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PACIFIC & WESTERN CREDIT CORP.

Consolidated Balance Sheet
October 31, 2010, and 2009

(thousands of doliars)

2010 2009
(restated — note 2)
Assets
Cash and cash equivalents $ 96,989 $ 172,297
Securities (note 4(a)) 234,661 271,660
Loans, net of allowance for credit losses (note 6(a)) 964,862 929,831
Other assets (note 7) 26,220 35,132

$ 1,322,732 3 1,408,820

Liabilities and Shareholders' Equity

Deposits (note 8) $ 1,150,903 $ 1,217,136
Notes payable (note 9) 75,559 77,933
Other liabilities (note 10) 38,396 71,293
1,264,858 1,366,362
Preferred share liabilities (note 11) 40,744 27,892
Shareholders' equity:
Share capital (note 12) 44,054 40,226
Retained earnings (deficit) (20,548) (12,407)
Accumulated other comprehensive income (loss) (6,376) (13,153)
17,130 14,666

Commitments and contingencies (note 22)

$ 1,322,732 $ 1,408,920

See accompanying notes to consolidated financial statements.

On behalf of the Board:

AT (2 e

David R. Taylor C. Scott Ritchie
President and Chief Executive Officer Chairman of the Board



PACIFIC & WESTERN CREDIT CORP.

Consolidated Statements of Operations
Years ended October 31, 2010 and 2009

(thousands of dollars, except per share amounts)

2010 2009
Interest income:
Loans $ 44,383 $ 56,083
Securities 13,493 21,255
Loan fees 4,168 1,660
62,044 78,998
Interest expense:
Deposits and other 41,672 64,708
Notes payable 8,355 8,892
Preferred share liabilities 4,499 548
54,526 74,148
Net interest income 7,518 4,850
Provision for (recovery of) credit losses (note 6(b)) (1,163) 3,449
Net interest income after provision for credit losses 8,681 1,401
Other income (note 14) 349 1,449
Net interest and other income 9,030 2,850
Non-interest expenses:
Salaries and benefits 7,576 6,942
General and administrative 7,689 5,936
Premises and equipment 2,020 2,089
17,285 14,967
Loss before income taxes (8,255) (12,117)
Income taxes (note 15) (181) (2,222)
Net loss $ (8,074)  § (9,895)
Basic earnings (loss) per share (note 16) $ (0.58) $ (0.74)
Diluted earnings (loss) per share (note 16) $ (0.58) $ (0.74)

See accompanying notes to consolidated financial statements.



PACIFIC & WESTERN CREDIT CORP.

Consolidated Statements of Comprehensive Income (Loss)
Years ended October 31, 2010 and 2009

(thousands of dollars)

2010 2009
Net loss $ (8,074) $ (9,895)
Other comprehensive income, net of tax
Net unrealized gains on assets held as available-for-sale M 6,992 1,767
Amount transferred to net loss for
available-for-sale assets @ (446) 984
Amount transferred to net loss for impairment
writedowns on available-for-sale assets 231 —
Other comprehensive income 8,777 2,751
Comprehensive loss $  (1,297) §  (7,144)

™ Net of income tax benefit (expense) of ($2,856) (2009-($721)).
@ Net of income tax benefit (expense) of $390 (2009-(5413)).
@ Net of income tax benefit (expense) of ($95) (2009-$nil).

See accompanying notes to consolidated financial statements.



PACIFIC & WESTERN CREDIT CORP.

Consolidated Statements of Changes in Shareholders’ Equity

Years ended October 31, 2010 and 2009

(thousands of dollars)

2010

2009

Common shares (note 12):

(restated — note 2)

Balance, beginning of year $ 35817 $ 35863
Issued on payment of Class B preferred share dividend 2,478 154
Balance, end of year $ 38,295 $ 35817
Preferred shares (note 12):

Class A preferred shares:

Balance, beginning of year $ 1,061 $ 3,545
Converted during the year - (2,484)
Balance, end of year $ 1,061 3 1,061
Class B preferred shares:

Balance, beginning of year $ 3,022 3 -
Issued during the year, net of costs 1,240 3,022
Balance, end of year 3 4,262 $ 3,022
Contributed surplus (notes 12 & 13):

Balance, beginning of year $ 326 3 179
Fair value of stock options granted 110 147
Balance, end of year $ 436 $ 326
Retained earnings (deficit):

Balance, beginning of year $ (12,407) 3 (2,157)
Net loss (8,074) (9,895)
Dividends paid (67) (355)
Balance, end of year $ (20,548) $  (12,407)
Accumulated other comprehensive income (loss) net of taxes (note 12):

Balance, beginning of year $ (13,153) $ (15904)
Other comprehensive income 8,777 2,751
Balance, end of year $ (6,376) $ (13,153)
Total shareholders’ equity $ 17,130 $ 14,666

See accompanying notes to consolidated financial statements.



PACIFIC & WESTERN CREDIT CORP.

