apply the following optional exemptions in its preparation of its opening IFRS 
consolidated balance sheet as at January 1, 2010 (Transition Date). 

 To apply IFRS 2 Share-based Payments only to equity instruments that were issued after November 7, 2002 
and had not vested by the Transition Date. 

 To apply IFRS 3 Business Combinations prospectively from the Transition Date, therefore not restating 
business combinations that took place prior to the Transition Date. 

 To elect to designate certain existing financial instruments as available-for-sale as at the Transition Date. 
 To apply the transition provisions of IFRIC 14 Determining whether an Arrangement Contains a Lease, therefore 

determining if arrangements existing at the Transition Date contain a lease based on the circumstances existing 
at that date. 

IFRS 1 contains a mandatory exception to retrospective treatment that does not permit retrospective designation of 
hedging relationships.  In addition, the Company may not reflect a hedging relationship in its opening consolidated 
balance sheet that does not qualify for hedge accounting under IFRS.  All of the Company’s existing hedging 
relationships under Canadian GAAP qualified for hedge accounting under IFRS at January 1, 2010.  

IFRS 1 does not permit changes to estimates that have been made previously.  Estimates used in the preparation of 
the Company’s opening IFRS consolidated balance sheet, and other comparative information restated to comply with 
IFRS, are consistent with those made previously under current Canadian GAAP.  

Changes to accounting policies 

The adoption of IFRS resulted in changes to the accounting policies as compared with the most recent annual 
consolidated financial statements prepared under Canadian GAAP.  Accounting policies have been changed to be 
consistent with IFRS as is expected to be effective on December 31, 2011. 

Significant changes to the Company’s accounting policies on adoption of IFRS, and the effect on the Company’s 
opening IFRS consolidated balance sheet are detailed in the Company’s interim consolidated financial statements as 
at and for the period ended March 31, 2011 as set out in the 2011 First Quarter report on pages 27 through 61. 
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24. EXPLANATION OF TRANSITION TO IFRS (continued) 

Reconciliations of Canadian GAAP to IFRS 

IFRS 1 requires an entity to reconcile equity, comprehensive income and cash flows for prior periods.  The 
Company’s adoption of IFRS did not have a material impact on the consolidated statement of cash flows. The 
following provides reconciliations of shareholders’ equity and comprehensive income from Canadian GAAP to IFRS 
as at June 30, 2010 and for the three and six month periods ended June 30, 2010 (Note 27): 

Reconciliation of  shareholders’ equity  

 
 

 As at June 30   
2010 

 $ 
Shareholders’ equity under Canadian GAAP 98,480 
Differences increasing (decreasing) reported shareholders’ equity   

Change in transaction costs (1) (4,759)
Tax effect of change in transaction costs (2) 1,234 
Deferred income tax asset on inter-group transfers (2) 2,757 
Change in recognition of share-based compensation (3)  

Shareholders’ equity under IFRS 97,712 

Reconciliation of comprehensive income 

 
 

For the three 
month period 

June 30  
2010 

For the six 
month period 

June 30  
2010 

 $ $ 
Net loss and total comprehensive loss under Canadian GAAP (949) (870)
Differences increasing (decreasing) reported comprehensive income    

Change in transaction costs (4) 151 296 
Salaries and benefits (5) (250) (498)
Deferred income tax expense (6) (94) (188)

Net loss and total comprehensive loss under IFRS (1,142) (1,260)

 

1. The effect of retrospective application of the change in accounting policy so that certain compensation costs 
related to the origination of mortgages are no longer included in the carrying value of the mortgages, but 
expensed as incurred.  

2. The tax effect of the change in the accounting value of the mortgages resulting from the change in accounting 
policy described in footnote (1), together with the effect of the change in accounting policy to recognize deferred 
tax assets related to temporary differences arising from inter-group transfers. 

3. The effect of the change in accounting policy to treat each tranche included in a grant of restricted shares as a 
separate grant.  

4. The change in accounting policy so that certain compensation costs are no longer included in the carrying value 
of the mortgages in a lower amount to be amortized over the estimated period the mortgage will earn interest. 

5. The change in accounting policy so that certain compensation costs are no longer included in the carrying value 
of the mortgages results in an increase in salaries and benefits expense. 

