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Three months ended 

June 30, 
Six months ended  

June 30, 
 2011 2010 2011 2010 
OPERATING RESULTS 

Net income (loss)  2,184 (1,142) 3,686 (1,260)
Per share 0.15 (0.08) 0.25 (0.09)

Adjusted net income (1) 2,412 1,668 2,992 3,003 
Per share 0.17 0.12 0.21 0.21 

Return on equity (annualized)  8.8% (4.7%) 7.5% (2.6%)
Adjusted return on equity (annualized) (2) 10.7% 7.6% 6.7% 3.4% 
Mortgage spread income (3) 8,069 6,921 13,248 13,403 
Mortgage spread percentage  3.08% 3.06% 2.63% 3.05% 
Dividends per share 0.07 0.07 0.14 0.14 
Mortgage originations 69,672 59,000 117,296 106,260 
Trailing four quarter origination cost % 5.7% 6.6% 5.7% 6.6% 
Trailing four quarter administration 

expense % 
0.72% 0.75% 0.72% 0.75% 

Efficiency ratio  51.7% 57.3% 61.9% 57.3% 
    
BALANCE SHEET HIGHLIGHTS    

Total assets  1,224,891 1,105,773 
Mortgage principal plus accrued interest  1,099,977 945,983 
Deposits  516,517 162,880 
Medium-term debt  517,405 776,982 
Subordinated debt  40,349 40,234 
Unsecured subordinated debt  19,583 10,132 
Bank term loan  9,588  
Book value per share  6.85 6.84 

    
PORTFOLIO QUALITY    

Appraised value of underlying properties  3,033,649 2,638,893 
Average loan to value  36.3% 35.9% 
Non-accrual mortgage value  1,678 2,724 
Allowance for credit losses  3,064 2,763 

   
 
(1) Adjusted net income (loss) is explained in the Financial Results section on page 8 of the MD&A 
(2) Adjusted return on equity is explained in the Financial Results section on page 8 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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TO OUR SHAREHOLDERS: 
 
We are pleased to present the quarterly financial results for HOMEQ Corporation (HOMEQ) for the quarter 
ended June 30, 2011. 

During the quarter, HOMEQ’s business continued to evolve as previously predicted and is showing the extent 
of its future potential.  Adjusted net income per share increased by 42% over the same period in 2010, the 
portfolio grew by 16%, funds were raised at attractive rates, origination and administrative expenditure 
remained well controlled and the volume of inquiries and applications continued at a heightened pace.  

HOMEQ is meeting growing demand for its reverse mortgages from across the country driven by several 
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.  During the quarter, originations grew by 12% over 
2010 and HOMEQ expects that demand for reverse mortgages will remain firm.   

HOMEQ recently acquired the remaining portfolio of reverse mortgages funded by the Canadian operations of 
a prior competitor, Seniors Money International (SMI).  The SMI portfolio of just under $4 million has an 
average loan-to-value of 24% which is well within HOMEQ’s lending practices.  In addition, HOMEQ lowered 
the eligibility age of new customers from 60 to 55, primarily in response to a significant demand by couples 
where one spouse is over 60 while the other may be a few years younger.  These initiatives are further 
examples of the ongoing extension and expansion of HOMEQ’s core business. 

HOMEQ continues to operate at improving levels of sales, marketing and administrative efficiency, and both 
origination and administrative expenditure continue to fall on a relative basis. This reflects an improving 
selling capacity and indicates 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 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, managed spread and controlled overhead 
expenses.  Central to our success is the burgeoning demographic of seniors, seeking to enjoy their retirement 
years.  HOMEQ is uniquely positioned to satisfy seniors’ financial needs and enable them to stay in their 
home.  

 
Sincerely, 

    
 Steven K. Ranson  
 President & Chief Executive Officer   August 5, 2011 
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MANAGEMENT DISCUSSION AND ANALYSIS 

The following management discussion and analysis (MD&A) of HOMEQ Corporation (HOMEQ) should be 
read in conjunction with the condensed interim consolidated financial statements for the three and six month 
periods ended June 30, 2011, the MD&A and interim consolidated financial statements for the three months 
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 August 5, 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 August 5, 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 notes 24 and 
27 of the June 30, 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.  

Any 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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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 during the quarter.  Adjusted 
return on equity is calculated as adjusted net income multiplied by a factor of four divided by the average 
adjusted shareholders’ equity during the quarter. 

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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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 55 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 I 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, adding 
new mortgages to a growing and increasingly profitable portfolio.   

HOMEQ is benefiting from increased acceptance of reverse mortgages in the marketplace, driven by growing 
awareness of the solution and its benefits.  Focused public relations and marketing efforts combined with 
unique solution features and competitive pricing are contributing to a successful positioning of reverse 
mortgages as a mainstream retirement financing solution for Canada’s senior homeowners.  As well, an 
expansive distribution network that includes all major national Schedule I 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 are becoming evident as a result of a larger asset 
base on which spread is generated, significant efficiencies in generating originations, and from economies of 
scale in administration infrastructure.  
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FINANCIAL HIGHLIGHTS 

Financial Overview 

Reverse mortgages are long-term assets that 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 GAAP in the period incurred.  This can have the effect of reducing net income 
during periods of rapid 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 
share amounts) 

Q2 
(CGAAP) 

Q3 
(CGAAP)

Q4 
(CGAAP) 

Q1 Q2 Q3 Q4 Q1 Q2 

Interest income  12,524 11,961 11,273 11,006 11,688 12,642 13,223 13,639 14,160
Interest expense 7,201 6,268 5,694 5,555 5,728 6,573 7,649 9,215 7,007

Net interest income 5,323 5,693 5,579 5,451 5,960 6,069 5,574 4,424 7,153
Provision for credit losses (40) (1,784) (39) (201) (150) (135) (287) (33) (98)
Non-interest income 36 66 40 19 37 29 32 27 39
Net interest income and other 
income 5,319 3,975 5,580 5,269 5,847 5,963 5,319 4,418 7,094

Non-interest expenses  2,893 2,904 3,300 3,303 3,436 3,659 3,749 3,574 3,718
Income before undernoted 
items 2,426 1,071 2,280 1,966 2,411 2,304 1,570 844 3,376
Less: 

Unrealized (gain) loss on 
derivative instruments 5,384 1,595 3,819 1,971 3,816 1,372 2,275 (1,240) 307

Current income tax 
expense (recovery)  973 900 869 1,038 864 (1,465) 134 831
Future income tax expense 
(recovery) 2,108 (1,300) (2,784) (756) (1,301) (529) 748 448 54

Net income (loss) (5,066) (197) 345 (118) (1,142) 597 12 1,502 2,184
Per share (0.36) (0.01) 0.02 (0.01) (0.08) 0.04 0.00 0.10 0.15

Average number of shares 
outstanding 14,213 14,229 14,239 14,260 14,308 14,348 14,385 14,438 14,500
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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 

($ thousands, except per share 
amounts) 

Q2 
(CGAAP) 

Q3 
(CGAAP)

Q4 
(CGAAP)

Q1 Q2 Q3 Q4 Q1 Q2 

Net Income (loss) before tax (2,958) (524) (1,539) (5) (1,405) 926 (711) 2,084 3,069 
Add (deduct)          

Unrealized (gain) loss on 
derivatives  5,384 1,595 3,819 1,971 3,815 1,372 2,275 (1,240) 307 

Conversion costs 524 65        
Adjustment to provision for 

credit losses  1,741        

Adjusted net income before tax   2,950 2,877 2,280 1,966 2,410 2,298 1,564 844 3,376 
Notional taxes (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) 964 

Adjusted net income  1,976 2,086 1,814 1,335 1,668 1,608 1,623 580 2,412 
Per share 0.14 0.15 0.13 0.09 0.12 0.11 0.11 0.04 0.17 

Average number of shares 
outstanding 14,213 14,229 14,239 14,260 14,308 14,348 14,385 14,438 14,500 

 

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 during the quarter.  The table below details the adjustments between shareholders’ 
equity and adjusted shareholders’ equity for the past nine quarters.   

