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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS  

For the three months ended March 31, 2009 

 

Management’s Discussion and Analysis (“MD&A”) is provided to enable a reader to assess the financial position and results 

of operations of Equitable Group Inc. (“Equitable” or the “Company”) for the three months (the “quarter”) ended March 31, 

2009. This MD&A should be read in conjunction with the Company’s unaudited interim consolidated financial statements 

for the three month period ended March 31, 2009, as well as the MD&A found in the Company’s 2008 Annual Report, 

together with the audited consolidated financial statements and accompanying notes found therein. This report, and the 

information provided herein, is dated as at May 6, 2009. Additional information about the Company, including its 2008 

Annual Information Form, is available on the Company’s website at www.equitablegroupinc.com and on SEDAR at 

www.sedar.com. 

The material below contains forward-looking statements.  Please see “Cautionary Note Regarding Forward-Looking 

Statements.” 

OVERVIEW AND OBJECTIVES 

The Company is a niche mortgage lender that provides first charge mortgages and mortgages insured by the Canada 

Mortgage and Housing Corporation (“CMHC”), through its wholly-owned subsidiary, The Equitable Trust Company 

(“Equitable Trust”).  Equitable Trust was founded in 1970. The primary sources of the Company’s revenues are interest 

income derived from its mortgage financing business. In addition, the Company earns income from commitment, renewal 

and discharge fees on its mortgage portfolio and from the securitization of mortgages and recurring income from a 

continuing interest in securitized mortgages sold under the CMHC Mortgage Backed Securities (“MBS”) and Canada 

Mortgage Bond (“CMB”) Programs. The Company also earns interest and dividend income from investments. The 

Company’s approach is to operate without a branch network to achieve low overheads. Its business model is based on 

outsourcing mortgage origination to independent mortgage brokers and outsourcing deposit origination to independent 

deposit agents.  This business model and the Company’s strong competitive position have established it as a leader in its 

mortgage lending niches and have contributed to excellent financial results.  

Equitable’s diversified mortgage portfolio, across both residential and commercial real estate, is the Company’s most 

valuable asset. The Company’s ability to fund its business by attracting depositors as a regulated Canada Deposit Insurance 

Corporation (“CDIC”) member is also a core strength of enduring enterprise value. 

The Board and management continue to be focused on long-term growth, identifying and investing in the development of 

mortgage products and those selected geographic markets that will deliver superior returns on capital, thereby enhancing 

shareholder value. Given the need to navigate through current turbulent economic conditions, management is focused on 

the following key corporate objectives: 

• Operating lending businesses in which the Company has the best opportunity to earn attractive and sustainable returns 

with a view to enhancing the value of its diversified mortgage portfolio and maintaining prudent credit risk practices. 

• Driving the continuous improvement of processes and operating efficiencies, recognizing that shareholders are best 

served by focusing on optimizing return on equity (“ROE”) adjusted for risk. 

• Protecting shareholder value through focused monitoring and mitigation of the Company’s business risks, including the 

disciplined management of arrears and the maintenance of optimal levels of regulatory capital and liquidity. 

• Funding growth primarily through the retention of earnings, while pursuing opportunities that will allow the Company 

to raise non-dilutive forms of capital. 
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HIGHLIGHTS AND STRATEGY 

During the first quarter of 2009, the Company achieved its highest quarterly earnings ever and made significant progress in 

pursuit of its financial and strategic goals for the year, despite the protracted and severe turbulence that continues to 

challenge Canadian and international capital and credit markets. Equitable Trust’s capital position was strong at the end of 

the quarter, with a total capital ratio of 14.3% (including general allowance). Given the high quality of its Tier 1 capital, the 

Company’s tangible common equity ratio (see explanation in the Non-GAAP Financial Measures section of this MD&A) and 

Tier 1 capital ratio at March 31, 2009 were both at 10.8%. 

Earnings Performance 

In the first quarter, Equitable set a new quarterly earnings record which resulted from growth in its mortgage originations 

and credit market dynamics which allowed it to securitize and sell CMHC-insured mortgages valued at $407.6 million, at 

wider spreads and at volumes that were beyond historical levels. As a result: 

 

• net income increased 23.3% over the first quarter of 2008 to $11.9 million; 

• diluted earnings per share increased 8.1% to $0.80 per share compared to the same period in 2008; and 

• return on equity was 17.8% compared to 11.8% and 18.8% in the fourth and first quarter of 2008, respectively. 

Additionally, demonstrating the efficiency of the Company’s approach to business, the first quarter productivity ratio on a 

Taxable Equivalent Basis (“TEB” – see explanation of TEB in the Non-GAAP Financial Measures section of this MD&A) was 

24.3% – an improvement over the 26.0% ratio achieved in the same period of 2008. 

