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PAGE 3 AN INVESTMENT THAT DELIVERS A STABLE 
CONSISTENT YIELD WHILE PRESERVING CAPITAL

That’s the goal of Timbercreek Mortgage Investment Corporation. 

Its investment portfolio consists of commercial mortgages across Canada 

secured primarily by multi-residential buildings, retirement residences, 

retail, office and industrial buildings. The Corporation lends in a niche 

market sector providing short-term mortgages where the borrower 

requires temporary capital to enhance an existing property or to make 

another investment. 

The investment objective of the corporation is to generate an aggregate 

annualized yield equal to the two-year Government of Canada bond 

yield plus 550 basis points. Since inception the Fund has exceeded this 

targeted yield and has had no impaired loans.
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$160
TOTAL PORTFOLIO EQUITY IN MILLIONS OF DOLLARS

AS AT DECEMBER 31 , 2010
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8.2%
2010 ANNUALIZED YIELD
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PROVEN PERFORMANCE

THE PORTFOLIO

DECEMBER 31, 2010 DECEMBER 31, 2009

TOTAL PORTFOLIO EQUITY $160 million $69 million

TOTAL MORTGAGES OUTSTANDING 56 51

AVERAGE SIZE OF MORTGAGE ASSET $3.1 million $1.3 million

AVERAGE LOAN-TO-VALUE 71% 69%
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PAGE 4 OUR APPROACH TO LENDING

Timbercreek Mortgage Investment Corporation provides customized 

mortgages to an underserved sector of the commercial real estate market. 

We lend to experienced real estate investors so that they may enhance 

existing properties or make new investments. The customized mortgages 

are relatively small, short-term, and are typically structured as interest 

only with early repayment privileges. Banks typically overlook these loans 

because they prefer to devote resources to larger loans that are outstanding 

for a longer duration. By providing short-term mortgages that have these 

customized features, the Fund can charge an interest rate of 800 to 900 

basis points above the corresponding Government of Canada bond yields. 

To preserve capital, the Fund is typically focused on lending against cash-

f lowing assets that have a revenue stream to cover the interest payments 

and are located in urban centres where there is greater real estate demand.
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WHERE WE FIT IN

HIGHEST EQUITY
REITS 
DIRECT OWNERSHIP

This is where most people instinctively think of 
investing their real estate dollars; however, equity is 
eff ectively unhedged and therefore relatively volatile. 
Equity investors must accept downside risk in order 
to fully share in the upside potential.

RISK/
RETURN

CUSTOMIZED 
MORTGAGES

TIMBERCREEK 
MORTGAGE 
INVESTMENT 
CORPORATION

These are relatively small, short-term mortgages secured 
by quality assets that involve customized features 
such as early repayment options. This customization 
warrants higher yields than standard bank mortgages, 
without the risk and volatility associated with equity.

LOWEST
BANK 
MORTGAGES

BANKS
CREDIT UNIONS
TRUST COMPANIES

These are traditionally very safe and conservatively 
managed investment vehicles, and, accordingly, have 
lower rates of return. This is an institutionalized market 
place dominated by large, well capitalized fi nancial 
services fi rms looking for bond-like investments.
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RETAIL/OFFICE
CENTRAL ONTARIO

CASE STUDIES

GREAT LOCATION: Central Ontario

GREAT BUILDING:
Retail/Offi  ce Portfolio: Eight (8) existing retail/offi  ce buildings totaling 
approximately 130,550 square feet located in Central Ontario.

LOAN AMOUNT: $4,000,000

LOAN-TO-
APPRAISED VALUE:

68%

LOAN TYPE: 2nd mortgage

TERM: 25 months

EFFECTIVE 
INTEREST RATE:

10.5%
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GREAT LOCATION: Coquitlam, British Columbia 

GREAT BUILDING: Eleven (11) 3-storey apartment buildings containing 311 units, constructed in 1968.

LOAN AMOUNT: $5,500,000

LOAN-TO-
APPRAISED VALUE:

70%

LOAN TYPE: 2nd mortgage

TERM: 25 months

EFFECTIVE 
INTEREST RATE:

11.0%

PAGE 7

MULTI-RESIDENTIAL COMPLEX
COQUITLAM, 
BRITISH COLUMBIA

©2011 Google – Imagery ©2011 DigitalGlobe, IMTCAN, GeoEye, Map data ©2011 Google
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DESCRIBE YOUR RELATIONSHIP WITH 
TIMBERCREEK ASSET MANAGEMENT.

Andrew: As a real estate company, Timbercreek 

Asset Management understands the fundamentals 

of real estate investing which is paramount in being 

an eff ective mortgage lender. We have been in the 

real estate business for over 10 years now, primarily 

focusing on investing in multi-residential real estate 

across Canada. With over $1.4 billion in assets under 

management, we have built an extensive asset and 

property management platform to support these 

investments that now includes 8 regional offi  ces located 

in 5 provinces and over 300 real estate professionals 

Canada-wide. Th e Fund leverages this real estate 

management infrastructure for local markets and 

economic trends, new lending opportunities and if 

necessary, assisting with managing the properties. 

Th is support structure is extremely valuable to the 

success of this Fund. 

HOW DO YOU MANAGE RISK? 

Andrew: First, the mortgages we invest in are not high 

risk. We provide a customized mortgage solution that 

banks can’t provide, we don’t lend to borrowers that 

have been refused by banks. We do however manage 

risk in a couple of ways. We ensure that the loans are 

diversifi ed by geography and by type of asset. We also 

focus on lending on cash-fl owing assets in large urban 

centres so the property generates income to pay the 

mortgage and is located in an area of higher demand to 

minimize volatility in the value of the asset. 

Paul: We also have a full-service funding platform that 

includes strict due diligence, underwriting policies and 

detailed tracking systems to monitor the mortgages. 

Like banks, we have established a strict division between 

sales and origination, and underwriting. Each deal 

is funded solely based on its merits and how it meets 

our asset allocation model. We then have a third layer 

which is the Mortgage Advisory Committee that has to 

unanimously approve every loan. 

I NOTICE THAT YOU HAVE A SIGNIFICANT 
NUMBER OF SECOND MORTGAGES IN THE 
PORTFOLIOS. ISN’T THIS A RISKY POSITION?

Andrew: Our approach to second mortgages, like all 

mortgages, is risk averse. We look at the aggregate debt 

on the property and the value of the underlying asset 

before deciding to invest. We also only fund a second 

mortgage with the consent of the fi rst mortgagor and 

aft er establishing the right to take active control of a 

property should it go into default. Usually a bank holds 

the fi rst mortgage and they are happy to have us invest 

aft er them. First, they know us from our activities as a 

borrower on the Timbercreek Asset Management side; 

second, they know that usually the borrower is using 

our money to improve the value of the asset and; third, 

they trust that we will step in to operate the property 

and the mortgage payments won’t be disrupted should 

something go wrong.

HOW HAVE YOU MANAGED TO MAINTAIN 
ZERO IMPAIRED LOANS?

Andrew: Th at is a function of our active management 

approach. We also speak to the borrowers regularly 

– at least every three or four months. Should there be 

a failure to pay, we know within three or four days 

and we will take action immediately. At all times 

we estimate about 3 to 5 percent of the loans in the 

portfolio require supervision – and that can mean 

simply monitoring the investment more closely because 

we are concerned about the timing of the exit strategy 

or actually managing the asset until it is sold. 

Paul: In all of our agreements we have the right 

to take control and directly manage the property, 

including collecting the rents, and we are very capable 

of exercising these controls if necessary. Knowing 

your rights as a lender and how to exercise those 

rights is a critical success factor in this business. 

Th e Fund benefi ts from a management team with 

extensive lending experience and by having access to 

Timbercreek’s property management platform. 

A DISCUSSION WITH ANDREW JONES, CHIEF CREDIT OFFICER, AND PAUL JONES, DIRECTOR — 

DEBT INVESTMENTS/FINANCING, OF TIMBERCREEK ASSET MANAGEMENT
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IF INTEREST RATES INCREASE, HOW 
WILL YOU MAINTAIN YOUR TARGET YIELD 
OF 550 BASIS POINTS OVER TWO-YEAR 
GOVERNMENT OF CANADA BONDS?

Andrew: Most of our mortgages are of short duration – 

about 40 to 50 percent of the portfolio turns every year 

– so we can re-set the interest rate pretty quickly to 

match any change in the market. Borrowers will always 

be willing to pay a premium for the customized nature 

of our loans because in many cases it makes more sense 

economically for the borrower than any fi nancing 

solution they may be off ered through conventional 

lenders. Interest rates on the mortgages we off er 

will therefore continue to rise as interest rates rise. 

Th e Fund has also exceeded the targeted yield since 

inception. As interest rates rise in the future, we expect 

the spread we are achieving over our targeted yield will 

shrink. We do not expect the raise in interest rates will 

aff ect our ability to meet our targeted yield.

HOW IS MANAGEMENT ALIGNED WITH 
SHAREHOLDERS?

Andrew: Our compensation includes a fee that is based 

on how well the Fund performs in a given year. For 

every mortgage that we write, we receive an up-front 

origination fee from the borrower on top of the interest 

obligations. It is common in the industry for the fund 

managers to keep all or a portion of this fee as part of 

their compensation. While the total cost to the borrower 

is unchanged, the split between the interest rate and 

the origination fee can be structured in many diff erent 

ways. To ensure that we are acting in the best interest 

of the Fund, we include the origination fees in the total 

revenue pool of the Fund and participate in the success 

of the Fund through a performance fee structure. 

Another way to put it is we get paid aft er the investors.

WHAT IS YOUR OUTLOOK FOR THE 
MORTGAGE MARKET, AND THE FUND, 
IN 2011?

Andrew: We see continued strength in the market 

and the fundamentals are getting better. A major real 

estate valuations group recently noted that there is 

huge demand for commercial real estate across every 

asset class – they predict tightening across the market 

as buyers will be looking for assets but sellers will be 

less willing to sell. When there is more confi dence 

in the market, people will be looking to buy, build or 

renovate. To fi nance this, they will need mortgage debt. 

We are seeing a lot of refi nancing proposals now and 

we are turning our portfolio faster than we have in the 

past 24 months. 

Paul: It’s important to note that the Fund is much 

larger than it was 12 to 14 months ago, which opens up 

more opportunities for the Fund. Back when we were 

$70 million in size, the largest mortgage we could fund, 

according to our asset allocation model, was $7 million 

(10% of assets). Usually our loans were in the range of 

half a million to $3 million. At our present size of over 

$216 million, we can invest more in any single loan, 

which has dramatically broadened the range of assets 

we can invest in. Also, since we no longer need to fi nd 

a partner to fund a larger loan, we can act quicker and 

there is less competition.