6. The tax effect of the changes described in footnote (4) and (5), together with the effect of the change in 
accounting policy to recognize deferred tax assets related to temporary differences arising from inter-group 
transfers. 
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25. FUTURE ACCOUNTING CHANGES  

IFRS 7 Financial Instruments: Disclosures 
In October 2010, the IASB issued amendments to IFRS 7 regarding Disclosures – Transfer of Financial Assets, which 
are effective for annual periods beginning on or after July 1, 2011, with earlier application permitted.  These 
amendments comprise additional disclosures on transfer transactions of financial assets and will not have an impact 
on the results of operations or financial position of the Company as they are only disclosure requirements.   
 

IFRS 9 Financial Instruments 
In November 2009, the IASB issued, and subsequently revised in October 2010, IFRS 9 Financial Instruments   
(IFRS 9) as a first phase in its ongoing project to replace IAS 39.  IFRS 9, which is to be applied retrospectively, is 
effective for annual periods beginning on or after January 1, 2013, with earlier application permitted.  The IASB has 
announced a decision to release an exposure draft that proposes to defer the effective date to January 1, 2015. 

IFRS 9 uses a single approach to determine whether a financial asset is measured at amortized cost or fair value, 
replacing the multiple rules in IAS 39.  The approach in IFRS 9 is based on how an entity manages its financial 
instruments in the context of its business model and the contractual cash flow characteristics of the financial assets.  
The new standard also requires a single impairment method to be used, replacing the multiple impairment methods in 
IAS 39. The standard also adds guidance on the classification and measurement of financial liabilities.  Management 
is currently evaluating the potential impact that the adoption of IFRS 9 will have on the Company’s consolidated 
financial statements. 

IFRS 10 Consolidated Financial Statements 
In May 2011, the IASB issued IFRS 10 Consolidated Financial Statements which replaces portions of IAS 27 
Consolidated and Separate Financial Statements and interpretation SIC-12 Consolidation — Special Purpose 
Entities, effective for annual periods beginning on or after January 1, 2013.   IFRS 10 builds on existing principles by 
identifying the concept of control as the determining factor in whether an entity should be included within the 
consolidated financial statements of the parent company.  There will not be an impact on the results of operations or 
financial position of the Company as this standard does not change the entities consolidated as part of the 
Company’s consolidated financial statements.    

IFRS 11 Joint Arrangements  
In May 2011, the IASB also issued IFRS 11 Joint Arrangements.  Management does not believe that these standards 
are applicable to the Company's consolidated financial statements. 
 
IFRS 12 Disclosures of Interests of Other Entities  
In May 2011 the IASB issued IFRS 12 Disclosure of Interests in Other Entities, a new and comprehensive standard 
on disclosure requirements for all forms of interests in other entities, including subsidiaries, joint arrangements, 
associates and unconsolidated structured entities, replacing existing disclosure requirements.  This standard is 
effective for annual periods beginning on or after January 1, 2013, with earlier application permitted.  Management is 
currently evaluating the potential impact that the adoption of IFRS 12 will have on the Company’s consolidated 
financial statements.  
 
IFRS 13 Fair Value Measurement 
In May 2011, the IASB issued IFRS 13 Fair Value Measurement which is effective for annual periods beginning on or 
after January 1, 2013, with earlier application permitted. This standard does not impact when fair value is used, but 
rather establishes requirements on how to measure fair value. Management is currently evaluating the potential 
impact that the adoption of IFRS 13 will have on the Company’s consolidated financial statements.  

26. SUBSEQUENT EVENTS 
On August 5, 2011, the Company’s Board of Directors approved the payment of a quarterly dividend of $0.07 per 
share on the outstanding common shares of the Company, which is equivalent to an annual dividend of $0.28 per 
share.  The dividend is payable to shareholders of record at the close of business on September 29, 2011 and is 
payable on October 14, 2011. 

