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Home Capital Group Inc. 1s
a holding company, publicly
traded on the Toronto Stock
Exchange (HCG.B), operating
through 1ts principal subsidiary,
Home Trust Company. Home
Trust 1s a federally regulated
trust company offering deposit,
mortgage lending, retail credit

and credit card 1ssuing services.

Licensed to conduct business
across Canada, Home Trust

has offices in Ontario, Alberta,

British Columbia and Nova Scotia.




Home Capital Group Inc.

exists to benefit its shareholders through the pursuit
of above average returns over the long term and with
a minimum of risk. This goal is pursued through
the positioning of Home Capital’s wholly owned
subsidiary, Home Trust Company. Home Trust’s business
activity is focused on unique niches in the Canadian
financial marketplace, each of which generates above
average returns, has below average risk and is not

served by the larger, traditional financial institutions.
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Financial Highlights

For the years ended December 31 (000’s)

Total assets

Loans

Deposits and borrowings

Shareholders’ equity

Revenue

Net income

Book value of common shares

Earnings per share — basic

Earnings per share — fully diluted

—~—]

g |

2 Calgary

3 Toronto

2002

$ 1,394,289

1,1

71,102

1,215,179

1

94,586
12,556
20,595

5.64

17

Seven-year cumulative total return on $100 investment
Comparison between S&P/TSX Composite Index (TSX) and Home Capital Group Inc. (HCG.B)

December 31, 1995 — December 31, 2002

2001 2000 1999 1998
1,136,220 892,078 738,136 538,876
958,564 776,177 635,939 471,841
995,120 794,666 671,068 493,386
75,203 49,501 40,453 33,620
91,728 70,606 53,021 42,069
14,860 10,452 8,081 6,067
4.60 3.34 2.74 2.27

0.99 0.71 0.55 0.46

0.91 0.66 0.52 0.39

return on equity surpassed 20% for fifth consecutive year

1995 1996 1997 1998 1999 2000 2001 2002

$3,527
HCG.B

$157
TSX

increasing growth in assets and earnings for 30 consecutive quarters

total assets increased by 22.7% over year-end 2001, reaching $1.39 billion

I Ve

both earnings and fully diluted earnings per share grew by more than 20% for seventh successive year

Home Capital Group Inc.
Stock price performance
Closing price as of December 31

1995 $0.42
1996 $0.82
1997 $3.25
1998 $3.49
1999 $4.10
2000 $5.90
2001 $11.15
2002 $14.50

Compounded annual
growth over 7 years
(1995 - 2002) 66%



Business Profile

Mortgages

Home Trust is regarded as the first choice alternative provider
of residential first mortgages and has developed a strong core
business by lending to borrowers who may not meet all
the lending criteria of the major financial institutions. With
prudent lending policies, an extensive mortgage broker
network and relationships with referral institutions, Home
Trust is well recognized as a leader in its market niche.

Investments
Home Trust provides deposit investment services, including

Certificates of Deposit, Guaranteed Investment Certificates,
‘? - Registered Retirement Savings Plans and Registered Retirement
Income Funds. Offering competitive rates and personal service,
Home Trust has developed an extensive client base and has
working relationships with hundreds of deposit brokers and

investment dealers.

Consumer Lending

VISA*
Home Trust VISA is the first credit card program in Canada

designed for individuals who wish to build or re-establish their
credit history. In addition, the secured Equity Plus VISA card
was introduced in 2002, enabling homeowners to access from
$10,000 to $50,000 of equity in their homes as needed through
a VISA credit card.

Retail Credit Services

Retail Credit Services provides installment financing for
customers making purchases from established businesses.
Launched in 2001, this division has developed relationships with
over 45 retailers and is experiencing steady, profitable growth.

Earnings per share Return on shareholders’ equity Book value of common shares
(basic in dollars) (percentage) (dollars per share)
9394 23.83 24.26

5.64
21.82
20.70
0.99 4.60
0.71 3.34
2.74
0.55 .
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Proven Results

Growth

The Company continues

regarded for our ability
to effectively manage
credit risk.