 2009 2010 2011 

($ thousands) 
Q2 

(CGAAP) 
Q3 

(CGAAP)
Q4 

(CGAAP)
Q1 Q2 Q3 Q4 Q1 Q2 

Shareholders’ equity 102,547 102,486 100,982 99,621 97,712 97,592 96,913 97,681 99,151 
Add (deduct)          

Derivative instruments, net  (17,344) (16,271) (14,101) (12,818) (10,001) (9,135) (6184) (8,292) (8,090)

Adjusted shareholders’ equity 85,203 86,215 86,881 86,803 87,711 88,457 90,729 89,389 91,061 
Adjusted return on equity 

(annualized) 9.1% 9.7% 8.4% 6.0% 7.6% 7.3% 7.2% 2.6% 10.7% 
 

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

Net interest income is derived from the interest earned on the mortgage portfolio and cash resources less the 
interest paid on the GICs and debt used to fund the mortgage portfolio.  

Interest income in Q2 2011 was $14.2 million, an increase of $2.5 million or 21.1% over Q2 2010.  The 
average yield earned on the mortgage portfolio was 14 basis points higher than Q2 2010 and the average 
mortgage portfolio increased 16.1% from June 30, 2010. In addition higher investment interest was earned on 
the larger cash balances.  Interest expense on the GICs and debt in Q2 2011 was $7.0 million, an increase of 
$1.3 million or 22.3% over Q2 2010.  The average cost of funds was 12 basis points higher than Q2 2010 and 
the average balance of GICs and debt increased 16.2%, in line with the growth of the average mortgage 
portfolio.  During the quarter, HOMEQ unwound two derivatives in accordance with its asset and liability 
matching policy reducing the interest expense by $0.3 million which is not expected to be repeated in future 
quarters. The resulting net interest income of $7.2 million was $1.2 million or 20.0% higher than Q2 2010.   

During the six months ended June 30, 2011, interest income was $27.8 million, an increase of $5.1 million or 
22.5% over 2010.  The average yield earned on the mortgage portfolio was 13 basis points higher than 2010 
and the average mortgage portfolio increased by 16.6%. Interest expense on the GICs and debt during the six 
months ended June 30, 2011 was $16.2 million, an increase of $4.9 million or 43.8% over 2010.  The average 
cost of funds was 55 basis points higher than 2010 and the average balance of GICs and debt increased 
17.4%, in line with the growth of the average mortgage portfolio.  The resulting net interest income of $11.6 
million was $0.2 million or 1.5% higher than 2010.   

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 $0.1 million during Q2 2011 to $0.3 million equal to 0.03% of the value of 
the mortgage portfolio.  The general allowance for credit losses increased $0.1 million to $2.7 million, 
equivalent to 0.25% of the value of the mortgage portfolio.   

Non-Interest Expenses 

Non-interest expenses in Q2 2011 of $3.7 million were $0.3 million or 8.2% higher than Q2 2010 and equal to 
the $3.6 million average quarterly expenditure experienced over the last four quarters indicating that a stable 
cost base has been established.  HOMEQ’s efficiency ratio for Q2 2011 was 51.7% compared to 57.3% in Q2 
2010.  In general, a lower efficiency ratio is associated with a more efficient cost structure, a primary objective 
of HOMEQ.   

For the six months ended June 30, 2010, non-interest expenses were $7.3 million, $0.6 million or 8.2% higher 
than 2010.  The efficiency ratio was 61.9% compared to 57.3% in 2010 and is expected to improve 
throughout the remainder of the year. 

Derivatives  

Under GAAP, 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 (mark-to-market).  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 
which have reduced the fluctuations to net income.  Hedge accounting requires HOMEQ to recognize the 
ineffectiveness of the hedge as unrealized gains or losses (the ineffectiveness) in the statement of income.    

HOMEQ’s derivatives are generally neither held for resale nor traded.  For derivatives that are not subject to 
hedge accounting, HOMEQ believes that there is an asymmetry in the recognition methods of derivatives at 
fair market value, and assets and liabilities at amortized cost.  This has resulted in net income volatility not 
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indicative of the business.  As both derivatives and medium-term debt are normally held to maturity, any 
unrealized gains or losses are timing differences and will be zero at maturity.   

In Q2 2011, HOMEQ recorded $0.3 million of unrealized loss on derivatives mainly due to the elapsed 
remaining duration of these derivatives.  In Q2 2010, the unrealized loss was $3.8 million as a result of a 
combination of an increase in interest rates, elapsed remaining duration and from the unwinding of certain 
derivatives in accordance with HOMEQ’s asset and liability matching policy. 

In the six months ended June 30, 2011, HOMEQ recorded an unrealized gain of $0.9 million compared to 
$5.8 million unrealized loss in 2010.  The unrealized loss in 2010 was a result of an increase in interest rates, 
elapsed remaining duration and the unwinding of certain derivatives in accordance with HOMEQ’s asset and 
liability matching policy 

Income Taxes  

The income tax provision in Q2 2011 was $0.9 million, an effective tax rate of 28.8%.  Current taxes were 
$0.8 million and the deferred tax expense was $0.1 million.  Deferred income taxes are accounted for under 
the liability method.  Under this method of tax allocation, deferred tax assets and liabilities are determined 
based on differences between the financial reporting and tax basis of assets and liabilities and are measured 
using the substantively enacted tax rates and laws that will be in effect when the differences are expected to 
reverse.  Deferred income tax assets are recorded in the consolidated financial statements to the extent that 
realization of such benefits is considered probable.   

Net Income (loss) and Adjusted Net Income  

In Q2 2011, HOMEQ reported $2.2 million of net income, $0.15 per share compared to a net loss of $1.1 
million or $0.08 per share in Q2 2010.  Adjusted net income in Q2 2011 was $2.4 million or $0.17 per share, 
compared to $1.7 million or $0.12 per share in Q2 2010.  As discussed previously, net interest income 
benefited in Q2 2011 from the impact of unwinding two derivate contracts in accordance with HOMEQ’s asset 
and liability matching policy.  This had the effect of increasing adjusted net income per share by $0.02 in the 
quarter. 

For the six months ended June 30, 2011, net income was $3.7 million, $0.25 per share compared to a net 
loss of $1.3 million, $0.9 per share.  Adjusted net income for the six months ended June 30, 2011 was $3.0 
million, $0.21 per share, similar to 2010.   

Return on Equity and Adjusted Return on Equity 

HOMEQ reported a return on equity (annualized) of 8.8% for Q2 2011 (2010 – negative 4.7%) and adjusted 
return on equity (annualized) of 10.7% (2010 – 7.6%).   
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Portfolio Growth 

HOMEQ’s objective is to grow the size of its mortgage portfolio between 15% - 20% per annum resulting in 
increased profits and cash flow.  The mortgage portfolio was approximately $1.1 billion dollars at June 30, 
2011, increasing $154.3 million or 16.3% over June 30, 2010.  The following table shows the growth in the 
mortgage portfolio on a quarterly basis for the past nine quarters.   

 2009 2010 2011 

($ millions) 
Q2 

(CGAAP) 
Q3 

(CGAAP)
Q4 

(CGAAP)
Q1 Q2 Q3 Q4 Q1 Q2 

Opening mortgage balance (1) 825.7 832.9 837.0 865.7 905.0 946.0 985.0 1,016.4 1,051.4 
Originations (2)  22.7 29.5 43.4 47.3 59.0 52.0 47.5 47.6 69.7 
Accrued mortgage interest 13.6 12.9 12.4 12.0 12.6 13.5 14.2 14.4 15.1 
Repayments of principal (20.0) (26.1) (17.7) (13.8) (21.1) (18.3) (20.8) (19.3) (25.3)
Repayments of accrued 

interest (9.1) (12.2) (9.7) (6.2) (9.5) (8.2) (9.5) (7.7) (10.9)
Reclassification of specific 

allowance (3)   0.3       

Ending mortgage balance (1) 832.9 837.0 865.7 905.0 946.0 985.0 1,016.4 1,051.4 1,100.0 
          
Loan to value of new 

originations 28% 29% 33% 34% 32% 31% 30% 32% 33% 
Total repayments as % of 

opening balance 3.5% 4.6% 3.3% 2.3% 3.4% 2.8% 3.1% 2.6% 3.4% 
Trailing 4 quarters          
   Originations 99.8 91.5 110.2 142.9 179.2 201.7 205.8 206.1 216.8 
   Total repayments (92.6) (108.5) (112.1) (114.8) (116.3) (104.6) (107.4) (114.4) (120.0) 

 
(1) Principal plus accrued interest 
(2) Originations in Q2 2011 include the acquisition of $3.7 million reverse mortgage portfolio. 
(3) Starting in 2010, specific allowances are reported separately from the mortgage balance.  An adjustment has been made in Q4 

2009 in the above table. 