ANDREW JONES PAUL JONES
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A KEY FACTOR TO THE CONTINUED SUCCESS OF OUR FUND IS OUR MORTGAGE MANAGEMENT 

TEAM, LED BY ANDREW JONES. THEIR EXTENSIVE REAL ESTATE EXPERIENCE AND CONTACTS 

HAVE BEEN VALUABLE IN GENERATING CONSISTENT RETURNS TO SHAREHOLDERS WHILE 

MAINTAINING NO LOAN LOSSES. 

Having completed our third year as a public company, 

our fi nancial results demonstrate that our investment 

approach is sound and delivers consistent results.

 Timbercreek Mortgage Investment Corporation 

generated a total return of 8.2 percent to our shareholders 

in 2010 based on the $10 issue price. Th is return exceeds 

our targeted yield of 550 basis points above the two-year 

Government of Canada bond yield which averaged 

1.6 percent in 2010. By December 31, 2010, we had 

approximately $165 million in mortgage investments 

compared to $66 million in 2009.

 Th is increased portfolio size indicates that our 

performance has been recognized by the investment 

community. In 2010, we raised about $97 million through 

new issues of Class A and Class B shares. Since year-end, 

we have raised an additional $56.4 million through 

Class A and Class B Share off erings conducted in January 

which increased the Fund’s assets to approximately 

$216 million. As we have stated in past reports, our 

goal is to reach a portfolio size that represents about 

10 percent of the total customized lending market in 

Canada which equates to about $300 million. Reaching 

this goal gives us several advantages.

 First, it allows us to fund more mortgages, which 

increases portfolio diversity, both geographically and by 

asset class, and reduces risk. We can see this in our current 

portfolio which now has investments across the country 

(in 2008, almost the entire portfolio was invested only in 

Ontario, Alberta and Quebec) and funds multi-residential 

housing, retail buildings, retirement residences, offi  ces and 

other commercial real estate assets.

 Second, as the portfolio size increases so does the 

average mortgage size. Th is puts us in a sector of the market 

where there is less competition among lenders and we 

can choose the best assets to fund on our terms. Larger 

mortgages oft en cover high quality assets and are sponsored 

by public and private institutions that are active in the real 

estate market and oft en become repeat borrowers.

 Th ird, achieving our targeted portfolio size will make 

Timbercreek Mortgage Investment Corporation one of the 

largest customized mortgage lenders in the country. Th is 

portfolio size provides us with better access to deal fl ow 

which helps to keep the Fund fully invested. 

 Th ese achievements, collectively, enable us to better 

serve the objective of the Fund: preserving capital while 

providing attractive stable distributions. 

 A key factor to the continued success of our Fund 

is our mortgage management team, led by Andrew 

Jones. Th eir extensive real estate experience and 

networks have been valuable in generating consistent 

returns to shareholders while maintaining no impaired 

loans. Timbercreek’s approach to investing is to 

maintain an active management style. Th is means 

developing close relationships with borrowers through 

regular communication and site visits. We have also 

implemented procedures and systems to closely monitor 

the mortgage payments. 

PAGE 10

LETTER TO SHAREHOLDERS
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 Th e Fund also benefi ts from the support of 

Timbercreek Asset Management. With over a decade 

of experience serving the real estate industry, more 

than 300 employees and over $1.4 billion in assets under 

management, Timbercreek Asset Management provides 

infrastructure and local market support to the Fund. 

Our eight regional offi  ces, which are located across the 

country, provide us with information on local economic 

conditions, assist with initial asset evaluation and employ 

the personnel to directly manage a property should that 

become necessary. Th is provides Timbercreek Mortgage 

Investment Corporation with a unique competitive 

advantage in acquiring and maintaining mortgage assets 

and reducing shareholders’ risk exposure.

 Th e Canadian real estate market improved 

considerably in 2010. One commercial realtor recently 

noted that commercial real estate sales increased to about 

$19 billion in 2010, from $13 billion in 2009.* Th e 2010 

volume was a signifi cant increase but they note that it 

is still below pre-recession levels. We, too, are seeing 

increased confi dence in the markets and many more 

deals are being presented to us for consideration. With 

our larger fund size, we are able to consider many more 

opportunities and deploy funds quickly.

 Looking forward, we feel 2011 will be another solid 

year for the Fund. We will continue to follow our proven 

practice of thorough due diligence and active management 

of our mortgage investments. As the opportunity arises, 

we will raise more equity to build our portfolio to its 

optimum size.

 To conclude, Timbercreek Mortgage Investment 

Corporation is well positioned to take advantage of the 

improving market conditions. I would like to thank our 

Board of Directors for their support and guidance and our 

Mortgage Advisory Committee for their prudent analysis 

and decision making. To our shareholders, thank you for 

your support and I look forward to reporting our progress 

over the coming 12 months. 

R. Blair Tamblyn

CEO and President

Timbercreek Mortgage Investment Corporation

PAGE 1 1
R. BLAIR TAMBLYN

* Steve Ladurantaye, “Commercial real estate booming again – so now what?” The Globe and Mail, February 14, 2011
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TIMBERCREEK ASSET MANAGEMENT

A specialized investment manager focused on real estate and other 

alternative asset classes. Timbercreek’s approach to investing is value-

oriented with an active management style. Its clients include institutions, 

trusts and endowment funds, discretionary investment advisors and 

qualified individuals. Timbercreek manages about $1.4 billion in assets 

through seven private and public funds.

TIMBERCREEK GLOBAL 
REAL ESTATE FUND

TIMBERCREEK MORTGAGE 
INVESTMENT CORPORATION

Timbercreek Global Real Estate Fund invests 

in a diversifi ed portfolio of prime real estate 

asset securities including common equity, 

preferred shares and debt of both private and 

public real estate investment trusts and real 

estate companies around the world. Th e Fund’s 

investment objectives is to generate stable cash 

fl ow (currently targeted at $0.84/unit/year) and 

preserve capital while providing the opportunity 

for long-term capital appreciation. 

Timbercreek Mortgage Investment Corporation 

invests in customized mortgages secured by 

high-quality commercial real estate that is 

typically income-producing and located in 

urban markets. Th e Corporation’s investment 

objective is to preserve unitholders’ capital 

while generating stable cash fl ow. Its targeted 

aggregate annual yield is 550 basis points above 

the two-year Government of Canada bond yield.

TMIC_front.indd   12 11-03-18   7:40 PM



TIMBERCREEK

MORTGAGE INVESTMENT CORPORATION

PAGE 13This annual management report of fund performance contains fi nancial highlights and accompanies 
the audited annual fi nancial statements of Timbercreek Mortgage Investment Corporation (the 
“Fund”). You can request an additional copy of the annual management report of fund performance, 
at no cost, by any of the following:

Phone:   Calling the Fund toll-free at 1-866-898-8868 x250

Internet: Visiting SEDAR at www.sedar.com; or

Mail:  Writing to the Fund at:
Timbercreek Mortgage Investment Corporation
Attention: Investor Relations
1000 Yonge Street, Suite 500
Toronto, Ontario  M4W 2K2

Shareholders may also contact us using one of these methods to request a copy of the Fund’s proxy 
voting policies and procedures, proxy voting disclosure record, or quarterly portfolio disclosure.

FORWARD-LOOKING STATEMENTS
This document may contain forward-looking statements relating to anticipated future events, results, 
circumstances, performance or expectations that are not historical facts but instead represent our 
beliefs regarding future events. These statements are typically identifi ed expressions like “believe”, 
“expects”, “anticipates”, “would”, “will”, “intends”, “projected”, “in our opinion” and similar expressions. 
By their nature, forward-looking statements require us to make assumptions which include, among 
other things, that (i) the Fund will have suffi  cient capital under management to eff ect its investment 
strategies and pay its targeted distributions, (ii) the investment strategies will produce the results 
intended by the Fund Manager, (iii) the markets will react and perform in a manner consistent with the 
investment strategies, and (iv) the Fund is able to acquire mortgages of a quality that will generate 
returns that meet and/or exceed the Fund’s targeted mortgage investment returns. Forward-looking 
statements are subject to inherent risks and uncertainties. There is signifi cant risk that predictions and 
other forward-looking statements will prove not to be accurate. We caution readers of this document 
not to place undue reliance on our forward-looking statements as a number of factors could cause 
actual future results, conditions, actions or events to diff er materially from the targets, expectations, 
estimates or intentions expressed or implied in the forward-looking statements. Actual results may 
diff er materially from management expectations as projected in such forward-looking statements for 
a variety of reasons including, but not limited to, general market conditions, interest rates, regulatory 
and statutory developments, the eff ects of competition in areas that the Fund may invest in and the 
risks detailed from time to time in the Fund’s prospectus.

We caution that the foregoing list of factors is not exhaustive and that, when relying on 
forward-looking statements to make decisions with respect to investing in the Fund, investors and 
others should carefully consider these factors, as well as other uncertainties and potential events 
and the inherent uncertainty of forward-looking statements. Due to the potential impact of these 
factors, the Fund and the Fund Manager do not undertake, and specifi cally disclaim any intention 
or obligation to update or revise any forward-looking statements, whether as a result of new 
information, future events or otherwise, unless required by applicable law. 

ANNUAL MANAGEMENT 
REPORT OF FUND PERFORMANCE
As at December 31, 2010
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FUND PERFORMANCE 
This Management’s Discussion and Analysis of the Fund’s performance is based on the views of the 
Fund’s management as of December 31, 2010 and is not intended to provide legal, accounting, tax 
or investment advice. 

Investment Objectives and Strategies

The Fund, incorporated under the laws of the Province of Ontario, was launched in July 2008 to 
provide investors an opportunity to invest indirectly, by holding shares of the Fund, in mortgage 
loans selected and determined to be high quality by Timbercreek Asset Management Ltd. 
(the “Fund Manager”). It is the intention of the Fund to qualify as a mortgage investment 
corporation as defi ned under Section 130.1(6) of the Income Tax Act (Canada). 

The fundamental investment objectives of the Fund are to:
• Preserve net asset value of the Fund; and
• Provide shareholders with a stable stream of monthly distributions targeting a 

minimum annual yield equal to the two-year Government of Canada Bond yield plus 
550 basis points.

The Fund intends on meeting its investment objectives by investing in a diversifi ed portfolio of 
mortgage loans secured directly by residential (including multi-residential and retirement homes), 
offi  ce, retail and industrial real property across Canada, primarily located in large urban markets 
and surrounding areas.

Risk

The risks associated with investing in the Fund remain as disclosed in its prospectus dated 
December 30, 2009, and its most recent prospectus supplement dated January 7, 2011. 
Any changes to the Fund over the year have not aff ected the overall risk of the Fund.