Consolidated Statements of Cash Flows

Years ended October 31, 2010 and 2009

(thousands of dollars)

2010 2009
Cash provided by (used in):
Operations:
Net loss 3 (8,074) % (9,895)
Items not involving cash:
Provision for (recovery of) credit losses (1,163) 3,449
Impairment writedown on securities 326 -
Change in derivative financial instruments (246) 296
Future income tax recovery (181) (2,222)
Stock-based compensation 110 147
Gain on disposal of securities (2,641) (9,970)
Gains realized on securitization (1,348) -
Unrealized losses on held for trading securities 499 -
Interest expense on preferred share liabilities 2,478 154
Gain on real estate held for sale (267) (626)
Loss on sale of available-for-sale assets 463 -
Change in other assets and liabilities 18,813 (6,157)
8,769 (24,824)
Investing:
Purchase of securities (680,187) (975,356)
Proceeds from sale and maturity of securities 726,870 876,806
Loans (56,303) 178,043
Proceeds from mortgage securitizations 24,332 -
Securitization retained interests 2,383 -
17,095 79,493
Financing:
Deposits (66,233) (172,319)
Other financings (46,578) 46,578
Notes payable (2,812) 35,893
Preferred share liabilities 14,318 -
Dividends paid (87) (355)
(101,172) (90,203)
Decrease in cash and cash equivalents (75,308) (35,534)
Cash and cash equivalents, beginning of year 172,297 207,831
Cash and cash equivalents, end of year $ 96,989 $ 172,297

Supplementary cash flow information:
Interest paid during the year
Income taxes paid during the year

52,137 $ 77,598

© &

See accompanying notes to consolidated financial statements.



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

Pacific & Western Credit Corp. (the “Corporation”), is a holding company whose shares trade on the
Toronto Stock Exchange. lts wholly-owned and principal subsidiary is Pacific & Western Bank of
Canada (“PWB" or the "Bank”) which operates as a Schedule | bank under the Bank Act (Canada).
Pacific & Western Bank of Canada is involved in the business of providing financial solutions to
clients in selected niche markets.

1. Significant accounting policies:

These consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles. The preparation of financial statements in accordance
with generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the balance sheet date and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

The significant accounting principles used in the preparation of these consolidated financial
statements are summarized below:

a)

b)

Investments:

The Corporation holds 100% of the common shares of Pacific & Western Bank of Canada,
Arctic Financial Ltd., PW Capital Inc., Pacific & Western Public Sector Financing Corp. and
Versabang Innovations Inc. The consolidated financial statements include the accounts of
these subsidiaries.

All significant intercompany accounts and transactions have been eliminated.

Variable Interest Entities:

Variable interest entities (“VIE's") are consolidated in situations where the Corporation is
determined to be the primary beneficiary. A VIE is defined as an entity which either does not
have sufficient equity at risk to finance its activities without additional subordinated financial
support or where the holders of the equity at risk lack the characteristics of a controlling
financial interest.

Cash and cash equivalents:

Cash and cash equivalents include government treasury bills and deposits with Canadian
chartered banks with less than ninety days to maturity from the date of acquisition, net of
cheques and other items in transit.



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

1.

Significant accounting policies - continued:

d)

Securities:
Settlement date accounting is used for all securities.

The Corporation holds securities for investment purposes with the original intention of holding
the securities to maturity or until market conditions render alternative investments more
attractive. The Corporation accounts for securities as either held-to-maturity, held for trading
or as available-for-sale (see note 1(m)). Any impairment in the underlying value of securities,
other than a temporary impairment, is recorded as a charge to income in the year in which it
occurs.

Loans:

Loans are initially measured at fair value plus incremental direct transaction costs. Loans are
subsequently re-measured at their amortized cost, net of allowance for credit losses, using
the effective interest method.

Interest income is accounted for on the accrual basis, except on loans classified as impaired.
A loan is classified as impaired when, in management's opinion, there has been deterioration
in credit quality to the extent that there is no longer reasonable assurance as to the timely
collection of the full amount of principal and interest. Loans where interest or principal is
contractually past due 90 days are automatically recognized as impaired, unless
management determines that the loan is fully secured, in the process of collection and the
collection efforts are reasonably expected to result in either repayment of the loan or
restoring it to a current status within 180 days from the date the payment has become
contractually in arrears. All loans are classified as impaired when interest or principal is past
due 180 days, except for loans guaranteed or insured by the Canadian government,
provinces, territories, or a Canadian government agency, which are classified as impaired
when interest or principal is contractually 365 days in arrears.

When a loan is classified as impaired, accrual of interest on the loan ceases and the carrying
amount of the loan is reduced to its estimated realizable amount. Estimated realizable
amounts are measured by discounting the expected future cash flows, if they can be
reasonably estimated, using the effective interest rate inherent in the loan. When the
amounts and timing of cash flows cannot be reasonably estimated, the carrying amount of
the loan is reduced to its estimated net realizable value based on either:

i) the fair value of any security underlying the loan, net of expected costs of realization,
and,

i) observable market prices for the loan.



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

1.

Significant accounting policies - continued:

e)

Loans - continued:

As long as the loan remains classified as impaired, payments received will be credited to the
carrying value of the loan. A loan will be returned to accrual status only when the timely
collection of both principal and interest is reasonably assured and all arrears payments of
principal and interest are brought current.

Loan fees in excess of estimated administrative costs are considered to be adjustments to
loan yields and are recognized in income over the appropriate lending or commitment period.

Real estate acquired as settlement of loans is stated at fair value based on appraised values
or prices for similar assets.

Allowance for credit losses:

The Corporation maintains an allowance for credit losses which, in management's opinion, is
adequate to absorb all credit related losses in its portfolio of both on and off-balance sheet
items. The allowance for credit losses consists of specific provisions, being provisions
against specific credit exposures determined on an item-by-item basis, and a general
provision for losses which have occurred but where such losses cannot be determined on an
item-by-item basis.

