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QUEST REPORTS ITS FINANCIAL RESULTS FOR 2007 

AND ANNOUNCES 2008 DIVIDEND POLICY 

Vancouver, British Columbia – Quest Capital Corp. (“Quest” or the “Company”) today reported its 
financial results for the year ended December 31, 2007 and announced its 2008 dividend policy. 

2007 FINANCIAL HIGHLIGHTS 

• Total loans arranged in 2007 amounted to $328.0 million, of which the Company funded $250.1 
million, as compared to $279.2 million arranged in 2006, of which the Company funded $255.4 
million.  Total loans arranged in 2007 increased $48.8 million or 17% over the previous year; 

• Interest and related fee revenue from the Company’s loan portfolio increased $9.5 million to $42.1 
million in 2007, a 29% increase over 2006;  

• The Company realized no loan losses in 2007; 

• Earnings before income taxes remained relatively consistent at $36.0 million in 2007 as compared to 
$37.0 million in 2006, despite Quest experiencing approximately $2.0 million of expenses in 2007 
which may be considered non-recurring; and 

• Net earnings decreased $20.0 million or 46% to $23.7 million in 2007 from $43.7 million in 2006, 
primarily as a result of accounting for taxes, a largely non-cash item. 

As a mortgage investment corporation (“MIC”), Quest will be subject to special Canadian tax treatment. 
The dividends it pays to shareholders reduce its taxable income and, if sufficient dividends are paid, the 
Company will not pay any Canadian taxes. 

A. Murray Sinclair, Quest’s Co-Chair, commented: 

We are particularly pleased with our ability to have transformed the Company into a MIC 
by its 2007 year-end.  This provides our shareholders with clarity with respect to our 
goals - to become (i) Canada’s largest MIC in terms of the amount of loans generated and 
(ii) the country’s most profitable publicly traded MIC.  Quest performed well in 2007 
despite both the volatile credit market and the transition to a MIC being quite costly.  One 
time charges related to the MIC conversion and other regulatory items amounted to 
approximately $2.0 million in 2007. 

Quest’s dividend policy for 2008 is outlined in detail in our MD&A.  The Company’s 
dividend policy going forward will be to pay sufficient dividends to shareholders to 
reduce Quest’s taxable income to a negligible amount, after first deducting any non-
capital losses or other deductions carried forward from 2007.  This should translate into a 
significant yield increase for our shareholders in 2008 and beyond. 
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Another positive message is the increase in depth of financial services experience in our 
management team, led by Stephen Coffey, our recently appointed President and new 
Chief Executive Officer, effective today’s date. 

Mr. Stephen Coffey, Quest’s President & CEO, commented: 

Our objectives for 2008 are clear.  As well as increasing shareholder dividend yield, we 
will focus on safe, profitable growth in Quest’s mortgage portfolio without shareholder 
dilution. Our increased bank lines should give us the leverage for this growth in 2008 
without the need for additional capital. 

We are very optimistic about the Company’s opportunities. Despite the malaise in the 
credit markets, it is a great time for Quest Capital Corp.  

Quest also reports herein that the Company’s CFO, Narinder Nagra will be leaving Quest to pursue other 
opportunities.  Mr. Nagra has been a valuable member of the management team and we wish him success 
in his future endeavours.  Mr. Jim Grosdanis, CA will be appointed our new CFO effective after the 
certification of our 2008 first quarter results.  With his previous employer, Mr. Grosdanis was involved in 
the successful application for a Schedule I Bank licence. 

About Quest 

Quest’s expertise is in providing financing for the real estate sector with emphasis on residentially 
oriented mortgages primarily in Western Canada. 

For more information about Quest, please visit our website (www.questcapcorp.com) or SEDAR 
(www.sedar.com) or contact: 

Contact in Canada Contacts in London  
 
A. Murray Sinclair, Co-Chairman 
 
(P): (604) 68-QUEST 
 (604) 687-8378 
Toll free:   (800) 318-3094 
 

 
AIM NOMAD:  
Canaccord Adams Limited 
Ryan Gaffney or Robert Finlay:  011.44.20.7050.6500 

Stephen Coffey, President & CEO 
 
(P): (416) 367-8383 
(F): (416) 367-4624 

 