Results of Operations

The Bank of Canada continues to be of the opinion that the Canadian economic recovery is 
proceeding, albeit slowly, across the broader domestic economy. This thesis is supported by the 
steadily improving balance of trade statistics, which show Canada moving back to a net surplus in 
December 2010. It is anticipated that business investment will continue to rebound, owing primarily 
to continued stimulative monetary and fi scal policy. While all asset classes have their own unique 
challenges, what is statistically evident is that broad-based renewed confi dence in more modest 
investment grade real estate valuations has not translated into an abundance of credit. The primary 
explanation for this is the disappearance of the commercial mortgage-backed securities (“CMBS”) 
market across North America in 2008. While recently there have been a small number of transactions 
that have securitized triple-A commercial mortgage debt in the United States, in Canada we have 
only seen one transaction since 2007. While the Fund Manager continues to believe the securitization 
market will ultimately return in a more modest form – due to the institutional demand for yield — 
the Fund Manager believes that it will be another 12 to 18 months before we see substantial 
mainstream activity. Secondly, although the traditional conventional lenders have increased their 
allocation to commercial mortgage debt over the past 12 months, there has not been a return 
to previous levels of activity. 

The combination of these two realities continues to create an opportunity in the investment-
grade mortgage market where the amount of capital required by quality borrowers is substantially 
greater than that available. As a result, we are confi dent that the Fund will continue to be presented 
with substantial, high-quality deal fl ow. This will allow us to continue growing the Fund, while 
remaining conservative and selective in making mortgage investments that meet the Fund’s 
investment objectives. 

The Fund continues to be successful in executing its strategy to grow the net assets of the Fund. 
During the period from December 2009 through January 2011, the Fund completed three successful 
Class A off erings, raising net proceeds of approximately $127 million in addition to multiple Class B 
private placements raising net proceeds of approximately $29 million. Overall, the Fund’s net assets 
have grown by approximately 135% since December 31, 2009. The Fund continued to benefi t from 
access to a wide selection of quality lending opportunities and, with the success of secondary equity 
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off erings, the Fund Manager was able to target larger average individual mortgage investments 
typically secured by institutional quality properties. The availability of investments continues to allow 
the Fund Manager to be selective and focus almost exclusively on investing in mortgage loans that 
are secured by cash-fl owing assets while still exceeding its targeted distributions to shareholders.

The Fund continued to focus on diversifying its exposure across Canada and focus on its largest 
provinces. At December 31, 2010, 87% of the mortgage portfolio was allocated across Canada’s four 
largest provinces (Ontario – 49%; Alberta – 7%; B.C. – 11%; Quebec – 20%). This is in comparison to 
December 31, 2009 where 89% of the mortgage portfolio was allocated between four provinces 
(Ontario – 32%; Alberta – 19%; B.C. – 22%, Quebec – 16%). The Fund increased its exposure to 
the Ontario market as it benefi ted from sourcing high-quality, cash fl owing multi-family property 
mortgages in primary markets. 

Total revenue earned by the Fund for the year ended December 31, 2010 (the “Year”) increased 
to $11,497,173 from $5,762,590 for the year ending December 31, 2009. The increase in revenue was 
due to the Fund increasing its net assets available for investment.

During the Year, the Fund advanced 48 new mortgage investments totalling $154.6 million 
(2009 – $39.2 million) and received repayments and partial pay downs on 37 mortgage investments 
totalling $48 million (2009 – $12.4 million), resulting in total mortgage investments of $172.6 million 
at December 31, 2010 (December 31, 2009 – $66 million). The weighted average interest rate on the 
portfolio at December 31, 2010 was 10.23% (December 31, 2009 – 11.47%). Although the weighted 
average interest rate has decreased over the period, it is mainly a result of the Fund advancing a 
larger number of fi rst mortgage positions, secured by institutional quality properties, which provides 
the Fund with the fl exibility to syndicate these loans in the future in order to increase the mortgage 
yield to the Fund. For the new loans advanced during the Year, the average mortgage investment 
was approximately $3.2 million (2009 – $1.5 million). 

The Fund Manager places a high degree of emphasis on closely monitoring the portfolio 
and, where appropriate, will adjust the fair value of a mortgage investment if it determines that 
it is unlikely that it will recover the full value of the mortgage investment and accrued interest. 
At December 31, 2010, two mortgage investments totalling approximately $3.3 million and accrued 
interest of $695,400 have accrued interest past due and for which the Fund has undertaken 
enforcement remedies. For one mortgage investment totalling approximately $5.2 million and 
accrued interest of $802,609, the Fund is continuing enforcement proceedings. Based on the 
Fund Manager’s analysis, it expects to fully recover on its mortgage investments and therefore 
no adjustment to the fair value of the mortgage portfolio was required for the year ended 
December 31, 2010. Overall, at December 31, 2010, these mortgages amount to approximately 
5% of the gross assets of the Fund.

Total expenses for the Fund for the Year increased to $3,639,429 from $1,653,618 for the year 
ended December 31, 2009. This increase is due to the growth in the Fund’s net assets available 
for investment. The majority of the Fund’s expenses consist of management fees of $1,558,459 
(2009 – $662,395), performance fees of $672,404 (2009 – $258,391 which were subsequently waived 
by the Fund Manager), capital tax of $256,537 (2009 – $343,666) and servicing fees allocated to Class 
A shareholders of $458,221 (2009 – $299,987). The remainder of operating expenses of $693,808 
(2009 – $347,570) were mainly related to audit fees, interest expense, director fees and other 
operating costs associated with operating the Fund and administration of the mortgage portfolio. 

In 2009, the provincial government of Ontario passed legislation confi rming that capital taxes 
in Ontario will be eliminated eff ective June 30, 2010. As a result, Capital Tax for the Year was lower 
than prior year even though net assets increased by approximately $92 million. Beginning in 2011, 
the Fund will not be subject to capital tax in Ontario. 

In December 2010, the Fund entered into a credit facility agreement with a major bank for up to 
$15 million. The Fund continues to avoid using consistent leverage as a means to enhance dividends, 
but is authorized to borrow to maintain liquidity for general working capital purposes and to bridge 
the timing gap between mortgage advances and repayments. Subject to the credit facility limit, the 
Fund may borrow up to 25% of the net asset value of the Fund. At December 31, 2010, the Fund 
had drawn $10.7 million, or 6.5% of the Fund’s net asset value. The maximum and minimum amounts 
borrowed on the credit facility during the Year were $11.7 million and nil, respectively. The credit 
facility matures in December 2012 and carries interest at the Bank of Canada’s prime rate plus 2%. 
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During the Year, the Fund experienced an increase in net assets from operations of $7.9 million 
(2009 – $4.2 million) or an increase per Class A and Class B share of $0.60 (2009 – $0.71) and $0.71 
(2009 – $0.83), respectively. As the Fund is in the growth stage and continues towards its optimal 
portfolio size of approximately $300 million, along the way it will experience higher than budgeted 
allocations to cash, which will negatively impact net investment income. Although the Fund was 
unable to close certain mortgage investments initially targeted to close in early 2010 resulting in 
unfavorable cash drag, the Fund experienced signifi cant lending activity in the second half of 2010 and 
ended the Year with mortgage investments totalling 108% of net assets. Overall net assets per Class A 
share decreased by $0.09 to $9.15 at December 31, 2010 (December 31, 2009 – $9.24) and net assets 
per Class B share increased to $9.71 at December 31, 2010 (December 31, 2009 – $9.70). 

During the Year, the Fund issued 7,762,500 Class A shares totalling $72.5 million. In 2010, 
35,533 Class A shares were redeemed for total proceeds of $349,251 compared with 1,475 
Class A shares redeemed in 2009 for total proceeds of $13,777. In 2010, 96,907 Class B shares 
were exchanged for 101,597 Class A shares. The Fund also issued 2,145,500 Class B shares for net 
proceeds of $21.4 million. There were no redemptions of Class B shares compared to 2009 where 
19,543 Class B shares were redeemed for total proceeds of $193,134. In January 2011, the Fund 
completed a private placement of 750,000 Class B shares for net proceeds of approximately 
$7.5 million and completed a public issuance of 4,887,500 Class A shares for net proceeds of 
approximately $46 million.

Recent Developments

There were no modifi cations to the Fund’s Asset Allocation Model (“AAM”) in 2010. The Fund 
Manager and the Mortgage Advisory Committee continued to place emphasis on mortgage 
investments secured by cash-fl owing assets, a geographically diversifi ed portfolio and a larger 
average mortgage investment secured by high quality, institutional quality assets. This strategy is 
expected to continue through 2010 and beyond as the Fund looks to grow to its optimal portfolio 
size of $300 million.

Future Accounting Change
The Accounting Standards Board of the CICA (“AcSB”) has confi rmed that Canadian GAAP 
for publically accountable enterprises will be converged with International Financial Reporting 
Standards (“IFRS”) eff ective January 1, 2011, which includes investment funds. In January 2011, 
the AcSB extended the deferral of mandatory adoption of IFRS to fi scal periods beginning on 
or after January 1, 2013 for entities applying Accounting Guidelines 18, Investment Companies. 
The Fund Manager intends to have the Fund adopt IFRS on January 1, 2013.

The Fund Manager has developed an IFRS changeover plan, which addresses key elements 
of the conversion to IFRS and includes identifying and assessing the impact of the signifi cant 
diff erences between IFRS and Canadian GAAP that are expected to impact fi nancial reporting.

Based on the Fund Manager’s current evaluation of the diff erences between Canadian GAAP 
and IFRS, the adoption of IFRS is not expected to have a signifi cant impact on the calculation of 
net asset value per share. IFRS is expected to have an impact on the presentation of shareholders’ 
equity and result in additional disclosure in the accompanying notes. The Fund Manager continues 
to monitor changes to IFRS. The current assessment and IFRS changeover plans may change if new 
standards are issued or if interpretations of existing standards are revised.
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Related Party Transactions

Fund Manager
The Fund is managed by the Fund Manager, a related party by virtue of common management. 
Pursuant to the Fund Management Agreement, the Fund Manager is entitled to a fee of 1.2% per 
annum of the gross assets of the Fund (the “Management Fee”), plus applicable taxes, calculated 
daily and paid monthly in arrears. During the Year, the Fund Manager earned compensation of 
$1,558,459 (2009 – $662,395) for general management and administration services. 