In assessing existing credit losses, management must rely on estimates and exercise
judgement regarding matters for which the ultimate outcome is unknown. Changes in
circumstances may cause future assessments of credit risk to be significantly different than
current assessments and may require an increase or decrease in the allowance for credit
losses.

Capital assets:

Capital assets are carried at cost less accumulated amortization. Costs of additions and
betterments are capitalized.

Amortization is calculated using the straight-line method over the estimated useful fives of
assets ranging from five to twenty years.

Securities sold under repurchase agreements:

Securities sold under repurchase agreements represent short term financing transactions
where the Corporation sells securities that it already owns and simultaneously commits to
repurchase the securities at a specified price on a specified date in the future.



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

1.

Significant accounting policies - continued:

i)

Income taxes:

The Corporation follows the asset and liability method of accounting for income taxes. Future
tax asseis and liabilities are measured using enacted or substantively enacted tax rates
expected to apply to taxable income in the years when temporary differences are expected to
be recovered or settled.

Stock-based compensation:

Employee stock options are accounted for using the fair value method which recognizes the
fair value of the stock option over the applicable vesting period as an increase in salaries and
benefits expense. The Corporation’s stock option plan is described in note 13.

For deferred share units that call for settlement in cash, the Corporation records a charge to
salaries and benefits expense for the difference between the market value of the
Corporation’s common shares and the option price, if any. Changes in the market value of
the Corporation’s common shares result in a change in the measure of compensation for the
units. Deferred share units granted by the Corporation are described in note 13.

The Corporation accounts for grants of warrants to non-employees in accordance with the
fair value method.

Derivative instruments:

Derivatives are carried at fair value and are reported as other assets when they have a
positive fair value and as other liabilities when they have a negative fair value. Derivatives
may be embedded in other financial instruments. Derivatives embedded in other financial
instruments are valued as separate derivatives when their economic characteristics and risks
are not clearly and closely related to those of the host contract; the terms of the embedded
derivative would meet the definition of a derivative if it was a free standing instrument; and
the combined contract is not held for trading or designated at fair value. For financial
statement disclosure purposes the embedded derivatives are combined with the host
contract.

Interest rate swap agreements are entered into for asset liability management (*ALM")
purposes.

When hedge accounting criteria are met, derivative contracts are accounted for as described
below.

To meet the criteria for hedge accounting, the Corporation documents all relationships
between hedging instruments and hedged items, as well as its risk management objective
and strategy for undertaking various hedge transactions. This process includes linking all
derivatives to specific assets or liabilities on the Consolidated Balance Sheets or to specific



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

1.

Significant accounting policies - continued:

k)

Derivative instruments (centinued):

firm commitments or forecasted transactions. The Corporation also formally assesses, both
at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in
hedging transactions are effective in offsetting changes in fair values or cash flows of hedged
items.

There are three main types of hedges: (i) fair value hedges, (i) cash flow hedges and (iii) net
investment hedges.

At October 31, 2010 and 2009, the Corporation had only fair value hedges outstanding. In a
fair value hedge, the change in the fair value of the hedging derivative is offset in the
Consolidated Statements of Operations by the changes in the fair value of the hedged item
relating to the hedged risk. The Corporation utilizes fair value hedges primarily to convert
fixed rate financial assets to floating rates. The main financial instrument designated in fair
value hedging relationships consists of loans. If the derivative expires or is sold, terminated,
no longer meets the criteria for hedge accounting, or the designation is revoked, hedge
accounting is discontinued. Any adjustment up to that point to a hedged item for which the
effective interest method is used, is amortized to the Consolidated Statements of Operations
as part of the recalculated effective interest rate of the item over its remaining term.

Any hedge ineffectiveness is measured and recorded in the current period net interest
income in the Consolidated Statements of Operations.

Derivative contracts which do not qualify for hedge accounting are marked-to-market and the
resulting net gains or losses are recognized in other income in the Consolidated Statements
of Operations in the current year.

Administrative and other income:

Administrative and other income is recognized on an accrual basis as services are
performed.

Financial instruments

All financial assets are classified as one of the following: held-to-maturity, held for trading,
available-for-sale or loans and receivables. All financial liabilities are classified as held for
trading or other liabilities. Financial assets and liabilities held for trading are measured at fair
value with gains and losses recognized in net income. Financial assets that are classified as
held-to-maturity, loans and receivables and financial liabilities other than those held for
trading, are measured at amortized cost based on the effective interest method. Available-
for-sale instruments are measured at fair value with gains and losses, net of tax, recognized
in other comprehensive income.

10



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

1.

Significant accounting policies - continued:

n) Transaction costs

Transaction costs are incremental costs that are directly attributable to the acquisition, issue
or disposal of a financial asset or liability. Transaction costs related to available-for-sale,
held-to-maturity securities, loans and deposit liabilities are capitalized and amortized over the
expected life of the instrument using the effective interest method.

Securitization transactions:

For each securitization transaction, where the Corporation retains the servicing rights, an
asset is recognized as securitization retained interests on the Consolidated Balance Sheets.
Securitization retained interests are investments classified as available-for-sale securities
and are carried at fair value with changes in fair value reported in other comprehensive
income, net of income taxes.