Forward Looking Statements 

This press release includes certain statements that constitute “forward-looking statements”, and “forward-looking 
information” within the meaning of applicable securities laws (“forward-looking statements” and “forward-looking 
information” are collectively referred to as “forward-looking statements”, unless otherwise stated).  Such forward-
looking statements involve known and unknown risks and uncertainties that may cause our actual results, 
performance or achievements to be materially different from any future results, performance or achievements 
expressed or implied by such forward-looking statements.  Forward-looking statements may relate to the Company’s 
future outlook and anticipated events or results and may include statements regarding the Company’s future 
financial position, business strategy, budgets, litigation, projected costs, financial results, taxes, plans and 
objectives. We have based these forward-looking statements largely on our current expectations and projections 
about future events and financial trends affecting the financial condition of our business.  These forward-looking 



 3
statements were derived utilizing numerous assumptions regarding expected growth, results of operations, 
performance and business prospects and opportunities that could cause our actual results to differ materially from 
those in the forward-looking statements. While the Company considers these assumptions to be reasonable, based 
on information currently available, they may prove to be incorrect. Forward-looking statements should not be read 
as a guarantee of future performance or results. Forward-looking statements are based on information available at 
the time those statements are made and/or management's good faith belief as of that time with respect to future 
events, and are subject to risks and uncertainties that could cause actual performance or results to differ materially 
from those expressed in or suggested by the forward-looking statements. To the extent any forward-looking 
statements constitute future-oriented financial information or financial outlooks, as those terms are defined under 
applicable Canadian securities laws, such statements are being provided to describe the current potential of the 
Company and readers are cautioned that these statements may not be appropriate for any other purpose, including 
investment decisions. Forward-looking statements speak only as of the date those statements are made.  Except as 
required by applicable law, we assume no obligation to update or to publicly announce the results of any change to 
any forward-looking statement contained or incorporated by reference herein to reflect actual results, future events 
or developments, changes in assumptions or changes in other factors affecting the forward-looking statements.  If 
we update any one or more forward-looking statements, no inference should be drawn that we will make additional 
updates with respect to those or other forward-looking statements. You should not place undue importance on 
forward-looking statements and should not rely upon these statements as of any other date. All forward-looking 
statements contained in this press release are expressly qualified in their entirety by this cautionary statement.  
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Assets   
Cash  $ 269 
Marketable securities  52 
Capital assets  25 
Other assets  192 
  $ 538 
Liabilities    
Accounts payable  $ 59 
Income taxes payable  92 
  $ 151 

   
Net Assets  $ 387 

b) Lara Exploration Ltd. 

In November 2005, Lara Exploration Ltd. (“Lara”), in which the Company previously held a 66% 
interest, agreed to acquire a private Brazilian company.  In return for the assignment of the shares of 
the private Brazilian company to Lara, the Company agreed to transfer its 3,000,000 escrowed shares 
of Lara to the shareholders of the private Brazilian company for nominal consideration.  In February 
2006, the transaction was completed and a concurrent private placement was done by Lara.  The 
Company owned less than 10% of the outstanding shares of Lara after the transaction. The 
Company’s remaining investment was accounted for using the cost method, and the following is a 
breakdown of the net assets disposed of during 2006: 

Assets  
Cash  $ 678 
Resource assets  373 
  $ 1,051 
Liabilities   
Accounts payable  $ 32 
Minority interest  355 
Provision for loss on disposition  343 
  $ 730 

   
Net Assets  $ 321 

The Company’s remaining investment in Lara was disposed of in 2007 for cash proceeds of 
$1,005,000, resulting in a net gain of $681,000. 

5 Financial instruments 

The carrying values of other receivables, accounts payable and debt payable approximate their fair 
values due to the short-term nature of these instruments.  
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The fair value of the Company’s remaining financial assets and liabilities is as follows: 

   2007    2006 

  
Carrying 

value 
Fair 

value  
Carrying 

value  
Fair 

value 
Cash $ 30,484 30,484  9,506 $ 9,506
Restricted cash  12,452 12,452  2,568  2,568
Marketable securities  - -  1,865  2,301
Loans  277,710 277,710  264,902  264,902
Investments  - -  9,980  13,368
Other assets  - -  646  646

Marketable securities and investments represent shares in publicly traded companies.  The fair value 
at December 31, 2006 represented the quoted trading price of the shares. Marketable securities and 
investments were sold during the year to related parties as disclosed in note 12(a).  The fair value of 
the convertible debenture at December 31, 2006 is estimated to be approximately equal to the 
equivalent carrying value as the loan loss provision applied to the convertible debenture resulted in a 
carrying value of $nil (note 6).  There was no convertible debenture as of December 31, 2007.  At 
December 31, 2007, there are no financial instruments included in other assets.  At December 31, 
2006, financial instruments included in other assets included warrants and investments in capital 
pool companies, which were restricted from trading and were carried at cost. 