The Fund Manager is responsible for the management and administration of the Fund’s 
mortgage investment portfolio. In any calendar year where the Fund has net earnings available for 
distribution to shareholders in excess of the Hurdle Rate (Hurdle Rate is defi ned as the average 
two-year Government of Canada Bond Yield for the 12 month period then ended plus 450 basis 
points), the Fund Manager is entitled to receive from the Fund a performance fee equal to 20% of 
the net earnings of the Fund available to distribute over the Hurdle Rate (the “Performance Fee”). 
During the Year, the Fund Manager earned a performance fee of $672,404 (2009 – nil). In 2009, 
the Fund Manager earned a performance fee of $258,391 and waived the entire amount. 

In determining the Performance Fee, on a monthly basis the Fund Manager will calculate the 
earnings available to distribute in that month that are required to achieve the Hurdle Rate, based on 
the outstanding share capital of the Fund, net of issue costs, calculated daily. An amount equal to 20% 
of any net earnings available to distribute in excess of the Hurdle Rate in that month will be deducted 
from the Fund’s monthly distribution and retained by the Fund. The Fund Manager will calculate 
the fi nal Performance Fee in respect of a completed calendar year based on the audited fi nancial 
statements for that year. The Performance Fee in respect of a calendar year will be payable to the 
Fund Manager within 15 days of the issuance of the Fund’s audited fi nancial statements for that year.

In the event of redemption of shares by the Fund, any dividends declared by the Fund during 
the calendar year in which the redemptions have taken place will be annualized and evaluated with 
respect to the Hurdle Rate. Fees payable to the Fund Manager shall be, in any calendar year where 
the Fund has net earnings available for distribution to shareholders in excess of the Hurdle Rate, 
20% of such excess.

Other Related Party Transactions
In December 2010, The Fund co-invested in a mortgage investment with Timbercreek Global Real 
Estate Fund, a related party by virtue of common management. The total amount of the mortgage 
was $18 million, of which the Fund’s share was $11 million. The transactions were unanimously 
approved by the Mortgage Advisory Committee.

The above related party transactions are in the normal course of operations and are measured 
at the exchange amount, which is the amount of consideration established and agreed to by the 
related parties.
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FINANCIAL HIGHLIGHTS
The following tables show selected key fi nancial information about the Fund and are intended to 

help you understand the Fund’s fi nancial performance for the period end of the years shown. 

 The Fund’s Net Assets per Class A Share(1)  2010  2009  2008(8)

Net Assets, beginning of period   $ 9.24 ��$ 9.21 ��$ 9.33

Increase (decrease) from operations:

 Total revenue  0.90  1.00  0.49

 Total expenses  (0.30)  (0.31)  (0.14)

 Realized gains (losses) for the period  –  0.02  – 

 Unrealized gains (losses) for the period  –  –  –

Total increase (decrease) from operations(2)  0.60  0.71  0.35

Distributions:

 From Income (excluding dividends)  (0.82)  (0.81)  (0.44)

 From Dividends  –  –  –

 From Capital Gains  –  (0.02)  –

 Return of Capital  –  –  –

Total Distributions for the period(3)  (0.82)  (0.83)  (0.44)

Net Assets, at end of period   $ 9.15   $ 9.24   $ 9.21

Ratios And Supplemental Data

Total net asset value (000’s)(4)   $ 125,753 ��$ 52,183  ��$ 36,502

Number of shares outstanding(4)  13,390,011  5,533,616   3,889,562

Management expense ratio*(5)  3.23%  3.37%  3.13%

Management expense ratio before waivers 
 or absorptions*  3.23%  3.85%  3.67%

Trading expense ratio*(6)  0.04%  0.05%  0.07%

Portfolio turnover rate(7)  48.05%  24.55%  10.19%

Net asset value per share   $ 9.39   $ 9.43   $ 9.38

Closing market price   $ 10.45 ��$ 9.95 ��$ 9.00

* Amounts have been annualized in 2008 as a result of the Fund commencing operations on July 7, 2008.

 
(1)  This information is derived from the Fund’s annual audited fi nancial statements. The net assets per share presented in the fi nancial 

statements diff er from the net asset value calculated for fund pricing purposes. An explanation of these diff erences can be found in the 
notes to the fi nancial statements. 

(2)   Net assets and distributions are based on the actual number of shares outstanding for the relevant class at the relevant time. The 
increase/decrease from operations is based on the weighted average number of shares outstanding for the relevant class over the 
fi nancial period. This table is not intended to be a reconciliation of beginning to ending net assets per share.

(3)  Distributions were paid in cash.
(4)   This information is provided at period end of the year shown.
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The Fund’s Net Assets per Class B Share(1)  2010  2009  2008(8)

Net Assets, beginning of period   $ 9.83 ��$ 9.85 ��$ 9.84

Increase (decrease) from operations:

 Total revenue  0.97  1.06  0.50

 Total expenses  (0.26)  (0.24)  (0.11)

 Realized gains (losses) for the period  –  0.02  –

 Unrealized gains (losses) for the period  –  –  –

Total increase (decrease) from operations(2)  0.71  0.84  0.39

Distributions:

 From Income (excluding dividends)  (0.90)  (0.92)  (0.48)

 From Dividends  –  –  –

 From Capital Gains  –  (0.02)  –

 Return of Capital  –  –  –

Total Distributions for the period(3)  (0.90)  (0.94)  (0.48)

Net Assets, at end of period   $ 9.71   $ 9.70   $ 9.77

Ratios And Supplemental Data

Total net asset value (000’s)(4)   $ 38,354 ��$ 17,889  ��$ 14,796

Number of shares outstanding(4)  3,868,832  1,820,239   1,502,279

Management expense ratio*(5)  2.68%  2.51%  2.05%

Management expense ratio before waivers 
 or absorptions*  2.68%  3.00%  2.41%

Trading expense ratio*(6)  0.04%  0.05%  0.07%

Portfolio turnover rate(7)  48.05%  24.55%  10.19%

Net asset value per share   $ 9.91   $ 9.83   $ 9.85

Closing market price  N/A  N/A  N/A

* Amounts have been annualized in 2008 as a result of the Fund commencing operations on July 7, 2008.

(5)   Management expense ratio is based on total expenses (excluding commissions and other portfolio transaction costs) for the stated 
period and is expressed as an annualized percentage of the semi-monthly average net asset value during the period.

(6)   The trading expense ratio represents the mortgage transaction costs incurred on a particular mortgage investment as an 
annualized percentage of semi-monthly average net assets during the period. Typically, the borrower of a particular mortgage will 
reimburse the Fund for transaction costs, although situations may arise where the Fund may incur these costs.

(7)   The Fund’s portfolio turnover rate indicates how actively the Fund Manager managed the portfolio investments. A portfolio 
turnover rate of 100% is equivalent to the Fund advancing and receiving repayment of all mortgage loan investments once in the 
course of the year. There is not necessarily a relationship between a high turnover rate and the performance of the Fund.

(8)   The Fund commenced operations on July 7, 2008 when it completed the initial public off ering of subscription receipts that were 
subsequently converted into Class A shares and issued Class B shares in connection with the acquisition of the initial mortgage 
portfolio. 
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MANAGEMENT FEES
A summary of management fees paid to the Fund Manager for the year ended December 31, 2010, 
including a breakdown of services received by the Fund is included in “Related Party Transactions”.

Class A shares of the Fund pay each registered dealer a servicing fee equal to 0.50% per annum 
of the net redemption value per Class A share of the Fund (the “Servicing Fee”). The Servicing Fee is 
calculated and paid at the end of each calendar quarter. In January 2010, the independent directors 
approved the reduction of the Servicing Fee from 0.75% annually to 0.50% annually.

In addition to the management fees disclosed above, the Fund will pay for all expenses incurred 
by it in connection with the operation and management, including but not limited to any additional 
fees payable to the Fund Manager for performance of extraordinary services on behalf of the 
Fund for services outside the scope of the Fund Management Agreement. During the year ended 
December 31, 2010, no additional fees were paid to the Fund Manager (2009 – $nil). 

A summary of the management fees paid during the Year includes:

  2010  2009

 $ % $ %

Management Fees  1,558,459  70  662,395  100

Performance Fees*  672,404  30  –  –

 2,230,863  100  662,395  100

*  The Fund has accrued a performance fee for the Year of $672,404. The performance fee is payable to the Fund Manager within 15 days of 
issuance of the Fund’s audited annual fi nancial statements.

PAST PERFORMANCE
The performance information shown assumes that all distributions made by the Fund in the period 
shown were reinvested in additional securities of the Fund. The performance information does not 
take into account sales, redemptions, distribution or other optional charges that would have reduced 
returns or performance. How the Fund has performed in the past does not necessarily indicate how 
it will perform in the future. 

Year-by-Year Returns

The following bar chart shows the Fund’s performance for the period shown. In percentage terms, 
the bar chart shows how much an investment made on the fi rst day of the fi nancial period would 
have grown or decreased by the last day of the fi nancial period.
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1  In accordance with NI 81-106, no performance data has been shown for the period from July 8, 2008 to December 31, 2008 as the Fund 
was not a reporting issuer at all times during the year.
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ANNUAL COMPOUND RETURNS
The following table shows the historical annual compound total returns for each Class of shares 
of the Fund for each of the periods indicated ending on December 31, 2010, compared with the 
Fund’s benchmark, the Government of Canada average annual two-year bond plus 550 basis points, 
as described below:

 
Past 
Year

Since 
Inception

Class A  8.6%  7.1%

Class B  10.4%  8.8%

Product Benchmark:

Average 2 year GOC bond yield plus 550 basis points  6.0%  6.1%

Over the year ended December 31, 2010, the total returns of both Class A and Class B shares 
were 8.6% and 10.4%, respectively, in comparison to the Fund’s targeted minimum annual yield of the 
two-year Government of Canada bond yield plus 550 basis points, which equated to 6.0% in 2010.
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SUMMARY OF INVESTMENT PORTFOLIO 
As at December 31, 2010

 
Net Assets

($)
% of

Net Assets

Mortgages  172,623,648  106.0

Cash and Cash Equivalents  2,139,105  1.3

Credit Facility  (10,677,017)  (6.5)

Net Other Assets  (1,243,937)  (0.8)

Total  162,841,799  100.0

Summary of 
Top 25 Holdings Prov.