I | ' I
98 09 00 01

02

to excel in key financial Assets Revenue Shareholders’ equity

(millions) (millions) (millions)
measurements. The dev-
elopment and growth

1,394
of the core mortgage
business resulted in asset 1136 99 .
growth of 22.7%, an
increase in total revenue s 71
of 22.7% and a 25.8% 738 . 50
increase in shareholders’ 539 49 il
equity. I
98 99 00 01 02 98 99 00 01 98 99 00 01
Returns
Home Capital Group
maintains a strong return Pre-tax return on assets After-tax return on assets
. (percentage) (percentage)
on assets, posting pre-tax
return on assets of 2.21%
f by 22 wE
and after-tax return on 200 200 1o K .
assets of 1.63%. I I 1.37
I I |
98 99 00 01 02 98 99 00 01 02

Risk
The Company continues
to exceed all applicable Tier 1 capital to risk Total capital to risk Net impaired loans

weighted assets weighted assets as a percentage of
regulatory and related (percentage) (percentage) loan portfolio
standards. The level of
. . . 11.66 i 1498 14.52 0.52
impaired mortgages is 10.93 13.82

10.33 g
comparable to that of 12.58
major financial insti-
tutions. We are well

0.26
0.21

01

I 11'57 I
98 4y 00
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Performance vs. Target

Return on Equity

Target: 20% return on equity for the fifth consecutive year

Home Capital again exceeded 20% in after-tax return on equity,
reaching 24.3% at December 31, 2002, representing the fifth successive
year in which the Company surpassed 20% ROE.

After-tax return on equity

24.3%

at December 31, 2002

Earnings

Target: 20% growth in earnings

The Company’s strong growth in 2002 resulted in earnings of $20.6
million, an increase of 38.6% over the $14.9 million achieved in 2001.
Home Capital has now achieved growth in earnings in excess of 20% for

seven consecutive years.

Increase in earnings of

38.6%

over 2001

Earnings per Share

Target: 17% — 20% growth in fully diluted earnings per share

Fully diluted earnings per share rose 30.8% from $0.91 at year-end 2001
to $1.19 at December 31, 2002. This represents the seventh consecutive
year in which Home Capital has exceeded 20% growth in fully diluted
earnings per share.

Fully diluted earnings
per share grew

30.8%

over year-end 2001

Target: 20% growth in combined total assets and securitized

mortgages originated and managed by the Company

Total assets grew to $1.39 billion by December 31, 2002, an increase of
22.7% over the $1.14 billion achieved the previous year. The Company
also administers a portfolio of Mortgage-Backed Securities originated
and sold by Home Trust Company, which grew to $140.6 million at year-
end 2002 from $65.6 million recorded in 2001, and is not reflected in
the total assets. By including the administered MBS portfolio, the total
asset growth would stand at 27.7%.

Total assets increased

22.7%

over the previous year
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Report to Shareholders

2002 was another exceptional year for Home Capital. The Company recorded the best financial results in its
history and substantially exceeded all of its annual performance targets. Home Capital entered 2003 well

positioned to continue its track record of strong growth and profitability.
Among the highlights of 2002, Home Capital achieved

® its seventh consecutive year in which fully diluted earnings per share growth exceeded 20%, reaching a 30.8%

increase over 2001;
® after-tax return on equity of 24.3%, exceeding its 20% target for the fifth consecutive year;
® its 30™ consecutive quarter of consistent earnings growth in the fourth quarter of 2002; and

® total assets of $1.39 billion by year-end, an increase of 22.7% over year-end 2001.

A Record Year
Net income for 2002 rose 38.6% to $20.6 million. Net earnings per share increased by 26.3% to $1.25; fully diluted
earnings per share rose 30.8% to $1.19. Return on equity increased to 24.3%, representing the fifth consecutive

year in which after-tax return on equity has exceeded 20%.