27. COMPARATIVE CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
The following are reconciliations of consolidated balance sheets previously presented under Canadian GAAP to the 
amended consolidated balance sheets prepared under IFRS as at June 30, 2010 and December 31, 2010.  
Reconciliations of the consolidated statements of operations for the three and six month period ended                  
June 30, 2010 and the year ended December 31, 2010 are also presented (Note 24). 
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(in thousands of Canadian dollars) Note 

June 30 
2010 

(Canadian GAAP) Adjustments 

June 30  
2010 

(IFRS) 
  $ $ $ 
ASSETS     
Cash resources     
Cash and cash equivalents   40,769  40,769 
Interest bearing deposits with banks  13,488  13,488 
  54,257  54,257 
     
Securities  10,487  10,487 
     
Loans     
Residential reverse mortgages   24.1 999,469 (4,759) 994,710 
Allowance for credit losses   (2,763)  (2,763)
  996,706 (4,759) 991,947 
Other      
Derivative instruments  22,686  22,686 
Computer hardware and other property, net  583  583 
Goodwill and other intangible assets  19,868  19,868 
Deferred income tax assets  24.2 885 3,991 4,876 
Prepaid expenses and other assets  1,069  1,069 
  45,091 3,991 49,082 
  1,106,541 (768) 1,105,773 

LIABILITIES AND SHAREHOLDERS’ EQUITY     
Liabilities     
Deposits     
Payable on a fixed date  162,880  162,880 
  162,880  162,880 
Other     
Derivative instruments  1,577  1,577 
Deferred income tax liabilities  10,588  10,588 
Income taxes payable  886  886 
Dividends payable   984  984 
Accounts payable and accrued liabilities  3,798  3,798 
     17,833  17,833 
Medium-term debt  776,982  776,982 
Subordinated debt  40,234  40,234 
Unsecured subordinated debt  10,132  10,132 
  827,348  827,348 
     
  1,008,061  1,008,061 

Shareholders’ equity      
Common shares  24.3 103,122 94 103,216 
Contributed surplus  4 2 6 
Deficit  (4,646) (864) (5,510)
  98,480 (768) 97,712 
  1,106,541 (768) 1,105,773 
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(in thousands of Canadian dollars) Note 

December 31 
2010 

(Canadian GAAP) Adjustments 

December 31 
2010 

(IFRS) 
  $ $ $ 
ASSETS     
Cash resources     
Cash and cash equivalents   66,074  66,074 
Interest bearing deposits with banks  11,994  11,994 
  78,068  78,068 
     
Loans     
Residential reverse mortgages   24.1 1,069,598 (4,958) 1,064,640 
Allowance for credit losses   (3,185)  (3,185)
  1,066,413 (4,958) 1,061,455 
Other      
Derivative instruments  15,264  15,264 
Computer hardware and other property, net  540  540 
Goodwill and other intangible assets  19,807  19,807 
Deferred income tax assets  24.2 1,182 3,803 4,985 
Income taxes receivable  1,306  1,306 
Prepaid expenses and other assets  1,170  1,170 
  39,269 3,803 43,072 
  1,183,750 (1,155) 1,182,595 

LIABILITIES AND SHAREHOLDERS’ EQUITY     
Liabilities     
Deposits     
Payable on a fixed date  367,643  367,643 
  367,643  367,643 
Other     
Derivative instruments  2,093  2,093 
Deferred income tax liabilities  10,914  10,914 
Dividends payable   988  988 
Accounts payable and accrued liabilities  7,988  7,988 
     21,983  21,983 
Medium-term debt  626,298  626,298 
Subordinated debt  40,308  40,308 
Unsecured subordinated debt  19,724  19,724 
Bank term loan  9,726  9,726 
  696,056  696,056 
     
  1,085,682  1,085,682 

Shareholders’ equity      
Common shares  24.3 103,754 90 103,844 
Contributed surplus  18 13 31 
Deficit  (5,704) (1,258) (6,962)
  98,068 (1,155) 96,913 
  1,183,750 (1,155) 1,182,595 
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For the three month period ended Note 

June 30 
2010 

(Canadian GAAP) Adjustments 

June 30  
2010  

(IFRS) 
  $ $ $ 
     
Interest income     
Mortgage interest  24.4 11,505 151 11,656 
Securities  2  2 
Deposits with banks  30  30 

  11,537 151 11,688 

Interest expense     
Deposits  979  979 
Medium-term debt  4,368  4,368 
Subordinated debt  135  135 
Unsecured subordinated debt  246  246 
  5,728  5,728 
     
Net interest income  5,809 151 5,960 
Provision for credit losses   150  150 
Net interest income after provision for credit losses  5,659 151 5,810 
     