Outstanding
Principal

Loan-to-
value* Term

Interest
Rate Positions

Allocation
Product Type

% of 
NAV

Country Lane Townhomes ON $ 12,500,000  74%  7  5.50% First Multi-Residential  7.68%

East Toronto 
 Apartment Portfolio ON $ 11,000,000  79%  19  7.75% First Multi-Residential  6.75%

Brossard Retail QC $ 10,000,000  63%  19  12.00% Second Retail  6.14%

Bloor – Bathurst Portfolio ON $ 10,000,000  64%  29  11.70% First Retail  6.14%

Westfi eld Portfolio ON $ 9,900,000  74%  36  8.50% First Industrial  6.08%

Lord Duff erin ON $ 9,750,000  83%  12  8.00% Second Multi-Residential  5.99%

Fort Garry MB $ 6,600,000  44%  25  12.00% First Unimproved Land  4.05%

Queen West Retail ON $ 6,420,000  75%  18  9.00% First Retail  3.94%

Brugnon Residential QC $ 6,000,000  76%  25  11.00% Second Multi-Residential  3.68%

Eastwood Apartments SK $ 5,500,050  63%  13  10.50% First Multi-Residential  3.38%

Whitgift Gardens BC $ 5,500,000  70%  25  11.00% Second Multi-Residential  3.38%

Charest Building QC $ 5,400,000  77%  31  9.00% First Offi  ce  3.32%

Notre-Dame Residence QC $ 5,000,000  79%  24  12.00% First Other-Residential  3.07%

Gateway Mobile 
 Home Park AB $ 4,880,000  39%  13  9.25% First Other-Residential  3.00%

Macey Bay Realty ON $ 4,453,391  64%  36  14.00% First Other-Residential  2.73%

Summit Glen Portfolio ON $ 3,662,939  79%  18  12.90% Second Multi-Residential  2.25%

Perth & Balmoral MB $ 3,500,000  73%  9  12.00% Second Multi-Residential  2.15%

Cresford ON $ 3,400,000  79%  25  8.75% First Offi  ce  2.09%

Reneaude-Lapointe 
 Centre QC $ 3,200,000  68%  36  10.90% First Retail  1.97%

Ambros Developments BC $ 2,810,336  49%  9  9.75% First Multi-Residential  1.73%

Woodland Industrial BC $ 2,300,000  72%  13  11.00% Second Industrial  1.41%

Castlestone Portfolio ON $ 2,273,750  65%  13  7.00% First Single-Residential  1.40%

Capitale Residential QC $ 2,200,000  69%  25  11.00% Second Multi-Residential  1.35%

Granville Street Retail BC $ 2,100,000  73%  26  10.00% Second Retail  1.29%

Ascot Retail Townhomes AB $ 1,980,000  58%  24  11.03% First Multi-Residential  1.22%
     
* Based on appraisals performed by arm’s length, third party at time of funding.
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ASSET ALLOCATION

BY TYPE
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16%

8%

16%
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BY MATURITY
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Maturing 2011

Maturing 2012

Maturing 2013

Maturing 2014

7%

25%

42%

25%

1%

BY LOAN-TO-VALUE

55% or Less

56%–60%

61%–65%

66%–70%

71%–75%

76%–80%

81%–85%

11%

20%

10%
24%

23%

8%

3%

BY TERM

0–6 Months

7–12 Months

13–18 Months

19–24 Months

25–30 Months

31–36 Months

2%

20%

17%

23%

20%
18%
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MORTGAGE INVESTMENT CORPORATION

The accompanying consolidated fi nancial statements of Timbercreek Mortgage Investment 
Corporation (the “Fund”) were prepared by management, which is responsible for the integrity 
and fairness of the information presented, including the amounts that are based on estimates and 
judgments. Management is also responsible for ensuring that these consolidated fi nancial statements 
are prepared and presented in accordance with generally accepted accounting principles in Canada. 
Financial information appearing throughout this annual report is consistent with these consolidated 
fi nancial statements.

In discharging its responsibility for the integrity and fairness of the consolidated fi nancial 
statements and for the accounting systems from which they are derived, management maintains the 
necessary system of internal controls designed to ensure that transactions are authorized, assets are 
safe-guarded and proper records are maintained.

PricewaterhouseCoopers LLP, the independent auditors, have performed an independent audit 
in accordance with generally accepted auditing standards in Canada, of the consolidated fi nancial 
statements and their report follows. The shareholders’ auditors have full and unrestricted access to 
the Audit Committee to discuss their audit and related fi ndings.

The Board of Director’s is responsible for ensuring that management fulfi lls its responsibilities 
for fi nancial reporting and internal controls and engaging the independent auditors. The Board of 
Director’s carries out this responsibility through its Audit Committee, which is composed entirely of 
independent Director’s. The consolidated fi nancial

statements have been reviewed and approved by the Board of Director’s and it’s Audit 
Committee. The independent auditors have direct and full access to the Audit Committee and Board 
of Director’s.

R. Blair Tamblyn     Ugo Bizzarri

President and Chief Executive Offi  cer    Chief Financial Offi  cer
Toronto, Ontario, Canada    Toronto, Ontario, Canada
February 24, 2011     February 24, 2011

MANAGEMENT’S RESPONSIBILITY 
FOR FINANCIAL STATEMENTS
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Investment Corporation, which comprise the consolidated statements of net assets as at December 31, 
2010 and 2009, the consolidated statement of investment portfolio as at December 31, 2010, the 
consolidated statements of operations, changes in net assets and cash fl ows for the years then ended, 
and notes, comprising a summary of signifi cant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated fi nancial 
statements in accordance with Canadian generally accepted accounting principles, and for such 
internal control as management determines is necessary to enable the preparation of consolidated 
fi nancial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated fi nancial statements based on 
our audits. We conducted our audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we comply with ethical requirements and plan and perform 
the audit to obtain reasonable assurance about whether the consolidated fi nancial statements are 
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated fi nancial statements. The procedures selected depend on our 
judgment, including the assessment of the risks of material misstatement of the consolidated 
fi nancial statements, whether due to fraud or error. In making those risk assessments, we consider 
internal control relevant to the entity’s preparation and fair presentation of the consolidated fi nancial 
statements in order to design audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the eff ectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management, as well as evaluating the overall presentation of the 
consolidated fi nancial statements.

We believe that the audit evidence we have obtained in our audits is suffi  cient and appropriate 
to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated fi nancial statements present fairly, in all material respects, the fi nancial 
position of Timbercreek Mortgage Investment Corporation as at December 31, 2010 and 2009, its 
investment portfolio as at December 31, 2010, and the results of its operations and its cash fl ows for 
the years then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants, Licensed Public Accountants

February 24, 2011
Toronto, Canada

INDEPENDENT AUDITORS’ REPORT 
TO THE SHAREHOLDERS
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  2010  2009

Assets

Mortgage investments (note 2)  $ 172,623,648 �$ 66,014,044

Cash and cash equivalents  2,139,105  4,587,141

Accrued interest receivable  3,184,522  1,596,352

Other assets  209,367  303,148

 178,156,642  72,500,685

Liabilities

Credit facility (note 4)  10,485,395  –

Accounts payable and accrued expenses  335,488  548,908

Investment loan (note 5)  –  1,980,000

Prepaid mortgage interest  2,120,685  143,408

Mortgage funding holdback  500,000  –

Dividends payable to shareholders (note 6)  1,200,871  518,264

Due to Fund Manager (note 8)  672,404  60,275

Unearned income  2,725,049  436,227

 18,039,892  3,687,082

 

Commitments and contingencies (note 13)

Subsequent events (note 14)

   

Net assets, representing shareholders’ equity  $ 160,116,750 �$ 68,813,603

Net assets:

 Class A shares  $ 122,552,054 �$ 51,151,202

 Class B shares  37,564,596  17,662,301

 Voting shares  100  100

Shares outstanding (note 6):

 Class A shares  13,390,011  5,533,616

 Class B shares  3,868,832  1,820,239

 Voting shares  100  100

Net assets per share (note 10):

 Class A shares  $ 9.15 �$ 9.24

 Class B shares  9.71  9.70

 Voting shares  1.00  1.00

See accompanying notes to consolidated fi nancial statements.
Approved on behalf of the Board of Directors:

Blair Tamblyn     Craig Geier

Blair Tamblyn     Craig Geier

Director        Director

CONSOLIDATED STATEMENTS OF 
NET ASSETS
As at December 31, 2010 and 2009
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  2010  2009

Income:

 Interest  $ 10,285,330 �$ 5,428,510

 Fees  1,211,843  334,080

 11,497,173  5,762,590

Expenses:

 Management fees (note 7)  1,558,459  662,395

 Performance fees (note 7)  672,404  258,391

 Interest  78,134  17,753

 Transfer agent fees  32,723  25,091

 Directors’ fees  85,955  40,000

 Custodian fees  7,166  3,843

 Servicing fees (note 7)  458,221  299,987

 Audit fees  90,102  98,186

 Legal fees  37,782  17,859

 Other operating  361,946  144,838

 Capital tax  256,537  343,666

 3,639,429  1,912,009

 Expenses waived (note 7)  –  (258,391)

 3,639,429  1,653,618

  

Net investment income  7,857,744  4,108,972

Realized fair value adjustment  –  133,088

   

Increase in net assets from operations  $ 7,857,744 �$ 4,242,060

Increase in net assets from operations:

 Class A shares  $ 5,696,834 �$ 2,868,486

 Class B shares  2,160,910  1,373,574

Increase in net assets from operations per share:

 Class A shares  $ 0.6032 �$ 0.7111

 Class B shares  0.7076  0.8370

See accompanying notes to consolidated fi nancial statements.

CONSOLIDATED STATEMENTS OF
OPERATIONS 
Years ended December 31, 2010 and 2009
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2010 Class A shares Class B shares Voting shares Total

Net assets, beginning of year  $ 51,151,202  $ 17,662,301  $ 100  $ 68,813,603 

Increase in net assets 
 from operations  5,696,834  2,160,910  –  7,857,744

Dividends to shareholders  (7,700,818)  (2,737,464)  –  (10,438,282)

Net proceeds from issuance 
 of shares  72,511,831  21,447,919  –  93,959,750

Net proceeds from dividend
 reinvestment plan  273,186  –  –  273,186

Redemption of shares  (349,251)  –  –  (349,251)

Exchange of shares  969,070  (969,070)  –  –

Net assets, end of year  $ 122,552,054  $ 37,564,596  $ 100  $ 160,116,750

2009 Class A shares Class B shares Voting shares Total

Net assets, beginning of year �$ 35,832,049 �$ 14,677,524 �$ 100 �$ 50,509,673 

Increase in net assets 
 from operations  2,868,486  1,373,574  –  4,242,060

Dividends to shareholders  (3,336,364)  (1,545,654)  –  (4,882,018)

Net proceeds from issuance 
 of shares  15,505,818  3,644,981  –  19,150,799

Redemption of shares  (13,777)  (193,134)  –  (206,911)

Exchange of shares  294,990  (294,990)  –  –

Net assets, end of year �$ 51,151,202 �$ 17,662,301 �$ 100 �$ 68,813,603

See accompanying notes to consolidated fi nancial statements.