Home Capital’s total assets continued to grow in 2002, reaching $1.39 billion by year-end. This represented an
increase of 22.7% over assets at the end of the previous year. In addition, the Company administers a portfolio of
Mortgage-Backed Securities (MBS) originated and sold by Home Trust, which is not included in the asset total.
The MBS portfolio more than doubled from $65.6 million at year-end 2001 to $140.6 million in 2002. The growth

in total assets combined with securitized mortgages was 27.7%.

This solid financial performance enabled Home Capital to increase the dividend paid on its outstanding common

shares from $0.10 to $0.12 per share on an annualized basis.
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Earnings per share growth of
g

26.3%

Nnow seven successive

years over 20 %

The Company’s strong underlying foundations and its success in delivering superior financial results again
attracted the attention of investors in 2002. The price of the Company’s shares on the Toronto Stock Exchange
(TSX) appreciated by 30% over the year from $11.15 per share at the close of 2001 to $14.50. This increase in
value occurred during a year in which the S&P/TSX composite index declined by 14%.

A Strong Focus on Risk Management
A prudent approach to risk management and adherence to well-regarded underwriting techniques have been
vital to Home Capital’s ongoing success. Net impaired loans at the end of 2002 represented 0.35% of the total

portfolio, down from 0.52% at the end of the previous year.

In 2002, the Company set and achieved the goal of attaining 100 basis points of risk-weighted assets in its general
allowance. This provision stood at $7.6 million by December 31, 2002, representing 100.1 basis points of risk-weighted

assets and an increase of 8.9 basis points over year-end 2001.

At December 31, 2002, the Company’s tier 1 regulatory capital rose to $88.1 million from the $66.1 million reported
at the end of 2001. Total capital rose to $109.6 million from $86.4 million in 2001. The total capital ratio at year-end
was 14.5%, which is higher than the average of the six leading Canadian banks at 12.2% as of October 31, 2002.

MBS Program Contributes to Company’s Success

Home Trust’s mortgage securitization program is enabling it to increase its lending activity, without corresponding
capital requirements, while providing a broader, competitive spectrum of residential mortgage offerings to
the marketplace. During 2002, Home Trust issued $94.9 million in MBS, resulting in revenues of $3.7 million,
bringing total revenues to $4.4 million for the year. The total portfolio of Mortgage-Backed Securities at year-end

was $140.6 million, an increase of 114% over the previous year.
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Return on equity of

24.3%

exceeding 20% after-tax

ROE for fifth consecutive year

Consumer Lending Continues to Grow
Home Capital made substantial progress in 2002 in developing both its Retail Credit Services and VISA card program
for profitable future growth.

Retail Credit Services provides installment financing for customers purchasing products through 47 established
businesses. Established in 2001, this line of business made a contribution to earnings in 2002, finishing the year

with $8.8 million in receivables. Retail Credit Services will continue to pursue steady, profitable growth.

The number of VISA cardholder accounts at year-end totalled 22,265, with receivables of $16.2 million. Based on the
results of product testing, the Company decided in early 2002 to focus on offering VISA cards secured by cash deposits
or home equity, while phasing out unsecured credit cards. Introduced in 2002, the secured Equity Plus VISA
enables qualifying homeowners to access from $10,000 to $50,000 of equity in their homes as needed through
a VISA credit card. This new product has been well received and is expected to enjoy healthy growth in 2003.

A Keen Focus on the Customer
Home Capital is very clear about the market it serves — primarily residential mortgage borrowers whose financial

profiles and needs do not match the criteria of the major financial institutions.