When mortgages are sold in a securitization transaction under terms that transfer control to
third parties, the transaction is recorded as a sale and related mortgage assets are removed
from the Consolidated Balance Sheets. In the securitization transaction, certain interests are
retained, including the right to receive the future excess interest spread and the mortgage
servicing obligation. The servicing liability is included in other liabilities. A gain or loss on the
sale of mortgages is recognized immediately in the Consolidated Statements of Operations.
The amount of the gain or loss recognized depends in part on the previous carrying amount
of the mortgages involved in the transfer allocated between the assets sold and the retained
interests based on their relative fair values at the date of transfer. To obtain fair values, the
Corporation uses estimates based on estimates of key assumptions including prepayment
rates and discount rates commensurate with the risks involved.

2. Amendment to Financial Statements:

Opening retained earnings (deficit) for the years ending October 31, 2010 and 2009 have been
restated to reflect an amendment to the Corporation's earnings for the year ended October 31,
2008 as a result of a change in accounting with respect to the separation of an embedded
derivative contained in a collateralized debt obligation (CDO), an investment in the Corporation'’s
securities portfolio. This change in accounting has been applied retrospectively to November 1,
2006 and was a result of a commentary issued by the CICA Accounting Standards Board Staff in
February of 2009 clarifying application of Section 3855 — Financial Instruments of the CICA
Handbook and reflecting the conclusions of the commentary. The change in accounting should
have been applied to the Corporation’s 2009 fiscal year.

11



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

2. Amendment to Financial Statements — continued:

During the year ending October 31, 2010, the Corporation re-examined contractual aspects of the
CDO which the Corporation had purchased in 2006 and reclassified to the held-to-maturity
category from the available-for-sale category on August 1, 2008. Based on this re-examination,
the Corporation concluded that the investment in the CDO contained an embedded derivative
which under the CICA commentary issued in 2009, should have been separated retroactively to
the adoption of Section 3855 on November 1, 2006. As a result, the Corporation has
retrospectively amended its accounting with respect to it's investment in the CDO. The impact of
this change in accounting is that the earnings (loss) of the Corporation for the year ended
October 31, 2008 have been adjusted to ($26.0 million) from the previously reported amount of
($20.0 million). Accordingly, ending retained earnings (deficit) for the Corporation as at October
31, 2008 has been adjusted from $3.8 million to ($2.2 million) and Accumulated Other
Comprehensive Income (Loss) has been adjusted from ($19.1 million) to ($15.9 million). In
addition, total Shareholders’ Equity has been adjusted from $24.1 million to $21.3 million. Basic
and diluted earnings (loss) per share for the year ended October 31, 2008 have been adjusted to
($1.93) from the previously reported amount of ($1.49). The impact on the results of the
Corporation for the year ended October 31, 2009 has been determined not to be material.

As a result of the above, opening retained earnings (deficit) of the Corporation for the year ended
October 31, 2010 has been adjusted from ($6.4 million) to ($12.4 million) and Accumulated Other
Comprehensive Income (Loss) has been adjusted from ($16.3 million) to ($13.1 million). The
overall impact to total Shareholders' Equity as a result of the above was a decrease of
approximately $2.8 million.

3. Future accounting changes:
International Financial Reporting Standards:

The Canadian Institute of Chartered Accountants will transition Canadian GAAP for publicly
accountable entities to IFRS. The Corporation’s consolidated financial statements will be
prepared in accordance with IFRS for the fiscal year commencing November 1, 2011.

The Corporation continues its process of transition from current Canadian GAAP to IFRS. It has
a project team assigned to plan for and achieve a smooth transition to IFRS. Regular reporting to
the Audit Committee of the Board of Directors on the status of the IFRS implementation continues
to take place. The Corporation also provides frequent updates of its IFRS implementation status
to its external auditors and to the Office of Superintendent of Financial Institutions (OSFI).

12



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

3. Future accounting changes (continued):

The implementation project consists of three phases which include: research, diagnostic and
planning phase; impact analysis, evaluation and design phase; and implementation, training and
review phase. The Corporation has completed the research, diagnostic and planning phase,
including the establishment of a detailed timetable with benchmarks, and has completed several
aspects of the impact analysis, evaluation and design phase. The results thus far of the
Corporation’s analysis of IFRS and comparison with Canadian GAAP have identified several
differences. However the differences identified thus far are not expected to have a material
impact on the reported results and financial position of the Corporation other than those
differences relating to derecognition of transfers of certain financial assets as discussed below.
The impact of these differences is dependent on the value of financial assets transferred and the
choice made by the Corporation as to the implementation date of the derecognition standard.

Under IFRS, certain financial assets that previously qualified for derecognition on transfer are
expected to be re-recognized. This would result in an adjustment to retained earnings intended
to unwind the previously reported impact of all securitization transactions undertaken and
retroactively re-recognize the assets that were previously considered to have been sold as
amortizing assets that continue to reside on the Consolidated Balance Sheets, earning spread
income over their term. The International Accounting Standards Board has recently changed the
implementation date of the derecognition standard to allow entities to select their date of
transition to IFRS as the implementation date of the derecognition standard. The Corporation
expects to select their date of transition to IFRS as their implementation date of the derecognition
standard and as a result will not be required to re-recognize assets that were sold prior to
October 31, 2010.

As the Corporation prepares for its transition to IFRS, it continues to monitor ongoing changes to
IFRS and adjust its transition and implementation plans accordingly. The Corporation’s transition
remains in line with its implementation schedule and is on track to meet the timelines essential to
changeover.