New mortgage originations of $69.7 million in Q2 2011 included the purchase of the remaining portfolio of 
reverse mortgages funded by the Canadian operations of a prior competitor, Seniors Money International 
(SMI).  The principal and accrued interest of the SMI portfolio purchased was $3.7 million with an average 
LTV of 24% which is well within HOMEQ’s lending practices.  Mortgage originations net of the portfolio 
acquisition were $66.0 million, $7.0 million or 11.9% higher than Q2 2010.   

Indications are that demand for reverse mortgages remains strong throughout the country.  During the later 
part of 2010 and early 2011, HOMEQ added to its sales force in locations that will generate additional volume 
with a dedicated sales presence.  The new sales professionals are in the early stages of developing their 
territories and are expected to start contributing to growth in originations in the near future.   

For the six months ended June 30, 2011 originations, net of the portfolio acquisition, were $113.6 million, $7.3 
million or 6.9% higher than 2010.  Originations in Q1 2010 were disproportionately high in comparison to the 
rest of the year, having responded strongly to pent-up demand existing from the preceding period during 
which HOMEQ had taken active steps to reduce its level of business expansion.   

Accrued mortgage interest in Q2 2011 of $15.1 million increased $2.5 million or 19.8% over Q2 2010 due to 
the 16.2% increase in the average balance of the mortgage portfolio earning a 14 basis point higher yield.   

Total repayments of principal and interest of $36.2 million in Q2 2011 were $5.6 million or 18.3% higher than 
Q2 2010.  As a percentage of the opening mortgage balance, total repayments of 3.4% were within the 
historical range of 2.5% to 3.5% in a quarter.  Short-term fluctuations in the level of originations and 
repayments will have an impact on the total portfolio balance in the future.   

Accrued mortgage interest for the six months ended June 30, 2011 of $29.5 million was $4.9 million, 19.9% 
higher than 2010 due to the average mortgage portfolio being 16.6% larger and earning a 13 basis point 
higher yield.  The higher yield is due to the higher interest rate environment in 2011 partially offset by the 
increasing proportion of the mortgage portfolio being at posted rates as discussed further in the Mortgage 
Spread Income section. 



Management Discussion and Analysis 

 
12

Total repayments of principal and interest of $63.2 million for the six months ended June 30, 2011 were $12.6 
million higher than 2010.  As a percentage of the opening mortgage balance, total repayments of 6.0% were 
within the historical range. 

Portfolio Quality 

LTV measures the outstanding mortgage balance as a percentage of the appraised value of the property.  A 
lower LTV, together with information on the past performance of the mortgage, indicates a probability that the 
proceeds realized on the disposition of the home will be sufficient to pay out the outstanding mortgage balance 
on maturity.  Once a mortgage has been originated, typically its LTV increases over time.  Each property in the 
mortgage portfolio is reappraised at least every five years.   

The average LTV ratio of the $66.0 million of new mortgages originated in Q2 2011, net of the acquired 
portfolio, was 33% compared to 32% in Q2 2010.  For the entire mortgage portfolio, the most recently 
appraised value of the underlying properties was $3.0 billion, for a LTV ratio of 36% at June 30, 2011, 
unchanged from that of June 30, 2010.   

HOMEQ’s policy is to cease accruing interest income from any mortgage where the loan to value (LTV) exceeds 
83% by creating a specific allowance for the amount by which the LTV is higher than 83%.  To ensure that these 
loans are reported as accurately as possible, each mortgage with a LTV in excess of 80% is reappraised at least 
once per year.  At June 30, 2011, there were 15 loans with a specific allowance, a decrease from 18 loans at 
March 31, 2011 and 22 loans at December 31, 2010.  These properties were disbursed across the country with a 
minor concentration in southern Ontario.  The total principal and accrued interest of these files net of a $0.3 
million specific allowance was $1.7 million, equating to 0.2% of the total portfolio.  The appraised value of the 
properties securing the mortgages was $2.0 million before disposition costs.   

HOMEQ continually monitors and reassesses its underwriting policies, procedures and methodology, paying 
close attention to, amongst others, real estate trends, interest rate environments and occupancy experience.  
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 5% or more; 

 A rate of future property appreciation is assumed for the life of the mortgage in comparison with the 
Canadian 20 year average.  The average rate of assumed appreciation used in the initial underwriting 
of the mortgages in the portfolio is approximately 1.1%; and 

 Each mortgage originated is limited in maximum dollar amount and LTV.  

The general allowance for credit losses increased $0.1 million to $2.7 million in Q2 2011, equivalent to 0.25% 
of the total value of the mortgage portfolio.  As the mortgage portfolio grows the general allowance is expected 
to also increase.  In Q3 2009, the general allowance increased by $1.7 million in accordance with the 
amended provisioning methodology and is not expected to recur to that extent again in the future.  The one 
time adjustment to the provision recorded in 2009 has therefore been excluded in the calculation of adjusted 
net income.  
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Mortgage Spread Income 

HOMEQ’s mortgage spread income is derived from the difference between the interest earned on the 
mortgage portfolio and the interest paid on the GICs and debt used to fund the portfolio.  Within the mortgage 
portfolio, the interest rate on 55% of the mortgages is based on Prime or Government of Canada Treasury Bill 
(T-Bill) rates plus a fixed spread while the interest on 45% of the mortgages is based on HOMEQ’s posted rates 
for new mortgages.  Posted rates are determined based on, amongst other factors, HOMEQ’s average cost of 
borrowing and the cost of comparative products.   

HOMEQ’s posted rates are lower than the historic rates earned on the mortgages priced at a fixed spread 
above Prime and T-Bill rates.  Over a period of time the lower interest rates earned on posted rate mortgages 
will have a downward effect on mortgage spread percentage, but this will be offset by the effect of increased 
portfolio size and improved origination and administration efficiencies.   

Mortgage interest income earned on the mortgage portfolio in Q2 2011 was $15.1 million, an increase of $2.4 
million or 19.2% over Q2 2010.  The average yield earned on the mortgage portfolio of 5.63% was 14 basis 
points higher than Q2 2010 and the average mortgage portfolio increased 16.1% from June 30, 2010. 

HOMEQ’s mortgage portfolio is currently funded with a combination of GICs (47%) and debt (53%) (the 
Funding Portfolio).  Debt consists of senior and subordinated medium-term debt, unsecured subordinated debt 
and a bank term loan.  The cost of funds of the senior medium-term debt portfolio, on a swapped basis, at 
June 30, 2011 had an average credit spread of 91 basis points in comparison to 111 basis points at June 30, 
2010.  At June 30, 2011 the all in cost of GICs is approximately 25 - 30 basis points lower than medium-term-
notes (“MTNs”). 

Interest expense on the Funding Portfolio in Q2 2011 was $7.0 million, an increase of $1.3 million or 22.3% 
over Q2 2010.  The average cost of funds on the Funding Portfolio of 2.55% was 12 basis points higher than 
Q2 2010 and the average size of the Funding Portfolio increased 16.5%, in line with the growth of the average 
mortgage portfolio.  During the quarter, HOMEQ unwound two derivatives in accordance with its asset and 
liability matching policy reducing the interest expense by $0.3 million which is not expected to be repeated in 
future quarters. 

The difference between mortgage interest income and interest expense resulted in a mortgage spread income 
of $8.1 million earned in Q2 2011, $1.1 million or 16.6% higher than Q2 2010.  Mortgage spread income is 
expected to increase as the mortgage portfolio increases.  Mortgage spread percentage earned in Q2 2011 of 
3.08% was slightly higher than Q2 2010 and higher than Q1 2011 due to the impact on the cost of funds of the 
timing of the debt transaction completed in the first quarter.  Mortgage spread percentage is expected to drop 
slightly in the next quarter but the impact on mortgage spread income will be offset by the effect of increased 
portfolio size and improved origination and administration efficiencies.   