Canada Mortgage and Housing Corporation (CMHC) reports that the total value of residential mortgages
outstanding in Canada is approximately $517 billion, and has been growing by 5% — 8% per year over the past
decade. Approximately 20% of people who apply for mortgage financing do not qualify with conventional
lenders. This represents a market of more than $100 billion. Home Trust’s total mortgage portfolio at year-end
was $1.2 billion, or slightly more than one percent of this large target market, indicating continuing opportunities

for future growth.
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Increasing growth in
8 8

earnings and assets for

consecutive quarters

The Company works hard to understand, anticipate and serve the needs of these borrowers. It is building a
national presence to meet the needs of this underserved market. In 2002, Home Trust opened a new branch
in Halifax to serve its growing client base in Nova Scotia and New Brunswick and expanded its presence
in other centres. The Company hired 33 additional staff and implemented new computer and administration
systems to support continuing growth. Meanwhile, Home Trust’s sales and marketing staff continues to build
strong and mutually beneficial relationships with the Company’s highly esteemed network of mortgage brokers,

who remain a cornerstone of its business.

The Fundamentals of Success

Adherence to a proven strategy and a strong set of business principles lie at the heart of Home Capital’s record
of success. The Company continues to exercise vigilance in managing risk and is committed to strong lending
fundamentals. In addition, Home Capital is grateful for the efforts of hundreds of dedicated professionals both
outside and within the Company. These include our valued network of mortgage brokers, as well as our
customers, partners and shareholders. We are deeply appreciative of the dedication of our 164 employees,

whose professionalism and hard work have contributed significantly to the Company’s success.

Encouraging Outlook for 2003

Several factors contributed to Home Capital’s outstanding performance in 2002. These included a growing
population in key urban markets, consistent demand for residential housing, favourable mortgage rates and a
shortage of affordable rental accommodation. These dynamics are expected to continue to benefit Home Capital

in 2003 and future years.
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Achieved total asset growth of

22.7%

over 2001, reaching $1.39 billion

Each year, the Company identifies key financial performance targets for the next business year. The objectives for
2003 include

® 20% return on equity for the sixth consecutive year;

® 20% growth in earnings;

® 20% growth in fully diluted earnings per share; and

® 20% growth in combined total assets and securitized mortgages originated and managed by the Company.

Home Capital had a superb year in 2002. Looking ahead, all the key drivers for ongoing success remain
in place. Consumer demand for our products and services is robust. We remain optimistic about our ability to

continue generating superior returns for all shareholders in 2003.

(signed) William A. Dimma (signed) Gerald M. Soloway
William A. Dimma Gerald M. Soloway
Chairman of the Board President and Chief Executive Officer
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b) Issued

Number Number
of Shares 2002 of Shares 2001
Convertible Class ‘A’ shares
Balance at Beginning of Year 3,025,000 $ 1,390,000 3,025,000 $ 1,390,000
Conversion to Class ‘B’ Subordinated
Voting Shares (1,770,833) (813,705) - -
Balance at End of Year 1,254,167 $ 576,295 3,025,000 $ 1,390,000
Class ‘B’ Subordinated Voting Shares
Balance at Beginning of Year 13,322,610 29,906,523 11,779,395 17,239,583
Conversion From
Convertible Class ‘A’ Shares 1,770,833 813,705 - -
Options Exercised 476,285 1,505,177 215,215 455,298
Shares Issued - - 1,400,000 12,513,942
Normal Course Issuer Bid (65,000) (871,485) (72,000) (302,300)
Balance at End of Year 15,504,728 $ 31,353,920 13,322,610 $ 29,906,523
Total Capital Stock $ 31,930,215 $ 31,296,523

On January 25, 2002, a share conversion took place that reduced the issued balance of the convertible Class ‘A’
shares. The holders of the Company’s convertible Class ‘A’ shares converted 1,770,833 of this class into the

same number of single-vote Class ‘B’ subordinated voting shares.

c¢) Normal Course Issuer Bid

On October 19, 1998, the Company filed a Normal Course Issuer Bid which allows it to purchase over a twelve-
month period up to the greater of (i) 5% of the issued and outstanding shares on October 19, 1998, or
(if) 10% of the public float outstanding on October 19, 1998. This was renewed on October 29, 2002 for a
further twelve-month period. This renewal allows the Company to purchase up to 5% (or 773,945 shares)
of the outstanding Class ‘B’ subordinated voting shares outstanding on October 31, 2002 over this twelve-
month period.