6 Loans  

a) Generally loans are repayable over terms of 6 to 24 months, and bear interest at rates of 
between 10% and 14% per annum before commitment and other fees. Real property, real 
estate, and/or corporate or personal guarantees are generally pledged as security.  The loan 
portfolio can be broken down as follows:  

 

 2007 2006 
Real estate mortgages 94% 87%
Resource sector loans 5% 12%
Other sectors loans 1% 1%
Total 100% 100%

 

 2007 2006 
British Columbia 58% 48%
Alberta 34% 37%
Ontario 6% 13%
Other 2% 2%
Total 100% 100%

 

 2007 2006 
First mortgages 93% 80%
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Second mortgages 7% 20%
Total 100% 100%

As at December 31, 2007, 73% of the Company’s loan portfolio was due within a year.  The 
Company had approximately $7.5 million of loans impaired as at December 31, 2007.  The 
Company’s provision for loan losses is $nil.  The Company monitors the repayment ability of 
borrowers and the value of underlying security.  In determining the provision for possible loan 
losses, management considers the length of time the loans or convertible debenture has been in 
arrears, the overall financial strength of borrowers and the residual value of security pledged.  
The Company expects to collect the full carrying value of its loan portfolio. 

Loans (including convertible debenture) outstanding as at December 31, 2007 and 2006 were 
as follows: 

    2007 
# 

Loans  
Term 
loans  

Specific 
allowance  

Carrying 
amount 

Unimpaired loans 54  $ 270,210  $ - $ 270,210
Impaired loans 1  7,500  - 7,500

 55  $ 277,710  $ - $ 277,710

 
      2006 

# 
Loans  

Term 
loans  

Specific 
allowance  

Carrying 
amount 

Unimpaired loans 50  $ 256,357  $ - $ 251,737
Impaired loans 4  13,165  - 13,165

 54  $ 269,522  $ - $ 264,902

Convertible debenture 
 

 586  586 -
   $ 270,108  $ 586 $ 264,902

b) The Company has recorded an allowance for losses as follows: 

  2007  2006  2005 
Balance - Beginning of year  $ 586 $ 537 $ 537
Add:   

Specific provision for the year  - 386 -
Less:   

Loan provision applied  (586) (337) -
Balance - End of year  $ - $ 586 $  537

 
c) At December 31, 2007, the Company had entered into agreements to advance funds of $22.4 

million.  Advances under these agreements are subject to the completion of due diligence, no 
material adverse change in the assets, business or ownership of the borrower and other terms. 
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In addition, at December 31, 2007, the Company had committed to future advances, primarily 
construction loans, of up to $75.9 million. 

7 Restricted cash 
 

 2007 2006 
Castle Mountain $ 1,999 $ 2,568 
Cash held for loans 10,453 - 
Total $ 12,452 $ 2,568 

 
a) Castle Mountain 

Pursuant to an agreement among the partners of the Castle Mountain property, the Company is 
required to set aside restricted cash of US$2,016,000 ($1,999,000) as at December 31, 2007 
(2006 - US$2,204,000 or $2,568,000) in a fund to fulfill reclamation and closure obligations at 
the Castle Mountain property. 

b) Cash held for loans 

Certain of the Company’s loan agreements permit the Company to withhold a portion of the 
total loan amount in trust as interest reserves.  These amounts are drawn down as interest 
payments are due.  Amounts held in trust relating to unearned interest are recorded as 
restricted cash. 

8 Debt payable 

In March 2007, the Company entered into a revolving debt facility with a major Canadian chartered 
bank for up to $25 million.    In January 2008, the Company completed the refinancing of this credit 
facility, with the new facility syndicated among three major Canadian chartered banks.  As a result 
of this refinancing, subsequent to December 31, 2007, the Company’s access to debt financing 
increased from $25 million to $88 million.  The facility bears interest at prime or bankers acceptance 
rates plus 1.25% per annum and is collateralized by the Company’s loan portfolio.  As at December 
31, 2007, $25.0 million was outstanding under the original facility. 

In addition to the  revolving debt facility, the Company had entered into a short-term unsecured debt 
facility.  The facility bears interest at prime plus 2% and is payable on demand.  As at December 31, 
2006, $22 million was outstanding on this facility and was repaid in 2007.  As at December 31, 
2007, $1.4 million is outstanding on this facility. 