Non-interest income     
Mortgage administration fees  37  37 
  37  37 
     
Net interest income and non-interest income  5,696 151 5,847 
     
Non-interest expenses     
Salaries and benefits  24.5 1,377 250 1,627 
Selling, general and administration   1,721  1,721 
Amortization of intangible assets  38  38 
Amortization of computer hardware and other property  50  50 
  3,186 250 3,436 
     
Income before under noted item  2,510 (99) 2,411 
Unrealized losses on derivative instruments  3,816  3,816 
Income (loss) before income taxes  (1,306) (99) (1,405)
     
Current income tax expense  1,038  1,038 
Deferred income tax recovery  24.6 (1,395) 94 (1,301)
Provision for income taxes (recovery)  (357) 94 (263)
     
Net income (loss) and total comprehensive income 
(loss)  (949) (193) (1,142)

     
Average number of common shares outstanding   14,308  14,308 

Basic and diluted earnings (loss) per share   $(0.07) $(0.08)
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For the six month period ended Note 

June 30 
2010 

(Canadian GAAP) Adjustments 

June 30  
2010  

(IFRS) 
  $ $ $ 
     
Interest income     
Mortgage interest  24.4 22,318 296 22,614 
Securities  11  11 
Deposits with banks  69  69 

  22,398 296 22,694 

Interest expense     
Deposits  1,372  1,372 
Medium-term debt  8,640  8,640 
Subordinated debt  778  778 
Unsecured subordinated debt  493  493 
  11,283  11,283 
     
Net interest income  11,115 296 11,411 
Provision for credit losses   351  351 
Net interest income after provision for credit losses  10,764 296 11,060 
     
Non-interest income     
Mortgage administration fees  56  56 
  56  56 
     
Net interest income and non-interest income  10,820 296 11,116 
     
Non-interest expenses     
Salaries and benefits  24.5 2,655 498 3,153 
Selling, general and administration   3,396  3,396 
Amortization of intangible assets  88  88 
Amortization of computer hardware and other property  102  102 
  6,241 498 6,739 
     
Income before under noted item  4,579 (202) 4,377 
Unrealized losses on derivative instruments  5,787  5,787 
Income (loss) before income taxes  (1,208) (202) (1,410)
     
Current income tax expense  1,907  1,907 
Deferred income tax recovery  24.6 (2,245) 188 (2,057)
Provision for income taxes (recovery)  (338) 188 (150)
     
Net income (loss) and total comprehensive income 
(loss)  (870) (390) (1,260)

     
Average number of common shares outstanding   14,284  14,284 

Basic and diluted earnings (loss) per share   $(0.06) $(0.09)
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 Note 

December 31 
2010 

(Canadian GAAP) Adjustments 

December 31 
2010  

(IFRS) 
  $ $ $ 
     
Interest income     
Mortgage interest  24.4 47,516 616 48,132 
Securities  80  80 
Deposits with banks  347  347 

  47,943 616 48,559 

Interest expense     
Deposits  4,946  4,946 
Medium-term debt  17,059  17,059 
Subordinated debt  2,006  2,006 
Unsecured subordinated debt  1,273  1,273 
Bank term loan  221  221 
  25,505  25,505 
     
Net interest income  22,438 616 23,054 
Provision for credit losses   773  773 
Net interest income after provision for credit losses  21,665 616 22,281 
     
Non-interest income     
Mortgage administration fees  117  117 
  117  117 
     
Net interest income and non-interest income  21,782 616 22,398 
     
Non-interest expenses     
Salaries and benefits  24.5 5,800 1,024 6,824 
Selling, general and administration   6,969  6,969 
Amortization of intangible assets  164  164 
Amortization of computer hardware and other property  201  201 
  13,134 1,024 14,158 
     
Income before under noted item  8,648 (408) 8,240 
Unrealized losses on derivative instruments  9,434  9,434 
Income (loss) before income taxes  (786) (408) (1,194)
     
Current income tax expense  1,306  1,306 
Deferred income tax recovery  24.6 (2,215) 377 (1,838)
Provision for income taxes (recovery)  (909) 377 (532)
     
Net income (loss) and total comprehensive income 
(loss)  123 (785) (662)

     
Average number of common shares outstanding   14,327  14,327 

Basic and diluted earnings (loss) per share  $0.01  ($0.05)
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