CONSOLIDATED STATEMENTS OF 
CHANGES IN NET ASSETS
Years ended December 31, 2010 and 2009
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 2010 2009

Cash provided by (used in):

Operating activities:

 Increase in net assets from operations  $ 7,857,744 �$ 4,242,060 

 Change in non-cash operating items:

  Accrued interest receivable  (1,588,170)  (1,199,613)

  Other assets  93,781  188,169

  Accounts payable and accrued expenses  (213,420)  319,511

  Due to Mortgage Manager  –  (34,894)

  Due to Fund Manager  612,129  17,495

  Prepaid mortgage interest  1,977,277  –

  Mortgage funding deposit  500,000  –

  Amortization of fi nancing costs  20,000  –

  Unearned income  2,288,822  103,055 

 11,548,163  3,635,783

Financing activities:

  Proceeds from issuance of Class A shares, net of costs incurred  72,511,831  6,176,413 

 Redemption of Class A shares  (349,251)  (13,777)

  Proceeds from issuance of Class B shares, net of costs incurred  21,447,919  3,644,981

 Redemption of Class B shares  –  (193,134)

 Proceeds (repayment) from investment loan  (2,000,000)  2,000,000

 Proceeds from credit facility  10,677,017  –

 Financing costs  (191,622)  (20,000)

 Dividends paid  (9,482,489)  (4,708,212)

 92,613,405  6,886,271

 

Investing activities:

 Funding of mortgages  (154,638,098)  (29,929,462)

 Discharge of mortgages  48,028,494  12,487,891

  (106,609,604)  (17,441,571)

Decrease in cash and cash equivalents  (2,448,036)  (6,919,517)

 

Cash and cash equivalents, beginning of year  4,587,141  11,506,658

   

Cash and cash equivalents, end of year  $ 2,139,105 �$ 4,587,141

Supplemental cash fl ow on non-cash investing 
 and fi nancing activities:

Class A shares issue in exchange 
 for mortgages and other assets (note 2)  $ – �$ 9,329,405

Class A shares issued under dividend reinvestment plan  273,186  –

See accompanying notes to consolidated fi nancial statements.

CONSOLIDATED STATEMENTS OF
CASH FLOWS
Years ended December 31, 2010 and 2009
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 % Amortized cost Fair value Carrying value

Mortgage investments  107.81 �$ 172,623,648 �$ 172,623,648 �$ 172,623,648 

Cash and other net liabilities  (6.55)  (2,021,503)

Credit facility  (1.26)  (10,485,395)

     

Net assets  100.00   �$ 160,116,750

Mortgage portfolio summary:

Interest rate   
Number of 
mortgages

Amortized cost 
and fair value

Less than or equal to 10%  17 �$ 78,467,847

10.00% to 10.24%  –  –

10.25% to 10.49%  –  –

10.50% to 10.74%  5  8,954,985

10.75% to 10.99%  1  3,200,000

11.00% to 11.24%  15  27,758,751

11.25% to 11.49%  1  1,475,000

11.50% to 11.74%  2  10,400,000

11.75% to 11.99%  2  1,757,075

12.00% to 12.24%  6  27,438,891

12.24% to 12.49%  –  –

12.50% to 12.74%  –  –

12.75% to 12.99%  1  3,662,939

13.00% to 13.24%  3  3,740,500

13.25% to 13.49%  –  –

13.50% to 13.74%  1  314,269

13.75% to 13.99%  –  –

Greater than or equal to 14%    2  5,453,391

    56 �$  172,623,648

Note
All mortgages are conventional uninsured mortgages, of which 51 mortgages totalling $148,623,648 are repayable at any time by the borrower 
without penalty or yield maintenance.

See accompanying notes to consolidated fi nancial statements.

CONSOLIDATED STATEMENT OF 
INVESTMENT PORTFOLIO
As at December 31, 2010
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PAGE 32 Timbercreek Mortgage Investment Corporation (the “Fund”) was incorporated under the laws of 
the Province of Ontario by articles of incorporation dated April 30, 2008 and is authorized to issue 
an unlimited number of Class A, Class B and voting shares. The investment objective of the Fund 
is, with a primary focus on capital preservation, to acquire and maintain a diversifi ed portfolio of 
mortgage loan investments that generate income allowing the Fund to pay monthly distributions 
to shareholders. Timbercreek Asset Management Ltd. (the “Fund Manager”), as manager of the 
Fund, is responsible for the day-to-day operations and providing all general management and 
administrative services of the Fund’s mortgage loan portfolio.

1 .  SIGNIFICANT ACCOUNTING POLICIES

 (a) Basis of presentation

  These consolidated fi nancial statements have been prepared in accordance with Canadian 
generally accepted accounting principles (“Canadian GAAP”) and include the accounts of 
the Fund and Timbercreek Mortgage Investment Fund (the “Trust”), in which the Fund is 
the holder of all Trust units and the sole benefi ciary. 

   The Fund is an investment company as defi ned in Canadian GAAP Accounting 
Guideline 18, Investment Companies. As a result, mortgage investments are recorded at fair 
value, with any changes in the fair value recorded in the consolidated statements of operations.

 (b) Cash and cash equivalents

  The Fund considers highly liquid investments with an original maturity of three months or 
less to be cash equivalents.

 (c) Mortgage investments

  Mortgage investments are recorded at fair value. Any unrealized changes in the fair value 
of a mortgage investment are recorded in the consolidated statements of operations as 
an unrealized fair value adjustment. A realized change in the fair value of a mortgage as a 
result of a disposition or repayment is recorded as a realized fair value adjustment.

 (d) Interest and fee income

  Interest income is accounted for using the eff ective interest method. Lender fees received 
are amortized to income over the contractual terms of the mortgages. Forfeited lender 
fees are recognized at the time a borrower has not fulfi lled the terms and conditions of a 
mortgage commitment and payment has been received.

 (e) Unearned income

  Unearned income includes lender fees received from borrowers, which are amortized over 
the contractual terms of the mortgage to fee income.

 (f) Income taxes

  The Fund is a mortgage investment corporation (“MIC”) for income tax purposes. As such, 
the Fund is able to deduct, in computing its income for a taxation year, dividends paid to 
its shareholders during the year or within 90 days of the end of the year. The Fund intends 

NOTES TO 
CONSOLIDATED FINANCIAL STATEMENTS
Years ended December 31, 2010 and 2009
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to maintain its status as a MIC and pay dividends to its shareholders in the year and in 
future years to ensure that it will not be subject to income taxes. Accordingly, for fi nancial 
statement reporting purposes, the tax deductibility of the Fund’s distribution results in the 
Fund being eff ectively exempt from taxation and no provision for current or future income 
taxes is required for the Fund and its subsidiary Trust. 

 (g) Financial instruments – recognition and measurement

  The Fund has designated its fi nancial assets and fi nancial liabilities as follows:

  (i) Financial assets
   Cash and cash equivalents and mortgage investments are classifi ed as held-for-

trading and recorded at fair value. 
     Accrued interest receivable and other assets are classifi ed as loans and 

receivables and recorded at amortized cost.
    The Fund has no held-to-maturity or available-for-sale fi nancial assets.

  (ii) Financial liabilities
    Credit facility, accounts payable and accrued expenses, dividends payable to 

shareholders, prepaid mortgage interest, mortgage funding deposit, investment 
loan and due to Fund Manager are classifi ed as other liabilities and recorded at 
amortized cost.

 (h) Increase in net assets from operations per share

  Increase in net assets from operations per share is based on the increase in net assets from 
operations attributable to each class of shares divided by the weighted average number of 
shares for that class during the year.

 (i) Net assets per share

  The net assets per share is calculated by dividing the net assets of a class of shares by the 
total number of outstanding shares of the class at the end of the year.

 (j) Use of estimates

  The preparation of fi nancial statements requires management to make estimates and 
assumptions that aff ect the reported amounts of assets and liabilities and the disclosure 
of contingent assets and liabilities at the date of the fi nancial statements and the reported 
amounts of revenue and expenses during the year. Actual results could diff er from those 
estimates. The key area of estimation where management has made a diffi  cult or subjective 
judgment, often as a result of matters that are inherently uncertain, is valuation of the 
mortgage investments. Signifi cant changes in assumptions could materially change the 
recorded carrying value. 

 (k) Recent Canadian accounting pronouncements issued and not yet adopted

  International Financial Reporting Standards
  The Accounting Standards Board (the “AcSB”) of the CICA confi rmed that Canadian GAAP 

for most publicly accountable enterprises will be converged with International Financial 
Reporting Standards (“IFRS”) eff ective in the calendar year 2011. IFRS will replace current 
Canadian GAAP for these enterprises. 

   In January 2011, the AcSB announced amendments which will provide investment 
companies with the option to defer adoption of IFRS until fi scal years beginning on or after 

   January 1, 2013. As a result of the amendments, the Fund will adopt IFRS at the earliest 
beginning January 1, 2013, and will issue its fi rst interim fi nancial statements in accordance 
with IFRS, including comparative IFRS information for the previous fi scal period, for the 
interim period ending June 30, 2013.
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2.  MORTGAGE INVESTMENTS
 % 2010 % 2009

Interest in fi rst mortgages  62  $ 107,314,743  38 �$ 25,192,502

Interest in non-fi rst mortgages  38  65,308,905  62  40,821,542

  100  $ 172,623,648  100 �$ 66,014,044

The mortgages are secured by the real property to which they relate, bear interest at a weighted 
average interest rate of 10.23% (2009 – 11.47%) and mature between 2011 and 2014.

As part of the assessment of fair value, management of the Fund routinely reviews each 
mortgage for impairment to determine whether or not a mortgage should be recorded at its 
estimated realizable value. 

As at December 31, 2010, management does not believe an impairment exists on any mortgages. 
As such, no adjustment to the fair value of the mortgages has been recorded.

The unadvanced mortgage commitments under the existing mortgage portfolio amounted to 
$6,302,318 (2009 – $460,297) as at December 31, 2010. Principal repayments based on contractual 
maturity dates are as follows:

  

2011 �$ 55,847,058

2012  72,475,000

2013  42,778,390

2014  1,523,200

A majority of the mortgages contain a prepayment option, whereby the borrower may repay the 
principal at any time prior to maturity without penalty or yield maintenance.

3.  ACQUISITIONS
In 2009, the Fund acquired a portfolio of six mortgage investments in exchange for 1,614,556 Class A 
shares issued at $10 per share, for total consideration of $16,145,560. The transaction closed on 
December 18, 2009.