During the six months ended June 30, 2011, mortgage interest income earned on the mortgage portfolio was 
$29.5 million, an increase of $4.8 million or 19.4% over 2010.  The average yield earned on the mortgage 
portfolio was 13 basis points higher than 2010 and the average mortgage portfolio increased by 16.6%. The 
higher yield is due to the higher interest rate environment in 2011 partially offset by the increasing proportion 
of the mortgage portfolio priced at posted rates.  Interest expense on the Funding Portfolio during the six 
months ended June 30, 2011 was $16.2 million, an increase of $4.9 million or 43.8% over 2010.  The average 
cost of funds on the Funding Portfolio of 2.55% was 55 basis points higher than 2010, due mainly to the higher 
interest rate environment and the cost of subordinated debt raised in late 2010, The average size of the 
Funding Portfolio increased 17.3%, in line with the growth of the average mortgage portfolio.  The resulting 
mortgage spread income of $13.2 million was $0.2 million or 1.2% lower than 2010.  Mortgage spread 
percentage was 2.63% for the six month period ended June 30, 2011. 

Interest rate risk resulting from timing differences between the interest reset dates on the mortgages and 
interest reset dates on HOMEQ’s debt is managed through the use of derivative instruments such as interest 
rate swaps and forward rate agreements.  Derivative instruments are entered into with Schedule I Canadian 
chartered banks to reduce counterparty risk.  The objective of HOMEQ’s hedging practices is to maintain a 
relatively stable spread between interest earned on the mortgages and interest paid on the highly rated debt 
used to fund them.   
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HOMEQ has elected under International Accounting Standards 39 Financial Instruments: Recognition and 
Measurement to apply hedge accounting for certain interest rate swaps in its derivative portfolio.  The 
designated hedges remain effective at June 30, 2011.  The objective of these hedges is to protect against 
changes in the fair value of the deposits and debt due to changes in the underlying benchmark interest rate.   

Mortgage spread income and mortgage spread percentage for the prior nine quarters are shown below. 

 2009 2010 2011 

($ thousands) 
Q2 

(CGAAP)
Q3 

(CGAAP)
Q4 

(CGAAP)
Q1 Q2 Q3 Q4 Q1 Q2 

Mortgage interest income (1) 13,595 12,877 12,321 12,037 12,649 13,493 14,183 14,393 15,076
Average mortgage balance (2) (3) 829,548 832,866 848,452 883,077 924,459 964,032 999,592 1,032,586 1,073,695
Average mortgage yield – annualized (%)  6.57% 6.13% 5.76% 5.53% 5.49% 5.55% 5.63% 5.65% 5.63%
     
Interest expense 7,201 6,268 5,694 5,555 5,728 6,573 7,649 9,215 7,007
Average funding portfolio balance (3) (4) 847,809 846,418 864,221 900,225 944,874 1,025,044 1,064,201 1,088,344 1,100,456
Cost of funds – annualized (%) 3.41% 2.94% 2.61% 2.50% 2.43% 2.54% 2.85% 3.43% 2.55%
     
Mortgage spread income ($) 6,394 6,609 6,627 6,482 6,921 6,920 6,533 5,178 8,069
Mortgage spread (%) 3.17% 3.20% 3.15% 3.03% 3.06% 3.01% 2.78% 2.22% 3.08%

 

 
(1) Net of specific allowances for 2009, also excludes early repayment fees and amortization of purchase price premiums, deferred 

commissions and deferred mortgage fees and costs. 
(2) Excluding unamortized purchase price premiums, origination fees and commissions and deferred mortgage fees and costs. 
(3) Calculated on the average of the month end balances during the period. 
(4) Reflects the principal portion of GIC deposits and debt. 
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Net Interest Margin 

HOMEQ has included a net interest margin calculation as it moves to a revised methodology of reviewing its 
spread calculation.  Since becoming a bank, HOMEQ has carried substantially more liquid assets which have 
the impact of increasing its carrying costs.  The net interest margin calculation includes the impact of liquid 
assets and is consistent with HOMEQ’s peers.  

The table below shows the calculation of net interest margin for Q2 2011 and 2010.  In Q2 2011, net interest 
margin is higher than 2010 due mainly to the increase in the portfolio. 

 

   2011   2010  

 Q2 Q2 

($ thousands) 
Average 

Balance (1) 
Income/ 
Expense 

Average 
Rate 

Average 
Balance (1) 

Income/ 
Expense 

Average 
Rate 

       

Assets       

Cash Resources and Securities 62,367 189 1.22% 48,062 32 0.27% 

Residential reverse mortgages (2) 1,073,695 15,341 5.73% 924,459 12,957 5.61% 

Total interest earning assets 1,136,062 15,530 5.48% 972,521 12,989 5.35% 

Other assets (3) 86,395 (543) (2.52%) 98,937 (452) (1.85%) 

Total assets  1,222,457 14,987 4.92% 1,071,458 12,537 4.69% 
Liabilities and Shareholders' 
Equity       

Deposits (4) 489,635 2,512 2.06% 130,782 979 3.00% 

Medium-term debt (4) 540,820 3,254 2.41% 758,790 4,368 2.31% 

Subordinated debt (4) 40,000 620 6.22% 45,000 135 1.20% 

Unsecured subordinated debt (4) 20,000 427 8.56% 10,000 246 9.87% 

Bank term loan (4) 10,000 194 7.78%    

Total interest-bearing liabilities 1,100,456 7,007 2.55% 944,572 5,728 2.43% 

Other liabilities 23,416   27,938   

Shareholders' equity 98,585   98,949   
Total liabilities and shareholders' 
equity 1,222,457 7,007 2.32% 1,071,458 5,728 2.14% 

       

Net interest margin   7,980   6,809  
Amortization of purchase price 
premiums and origination costs  (827)   (849)  

Net interest income   7,153   5,960  

       
Net interest margin % (net interest 
margin divided by average total 
assets)    2.62%   2.55% 

       
(1) Average balances are determined using month end balances in the period.   
(2) The average of the residential reverse mortgages is principal plus accrued interest.   
(3) The income/expense is the amortization of the deferred commissions and mortgage 

fees and costs, net. 
(4) The average of the deposits and debt is the principal.   
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Net interest margin for the prior nine quarters is shown below.  

 2009 2010 2011 

($ thousands) 
Q2 

(CGAAP)
Q3 

(CGAAP)
Q4 

(CGAAP)
Q1 Q2 Q3 Q4 Q1 Q2 

Average cash resources and securities 49,563 44,404 43,810 40,043 48,062 104,537 111,198 87,962 62,367
Average mortgage principal plus 

accrued interest 829,548 832,866 848,452 885,314 925,475 965,506 1,000,706 1,032,586 1,073,695
Average total interest earning assets 879,271 877,472 892,510 925,356 973,452 1,070,043 1,111,905 1,120,577 1,136,062
Average other assets 115,486 108,852 105,627 101,407 97,901 97,136 93,546 103,217 86,395
Average total assets  994,757 986,324 998,137 1,026,763 1,071,438 1,167,179 1,205,451 1,207,401 1,222,457
    
Net interest margin (1) 5,323 5,693 5,579 6,300 6,809 6,805 6,456 5,252 7,980
    
Net interest margin % –            

annualized (%) (2) 2.17% 2.34% 2.27% 2.49% 2.55% 2.31% 2.12% 1.76% 2.62%
 
(1) Net interest income excluding amortization of purchase price premiums and origination fees. 
(2) Net interest margin, annualized divided by average total assets 
 
Mortgage Origination Cost 

HOMEQ’s objective is to limit mortgage origination costs to no more than 6% of the value of mortgages 
originated, and to focus on improving sales and marketing efficiencies in order to reduce this percentage over 
time.   

Total origination costs of $3.2 million in Q2 2011 were $0.1 million higher than Q2 2010 and the origination 
cost percentage of 4.5% was 0.6 percentage points lower while mortgage originations of $69.7 were 18.1% 
higher than Q2 2010.  Marginal origination costs showed a slight improvement over the prior year at 3.4%. 

On a trailing four-quarter basis both the marginal and the total origination cost percentage have improved 
over the same period in 2010. 

The following table provides the details of the calculation for the past nine quarters.   