13



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

4, Securities:

a) Portfolio analysis:

(thousands of dollars)

2010 2009
(restated — note 2)

Available-for-sale securities
Securities issued or guaranteed by:

Canadian federal government $ 32,691 $ 88,873

Canadian provinces 26,341 46,256

Canadian municipalities 5,359 21,406
Corporate debt 100,443 43,702
Corporate equity 66,645 69,489
Retained interests (note 5) 2,542 -
Total available-for-sale securities 234,021 269,726
Held-to-maturity security
Corporate debt $ 640 3 1,834
Total securities $ 234,661 $ 271,660

4. Securities — continued:

b) Maturities and yields:

(thousands of dollars)

Maturity dates 2010 Yield 2009 Yield
(restated-
note 2)
Available-for-sale securities
Floating $ 28,100 2.09% $ 26,224 1.95%
Within 3 months 4,672 1.83% 33 5.93%
3 months - 1 year 67,0689 1.26% 8,609 1.93%
1 year - 2 years 82,795 3.52% 99,536 1.52%
2 years - 5 years 23,326 4.20% 113,486 3.65%
Over 5 years 28,059 4.03% 21,838 4.29%
Total available-for-sale securities $ 234,021 2.80% $ 269,726 2.70%

Held-to-maturity security
2 years — 5 years 3 640 11.32% 3 1,934 6.14%
Total securities $ 234,661 2.82% $ 271,660 2.72%

Average effective yields are based on carrying values and contractual interest or stated
dividend rates adjusted for amortization of premiums and discounts.

14



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

4. Securities — continued:

c) Unrealized gains and losses on securities:

(thousands of doliars)

2010 2009

Amortized  Unrealized  Unrealized Carrying  Amortized  Unrealized  Unrealized  Carrying
Cost Gains Losses Value Cost Gains Losses Value

(restated- (restated-
note 2) note 2)

Available-for-sale securities
Securities issued or guaranteed by:
Canadian federal

government $ 32,681 $ 19 $ (9) $§ 32,691 $ 87930 § 996 § (53) $ 88,873
Canadian provinces 26,244 97 - 26,341 46,159 120 (23) 46,256
Canadian
municipalities 5,311 52 (4) 5,359 21,230 198 (22) 21,406
Corporate debt 101,068 1,931 (2,556) 100,443 45,954 837 (3,089) 43,702
Corporate equity 75,142 2 (8,499) 66,645 86,324 - (16,835) 68,489
Retained interests 2,199 343 - 2,542 - - - -
Total available-for-sale
securities $ 242,645 $ 2,444 $ (11,068) $234,021 $287,597 % 2,151 $ (20,022) § 269,726

Held-to-maturity security
Corporate debt $ 10,000 § - § (9,360) $ 640 & 10,000 8 - § (8,066) $ 1,934

Total securities $ 252,645 $ 2444 $ (20,428) § 234,661 $297,597 $ 2,151 § (28,088) $§ 271660

The carrying values of available-for-sale securities are represented by fair values and are
based on quoted market prices for securities and an internal valuation model is used for
retained interests. The held-to-maturity security consists of a host contract with an amortized
cost of $10,000,000 (2009 - $10,000,000) and a related embedded derivative with an
estimated fair value of ($9,360,000) (2009 — ($8,066,000). These amounts have been
combined for financial statement disclosure purposes. The embedded derivative is classified
as held for trading instrument and its fair value is estimated by the use of an external
valuation model.

The Corporation conducts a quarterly review to identify and evaluate investments that show
indications of possible impairment. An investment is considered impaired if its fair value falls
below its cost, and a writedown to fair value is recorded when the decline is considered other
than temporary. Factors considered in determining whether a loss is temporary include the
length of time and extent to which fair value has been below cost, financial conditions and
near-term prospects of the issuer, and the ability and intent to hold the investment for a
period of time sufficient to allow for any anticipated recovery.

Market conditions have resulted in a decline in the market value of equity securities held by
the Corporation for investment purposes. These securities, consisting primarily of preferred
shares of major Canadian banks and insurance companies, are subject to market
fluctuations and, at October 31, 2010, traded at a value of approximately ($8,499,000) (2009
— ($16,835,000)) below their amortized cost. The Corporation has recorded this amount

15



PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

4. Securities — continued:

c)

Unrealized gains and losses on securities (continued):

net of applicable income taxes, in accumulated other comprehensive income (loss). The
Corporation intends to hold these securities until redemption or until a recovery in value is
achieved. The securities have provisions that will allow the issuer to redeem the securities at
various dates commencing over the years 2011 to 2014; however, there is no promise or
legal requirement for the issuers of the preferred shares to redeem these shares on those
dates. Recovery of the market value decline is dependent upon future market conditions or
the ultimate future redemption of the shares by the issuers.

Fair value hierarchy:

The Corporation follows a fair value hierarchy to categorize the inputs used to measure fair
value for its securities. The fair value hierarchy is based on quoted prices in active markets
(Level 1), models using inputs other than quoted prices (Level 2), or models using inputs that
are not based on observable market data (Level 3).

Securities are classified into the fair value hierarchy as follows:
2010

Total Level 1 Level 2 Level 3

Available-for-sale securities:
Equity securities $ 66645 § 66,645 $ -
Debt securities " 167,376 59,032 108,344

Held-to-maturity security:

$

$ 234,021 $125677 $108,344 § -
$
$

Debt security $ 640 % — $ — 640
$ 234,661 $125,677 $108,344 640
2009
Total Level 1 Level 2 Level 3
Available-for-sale securities:
Equity securities $ 69,489 $ 69,489 $ - % -
Debt securities " 200,237 135,129 65,108 -
$ 269,726  $204,618 $ 65,108 $ -
Held-to-maturity security:
Debt security $ 1934 % - $ - % 1,934
$ 271,660  $204,618 $ 65,108 $ 1,934

(1) Level 1 debt securities include Canadian federal and provincial government debt and
insured mortgage-backed securities. Level 2 debt securities include municipal
government and corporate debt and retained interests. The Level 3 debt security
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

4. Securities —~ continued:
d) Fair value hierarchy — continued:

consists of an embedded derivative with the host contract of a collateralized debt
obligation. The change in value from the previous year was due to a decrease in the fair
value of the security and was reflected in the Consolidated Statement of Operations.