9 Asset retirement obligation 

The Company’s asset retirement obligation relates to closure obligations at its Castle Mountain 
property. 

A reconciliation of the asset retirement obligation is as follows: 
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  2007  2006  2005 
Balance - beginning of year  $ 1,011  $ 1,884  $ 5,366

Liabilities settled during the year  (352) (935) (2,498)
Liabilities disposed of during the year  -  (2,078)
Accretion expense  50  75  155
Revisions in estimated cash flows  -  -  943
Currency translation adjustment  (137) (13) (4)

Balance - end of year  $ 572  $ 1,011  $ 1,884
 

10 Share capital 

a) Authorized 

Unlimited First and Second Preferred Shares 

Unlimited common shares without par value 

Previously the Company had Class A Voting Shares and Class B Voting Shares. Effective 
April 19, 2005, the Class B Shares were cancelled and the designation of the Class A Shares 
was changed to common shares. 

b) Shares issued and outstanding  

 2007 2006 2005 

 
Number 

of shares Amount Number of 
shares Amount Number of 

shares Amount 

Common Shares  
Opening balance 144,842,628 $ 202,513 119,265,568 $ 138,891 - $ - 
Issued for cash - - 15,625,000 50,000 24,300,000 51,890 
Share issue costs  -  (2,684) - (3,587)
Issued on exercise of 
stock options 883,333 1,571 1,094,500 2,135 - - 
Issued on exercise of 
warrants  - - 8,833,335 13,300 4,500,000 7,200 
Issued on exercise of 
compensation options 1,063,750 2,447 24,225 56 - - 
Fair value of options 
exercised - 630 - 815 - - 
Exchanged for Class A 
Shares - - - - 90,465,568 83,388 

Closing balance 146,789,711 $ 207,161 144,842,628 $ 202,513 119,265,568 $ 138,891 
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 2007 2006 2005

 
Number 

of shares Amount Number of 
shares Amount Number of 

shares Amount 

Class A Shares  
Opening balance - - - - 90,465,568 83,388 
Exchanged for 
common shares - - - - (90,465,568) (83,388)
Closing balance - - - - - -
Total share capital  $ 207,161  $ 202,513  $ 138,891
 

In April 2006, the Company completed a public offering of 15,625,000 shares of the Company at a 
price of $3.20 per share for aggregate proceeds of $50,000,000.  Net proceeds from the equity 
offering after expenses were $47,316,000. 

In August 2005, the Company completed a public offering of 18,500,000 shares of the Company at a 
price of $2.30 per share for aggregate proceeds of $42,550,000. The Company also granted the 
underwriters an over-allotment option exercisable to October 23, 2005 to purchase up to an 
additional 2,775,000 shares at a price of $2.30 per share, of which the underwriters acquired 800,000 
shares. In addition, the underwriters were granted 1,158,000 compensation options expiring August 
23, 2007 and October 26, 2007. Each compensation option was exercisable at $2.30 per common 
share. Net proceeds from the equity offering and over allotment after expenses were $40,803,000. 

In May 2005, the Company completed a private placement of 5,000,000 shares at a price of $1.50 
per share for aggregate proceeds of $7,500,000. 

c) Warrants issued and outstanding 

 
Number of 

warrants 
Exercise price per 

share Expiry date 
Class A Shares    

Opening balance – January 1, 2005 13,333,335   
Exercised (4,500,000) $1.60 October 20, 2008

Closing balance – December 31, 2005 8,833,335   

Exercised (8,333,335) 1.50 June 30, 2008

Exercised (500,000) 1.60 October 20, 2008

Closing balance – December 31, 2006 
and 2007 -   
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d) Compensation options issued and outstanding 

 
Number of 

options  
Exercise price 

per share Expiry date 
Common shares     
Opening balance – January 1, 2005 -   

Issued pursuant to a public offering 1,110,000  $2.30  August 23, 2007 

Issued pursuant to a public offering 48,000 2.30  October 26, 2007 

Closing balance – December 31, 2005 1,158,000   

Exercised (24,225) 2.30  August 23, 2007 
Closing balance – December 31, 2006 1,133,775   

 Exercised (1,015,750)  2.30  August 23, 2007 

 Exercised (48,000) 2.30  October 26, 2007 

 Expired (70,025) 2.30  August 23, 2007 

 Closing balance – December 31, 2007 -    

e) Stock options outstanding 

The Company has a stock option plan under which the Company may grant options to its 
directors, employees and consultants for up to 10% of the issued and outstanding common 
shares. The exercise price of each option is required to be equal to or higher than the market 
price of the Company’s common shares on the day of grant. Vesting and terms of the option 
agreement are at the discretion of the Board of Directors. 