 2009 2010 2011 

($ thousands) 
Q2 

(CGAAP)
Q3 

(CGAAP)
Q4 

(CGAAP)
Q1 Q2 Q3 Q4 Q1 Q2 

Mortgage originations (1) 22,690 29,460 43,365 47,260 59,000 52,038 47,461 47,624 69,673
Origination expenses    
  Commissions 943 1,166 1,681 1,214 1,329 1,319 1,475 1,076 1,311
  Direct origination expenses    
     Origination salaries and benefits 193 191 197 250 250 267 252 311 345
     Marketing 356 581 663 588 614 610 626 708 697
Marginal origination costs 1,492 1,938 2,541 2,052 2,193 2,196 2,353 2,095 2,353
    
  Origination overhead expenses    
     Salaries and benefits  1,077 1,106 1,502 1,231 1,321 1,428 1,608 1,225 1,253
     Office  283 283 353 326 331 359 332 351 374
     Subtotal  1,360 1,389 1,855 1,557 1,652 1,787 1,940 1,576 1,627
     50% inclusion 680 695 927 778 826 893 970 788 814
    
Total origination cost 2,172 2,633 3,468 2,830 3,019 3,089 3,323 2,883 3,167

    
Origination cost (%)    

Marginal origination cost    
Current quarter 6.6% 6.6% 5.9% 4.3% 3.7% 4.2% 5.0% 4.4% 3.4%
Trailing four quarter  7.9% 7.8% 6.8% 5.6% 4.8% 4.4% 4.3% 4.3% 4.1%
    
Total origination cost     
Current quarter 9.6% 8.9% 8.0% 6.0% 5.1% 5.9% 7.0% 6.1% 4.5%
Trailing four quarter  10.6% 10.8% 9.5%    6.0% 6.0% 5.7%
    

(1) Originations in Q2 2011 include the $3.7 million reverse mortgage portfolio purchase. 
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Mortgage Administration Expense 

Cost effective administration of its mortgages is an important objective of HOMEQ.  In Q2 2011, mortgage 
administration expenses were $1.8 million, $0.1 million, or 7.2% higher than Q2 2010 and within the average 
run rate of the last four quarters, reflecting that the cost base is now stable.  In comparison, during this period 
the average mortgage portfolio grew by 16.1%.  As a percentage of the average mortgage portfolio, mortgage 
administration expenses decreased to 0.68% in the quarter and decreased to 0.72% on a trailing four-quarter 
basis.   

On a quarterly basis, mortgage administration expenses may fluctuate slightly, however, operational 
efficiencies and economies of scale are reducing administrative expenses as a percentage of the average 
mortgage portfolio.  The following table provides the details of the calculation for the past nine quarters.   

 2009 2010 2011 

($ thousands) 
Q2 

(CGAAP)
Q3 

(CGAAP)
Q4 

(CGAAP)
Q1 Q2 Q3 Q4 Q1 Q2 

Average mortgage balance  829,548 832,866 848,452 883,077 924,459 964,032 999,592 1,032,586 1,073,695
Administration expenses         

Mortgage administration 67 88 77 75 118 100 127 101 150
Origination overhead expenses  680 695 927 778 826 893 970 788 814
Professional services  981 502 478 508 549 640 424 567 642
Amortization of capital assets 64 66 91 102 88 86 89 105 112
Business and capital taxes  215 45 72 63 56 160 13 19

   Other  65 63 91 151 95 107 130 193 126
Less:         
   Conversion costs (524) (65)       

Mortgage administration fees (36) (66) (39) (20) (37) (30) (30) (27) (39)

Total administration expenses 1,297 1,498 1,670 1,663 1,702 1,852 1,870 1,740 1,824

         
Administration expense (%)         
 Annualized 0.63% 0.72% 0.79% 0.75% 0.74% 0.77% 0.75% 0.67% 0.68%
 Trailing four quarters 0.64% 0.66% 0.69% 0.72% 0.75% 0.76% 0.75% 0.73% 0.72%
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CASH FLOW AND LIQUIDITY  

The objective of liquidity management is to ensure that the amount of liquidity available is sufficient to meet 
HOMEQ’s financial obligations when they are due in order to support the orderly continuation of operations. 
HOMEQ manages the various funding sources to ensure that adequate funds are available for future growth 
at an appropriate cost.  Liquidity management ensures availability of funds to meet anticipated maturities of 
existing sources of funds and to finance growth in the asset portfolio.  The liquidity management process 
takes into account operating liquidity, uncertainties surrounding cash flows, the quality of liquid assets and the 
availability of funding facilities. 

An intricacy of HOMEQ is the deferred nature of its income streams.  HOMEQ earns and accrues interest on 
a monthly basis, yet interest income is not received in cash until mortgages are repaid.  Whereas net accrual 
of interest on mortgages (accrual of interest on mortgages net of repayments of accrued interest) is deemed 
an operating activity in accordance with GAAP, it results in growth in the mortgage portfolio, equivalent to new 
originations, and is effectively an investing activity.  Pursuant to the capital treatment of HomEquity Bank’s 
assets and the covenants in CMT’s trust indenture, HOMEQ is able to finance substantially all of the growth in 
its mortgage portfolio (net accrual of interest plus originations net of mortgage principal repayments) with 
HomEquity Bank GICs and CMT debt.   

HOMEQ finances its portfolio of mortgages with GICs, MTNs, subordinated debt, and to the extent necessary 
to maintain its regulatory capital and debt rating, unsecured subordinated debt and equity.  By maintaining a 
diversified source of financing it is able to mitigate its liquidity risk.  The mix of funding in place is based on 
several factors including cost and availability at any point in time.  

Primary sources of funding are as follows: 

 GIC Deposits – HomEquity Bank accepts deposits from the public by issuing GICs with terms up to 
five years.  GICs provide a reliable and stable source of funding that can be matched against 
anticipated reverse mortgage cash flows.  

Payment of principal and interest on HomEquity Bank’s GICs is eligible to be guaranteed to the 
holder by the Canadian Deposit Insurance Corporation in an amount up to $100,000.  Deposits are 
sourced exclusively through deposit agents who are members of the Federation of Canadian 
Independent Deposit Brokers or the Investment Industry Regulatory Organization of Canada.  
HomEquity Bank has longstanding relationships with the largest Schedule I banks through the 
mortgage origination partnership agreements which have been in place for many years.  The majority 
of its deposits come from affiliated deposit agents of some of these banks. 

 Medium-Term Notes – CMT has the option of raising funds through the issuance of medium-term 
debt.  

DBRS has issued a AAA rating on the senior medium-term debt and BBB rating on the subordinated 
debt.  As a result of these superior ratings, CMT has historically had access to the capital markets to 
finance new mortgages on cost-effective terms.  Pursuant to the terms of its indenture and with the 
consent of the rating agency rating its debt, CMT is permitted to operate with a maximum senior  
debt-to-mortgage ratio of 95% when its senior rated debt consists only of MTNs.  Including senior and 
subordinated debt, it is permitted to operate with a maximum total debt-to-mortgage ratio of 98%.  
CMT must also maintain minimum cash on hand equivalent to at least 2% of the CMT mortgage 
portfolio value.  During the period, CMT operated within these covenants.  At June 30, 2011, the 
senior debt-to-mortgage ratio was 66.8% and the total debt-to-mortgage ratio was 73.4%. 

In order to mitigate the refinancing risk of existing MTNs, approximately 78% of these instruments can 
be extended from their expected final payment dates to their legal maturities which range from 2031 
to 2036.  We expect that any MTNs issued in the future will also have extended legal maturities. 

As discussed earlier in the MD&A, the portfolio of reverse mortgages has a LTV of 36% and is secured by 
residential real estate.  As a result, HOMEQ can reasonably expect to recover the full recorded value of most 
mortgages.  HOMEQ’s portfolio of approximately 8,500 reverse mortgages is diversified by location, property 
type, date of origination and age of borrower.  As supported by prior experience, between 2% and 5% of the 
mortgage portfolio is repaid each quarter, providing a predictable source of cash flow. 



Management Discussion and Analysis 

 
19

Historically HOMEQ has used cash flows from operating activities to fund its operations and dividends, and 
the excess of those cash flows coupled with borrowings under its debt programs have been used to fund 
growth in the mortgage portfolio. 

Liquid Assets   

HOMEQ holds liquid assets determined and invested in accordance with its liquidity management policy.  The 
credit quality of these assets is such that they are easily marketable and can be readily sold to fulfill cash 
requirements, should the need arise. 