During the year, 65,000 shares were purchased (2001 — 72,000). The cost of the shares was allocated as
follows: (i) share capital was reduced by the average per share amount on the transaction date, which
amounted to $871,485 (2001 — $302,300); and (ii) there was no excess to apply against contributed surplus as
this was fully utilized in 2001 (2001 - $266,825).

d) Stock Options
Options outstanding and granted to directors, executives and employees of the Company are for Class ‘B’

subordinated voting shares. The details and changes in the issued and outstanding options are as follows:

2002 2001

Weighted Weighted

Number Average Number Average

of Options Exercise Price of Options Exercise Price

Outstanding at Beginning of Year 734,785 $ 4.07 905,000 $ 3.34
Issued 495,000 13.89 45,000 9.37
Exercised (476,285) 3.16 (215,215) 2.12
Cancelled (40,000) 6.23 - -
Outstanding at End of Year 713,500 $ 11.37 734,785 $ 4.07
Exercisable at End of Year 243,500 $ 6.59 514,785 $ 3.50
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Notes to the Consolidated Financial Statements

The Company’s stock option plan (the “Plan”) was approved by the shareholders of the Company on
December 31, 1986. The Plan was amended effective May 29, 2002 to conform the Plan to the TSX’s Revised
Policy on Listed Company Share Incentive Arrangements. Under the amended Plan, the maximum number of
Class ‘B’ subordinated voting shares that may be issued under the Plan as amended is 1,468,334 representing
approximately 8.9% of the aggregate number of Class ‘A’ shares and Class ‘B’ subordinated voting shares, which
were issued and outstanding on April 19, 2002. The exercise price of the options shall be fixed by the Board of
Directors (the “Board”) at the time of issuance at the “market price” of such shares subject to all applicable reg-
ulatory requirements. The market price per share shall not be less than the weighted average price at which
the Class ‘B’ shares of the Company have traded on the Toronto Stock Exchange during the two trading days
immediately preceding the date on which the option is approved by the Board. The period of exercise of any
option will not extend beyond a period of ten years from the date of grant of the option. The period within
which an option or portion thereof may be exercised by a participant will be determined in each case by
the Board.

As at December 31, 2002, stock options outstanding to acquire Class ‘B’ subordinated voting shares were

as follows:
Stock Options Stock Options Exercise Price Expiry
Outstanding Exercisable Per Share Date
Options Granted to:
Directors 12,500 12,500 4.34 04,/21/2004
15,000 15,000 3.93 05/26/2004
15,000 15,000 4.00 10/20/2004
10,000 10,000 3.80 03/23/2005
20,000 20,000 9.37 07/25/2006
15,000 15,000 15.50 06,/18,/2007
100,000 - 13.52 **  03/06/2007
132,500 - 14.29 **  12/05/2009
320,000 87,500
Employees 12,500 12,500 4.34 04/21/2004
105,500 105,500 5.75 10/20/2005
13,000 13,000 6.05 12/04/2005
25,000 25,000 9.37 07/25/2006
172,500 - 13.52 *#*  03/06/2007
65,000 - 14.29 **  12/05/2009
393,500 156,000
Total 713,500 243,500 6.59

**The Company granted certain employees and directors the right to receive stock options of 272,500 and 197,500 if certain performance
criteria was met. As at December 31, 2002 the performance criteria had not been met. As a result, the contingently issuable options have not
been included in the computation of basic or diluted earnings per share.