5. Securitization activities:

The Corporation securitizes Government of Canada guaranteed residential mortgages through
the creation of mortgage-backed securities and removes the mortgages from its consolidated
balance sheet. As at October 31, 2010, outstanding securitized mortgages totalled $24,126,000
(2009 - $nil).

Retained interests are accounted for at the settlement date. The fair value of the retained interest
is determined with internal valuation models using market data inputs, where possible, by
discounting the expected future cash flows at similar Government of Canada bond interest rates
plus a spread. The Corporation has assumed no credit risk for purposes of measuring its
retained interest since all mortgages securitized to date are Government of Canada guaranteed.

During the year ended October 31, 2010, mortgages securitized and sold totalled $24,368,000
(2009 - $nil) for cash proceeds of $24,332,000 (2009 - $nil). The amortized cost of retained
rights to future excess interest totalled $2,383,000 (2009 - $nil) and the servicing liability recorded
totalled $181,000 (2009 - $nil). At October 31, 2010, the retained interests had a fair value of
$2,542,000. The weighted-average key assumptions used in measuring the retained interests at
the date of securitization included a discount rate of 2.78% and a rate of 1.42% for the excess
spread. It was determined that a 10% and a 20% adverse change in the discount rate used to
determine the carrying value of the retained interests would not have a material impact on the
financial position of the Corporation.

Gains on mortgages securitized and sold totalled $1,348,000 (2009 - $nil) and are included in
other income in the Consolidated Statement of Operations.
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

6. Loans:

a)

Portfolio analysis:

(thousands of dollars)

2010 2009
Residential mortgages:
Insured $ 62,838 $ 60,165
Uninsured 159,798 124,558
Corporate and government loans 735,570 738,009
Personal loans 7,430 12,656
965,636 935,388
Allowance for credit losses:
General (3,812) (8,401)
Specific (1,048) (1,133)
(4,860) (9,534)
960,776 925,854
Accrued interest 4,086 3,977
3 964,862 $ 929,831

The general allowance for credit losses relates to the following loan portfolios: residential
mortgages - $338,000 (2009 - $381,000); corporate and government loans - $1,935,000
(2009 — $2,259,000) personal loans - $1,538,000 (2009 - $5,761,000).

Loans are secured primarily by collateral mortgages against real estate with respect to real
estate lending and specific charges against equipment being financed for other lending

activities.

Allowance for credit losses:
The allowance for credit losses results from the following:

(thousands of dollars)

2010 2009

Total Total

General Specific Allowance Allowance

Balance, beginning of year $ 8401 $ 1,133 $ 9534 § 6042
Provision for (recovery of) credit losses (1,259) 96 (1,163) 3,448
Recoveries (write-offs) (3,330) (181) (3,511) 43
Balance, end of year $ 3812 $ 1,048 $ 4860 $§ 9,534
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

6. Loans — continued:

c)

Maturities and yields:

(thousands of dollars)

Within 3 months to 1 year to 2 years to Over 2010 2009

Floating 3 months 1 year 2 years 5 years 5 years Total Total

Total loans $ 264064 $ 38952 $ 38,509 $ 111,725 $ 264,833 § 247,553 §$ 965636 $ 935,388
Average

effective yield 4.82% 6.23% 5.59% 5.37% 5.61% 5.54% 5.37% 5.25%
Adjusted

for related
derivatives 4.82% 6.23% 5.59% 4.48% 5.42% 3.36% 4.,66% 4.11%

Average effective yields are based on book values and contractual interest rates, adjusted for
the amortization of any deferred income.

Impaired loans:

(thousands of dollars)

2010 2009

Gross Specific Net Gross Specific Net

Impaired Allowance Impaired Impaired Allowance  Impaired

Residential mortgages $ 1,022 $ 850 $ 172 $ 1,076 $ 811 § 265
Corporate and government

loans - - - 1,629 - 1,629

Personal loans 2,230 198 2,032 3,690 322 3,368

$ 3,252 $ 1,048 $ 2,204 $ 6,395 $ 1,133 § 5262

Impaired loans include foreclosed real estate held for sale with a gross carrying value of
$149,000 (2009 - $1,844,000) and a related allowance of $110,000 (2009 - $71,000).

Loans past due but not impaired totaled $nil (2009-$969,000).
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

7. Other assets:

(thousands of dollars)

2010 2009
(restated — note 2)

Future income tax asset (note 15) $ 10,715 $ 12874
Capital assets 5710 6,731
Prepaid expenses and other 7,720 8,108
Investment in Discovery Air Inc. 1,295 2,603
Accounts receivable 780 5,016
$ 26,220 $ 35132

At October 31, 2010, the investment in Discovery Air Inc. (DA) had a fair value of $1,295,000
(2009-$2,603,000) with fair value being determined based on quoted market prices and therefore
falls into Level 1 on the fair value hierarchy (note 3(d}).