The table below summarizes the liquid assets held at June 30, 2011. 

($ thousands) 
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 liquid assets 33,120 78,068 

Deposits 

HOMEQ commenced issuing GICs when HomEquity Bank received its letters patent from the Minister of 
Finance on October 13, 2009.  During the second quarter of 2011 HomEquity Bank issued $78.8 million of 
GICs in terms ranging from one to five years and had $518.2 million of GICs outstanding at June 30, 2011.  
GICs have been used to fund new mortgages and to repay maturing MTNs. 

The table below summarizes the timing of maturities of principal amount of deposits issued as of June 30, 
2011. 

($ thousands) 
Within  
1 year 

2 to  
3 years  

4 to  
5 years   

More than 5 
years 

June 30,      
2011  

December 31, 
2010 

Issued to individuals 156,342 230,004 131,887  518,233 369,971 

Debt  

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. 

On February 1, 2011, HOMEQ issued $175.0 million of five-year MTNs having a coupon of 3.97% and an 
expected final payment date of February 1, 2016.  The MTNs were swapped in accordance with HOMEQ’s 
interest rate matching policy, resulting in a cost of funds of 138 basis points above the corresponding BA rate.  
Proceeds from this issue were used for the repayment made in the quarter and to partially repay the second 
tranche of MTNs maturing in May 2011. The weighted average spread to BAs of the May 2011 MTN’s was 
187 basis points. 

The total principal amount of debt outstanding at June 30, 2011 of $580.3 million was $238.8 million lower 
than at June 30, 2010.  The decrease in the debt balance is the result of the repayment of MTNs with the 
proceeds of GICs.   

HOMEQ continues to be satisfied with its ability to access the wholesale debt market.  
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The table below summarizes the timing of the expected final payments of the debt at June 30, 2011.  
Approximately 78% of these instruments can be extended from their expected final payment dates to their 
legal maturities which range from 2031 to 2036.  The remaining debt has a bullet payment requirement at its 
respective expected final payment date. 

($ thousands) 
Within  
1 year 

2 to  
3 years  

4 to  
5 years   

More than 
5 years 

June 30,    
2011 

December 31, 
2010 

Medium-term debt  210,297 300,000  510,297 619,080
Subordinated debt  40,000   40,000 40,000
Unsecured subordinated debt   20,000  20,000 20,000

Bank term loan   10,000  10,000 10,000
Total  250,297 330,000  580,297 689,080
 

CAPITAL 

Equity  

Periodically, as required, HOMEQ may issue additional shares to maintain its regulatory capital and debt 
rating as the mortgage portfolio grows.  Total number of shares increased to 14.5 million shares at June 30, 
2011. 

HOMEQ 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.   

Under the RSP, the participant is entitled to receive one share for each Restricted Share Unit (RSU) on the 
vesting date.  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.  During the six months 
ended June 30, 2011, the Board of Directors granted 35,400 RSUs under the RSP.  Prior to 2011, dividends 
declared by HOMEQ during the vesting period were paid in cash at the vesting date.  The RSP now reinvests 
dividends declared during the vesting period in additional RSUs which will be paid at the vesting date.  There 
were 5,185 shares credited on the RSUs vesting in March 2011 and 3,016 additional RSUs credited on 
unvested RSUs.  Also during the period 5,333 RSUs were cancelled.   

The DSP allows the Directors to defer a portion of their cash compensation and receive the equivalent 
amount in Deferred Share Units (DSU) of the Company.  On retiring from the Board, a Director will receive 
one share for each DSU accumulated in the plan.  Dividends declared are reinvested in additional DSUs and 
paid upon retirement. 

HOMEQ intends to settle the DSUs and RSUs in voting shares of the Company upon vesting and retirement 
respectively.  Until such time, restricted and deferred shares do not trade on the TSX, have no voting rights 
and cannot be sold or liquidated early. 

Options granted under the Option and Share Appreciation Rights Plan have a term of seven years and vest 
equally over three years.  At June 30, 2011, 27,333 options were exercisable (2010 – nil). During the six 
months ended June 30, 2011, the Board of Directors granted 88,100 stock options under the Option and 
Share Appreciation Rights Plan.  

The table below summarizes HOMEQ’s share activity for the period ended June 30, 2011.   

 Voting 

Management 
Restricted 
Share Plan 

Directors’ 
Deferred 

Share Plan 
Total number 

of shares 
Balance, December 31, 2010 14,117,792 75,399 197,199 14,390,390 
Restricted shares redeemed (1) 39,853 (34,668)  5,185 
Restricted share grants, net (2)  33,083  33,083 
Deferred shares earned   26,661 26,661 
Shares issued under DRIP 44,527   44,527 
Balance, June 30, 2011 14,202,172 73,814 223,860 14,499,846 
(1) includes reinvested dividends on vested RSUs 
(2) includes RSUs granted, cancelled and reinvested dividends    
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HOMEQ has an optional Dividend Reinvestment Plan (DRIP) for shareholders.  There were 19,293 shares 
issued under the DRIP in Q2 2011. 

Shareholders participating in the DRIP are able to use the cash dividends paid on their existing HOMEQ 
shares to purchase additional shares.  Under the DRIP, HOMEQ determines whether the additional shares 
are purchased on the secondary market or are newly issued by HOMEQ.  Newly issued shares will be priced 
at the volume-weighted average trading price of the HOMEQ shares on the Toronto Stock Exchange on the 
five trading days preceding the dividend payment date, subject to a possible discount of up to 5%. 

HOMEQ's Board of Directors has determined that until otherwise decided and announced, shares purchased 
under the DRIP will be newly issued and at a discount of 4%.  Therefore, participating shareholders will 
receive shares valued at 104 percent of the cash dividend being reinvested.  Further details of the DRIP can 
be found on the Company’s website at www.homeq.ca. 

Capital Management 

Capital is the fundamental building block which enables HOMEQ to support its lending and borrowing 
operations.  The amount of capital required in relation to the size of HOMEQ’s operations is determined by 
regulation and by the judgement of senior management and the Board. 

The overall objective of capital management is to ensure that HOMEQ has sufficient capital to maintain its 
operations based on current activities and expected business developments in the future.  At the same time, 
HOMEQ must invest its capital to provide a return to shareholders commensurate with the risk of the business 
and comparable to other financial institutions. 

The regulatory capital requirements of HomEquity Bank are determined in accordance with OSFI 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.  These are the risk based capital ratio 
and the Assets-to-Capital Multiple. 

In the determination of its capital levels, HomEquity Bank has implemented an Internal Capital Adequacy 
Assessment Process (ICAAP) based on HOMEQ’s assessment of the business risks of HomEquity Bank.  As 
a result of this process, HOMEQ has established the capital ratios of HomEquity Bank and has developed 
controls, mitigating actions and contingency plans to be enacted on the occurrence of pre-determined events. 

HOMEQ intends to maintain strong capital levels through the retention of earnings, the management of its     
risk-weighted asset mix and by maintaining effective access to a variety of sources of additional capital should 
the need arise. 

As a result of changes to the qualifying criteria for capital under the guidelines published by the Basel 
Committee on Banking Supervision (BCBS) on December 16, 2010 and January 13, 2011 and subsequent 
OSFI guidance regarding the treatment of non-qualifying capital instruments published on February 4, 2011, 
certain capital instruments may no longer qualify as capital beginning January 1, 2013.  HOMEQ’s            
non-common equity capital instruments will be considered non-qualifying capital instruments under Basel III 
and will therefore be subject to a 10 per cent phase-out per year beginning in 2013.  These non-common 
equity capital instruments include subordinated debentures.  

HOMEQ pays quarterly dividends to shareholders.  The amount of dividends paid is at the discretion of the 
Board of Directors, is evaluated annually and may be revised subject to business circumstance and expected 
capital requirements depending on, among other things, HOMEQ’s earnings, financial requirements for future 
operations, the satisfaction of solvency tests imposed by the Ontario Business Corporation Act for the 
declaration and payment of dividends and other conditions existing from time to time. 

Subsequent to the end of the quarter, the Board of Directors declared 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 on October 14, 2011 to shareholders of record at the close of business on 
September 29, 2011. 
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The table below summarizes HOMEQ’s capital measures (relating solely to HomEquity Bank) as at June 30, 
2011. 