During the years ended December 31, 2007, 2006 and 2005, the changes in stock options 
outstanding are as follows: 

  2007   2006   2005 

 
Number of 

shares 

Weighted 
average 

share 
price  

Number 
of shares 

Weighted 
average 

share 
price  

Number of 
shares 

Weighted 
average 

share 
price 

Common shares        
Opening balance 8,981,333 $  2.02  9,563,333 $ 1.97  - $ - 
Granted 2,855,000 3.05  550,000 2.79  2,350,000 2.14 
Exercised (883,333) 1.78  (1,094,500) 1.95  - - 
Expired (400,000) 3.04  - -  (160,415) 1.89 
Cancelled - -  (37,500) 2.30  - - 
Exchanged for 

Class A share 
options - -  - -  7,373,748 1.91 

Closing balance 10,553,000 $ 2.28  8,981,333 $ 2.02  9,563,333 $ 1.97 
Options exercisable 

at year-end 8,794,480 $ 2.13  8,151,630 $ 1.98  8,096,146 $ 1.93 
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The following table summarizes information about stock options outstanding and exercisable at 
December 31, 2007: 

Options outstanding  Options exercisable 

Range of 
exercise prices 

  

Options 
outstanding 

  

Weighted 
average 

remaining 
contracted 

life 
(years)  

Weighted 
average 
exercise 

price 
  

Options 
exercisable 

  

Weighted 
average 
exercise 

price 
 

$ 1.51  223,000   1.64 $  1.51  223,000 $  1.51 
      $ 1.52 to 1.95  6,150,000   1.14   1.95  6,150,000   1.95 

$ 1.96 to 2.31  1,150,000   2.96   2.30  1,150,000   2.30 
$ 2.32 to 3.24  3,030,000   4.07   3.00  1,271,480   2.93 

  10,553,000   2.19 $  2.28  8,794,480 $  2.13 
 

f) Contributed capital 

 2007  2006  2005 
Opening balance $ 6,479 $ 6,772 $ 4,198
Fair value of options exercised  (630)  (814)  -
Stock-based compensation  1,085  521  2,142
Other  -  -  (90)
Compensation options  -  -  522
Ending balance $ 6,934 $ 6,479 $ 6,772

 
The fair values of options for 2007, 2006 and 2005 have been estimated using an option pricing 
model. Assumptions used in the pricing model are as follows: 

  2007  2006  2005 
Risk-free interest rate 4.10% 3.73%  3.18%
Expected life of options 3.0 years 2.5 years  2.3 years
Expected stock price volatility 35% 33%  33%
Expected dividend yield 2.74% 2.81%  0%
Weighted average fair value of options $ 0.72 $ 0.62 $ 0.42

 

11 Income taxes 

a) The provision for (recovery of) income taxes consist of the following: 
 

 2007  2006  2005 
Current   

Canada $ 489 $ 1,184 $ 488
United States  176  111  (315)

Total current expenses  665  1,295   173
     

Future     
Canada  11,898  (8,012)  (6,488)
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United States  (242)   
Total future expenses (recoveries)  11,656  (8,012)  (6,488)
Total provision for (recovery of) income 

taxes $ 12,321 $ (6,717) $ (6,315)
 

b) The reconciliation of the statutory income tax rates to the effective tax rates on the earnings 
(loss) before income taxes is as follows: 

2007  2006  2005 

Income taxes at statutory rates $ 12,278 $ 14,925  $ 5,985
Increase (decrease) in taxes from:   

Non-deductible differences 4,709  (193) 938
Difference in foreign tax rates 4  (173) (92)
Change in enacted tax rates 3,502  - -
Benefits of timing differences not 

previously recognized (2,091) (2,162) (426)
Recognition of prior year tax losses (6,081) (19,114) (12,720)

 $ 12,321 $ (6,717) $ (6,315)

c) The Company has non-capital losses to reduce future taxable income in Canada of 
approximately $6,729,000.  These losses expire in 2015. 

 
d) The significant components of the future income tax assets and liabilities are as at December 

31, 2007 are as follows: 