8. Deposits:
(thousands of dollars)
Within 3 months to 1 year to 2 years fo Accrued 2010 2009
Floating 3 months 1 year 2 years 5 years Interest Total Total
Total deposits $ 36,187 $ 108,743 $ 542,085 $ 343,196 $ 108,674 $ 12,018 $1,150,903 § 1,217,136
Average effective
interest rate 1.05% 1.41% 2.15% 2.74% 3.46% 2.34% 2.57%

Average effective interest rates are based on book values and contractual interest rates.
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

9. Notes payable:

(thousands of dollars)

2010 2009
Ten year term Series C Notes unsecured, maturing 2018,
net of note issue costs of $1,205 (2009 - $1,305),
effective interest of 10.71% $ 50,592 $ 50,220
Ten year term Series A Notes, unsecured, maturing 2010,
net of note issue costs of $nil (2009 - $15), effective
interest of 10.47% - 2,597
Notes payable, unsecured, maturing 2012, net of note issue
costs of $258 (2009 - $30) effective interest of 7.8% (2009
~7.8%) 4,942 5,170
Ten year term, unsecured, callable, subordinated notes
payable by the Bank to a third party, maturing 2019, net of
note issue costs of $1,475 (2009 - $1,554), effective
interest of 12.37% 20,025 19,946
$ 75,559 $ 77,933

During the year ended October 31, 2009, $5.6 million of Series A Notes were converted into $6.8
million of Series C Notes. In addition, $3.3 million of Series A Notes and $27.4 million of Series C

Notes were converted into Class B Preferred Shares (note 12(b)).

10. Other liabilities:

(thousands of dollars)

2010 2009

Securities sold under repurchase agreements $ - $ 46,578
Fair value of derivatives (note 17) 19,907 17,887
Cash collateral and amounts held in escrow 12,277 1,499
Accounts payable and other 6,212 5,329
$ 38396 $ 71,293

The fair value of derivatives was determined using models with observable market data and

therefore falls into Level 2 on the fair value hierarchy (note 4(d)).
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

11.

12

Preferred share liabilities:

At October 31, 2010, the Corporation has outstanding 1,909,458 (2009 — 1,326,558) Class B
Preferred Shares with a total value of $47.7 million (2008 - $33.2 million) less issue costs of $2.7
million (2009 — $2.3 million). As these Class B preferred shares carry certain redemption
features and are convertible info common shares of the Corporation, an amount of $40.7 million
(2009 - $27.9 million), net of issue costs, representing the fair value of the Corporation’'s
obligation to make future payments of principal and interest has been classified on the
Corporation’s Consolidated Balance Sheet as a preferred share liability. In addition, an amount
of $4.3 million (2009 — $3.0 million) representing the equity element of the Class B Preferred
Shares, net of issue costs, has been classified in share capital on the Consolidated Balance
Sheet (note 12 (b)).

As the preferred shares can be redeemed by the Corporation for approximately $47.7 million
(2009 — $33.2 million), the preferred share liability amount of $40.7 million (2009 — $27.9 million)
is being increased over the remaining term to redemption, until the liability amount is equal to the
estimated redemption amount with the increase included in interest expense in the Consolidated
Statement of Operations calculated using the effective interest rate of 11.8%.

Share capital:
a) Authorized:
Common shares:

The Corporation is authorized to issue an unlimited number of common shares.

Class A preferred shares:

The Corporation is authorized to issue an unlimited number of Class A Preferred Shares.
These shares are entitled to receive a cumulative dividend at the rate of $0.21 per share per
annum. These shares are non-voting, non-participating and redeemable at the option of the
Corporation at the issue price and are convertible into common shares on the basis of 4.608
preferred shares for 1 common share. At October 31, 2010, cumulative and unpaid
dividends on the Class A Preferred Shares totalled $62,000 (2009 - $62,000).

Class B preferred shares:

The Corporation is authorized to issue an unlimited number of Class B Preferred Shares.
The shares are non-voting and are subordinate to the Class A Preferred Shares with respect
to the payment of dividends and the distribution of assets on dissolution, liquidation or
winding-up. The Class B Preferred Shares have preferential rights over the common shares
with respect to the payment of dividends and the distribution of assets on dissolution,
liguidation or winding-up.
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

12. Share capital — continued:

a) Authorized (continued):

The Class B Preferred Shares are convertible, at any time, into common shares of the
Corporation on the basis of five (6) common shares for each Class B Preferred Share. Upon
conversion, all accrued and unpaid dividends, calculated by excluding the date fixed for
conversion, shall be payable by the Corporation in cash/common shares, in the manner
described below with respect to dividends.

The holders of Class B Preferred Shares are entitled to receive, and the Corporation shall
pay thereon, as and when declared by the Board of Directors of the Corporation, fixed
subordinated cumulative dividends at the rate of $2.25 per share per annum. Out of the total
dividend of $2.25 per annum per Class B Preferred Share, $0.84 will be paid by the
Corporation in cash with remaining dividends to be paid by the Corporation in cash or
common shares of the Corporation, at the Corporation's sole discretion.

The Class B Preferred Shares are redeemable by the Corporation, at its discretion, on or
after June 30, 2014, but will be redeemed by the Corporation by no later than June 30, 2019,
in each case for $25.00 per Class B Preferred Share (the “Redemption Price”). Any
redemption price would be paid by the Corporation in cash, and any accrued but unpaid
dividends on the Class B Preferred Shares that are redeemed shall be payable by the
Corporation in cash/common shares, in the manner described above with respect to
dividends.
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PACIFIC & WESTERN CREDIT CORP.