The acquisition of the mortgage portfolio has been recorded using the purchase method. 
The following table summarizes the fair values of the assets acquired by the Fund:

Assets:  

Mortgage investments �$ 9,272,150

Cash and cash equivalents  6,816,155

Accrued interest receivable  57,255

Total assets acquired in exchange for Class A shares �$ 16,145,560

TMIC_back.indd   34 11-03-18   7:36 PM



TIMBERCREEK

MORTGAGE INVESTMENT CORPORATION

PAGE 35

4.  CREDIT FACILITY
In December 2010, the Fund entered into a revolving credit facility (the “Facility”) with its bank. Under 
the terms of the Facility, the Fund can borrow the lesser of: (i) $15 Million, or (ii) 50% of the qualifi ed 
advances as defi ned in the facility agreement of the Fund. The Facility will primarily be used to bridge 
timing diff erences between new loan originations and loan maturities or follow-on equity off erings. 
The Facility is for a two-year term, and is subject to an interest rate equal to the bank’s prime rate of 
interest plus 200 basis points. The Facility is secured by a general security agreement over the Fund’s 
assets. At December 31, 2010, $10,677,017 was outstanding on the Facility.

 2010 2009

Credit facility  $ 10,677,017 �$ –

Financing costs  (191,622)  –

  $ 10,485,395 �$ –

Financing costs related to the credit facility are recorded as a reduction of the debt instrument and 
amortized to interest expense using the eff ective interest rate over the anticipated life of the debt.

5.  INVESTMENT LOAN
The Fund had available an investment loan of $4,000,000 bearing interest at 9%, which was repaid in 
March 2010.

 2010 2009

Investment loan  $ – �$ 2,000,000

Financing costs  –  (20,000)

  $ – �$ 1,980,000

During the year ended December 31, 2010, $63,398 was paid in interest (2009 – $17,753).
Financing costs related to the investment loan are recorded as a reduction of the debt 

instrument and amortized to interest expense using the eff ective interest rate over the anticipated 
life of the debt. 
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6.  SHAREHOLDERS’  EQUITY
The Fund is available in two classes of shares: Class A and Class B. All shares in a class rank equally 
with respect to dividends. Each Class A and Class B shareholder is entitled to one vote for each 
share owned at all meetings of shareholders at which the particular class of shares is entitled 
to attend and vote. The voting shares have a nominal value and are owned by certain shareholders of 
the Fund Manager. Accordingly, these shareholders, as holders of all of the issued and outstanding 
voting shares, will have the power to vote on all matters to be considered by the holders of 
voting shares. 

Class A shares are publically listed on the Toronto Stock Exchange (“TSX”) under the symbol 
“TMC” and may be issued under off erings that may be completed in the future. Class B shares are 
privately held and there is no market through which these shares may be sold. The Fund may issue 
Class B shares in the future under available prospectus exemptions.

During the year, Class A, Class B and voting shares issued and outstanding changed as follows:

2010 Class A shares Class B shares Voting shares

Shares outstanding, January 1, 2010  5,533,616  1,820,239  100

Issued  7,762,500  2,145,500  –

Exchanged  101,597  (96,907)  –

Redeemed  (35,533)  –  –

Dividend reinvestment plan  27,831  –  –

Shares outstanding, December 31, 2010  13,390,011  3,868,832  100

2009 Class A shares Class B shares Voting shares

Shares outstanding, January 1, 2009  3,889,562  1,502,279  100

Issued  1,614,556  367,002  –

Exchanged  30,973  (29,499)  –

Redeemed  (1,475)  (19,543)  – 

Shares outstanding, December 31, 2009  5,533,616  1,820,239  100

 (a) Redemptions

  (i) Monthly redemptions
   Subject to certain restrictions, a Class A share may be surrendered for redemption and 

transacted on the last business day of any month. Shareholders whose Class A shares 
are surrendered for redemption in any month (other than October) will be entitled to 
receive a price per Class A share equal to the lesser of: (i) 95% of the trading price, 
defi ned as the weighted average trading price on the TSX for a period of 10 trading 
days immediately preceding the relevant redemption date (the “Trading Price”) or 
(ii) the market price, being the closing price of the Class A shares on the TSX on the 
redemption date (the “Market Price”).

    The Fund shall not accept for redemption in the same calendar month shares 
representing more than 5% of the average number of shares outstanding for the 90-day 
period immediately preceding the applicable redemption date. Should the amount 
of shares tendered for redemption exceed the limit, the Fund will redeem the shares 
tendered on a pro rata basis.
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    Class B shares are redeemable monthly on the same terms and conditions as the 
Class A shares equal to the lesser of: (i) 95% of the Trading Price of the Class A shares 
multiplied by the Class B exchange ratio; and (ii) the Market Price multiplied by the 
Class B exchange ratio. The exchange ratio is defi ned as the net redemption value per 
Class B share divided by the net redemption value per Class A share on the relevant 
exchange date.

  (ii) Annual redemptions
   Class A and Class B shares may be redeemed on the last business day of October of 

each year at a price per share equal to the net redemption value per Class A share and 
Class B share, respectively. 

    The Fund shall not accept for redemption in the same calendar year shares 
representing more than 15% of the average number of shares outstanding for the 
180-day period immediately preceding the applicable redemption date. Should the 
amount of shares tendered for annual redemption exceed the limit, the Fund will 
redeem the shares tendered on a pro rata basis.

  (iii) Exchange
   Subject to certain restrictions, Class B shares may be exchanged into Class A shares on the 

last business day of each month. The ratio upon which Class B shares will be exchanged 
into Class A shares is determined by dividing the net redemption value per Class B share 
by the net redemption value per Class A share on the relevant exchange date.

 (b) Dividend reinvestment plan

  In June 2010, the Fund instituted a dividend reinvestment plan (“DRIP”) available to Class A 
shareholders. Under the DRIP, shareholders may enrol to have their cash dividends reinvested 
to purchase additional Class A shares. The Class A shares are issued from treasury at a price 
of 95% of the daily volume weighted average trading price on the TSX for the 10 trading days 
preceding payment, which price will not be less than the net redemption value per Class A 
share. For the year ended December 31, 2010, 27,831 Class A shares were issued under the 
DRIP, using reinvested dividends of $273,186.

 (c) Dividends

  The Fund intends to pay dividends to shareholders on a monthly basis within 15 days 
following the end of each month.

   For the year ended December 31, 2010, the Fund declared dividends of $0.8160 
(2009 – $0.8280) per Class A share for a total of $7,700,818 (2009 – $3,336,364) and 
$0.9000 (2009 – $0.9420) per Class B share for a total of $2,737,464 (2009 – $1,545,654). 
As at December 31, 2010, $1,200,871 (2009 – $518,264) was payable to the shareholders.
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7.  EXPENSES

 (a) Management and performance fees

  The Fund Manager, as manager of the Fund, is responsible for the day-to-day operations, 
providing all general management and administration services and management and 
administration of the Fund’s mortgage loan portfolio. The Fund pays the Fund Manager 
an annual management fee of 1.2% for its services, based on the gross assets of the Fund, 
calculated daily and payable monthly. For the year ended December 31, 2010, the Fund 
incurred management fees of $1,558,459 (2009 – $662,395).

   The Fund Manager is also entitled to a performance fee. In any calendar year where the 
Fund has net earnings available for distribution to shareholders in excess of the hurdle rate 
(the “Hurdle Rate”), which is defi ned as the average two-year Government of Canada Bond 
Yield for the 12-month period then ended plus 450 basis points, the Fund Manager will be 
entitled to receive from the Fund a performance fee equal to 20% of the net earnings of the 
Fund available to distribute over the Hurdle Rate. The performance fee is payable to the 
Fund Manager within 15 days of the issuance of the Fund’s audited fi nancial statements for 
that calendar year. For the year ended December 31, 2010, the Fund has accrued $672,404 
(2009 – nil) in performance fees. The performance fees, net of fees waived for Class A and 
Class B shares, were as follows:

 2010 2009

Class A  $ 514,416 �$ –

Class B  157,988  –

  $ 672,404 �$ –

  In 2008, management and administration of the Fund’s mortgage portfolio was 
performed by Timbercreek Mortgage Strategies Inc., a subsidiary of the Fund Manager. 
On November 30, 2009, the agreement was terminated by the Fund and replaced by an 
agreement with the Fund Manager to provide these services.

 (b) Servicing fees

  The Fund will pay each registered dealer a servicing fee equal to 0.50% annually of the net 
redemption value per Class A share for each Class A share held by clients of the registered 
dealer, calculated and paid at the end of each calendar quarter. In January 2010, the 
independent directors approved the reduction of the servicing fee from 0.75% annually 
to 0.50% annually of the net redemption value per Class A share. For the year ended 
December 31, 2010, the Fund incurred servicing fees of $458,221 (2009 – $299,987).

   Prior to September 7, 2010, the management and administration of the Fund’s 
mortgage portfolio was performed by Timbercreek Asset Management Inc. On 
September 7, 2010, the agreement was terminated by the Fund and replaced by an 
agreement with the Fund Manager to provide these services. The Fund Manager is a wholly 
owned subsidiary of Timbercreek Asset Management Inc.

 (c) Fund operating expenses

  Each class of shares is responsible for the payment of its proportionate share of common 
operating expenses, such as director’s fees, independent review committee fees, custodian 
fees, transfer agent fees, audit fees, fi ling fees, legal fees and other administrative expenses, 
in addition to the expenses that are attributable to a particular class of shares. The common 
operating expenses are allocated on a proportionate basis to each class of shares based on 
the net redemption value of each class to the total net redemption value of the Fund.
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8.  RELATED PARTY TRANSACTIONS
(a)  As at December 31, 2010, nil (2009 – $60,275) remains payable by the Fund to the Fund 

Manager for management fees. In addition, $672,404 (2009 – nil) remains payable to the 
Fund Manager relating to performance fees earned for the year ended December 31, 2010.

(b)  The Fund and Timbercreek Global Real Estate Fund (“TGREF”) are related by virtue of 
common management. As at December 31, 2010, the Fund and TGREF have co-invested in 
a private direct mortgage investment secured by a portfolio of multi-family and commercial 
properties. The Fund’s share in the mortgage investment is $11 million. The Fund Manager 
has been retained by TGREF to provide fund management and portfolio advisory services.

(c)  The Fund had a second-ranking mortgage investment of $3.7 million receivable from 
Timbercreek Real Estate Investment Trust, a related party by virtue of common management. 
The mortgage, which was secured by three apartment buildings, was issued in February 2009 
and repaid in June 2009, and bore interest at 8.5%. During the year ended December 31, 2009, 
$99,304 was collected in interest and $18,500 in lender fees. Pursuant to the parameters of the 
Fund’s investment restrictions, the above-noted transaction was reviewed and approved by 
the Fund’s Independent Review Committee prior to the mortgage being funded.