 
($ thousands) 

June 30, 
2011 

December 31, 
2010 

(CGAAP) 
Shareholders’ equity per HomEquity Bank Consolidated Balance Sheet 78,052 75,494 
Deductions 301 341 
Tier 1 capital 77,751 75,153 
   
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 13.2% 13.3% 
Total capital ratio 16.9% 18.0% 
Assets-to-capital multiple  12.1x 11.5x 

Production capacity  

Given the nature of its business, HOMEQ does not require significant investment in infrastructure, facilities or 
equipment.  Limited capital investment is made on an ongoing basis to upgrade the information technology 
platform, to maintain the office environment and to provide the sales force with appropriate tools and 
equipment to carry out their functions.  In the near term, future capital expenditure on the existing business is 
expected to continue at a level consistent with prior years.   

FINANCIAL INSTRUMENTS 

As reflected in Note 2 to the interim consolidated financial statements commencing on page 8 of the March 
31, 2011 Interim Consolidated Financial Statements, in the normal course of business, HOMEQ uses 
derivative instruments such as interest rate swaps and forward rate agreements effectively matching the 
interest term of its debt to the interest term of the mortgage portfolio to ensure a relatively stable interest rate 
spread.  Derivatives are classified as held-for-trading and are measured at fair value.  Unrealized gains or 
losses from changes in fair value are recognized in the consolidated statements of income and changes in 
shareholders’ equity.  Fair market values of the derivative instruments are determined using the period end 
interest rate curves compared to the rates in the derivative contract.  Realized amounts receivable or payable 
on derivatives are accrued and recorded as adjustments to interest expense in the consolidated statements of 
income and changes in shareholders’ equity. 

HOMEQ does not hold or use any derivative contracts for speculative trading purposes.  The derivative 
contracts used are entered into with Schedule I Canadian chartered banks to reduce any counterparty risk 
associated with derivatives.   

HOMEQ has elected under International Accounting Standards 39 Financial Instruments: Recognition and 
Measurement to apply hedge accounting for certain interest rate swaps in its derivative portfolio. 
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BUSINESS RISKS 

HOMEQ’s business strategies and operations expose it to a range of risks that could adversely affect its 
business, financial condition and operating results.  HomEquity Bank has adopted a risk management 
framework (RMF) methodology.  The RMF uses a systematic and proactive approach, identifying high priority 
risks which are continuously reviewed and assessed such that appropriate action can be taken to mitigate 
those risks over time. 

In accordance with the RMF, HomEquity Bank 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 processes and activities.  HomEquity 
Bank has created a Conduct Review and Risk Management Committee in order to satisfy the above and 
assist the Board of Directors in fulfilling its responsibilities. 

In addition to ongoing risk management processes, management regularly evaluates a range of extreme but 
plausible scenarios and stress tests to evaluate the potential impact that these events could have on its 
business.  HOMEQ’s stress testing program is in accordance with OSFI Guideline E-18, Stress Testing. 

The stress testing program is an important part of the HOMEQ’s enterprise risk management framework.  
Results from the stress testing program are used in part: 

 To assess whether current portfolio exposures and policy limits remain consistent with the institution’s 
risk appetite under stressed scenarios; 

 To quantify the amount of additional capital required in stressed scenarios.  Stress testing is an 
integral component of capital management; and 

 To discover potential early warnings that would otherwise be overlooked allowing management to be 
more proactive in its decision making process. 

Detailed below are the areas of risk that HOMEQ has identified and deemed to be its primary areas of 
exposure.  A more complete analysis of HOMEQ’s risk universe is included in the risk section of HOMEQ’s 
Annual Information Form, which is available on www.sedar.com. 

Credit Risk 

Credit risk is the potential for financial loss if the assets as currently reflected on the balance sheet become 
impaired and not fully recoverable as a result of the occurrence of a specific event.  In particular, this can 
result from a significant drop in real estate values persisting for an extended period of time. 

Risks included in this category include underwriting risk, derivative related risk, and financial instrument risk. 

This risk is managed and mitigated in the underwriting and administrative processes.  In addition, each 
mortgage originated is limited in maximum dollar amount and LTV ratio in accordance with internal guidelines.  
Credit risk is mitigated further by the geographic diversity and the collateralization of the portfolio by 
mortgages with a current appraised value at June 30, 2011 of $3.0 billion.  

Mortgage Spread Income Risk 

HOMEQ’s operating margin is primarily derived from the spread between interest earned on the mortgage 
portfolio, and the interest paid on the deposits and debt used to fund the portfolio.  Mortgage spread income 
risk is the exposure or potential impact to HOMEQ’s earnings and financial condition to changes in interest 
rates, resulting either from changes in the shape of the yield curve, absolute changes in interest rates across 
the yield curve or the quality of the assets on which interest is earned.  The risk arises when assets and 
liabilities have mismatched re-pricing dates, are referenced to different underlying instruments or the long-
term expectation of the quality of assets diminishes.  Risks included in this category include basis risk, 
refinancing/cost of debt risk, underwriting risk and derivative related risk. 

HOMEQ’s objective is to maintain a relatively stable mortgage spread percentage between interest earned on 
the mortgages and interest paid on the debt used to fund them.  HOMEQ has internal policies (interest rate 
risk management policy) regarding the extent of mismatch that it is prepared to accept and has quantified the 
potential risk involved. 
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Operational Risk 

Operational risk involves breakdowns in internal controls and corporate governance which can lead to 
financial loss through a variety of means.  Risks included in this category include but are not limited to fraud, 
security risk, process risk, business disruption and system failures and loss of key personnel.  HOMEQ has 
implemented policies and procedures to manage and control business activity and specified risks.  

Liquidity Risk 

Liquidity risk is the potential that HOMEQ may not be capable of meeting its financial obligations when they 
are due to support the orderly continuation of operations.  This can occur as a result of not being able to 
liquidate assets, payments not being received as expected, or obtain funding within the period of time 
required. 

HOMEQ has a diversified range and proven sources of funding alternatives and has created policies and 
procedures to ensure that cash flows are accurately predicted and monitored.  Access to sufficient funding at 
the precise moment it is required cannot, however, be guaranteed.  HOMEQ must therefore maintain a 
sufficient amount of liquid assets to fund its anticipated loan commitments, operations, deposit maturities and 
interest payments should a shortfall arise.   

Legal and Regulatory Risk 

Legal and regulatory risk is the risk of non-compliance with applicable legal and regulatory requirements.  
This can be difficult to manage since there are multiple regulators to comply with.  Risks considered within the 
broader category of legal and regulatory risk include capital risk and money laundering and terrorist financing 
risk.  HOMEQ has developed and implemented a Legislative Compliance Management Framework in order to 
manage these risks. 

CONTROLS AND PROCEDURES    

Changes in Internal Controls over Financial Reporting 

There have been no significant changes in HOMEQ’s internal controls over financial reporting during the 
quarter ended June 30, 2011, that have materially affected, or are reasonably likely to materially affect, 
HOMEQ’s internal control over financial reporting. 

ACCOUNTING POLICIES AND ESTIMATES 

HOMEQ’s significant accounting policies are outlined in Note 2 of the interim consolidated financial 
statements commencing on page 8 of the March 31, 2011 interim consolidated financial statements. 

Changes in Significant Accounting Policies 

International Financial Reporting Standards replaced the existing Canadian GAAP for HOMEQ, effective for 
its 2011 interim and annual financial statements.  Accordingly, HOMEQ’s first interim consolidated financial 
statements using accounting policies consistent with IFRS were for the three month period ended March 31, 
2011.  

The adoption of IFRS generally requires retrospective application of the resulting changes in accounting 
policies.  However, IFRS 1 also provides certain optional exemptions and mandatory exceptions to this 
retrospective treatment. 

The adoption of IFRS resulted in changes to HOMEQ’s accounting policies, and the changes have been 
applied in the preparation of an opening IFRS statement of financial position as at January 1, 2010 and to all 
subsequent periods presented.   