 2007  2006 
    

Loss carryforwards $ 2,116 $ 8,524 
Capital losses 9,186  16,669 
Resource and capital assets 1,133  7,071 
Investments and marketable 

securities -  1,071 
Other 2,168  3,029 
 14,603  36,364 
Valuation allowance (10,687)  (21,864) 
Future income tax asset $ 3,916 $ 14,500 

   
Deferred gain and other $ 904 $ 1,326 
Future tax liability $ 904 $ 1,326 
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12 Related party transactions 
 
Other than as reported elsewhere in these statements, related party transactions are as follows: 

a) Marketable securities and investments as at December 31, 2007 include $nil (2006 - 
$9,143,000) of shares held in publicly traded companies related by virtue of having certain 
directors and officers in common. For the year ended December 31, 2007, the Company 
recorded a gain on disposal of securities and investments of $3,604,000 (2006 - $10,627,000, 
2005 - $3,854,000) in companies related by virtue of having certain directors and officers in 
common.  These transactions were recorded at the exchange amount which management 
believes to be a fair approximation of fair value. Included in the above gain is $0.5 million 
(2006 - $nil, 2005 - $nil) related to marketable securities and investments sold to certain 
directors and officers.  For the year ended December 31, 2007, the Company recorded a write-
down of investments of $nil (2006 - $1,207,000, 2005 - $nil) in companies related by virtue of 
having certain directors in common. 

b) For the year ended December 31, 2007, the Company borrowed and repaid $nil (2006 - 
$20,000,000, 2005 - $nil) from related parties.  Interest paid on these borrowings totalled $nil 
(2006 - $110,000, 2005 - $nil). 

c) Included in accounts payable is $4,620,000 (2006 - $3,170,000) due to employees and officers 
for bonuses payable. 

d) For the year ended December 31, 2007, the Company received $807,000 (2006 - $1,507,000, 
2005 - $1,614,000) in management and finder’s fees from parties related by virtue of having 
certain directors and officers in common. Other assets as at December 31, 2007 includes $nil 
(2006 - $245,000) of non-transferable securities held in either private or publicly traded 
companies related by virtue of having certain directors and officers in common.  For the year 
ended December 31, 2007, the Company recorded a write-down of other assets of $37,000 
(2006 - $74,000, 2005 - $nil) in parties related by virtue of having certain directors in 
common. 

e) During the year ended December 31, 2007, the Company received $98,000 (2006 - $607,000, 
2005 - $2,111,000) in interest and fees from related parties by virtue of having certain 
directors and officers in common. During the year ended December 31, 2007, the Company 
has made $nil in additional provision for losses on loans and convertible debenture (2006 - 
$386,000, 2005 - $nil) from a party related by virtue of having a director in common. 

f) For the year ended December 31, 2007, the Company received $41,000 (2006 - $24,000, 2005 
- $128,000) in syndication loan administration fees from related parties. 

13 Contingencies and commitments 

a) Surety bond guarantees totalling US$2,405,000 have been provided by Castle Mountain Joint 
Venture for compliance with reclamation and other environmental agreements. 

b) On March 22, 2002, Quest Investment Corporation, a predecessor corporation, and other 
parties were named as defendants in a lawsuit filed in the Supreme Court of British Columbia. 
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The plaintiff has claimed approximately $410,000 plus interest due for consulting services. 
Management intends to fully defend this claim. Accordingly, no provision has been made for 
this claim in the consolidated financial statements. The ultimate outcome of this claim is not 
determinable at the time of issue of these consolidated financial statements and the costs, if 
any, will be charged to earnings in the period(s) in which they are finally determined. 

c) The Company has entered into operating leases for office premises. Minimum annual lease 
payments required are approximately as follows: 

2008 $ 625 
2009  625 
2010  548 
2011  395 
2012  395 

d) Other commitments and contingencies are disclosed elsewhere in these consolidated financial 
statements and notes. 

14 Risk management 

The primary goals of the Company’s risk management are to ensure that the outcomes of activities 
involving elements of risk are consistent with the Company’s objectives and risk tolerance, and to 
maintain an appropriate risk/reward balance while protecting the Company’s balance sheet from 
events that have the potential to materially impair its financial strength.  Balancing risk and reward is 
achieved through aligning risk appetite with business strategy, diversifying risk, pricing 
appropriately for risk, mitigating risk through preventative controls and transferring risk to third 
parties. 

The Company is exposed to potential loss from various risks, including interest rate risk and credit 
risk. 