Fair Value Compensation of Stock Options

We have determined the fair value of options granted using the Black-Scholes Options Pricing Model. The
weighted average fair value of the options granted after January 1, 2002 was $2.96 for the March 2002 issue and
$5.16 for the December 2002 issue. The following weighted average assumptions were used to determine the

fair value of the options on the date of grant.

March December

2002 2002

Expected Dividend Yield 3.07% 3.07%
Expected Share Price Volatility 29.00% 30.04%
Risk-free Rate of Return 4.38% 4.25%
Expected Period Until Exercise 4.1 years 7.0 years
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The following table illustrates the impact on our net income and on our earnings per share if we had recorded
employee compensation expense in the current year based on the fair value of all outstanding stock options on

their grant date:

2002
Pro-forma Net Income (in Thousands) $ 20,411
Pro-forma Earnings Per Share - Basic $ 1.24
Pro-forma Earnings Per Share - Diluted $ 1.18

e) Net Income per Share
Net income per share is determined as net income for the year divided by the average number of convertible
Class ‘A’ and Class ‘B’ subordinated shares outstanding.

14. INCOME TAXES

Components of income tax expense:

2002 2001

Current Income Taxes
Federal $ 3,924,020 $ 1,524,654
Provincial 1,857,784 771,295
5,781,804 2,295,949

Future Income Taxes

Federal 1,132,284 2,970,704
Provincial 490,015 1,407,651
1,622,299 4,378,355

$ 7,404,103 $ 6,674,304

Reconciliation of income taxes:

2002 2001
Income Before Income Taxes $ 27,998,960 $ 21,533,873
Income Taxes at Statutory Combined Federal and Provincial Tax Rate ~ $ 10,813,199 $ 8,988,239
Increase (Decrease) From Statutory Income Tax Rate Resulting From:
Tax-exempt Income (2,946,908) (1,880,119)
Non-deductible Expenses 23,834 21,313
Capital Losses (Gains) (8,180) 75,261
Goodwill Amortization - 38,800
Future Tax Rate Reductions (327,138) (425,090)
Other (150,704) (144,100)

$ 7,404,103 $ 6,674,304

The combined federal and provincial income tax rate varies each year according to changes in the statutory
rates imposed by the federal and provincial governments. The effective rates of income tax in the consolidated
statement of income are different from the combined federal and provincial income tax rate of 38.62%
(2001 - 41.74%).

During 2001, federal income tax rate decreases proposed in the October 18, 2000 federal government
Economic Statement and Budget Update and the provincial income tax rate decreases proposed in several
provincial budgets during the year were passed into law. As a result, the Company recognized a reduction of
$327,138 (2001 — $425,090) to its income tax expense thereby decreasing the future tax liabilities in recog-

nition of the fact that temporary differences will reverse when the tax rates are lower.

Home Capital Group Inc. / Annual Report 2002 / 43



Notes to the Consolidated Financial Statements

Sources of future income tax balances:

2002 2001

Future Income Tax Liabilities
Deferred Charges $ 3,209,014 $ 2,480,053
Market-to-Market Adjustments 680,984 404,436
Mortgage-Backed Securities 3,108,218 1,876,455
Development Costs 934,900 1,237,006
7,933,116 5,997,950

Future Income Tax Assets

Allowance for Credit Losses 268,226 483,054
Unearned Income 780,370 252,674
1,048,596 735,728
Net Future Income Tax Liability $ 6,884,520 $ 5,262,222

15. EMPLOYEE SHARE PURCHASE PLAN

Effective January 1, 2001, qualifying employees of Home Trust have the option to purchase shares in the
Company. Under the Employee Share Purchase Plan, qualifying employees can choose each year to have up to
10% of their annual base earnings withheld to purchase Class ‘B’ subordinated voting shares. Home Trust
matches 50% of the employee’s contribution amount. All contributions are used by the Plan’s trustee to
purchase the Class ‘B’ subordinated voting shares during each pay period in the open market. Home Trust’s
contributions are fully vested immediately. Home Trust’s contributions are expensed as paid and totalled
$137,889 for 2002 ($115,500 in 2001).