The impact of the transition from Canadian GAAP to IFRS, including other changes to significant accounting 
policies is explained in detail in note 24 to the accompanying interim consolidated financial statements.  The 
changes in accounting policy have not been applied to any information for periods prior to January 1, 2010. 
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One of the changes in significant accounting policies related to the treatment of costs associated with the 
origination of mortgages.  HOMEQ determined that certain compensation costs related to the origination of 
mortgages do not qualify as transaction costs under IFRS and should not be included in the carrying value of 
the mortgages.  Accordingly, the Company’s accounting policy for these costs has been changed so that 
these costs are expensed as incurred.  Under Canadian GAAP, the costs were included in the carrying value 
of the mortgages.  The application of this new accounting policy increases expenses recognized in the 
statement of operations in the year mortgages are originated and lowers amortization of deferred costs over 
the expected term of the mortgages, which in turn results in a higher net interest income over the life of the 
mortgage.   

Based on an assessment of the changes in accounting policies and business processes, HOMEQ has 
determined the adoption of IFRS did not have a material affect on internal control over financial reporting.  
HOMEQ had augmented certain existing controls and procedures to include the activities of the transition to 
IFRS. 

Reconciliation of CGAAP to IFRS 

The retrospective application of changes in accounting policies resulting from the adoption of IFRS reduced 
Shareholders’ Equity by $0.4 million as at January 1, 2010, $0.8 million at June 30, 2010 and $1.2 million at 
December 31, 2010.  In addition, the IFRS transition reduces the 2010 reported Net Income by $0.2 million, 
$0.01 per share, for Q2 2010 and $0.8 million, $0.05 per share, for the full year of 2010. 

The following tables provide reconciliations of shareholders’ equity and net income from CGAAP to IFRS for 
the respective periods: 

Reconciliation of equity  

 
As at 

December 31, 
2010 

June 30,  
2010 

January 1, 
2010 

($ thousands) $ $ $ 
Shareholders’ equity under Canadian GAAP 98,068 98,480 100,982 
Differences increasing (decreasing) reported shareholders’ equity    

Change in transaction costs (1) (4,958) (4,759) (4,556)
Tax effect of change in transaction costs (2) 1,271 1,234 1,198 
Deferred income tax asset on inter-group transfers (2) 2,532 2,757 2,982 
Change in recognition of share-based compensation (3)    

Shareholders’ equity under IFRS 96,913 97,712 100,606 

Reconciliation of net income  

 
 

Year to date ended 
December 31,   

2010 

Three months 
ended June 30,  

2010 

Six months 
ended June 30, 

2010 
($ thousands) $ $ $ 
Net income (loss) under Canadian GAAP 123 (949) (870) 
Impact of changes in accounting policies     

Change in transaction costs (4) 616 151 296 
Salaries and benefits (5) (1,024) (250) (498) 
Deferred income tax expense (6) (377) (94) (188) 

Net loss under IFRS (662) (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 (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.  
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4. The change in accounting policy so that certain compensation costs are no longer included in the 
carrying value of the mortgages results 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. 

Critical Accounting Estimates  

HOMEQ’s critical accounting estimates are outlined in Note 3 of the interim consolidated financial statements 
commencing on page 7 of the June 30, 2011 interim consolidated financial statements. 

Certain of the estimates are listed below as they are considered critical because they refer to material 
amounts and require management to make estimates that involve uncertainty.   

The allowance for credit losses recorded in the balance sheet is maintained at a level which is considered 
adequate to absorb credit-related losses to the mortgage loan portfolio.  A mortgage allowance is taken when, 
in the opinion of management, there is no longer reasonable assurance of the collection of the full amount of 
principal and interest.  Mortgage allowances, in an amount which approximates the present value of projected 
future cash flow shortfalls, are determined based on the mortgage loan outstanding and the most recently 
appraised value of the underlying property.  HOMEQ has both general and specific allowances as described 
below. 

HOMEQ’s specific allowance policy is to cease accruing interest income on a mortgage having a LTV greater 
than 83%.  Any increase or decrease in specific allowances is included with provision for credit losses on the 
consolidated statements of income. 

General allowances are provided for losses inherent in the mortgage portfolio but not yet specifically identified 
and therefore not yet captured in the determination of specific allowances.  HOMEQ evaluates and monitors 
the underwriting performance indicators of mortgages as well as changes in the characteristics of the 
portfolio.  These indicators include a review of general real estate conditions and trends and their potential 
impact on the portfolio, the expected occupancy term and interest rates experienced over the life of a 
mortgage compared to initial underwriting assumptions. 

HOMEQ also uses estimates to determine the amortization of the commissions, purchase price premiums 
and origination fees paid on the acquisition of reverse mortgages.  The estimates are based on the projected 
lives of the mortgages for which the premiums and fees were paid.  The methodology attempts to match the 
amortization of these amounts over the period that the mortgages earn interest income.  The projected lives 
of the mortgages are reassessed on an annual basis.   

Future Accounting and Reporting Changes  

All accounting standards effective for the periods beginning on or after January 1, 2011 have been adopted 
as part of the transition to IFRS.  The following new IFRS pronouncements have been issued but are not 
effective and may have a future impact on HOMEQ.   

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 HOMEQ as they are only 
disclosure requirements.   
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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 HOMEQ’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 HOMEQ’s consolidated financial statements.  

IFRS 11 Joint Arrangements  

In May 2011, the IASB issued IFRS 11 Joint Arrangements.  Management does not believe that these 
standards are applicable to HOMEQ’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 
HOMEQ’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 HOMEQ’s consolidated 
financial statements.  
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OUTLOOK 

HOMEQ’s goal is to continue to be Canada’s leading provider of reverse mortgages.  Market awareness of 
both HOMEQ and its products has increased, and sources of referral cover a widening array of financial 
institutions.  In addition, HOMEQ is benefiting from a preference of seniors to remain in their homes as long 
as possible, and from the demographic trend of an increasing seniors population. 

Having established a solid base for portfolio growth and operational efficiency, management has set an 
objective to increase ROE to 15% in 2013. To achieve this goal, HOMEQ will focus on portfolio and 
origination growth as well as careful management and control of mortgage spread percentage, origination 
costs and overhead expenditure. 

HOMEQ expects that demand for reverse mortgages will remain firm.  With a continued positive impact 
coming from the increasing number of Canadians over 55 years of age, an increase in the size of the sales 
force and additional experience in the sales and marketing functions, HOMEQ’s objective is to increase the 
mortgage portfolio by between 15% and 20% per annum. 

Credit markets have improved in 2011, as evidenced by MTN credit spreads falling relative to the prior three 
years, and GIC’s are proving to be a highly efficient and cost effective method of financing the company’s 
lending operations.  HOMEQ expects that net interest income will increase in concert with HOMEQ’s portfolio 
during the remainder of the year. 

HOMEQ is achieving a significant improvement in sales and marketing efficiency and, as a result, marketing 
costs and commissions as a percentage of new mortgages originated have dropped to below historic rates.  
Mortgage origination costs as a percentage of originations were 6.0% in 2010 and have further dropped to 
5.7% for the rolling four quarters ended June 30, 2011. HOMEQ’s goal is to hold them to this level or less for 
the next three years. 

Since absorbing the full overhead expenses associated with operating a bank in Q3 2010, the trailing four 
quarter administrative expense percentage has decreased each quarter indicating that these expenses are 
primarily of a fixed nature.  While costs will increase as the scope of operations increases, HOMEQ’s 
objective is to hold overhead growth to 5% or less per annum. 

The combination of portfolio growth, efficient originations, management of net interest margin and overhead 
expense control should provide increases in adjusted net income per share on an IFRS basis of a minimum of 
20% per annum commencing in 2011 so that HOMEQ achieves its objective of a minimum 15% ROE in 2013.   

Summary of Objectives 

Actual Results for period ending 
June 30, 2011  

Measure Target Three months Six months 
Adjusted return on equity 

in 2013 
Minimum 15% 10.7% in Q2 2011 6.7% year to date 

Growth in adjusted net 
income per share 

Minimum 20% per 
annum 

42% over Q2 2010 0% growth year over year 

Growth in portfolio value 15% to 20% per annum  16% from June 30, 2010 

Growth in mortgage 
originations 

Average of 25% per 
annum 

14% over Q2 2010 10% growth year to date 

Origination cost % Maximum 6% 4.6% in Q2 2011 5.2% year to date 

Non-interest expense 
growth 

Maximum 5% per 
annum 

8% over Q2 2010 8% year over year 

In 2011, management expects to maintain quarterly dividends at $0.07 per share. 

 August 5, 2011 
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