Interest Rate Risk 

Fluctuations in interest rates have a direct impact on the market valuation of the Company’s loan 
portfolio.  Generally, the Company’s interest income will be reduced during sustained periods of 
lower interest rates as higher yielding loans mature and the proceeds are invested in loans with lower 
rates.  During periods of rising interest rates, the market value of the Company’s existing loan 
portfolio will generally decline. 

Credit Risk 

Credit risk is the risk that one party to a financial instrument fails to discharge an obligation and 
causes financial loss to another party.  The Company is exposed to credit risk concentrated in its loan 
portfolio. 

The Company’s risk management strategy is to lend money to high net worth borrowers and to limit 
the amount of credit exposure with respect to any one borrower.  The Company attempts to limit 
credit exposure by considering credit quality. 
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15 Segmented information 

The Company has primarily one operating segment, which is to provide mortgage financings.  The 
Company’s geographic location is Canada. 

16 Supplemental cash flow information 

a) Cash received or paid 

 2007  2006  2005 
Interest received (non-loan)  $ 680  $ 1,380  $ 543
Interest paid  493  1,081  33
Income tax instalments  696  -  -
Income taxes paid, related to previous 
years  2,718   -  -

 
b) Non-cash financing and investing activities 

 2007  2006  2005 
Marketable securities and investments 

received as loan fees  $ 3,964  $ 2,157  $ 2,005
Investment purchases funded by 

brokerage margin account  -  (30,899)  -
Investment proceeds funded by 

brokerage margin account  -  30,899  -
Property and other assets received as 

loan fees  -  -  121
Loans and debenture settled with shares  -  -  4,516
Shares received as consideration for sale 

of resource property  -  -  1,800

 

17 United States generally accepted accounting principles   

The consolidated financial statements have been prepared in accordance with generally accepted 
accounting principles (“GAAP”) in Canada which differ, in certain respects, from GAAP in the 
United States of America. Material measurement differences related to these consolidated financial 
statements are as follows: 

a) Reduction of stated capital 

At the Company’s Annual General Meeting in June 2003, shareholders approved a reduction 
of stated capital. This practice is allowed under Canadian GAAP. Under United States GAAP, 
companies are not allowed to record a reduction of stated capital in these circumstances.  This 
GAAP difference has no net impact on total shareholders’ equity reported. 

b) Unrealized holding gains (losses) 
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Under United States GAAP, securities are classified as held-for-trading assets and investments 
are classified as available-for-sale assets. Unrealized holding gains and losses for trading 
securities are included in earnings. Unrealized holding gains and losses for long-term 
available-for-sale investments are excluded from earnings and reported as a net amount in a 
separate component of shareholders’ equity until realized. 

Prior to January 1, 2007, marketable securities were recorded at the lower of average cost and 
market value under Canadian GAAP and investments were valued at cost or at cost less 
amounts written off to reflect any impairment in value considered to be other than temporary 
under Canadian GAAP.  These differences were eliminated as a result of the adoption of the 
Financial Instruments Standards under Canadian GAAP, as described in Note 2. 

c) Fair value of conversion option 

For United States GAAP purposes, the conversion option of a debenture into shares is 
considered an embedded derivative to the holder of the debenture and changes in the fair value 
of such derivative is reported in the statements of earnings. 

Prior to January 1, 2007, derivatives embedded within hybrid instruments generally were not 
separately accounted for under Canadian GAAP.  This difference was eliminated as a result of 
the adoption of the Financial Instruments Standards under Canadian GAAP, as described in 
Note 2. 

d) Dilution gains 

Under Canadian GAAP, the Company recognizes a gain or loss on the dilution of its interests 
in subsidiaries upon the issue of new shares by the subsidiary to third parties. Under United 
States. GAAP, such gains related to development stage subsidiaries are accounted for as an 
equity transaction. 

e) Shareholders’ equity 

Under United States GAAP, accumulated other comprehensive income is recorded as a 
separate component of shareholder’s equity.  Prior to January 1, 2007, Canadian GAAP did 
not permit presentation of other comprehensive income.  This difference was eliminated as a 
result of the change in accounting principles under Canadian GAAP, as described in Note 2. 

f) Reconciliation to United States GAAP 

The application of the above described United States GAAP differences would have the 
following effect on earnings and comprehensive income (loss), earnings per share, marketable 
securities, investments, and total shareholders’ equity for United States GAAP purposes: 
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 2007  2006  2005 
Earnings     
As reported in accordance with Canadian GAAP $ 23,667 $ 43,701 $ 23,551
Adjustment for unrealized (loss) gain on trading securities - 213  (38)
Gain on dilution of shares - -  (252)
Fair value adjustment for derivatives - -  (250)