9.  INCOME TAXES
As of December 31, 2010, the Fund has non-capital losses carried forward for income tax purposes 
of $1,439,000 (2009 – $1,299,000), which will expire between 2028 and 2030 if not used. The 
Fund also has future deductible temporary diff erences resulting from share issuances, prepaid 
mortgage interest, unearned income and fi nancing costs for income tax purposes of $10,890,000 
(2009 – $3,062,000).

10.  RECONCILIATION OF NET ASSET VALUE
A reconciliation between the redemption net asset value (“Redemption NAV”) and net assets 
calculated using Canadian GAAP (“GAAP NAV”) is as follows:

 2010 2009

 
Redemption 

NAV Adjustment 
GAAP 

NAV
Redemption 

NAV Adjustment 
GAAP 

NAV

Net asset 
value as at 
December 31:

Class A  $ 125,753,284  $ (3,201,230)  $ 122,552,054  $ 52,183,440  $ (1,032,238)  $ 51,151,202

Class B  38,354,002  (789,406)  37,564,596  17,889,380  (227,079)  17,662,301

Net asset 
value per 
share as at 
December 31:

Class A  $ 9.39  $ (0.24)  $ 9.15  $ 9.43  $ (0.19)  $ 9.24

Class B  9.91  (0.20)  9.71  9.83  (0.13)  9.70

The GAAP NAV diff ers from the Redemption NAV calculated for fund pricing purposes. The 
adjustment is due to fair value diff erences between GAAP NAV and Redemption NAV and for the 
inclusion of costs associated with the establishment, structuring and year off ering of shares of 
the Fund attributable to a specifi c class, being amortized monthly over a period of fi ve years in 
determining the Redemption NAV.
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11 .  CAPITAL RISK MANAGEMENT
The Fund manages its capital structure in order to support ongoing operations while focusing on its 
primary objectives of preserving shareholder capital and generating a stable monthly cash dividend 
to shareholders. The Fund defi nes its capital structure to include Class A and Class B shares and its 
credit facility.

The Fund reviews its capital structure on an ongoing basis and adjusts its capital structure in 
response to mortgage investment opportunities, the availability of capital and anticipated changes 
in general economic conditions.

The Fund’s investment restrictions and asset allocation model incorporate various restrictions 
and investment parameters to manage the risk profi le of the mortgage investments. The investment 
restrictions permit the Fund to use leverage to maintain liquidity, for general working capital 
purposes, and to bridge the timing diff erences between loan advances and maturities. The 
aggregate amount of borrowing by the Fund may not exceed 25% of the net asset value of the 
Fund. In addition, the asset allocation model dictates the allocation of the mortgage investments 
based upon geographical, economic sector, term, borrower and loan-to-appraised value criteria. 
At December 31, 2010, the Fund was in compliance with the investment restrictions and asset 
allocation model parameters.

The Fund is required by the lender of its Facility to meet certain fi nancial covenants as defi ned 
in its credit agreement, including a minimum interest coverage ratio, minimum total equity and a 
maximum indebtedness of the Fund. For the year ended December 31, 2010, the Fund has met all 
externally imposed fi nancial requirements.

12.  FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

 (a) Interest rate risk

  Interest rate risk is the risk that the fair value or future cash fl ows of fi nancial assets 
or fi nancial liabilities will fl uctuate because of changes in market interest rates. As of 
December 31, 2010, mortgage investments of $1,550,561 and the credit facility bear interest 
at variable rates.

   The Fund’s accrued interest receivable, other assets, accounts payable and accrued 
expenses, dividends payable to shareholders, prepaid mortgage interest and due to Fund 
Manager have no exposure to interest rate risk. Cash and cash equivalents carry a variable 
rate of interest and are subject to interest rate risk. 

   A 50 basis point decrease in interest rates, with all other variables held constant, 
will reduce net assets from operations by $6,456 annually, arising mainly as a result of 
lower interest income generated on variable rate mortgage investments. A 50 basis point 
increase in interest rates, with all other variables held constant, will increase net assets from 
operations by $6,456 annually, arising mainly as a result of higher interest income generated 
on variable rate mortgage investments.
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 (b) Credit risk

  Credit risk is the possibility that a borrower may be unable to honour its mortgage 
commitments as a result of a negative change in market conditions that could result in a loss 
to the Fund. The Fund mitigates this risk by the following:

 (i)  adhering to the investment restrictions and operating policies included in the asset 
allocation model (subject to certain duly approved exceptions);

 (ii)  ensuring a comprehensive due diligence process is conducted on each mortgage 
investment prior to funding. This generally includes, but is not limited to (a) engaging 
professional independent consultants, lawyers and appraisers, and (b) performing credit 
checks on prospective borrowers;

 (iii)  all mortgage investments are approved by the mortgage advisory committee before 
funding; and 

 (iv)  actively monitoring the mortgage portfolio and initiating recovery procedures 
where required.

  The maximum exposure to credit risk at December 31, 2010 is the fair values of its amounts 
receivable and mortgages, which total $175,808,170 (2009 – $67,610,396). The Fund has 
recourse under these mortgages in the event of default by the borrower, in which case the 
Fund would have a claim against the underlying property.

   As at December 31, 2010, two mortgage investments representing approximately 
$3,300,000 have accrued interest that are past due and for which the Fund has undertaken 
enforcement remedies totalling $694,400. Management believes the Fund will fully recover 
the principal and interest accrued to date on the mortgage loans, although there is no 
assurance that it will be able to do so.

   In April 2009, a mortgage investment amounting to approximately $3,500,000 of 
the Fund became subject to a receivership. Upon the Fund Manager seeking to enforce 
its mortgage security against the property portfolio, it became evident that the law 
fi rm (the “Law Firm”) which had represented the Fund in connection with the mortgage 
investment had not properly registered the Fund’s mortgage security over a property 
within the property portfolio (the “Kitchener Project”). As a result of this error, the Fund 
Manager was unable to enforce on its security over the assets of the property portfolio.

   In August 2010, the Fund acquired the fi rst mortgage of one of the properties 
included in the property portfolio to gain security over the property and take control of the 
enforcement process. As a result of the acquisition, the Fund’s total mortgage investment 
is $5,200,000 and accrued interest of $802,609.

   The Fund Manager, on behalf of the Fund, successfully obtained a court order to 
correct the defi ciency on the Kitchener Project security, registered the charge on the entire 
Kitchener Project and is now in a position to dispose of the property via a power of sale. 
In addition, the Fund is currently in position to sell by power of sale a rental apartment 
project in Cambridge included within the property portfolio. In addition, a statement of 
claim was issued on November 26, 2010 against the Law Firm.

   The Fund has also obtained a judgment against the guarantors and borrowers and 
successfully registered a writ of seizure and sale against the guarantors, which constitutes a 
lien on all of their real property and includes additional properties that were not part of the 
original security. The Fund believes it will recover the full principal and accrued interest on 
the loan upon sale of the properties and as such, no fair value adjustment has been recorded 
in these consolidated fi nancial statements.
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12.  FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

 (c) Liquidity risk

  Liquidity risk is the risk that the Fund will encounter diffi  culty in meeting its fi nancial 
obligations as they become due. This risk arises in normal operations from fl uctuations 
in cash fl ow as a result of the timing of mortgage investment fundings and repayments 
and redemptions of shares. Management routinely forecasts future cash fl ow sources and 
requirements to ensure cash is effi  ciently utilized.

 (d) Fair values

  In accordance with Canadian GAAP, the Fund must classify fair value measurements using 
a fair value hierarchy that refl ects the signifi cance of the inputs used in making its fair value 
measurements. The following hierarchy has been used in determining and disclosing fair 
value of fi nancial instruments:
• Level 1 – quoted prices in active markets for the same instrument (i.e., without 

modifi cation or repackaging);
• Level 2 – quoted prices in active markets for similar assets or liabilities or other 

valuation techniques for which all signifi cant inputs are based on observable 
market data; and

• Level 3 – valuation techniques for which any signifi cant input is not based on 
observable market data.

  The following table shows an analysis of fi nancial instruments recorded at fair value by level 
of the fair value hierarchy:

2010 Level 1 Level 2 Level 3 Total

Financial assets:

Mortgage investments  $ –  $ –  $ 172,623,648  $ 172,623,648

2009 Level 1 Level 2 Level 3 Total

Financial assets:

Mortgage investments �$ – �$ – �$ 66,014,044 �$ 66,014,044

   The Fund’s maximum exposure in respect of all its fi nancial assets is their carrying value 
as refl ected on the consolidated statements of net assets.

  (i) Mortgage investments
   Fair value is the amount of consideration that would be agreed upon in an arm’s-length 

transaction between knowledgeable, willing parties under no compulsion to act. As 
there is no quoted prices in an active market for these mortgage investments, the 
Fund Manager makes its determination of fair value based on its assessment of the 
current mortgage market for mortgage investments of same or similar terms. Typically, 
these mortgage investments approximate their carrying values given the mortgage 
investments consist of short-term loans that are repayable at the option of the borrower 
without yield maintenance or penalties. When collection of the principal amount of a 
mortgage is no longer reasonably assured, the fair value of the mortgage is reduced to 
the estimated net realizable value of the underlying security.
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  (ii) Other fi nancial assets
   The fair values of cash and cash equivalents approximate their carrying amounts due to 

their short-term maturities.
   Changes in Level 3 fi nancial instruments recorded at fair value:
    The following table shows a reconciliation of the opening and closing balance of 

mortgage investments:

 

As at 
January 1, 

2010

Realized 
fair value 

gain

Unrealized 
fair value 

gain

Net advances 
and 

repayments

As at 
December 31, 

2010

Financial 
 assets:

Mortgage 
 investments $ 66,014,044 $ – $ – $ 106,609,604 $ 172,623,648

13.  COMMITMENTS AND CONTINGENCIES
In the ordinary course of business activities, the Fund may be contingently liable for litigation 
and claims arising from investing in mortgages. Where required, management records adequate 
provisions in the accounts. 

Although it is not possible to accurately estimate the extent of potential costs and losses, if any, 
management believes that the ultimate resolution of such contingencies would not have a material 
adverse eff ect on the Fund’s fi nancial position.

14.  SUBSEQUENT EVENTS
(a)  On January 5, 2011, the Fund completed a private placement of 750,000 Class B shares for 

net proceeds of $7,500,000.
(b)  On January 28, 2011, the Fund completed a public issuance of 4,887,500 Class A shares for 

net proceeds of approximately $46 million, issued pursuant to a prospectus supplement to 
the short form base shelf prospectus dated December 30, 2009.
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