16. LEASE COMMITMENTS

Contractual obligations in respect of operating leases as at December 31, 2002 are as follows:

2003 $ 720,686
2004 672,984
2005 561,744
2006 323,103
2007 225,443
2008 and Thereafter 35,512
$ 2,539,472

2002 2001

Rent Paid During the Year $ 1,031,779 $ 762,365

17. LOAN COMMITMENTS

Outstanding commitments for future advances on mortgages with terms of one to five years amounted
to $98,910,816 as at December 31, 2002 (2001 — $38,592,244). The commitments remain open until
November 2003 for 2002 and June 2002 for 2001. The average rate on mortgage commitments is 7.57% (2001
- 7.77%). Commitments to extend credit representing unutilized portions of authorizations to extend credit
on the credit card loans amount to $9,581,718 as at December 31, 2002 (2001 — $4,900,650). The average rate

on credit card authorization is 16.43%.
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18. FINANCIAL INSTRUMENT

The table below provides an analysis of the Company’s derivative portfolio and related credit exposure:

2002
Current Credit Risk- Fair
Notional Replacement Equivalent Weighted Market
Amount Cost Amount Balance Value
Foreign Exchange Contract
Forward Contract
Due Within One Year $ 8,284,000 $ 245,000 $ 328,000 $ 164,000 $ 8,529,000

The following terms are used in the derivatives table above: notional amount represents the amount to which a rate or price is applied

in order to calculate the amount of cash that must be exchanged under the contract; replacement cost represents the cost of replacing the
contract which has a positive fair value using current market rates; credit risk equivalent represents the total replacement cost and the
potential future credit exposure, if the counterparty defaults; risk-wighted balance represents the credit risk equivalent, weighted based on

the creditworthiness of the counterparty, as prescribed by the Office of the Superintendent of Financial Institutions Canada.
® The Company has contracted to deliver United States dollars in exchange for Canadian dollars.

Note: the Company had no financial instruments in fiscal 2001.

19. SUBSEQUENT EVENT

On December 12, 2002, the Company entered into an agreement with Canadian Western whereby Canadian
Western provided a subordinated secured loan of $5,000,000 for a period of five years. The proceeds of this
subordinated secured loan were received on January 23, 2003 and used to repay the $5,000,000 subordinated
secured loan with Surrey Metro.

The terms of the subordinated secured loan are as follows:

i) the principal of the subordinated secured loan, together with all accrued and unpaid interest is due
and payable in full on July 10, 2007;

ii) interest is payable per annum equal to the bank’s prime lending rate plus 4%;

iii) as collateral for the subordinated secured loan, the Company has provided a promissory note, a gen-
eral security agreement, subject only to permitted encumbrances not exceeding $10,000,000 and
security granted by the Company in favour of the “first security” to Canadian Western, a secondary
pledge of all the issued and outstanding shares in the capital of Home Trust, and an assignment of
$5,000,000 in subordinated notes issued to Home Trust.

20. FAIR VALUE OF FINANCIAL INSTRUMENTS

The amounts set out in the following table represent the fair values of the Company’s financial instruments,
both on- and off-balance sheet, of which the valuation methods and assumptions are described below. The esti-
mated fair value amounts are designed to approximate amounts at which financial instruments could be
exchanged in a current transaction between willing parties who are under no compulsion to act. However,
many of the Company’s financial instruments lack an available trading market. Therefore, fair values are based
on estimates using present value and other valuation techniques, which are significantly affected by assump-
tions used concerning the amount and timing of estimated future cash flows and discount rates, which reflect
varying degrees of risk. Because of the estimation process and the need to use judgement, the aggregate fair
value amounts should not be interpreted as being necessarily realizable in an immediate settlement of the

instruments.
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Notes to the Consolidated Financial Statements