Net earnings under United States GAAP 23,667 43,914  23,011
Other comprehensive income   
Adjustment for unrealized holding gains (losses) - (2,545)  1,233

Comprehensive income  $ 23,667 $ 41,369  $ 24,496

Earnings per share under United States GAAP     

Basic $ 0.16 $ 0.30 $ 0.24

Diluted $ 0.16 $ 0.29 $ 0.24

Marketable securities   
Under Canadian GAAP $ - $ 1,865 $ 945
Adjusted for fair market value (note 17(b)) - 436  223

Under United States GAAP $ - $ 2,301 $ 1,168

Investments   
Under Canadian GAAP $ - $ 9,980 $ 17,117
Adjusted for fair market value (note 17(b)) - 3,388  7,313

Under United States GAAP $ - $ 13,368 $ 24,430

Total shareholders’ equity   
Share capital    
Under Canadian GAAP $ 207,161 $ 202,513 $ 138,891
Adjusted for reduction of stated capital (note 17(a)) 185,584  185,584  185,584

Under United States GAAP $ 392,745 $ 388,097 $ 324,475

Warrants and options   
Under Canadian and United States GAAP $ 6,934 $ 6,479 $ 6,772

Retained earnings (deficit)   
Under Canadian GAAP $ 76,539 $ 65,137 $ 26,645
Cumulative adjustments to deficit (185,584) (185,148)  (185,361)

Under United States GAAP $ (109,045)$ (120,011)$ (156,716)

Cumulative other comprehensive income   
Under Canadian GAAP $ - $ - $ -
Adjusted for fair value of investments - 2,232  4,777

Under United States GAAP $ - $ 2,232 $ 4,777

Total shareholders’ equity under  
United States GAAP $ 290,634 $ 276,797 $ 179,308

Statement of Cash Flows From   
Operating activities under Canadian and United States GAAP $ 27,769 $ 30,309 $ 10,310
Financing activities under Canadian and United States GAAP $ (5,473)$ 74,080 $ 56,025
Investing activities under Canadian and United States GAAP $ (1,200)$ (128,650)$ (39,138)

g) Significant accounting changes 

In July 2006, the Financial Accounting Standards Board “FASB” issued Interpretation No. 48 
“FIN 48”, “Accounting for Uncertainty in Income Taxes”.  FIN 48 was issued to address 
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financial statement recognition and measurement by an enterprise of a tax position taken or 
expected to be taken in a tax return.  The Company adopted this standard on January 1, 2007.  
This new standard did not have any impact on its consolidated financial statements. 

h) Impact of recently issued accounting standards 

(i) In September 2006, FASB issued SFAS No. 157 "Fair Value Measurements" ("SFAS No. 
157"), effective for periods beginning after November 15, 2007.  SFAS No. 157 defines 
fair value, establishes a framework for measuring fair value in generally accepted 
accounting principles, and expands disclosures about fair value measurements.  In 
December 2007, FASB issued SFAS 157-b, which provided for a one-year deferral of the 
implementation of SFAS No. 157 for financial assets and liabilities.  However, SFAS No. 
157 is still required to be adopted effective January 1, 2008, for financial assets and 
liabilities that are carried at fair value.  The Company is currently evaluating the impact 
of the adoption of this standard on its consolidated financial statements. 

(ii) In February 2007, FASB issued FASB Statement No. 159, The Fair Value for Financial 
Assets and Financial Liabilities Including an amendment of FASB No. 115, which 
provides an option to elect to treat certain financial assets and liabilities on a fair value 
basis.  This standard is effective for the Company’s 2008 financial statements.  The 
Company is currently evaluating the impact of the adoption of this standard on its 
consolidated financial statements. 

(iii) In December 2007, FASB issued SFAS 141(R) "Business Combinations" and SFAS 160 
"Non-controlling Interest in Consolidated Financial Statements" which are both effective 
for fiscal years beginning after December 15, 2008.  SFAS 141(R) which will replace 
FAS 141, is applicable to business combinations consummated after the effective date of 
December 15, 2008.  The Company is currently evaluating the impact of the adoption of 
this standard on its consolidated financial statements. 

i) Adjustment to comparative figures 

Comparative figures have been adjusted due to prior period disclosure errors relating to 
cumulative translation adjustment and other comprehensive income. 

 