Notes to Consolidated Financial Statements

Years ended October 31, 2010 and 2009

12. Share capital — continued:

b)

[ssued and outstanding:

(thousands of dollars)

2010 2009
Shares  Amount Shares Amount
Common shares:
Outstanding, beginning of year 13,680,412 $ 35,817 13,642,452 $ 35,663
Shares issued on payment of Class
B preferred share dividend 753,830 2,478 37,960 154
QOutstanding, end of year 14,434,242 $ 38,295 13,680,412 $ 35,817
Class A preferred shares:
Outstanding, beginning of year 314,572 $ 1,061 1,142,556 $ 3,545
Converted during the year - - (827,984) (2,484)
Outstanding, end of year 314,572 $ 1,081 314,572 % 1,061
Class B preferred shares:
Outstanding, beginning of year 1,326,558 $ 3,022 - $ -
Issued during the year (note 11) 582,900 1,240 1,326,558 3,022
Outstanding, end of year 1,909,458 $ 4,262 1,326,568 $ 3,022
Contributed surplus:
Balance, beginning of year $ 326 $ 179
Fair value of stock options granted (note 13) 110 147
Balance, end of year $ 436 $ 326
Total share capital $ 44,054 $ 40,226
Accumulated other comprehensive income (loss):
Balance consists of:
(thousands of dollars)
2010 2009
Net unrealized losses on assets held as available-for-sale " $ (6,376) (13,153)
Balance, end of year 3 (6,376) (13,153)

™M Net of income tax benefit of $2,604 (2009-$4,603).

24



PACIFIC & WESTERN CREDIT CORP.
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13. Stock-based compensation:

a)

Stock options:

The Corporation has a stock option plan for its employees. Options are granted at an
exercise price set at the closing market price of the Corporation's common shares on the day
preceding the date on which the option is granted and are exercisable within ten years of
issue. Options granted prior to September, 2000 vested immediately and options granted
after September, 2000 typically vest over a two year period.

Options outstanding and options exercisable as of October 31, 2010 by range of exercise
price are as follows:

Options Options
Qutstanding Exercisable
Weighted-

average  Weighted- Weighted-
Number  remaining average Number average
Range of of stock  contractual exercise of stock exercise
exercise prices options life (years) price options price
$3.00 - $6.00 122,200 7.66 $ 457 72,200 $ 487
$6.00 - $9.00 261,148 6.98 7.59 241,148 7.47
$9.00 - $12.00 124,985 6.17 11.69 124,985 11.69

Stock option transactions during 2010 and 2009 are as follows:

2010 2009
Weighted- Weighted-

Number of average Number of average

options exercise price options exercise price

Qutstanding,

beginning of year 859,033 % 8.69 1,077,110 $ 9.02
Granted 80,000 4.56 50,000 5.00
Exercised - - - -
Expired (430,700) 8.89 (268,077) 9.33
QOutstanding, end of year 508,333 % 7.87 859,033 $ 8.69
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13. Stock-based compensation - continued:

a) Stock options - continued:

The fair value of options granted during the year was determined using the Black-Scholes
option pricing model with the following weighted-average assumptions:

2010 2009
Options granted 80,000 50,000
Exercise price per share 3 4.56 3 5.00
Risk-free interest rate 2.31% 2.41%
Dividend yield 0% 0%
Expected volatility 45% 45%
Expected option life 5 years 5 years
Expected forfeiture rate 5% 5%
Fair value per option 3 1.38 3 1.26

During the year ended October 31, 2010, the Corporation recognized $110,000 (2009 -
$147,000) of compensation expense relating to options granted by the Corporation.

Deferred share units:

During the year ended October 31, 2010 the Corporation granted 42,083 (2009 - 49,080)
deferred share units (‘DSU"). Each DSU entitles the holder to a cash distribution equal to the
closing market price of the Corporation’s common shares upon retirement of the holder.
During 2010, $67,000 (2009 - $48,000) was paid out relating to 18,196 DSUs. At October
31, 2010 there were 115,470 (2009 — 91,583) DSUs outstanding. For the year ended
October 31, 2010, the Corporation recognized $80,000 (2009 - $130,000) of compensation

expense relating to DSUs.

14. Other income (charges):

(thousands of dollars)

2010 2009

Gain (loss) on assets held for trading $ (499) 1,025
Gain on real estate held for sale 267 826
Other income (charges) (224) 94
Impairment writedown on securities (326) -

Mark-to-market adjustment for derivatives 2486 (298)
Gains realized on securitization 1,348 -
l.oss on sale of available-for-sale assets (463) -
$ 349 3 1,449
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15. Income taxes:

Income taxes, including both the current and future portions, vary from the amounts that would be
computed by applying the statutory federal and provincial tax rates aggregating 31% (2009 —
32%) to income before income taxes. Income taxes have been computed as follows:

(thousands of dollars)

2010 2009
Tax recovery at basic rates 3 (2,559) $ (3,877)
Changes in taxes resulting from:
Non-taxabte income from securities (1,088) (1,232)
Non-taxable portion of capital gains 143 -
Other permanent differences 1,538 340
Tax rate differential 601 301
Valuation allowance - 606
Benefit of losses not recognized 1,184 1,640
Income tax recovery $ (181) $ (2,222)
The income tax recovery is comprised of:
Current income tax (recovery) provision $ - $ -
Future income tax recovery (181) (2,222)
$ (181) $ (2,222)
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