2002 2001
Fair Value Fair Value
Book Fair  Over/(Under) Book Fair  Over/(Under)
($ thousands) Value Value Book Value Value Value Book Value
Assets
Cash Resources $ 55,5635 $ 55,5635 $ = $ 50,001 $ 50,001 $ -
Securities 129,760 127,737 (2,023) 99,458 98,620 (838)
Loans 1,171,102 1,229,149 58,047 958,564 1,001,041 42,477
Other 37,892 38,370 478 28,196 28,301 105
Liabilities
Senior Term
Loans - - - 8,000 8,000 -
Term Loan 10,000 10,000 - - - -
Subordinated
Secured Loan 5,000 5,000 - 5,000 5,000 -
Deposits and
Borrowings 1,215,179 1,238,694 23,515 995,121 1,058,079 62,958
Other 69,523 69,523 - 52,897 52,897 -

Off-balance Sheet
Financial Instruments

Credit Commitments $ 108,493 $ 112,456 $ 3,963 $ 43,493 $ 46,036 $ 2,543
Financial Instrument 8,284 8,529 245 - - -

The following methods and assumptions were used to estimate the fair values of both on- and off-balance sheet

financial instruments:

¢ cash resources, other assets and other liabilities are assumed to approximate their carrying values, due to

their short-term nature
® securities are assumed to be equal to their market values as provided in Note 3

¢ fair value of loans is determined by discounting the expected future cash flows of the loans at market rates

for loans with similar terms and credit risks
* other assets have been adjusted for the fair value of the Mortgage-Backed Securities
® book value of the term loan approximates its fair value
® book value of the subordinated secured loan approximates its fair value

¢ fair value of deposits payable on demand approximates their carrying values, fixed rate deposits are deter-
mined by discounting the contractual cash flows using the market interest rates currently offered for

deposits with similar terms and risks

e fair value of credit commitments is determined by discounting the expected future cash flows of the loan

commitments at market rates for loans with similar terms and credit risks

¢ financial instruments are assumed to be equal to the market value as provided in Note 18
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21. EARNINGS BY BUSINESS SEGMENT

The following charts illustrate the earnings of the Company by business segment:

2002
Consumer
Lending
Mortgage Retail Services
Business and Credit Cards Other** Total
Net Interest Income $ 33,295,180 $ 3,653,045 $ 8,913,676 $ 45,861,901
Provisions for Credit Losses (1,660,910) (1,927,090) - (3,588,000)
Fees and Other Income 5,990,209 3,296,126 - 9,286,335
(Loss) Gain on Securities and
Mortgage-Backed Securities 4,389,222 - (2,309,770) 2,079,452
Non-Interest Expense (15,812,751) (5,442,591) (4,385,386) (25,640,728)
Net Income (Loss) Before
Provision for Income Taxes 26,200,950 (420,510) 2,218,520 27,998,960
Provision for Income Taxes 6,709,712 (162,401) 856,792 7,404,103
Net Income (Loss) 19,491,238 (258,109) 1,361,728 20,594,857
2001
Consumer
Lending
Mortgage Retail Services
Business and Credit Cards Other** Total
Net Interest Income $ 25,668,762 $ 370,064 $ 6,654,782 $ 32,693,608
Provisions for Credit Losses (936,400) (1,511,335) - (2,447,735)
Fees and Other Income 4,728,117 5,048 - 4,733,165
(Loss) Gain on Securities and
Mortgage-Backed Securities 3,002,113 - 5,821 3,007,934
Non-Interest Expense (12,536,721) (264,287) (3,652,091) (16,453,099)
Net Income (Loss) Before
Provision for Income Taxes 19,925,871 (1,400,510) 3,008,512 21,533,873
Provision for income taxes 6,003,124 (584,573) 1,255,753 6,674,304
Net Income (Loss) 13,922,747 (815,937) 1,752,759 14,859,569

*#*Other — includes other investments and corporate activities.
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