Credit Quality and Provision 

The Company was successful in its efforts to manage and sell several key assets that related to the defaulting mortgages of 

one problem borrower connection, details of which were disclosed in the MD&A contained in the Company’s 2008 Annual 

Report. Losses of $2.5 million incurred during the quarter primarily relate to these loan workout activities. Net impaired 

mortgages were 0.94% of total mortgage assets at the end of the first quarter of 2009 compared to 1.21% at the end of the 

fourth quarter of 2008. The improvement in ratios reflects the health of the Company’s loan portfolio and its success in 

dealing with the problem connection. In order to reflect the impact of changes in current economic conditions and real 

estate values, the Company recorded additional provisions for credit losses of $1.9 million during the quarter ended March 

31, 2009. Allowance for credit losses as percentage of total mortgage principal was 0.48% at March 31, 2009, consistent 

with December 31, 2008. 

OUTLOOK 

Management is confident in the strength of the Company’s business model based on the performance of the three months 

ended March 31, 2009, solid operational progress in executing against its plan and the current strength of demand for 

mortgage financing in Equitable’s product and market niches. Management continues to closely monitor the economic and 

credit market landscape, which, while volatile at the present time, appear to show some general signs of improvement. The 

Company’s plan for 2009 was developed anticipating a more challenging economic environment than in prior years, which 

is discussed further in the Company’s 2008 Annual Report.  

Management believes that quality lending opportunities continue to exist in Canadian real estate markets and is focused on 

identifying and originating these. While management continues to be concerned that there is potential for further real 

estate market declines, the level of defaults and losses that the Company has experienced during the last few quarters 

including the first quarter of 2009 have been manageable and in line with the focus that management has placed on 

safeguarding the future health of the Company’s portfolio. Management is confident that the selective and prudent 

underwriting that is used in its lending businesses will ensure improving returns that do not demand the taking of excessive 

risk, despite the fact that this has tempered conventional origination volumes in the past few quarters and will continue to 

do so until better economic conditions prevail.  
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The Company’s fee income and earnings are expected to perform commensurate with real estate market stabilization and 

health. As an approved seller under the CMB Program, Equitable Trust is able to transact securitization activities at 

attractive interest rate spreads and management believes that, over the course of the remaining quarters of 2009, it will 

continue to originate strong insured funding volumes that it will be able to securitize using this program. While the majority 

of the Company’s earnings and cash flows are generated from the interest it earns on the mortgage portfolio held on its 

balance sheet, the Company also benefits substantially from the recurring cash flows it receives from its $3.2 billion 

securitized mortgage portfolio – a portfolio that has grown by $1.3 billion since the first quarter of 2008 and that 

management intends to grow substantially over the next few quarters. 

Interest rate spreads are expected to improve. Equitable faces fewer competitors in its core mortgage markets and this is 

expected to provide a long-term opportunity to improve interest rate spreads on the Company’s mortgage portfolio. During 

the first four months of 2009, there were three Prime Rate of Interest (“Prime Rate”) decreases, totaling 125 basis points. 

Such reductions in Prime Rate compress net interest margin, as floating rate mortgage yields tend to decrease immediately, 

while corresponding reductions in the pricing of Guaranteed Investment Certificate (“GIC”) deposits lag behind and can take 

effect only as new deposits are raised. While management expects compression in net interest margin to affect the second 

quarter of 2009, the Bank of Canada has recently announced that it does not anticipate making any further reductions in its 

benchmark interest rate and that it intends to leave that rate at its current level into 2010. Furthermore, market dynamics 

have more recently resulted in an easing of overall deposit costs and an improvement in interest spreads. Progress has 

been made in implementing significantly improved pricing for new and renewing mortgages, as well as adding interest rate 

floors to variable rate mortgage business that is being originated or renewed. This has begun to impact the Company’s net 

interest margin and it is anticipated that it will have an even greater impact in future quarters.  

The GIC market continues to provide deep and liquid funding for Equitable Trust’s business. Management believes that the 

maintenance of higher than normal levels of liquidity on its consolidated balance sheet is a prudent measure, intended to 

insulate the Company’s business and ensure it is well-positioned to manage any unexpected and unforeseen events that 

may impact its liquidity during this period of uncertainty in the Canadian and international capital markets. The cost 

associated with maintaining this excess liquidity is expected to continue to have a negative impact on net interest margin.  

Equity securities held by the Company are comprised of preferred shares, which are classified as available for sale assets for 

financial instrument accounting purposes. While economic volatility in Canadian stock markets and the resultant unrealized 

losses have affected this portfolio, management continues to believe that there is no permanent impairment to this 

portfolio, which is comprised of high-quality investments. The market value of this portfolio has improved during the first 

quarter by $3.1 million and the level of unrealized losses has therefore been reduced by a commensurate amount. By April 

30, 2009, the market value of this portfolio has improved by a further $3.8 million from the March 31, 2009 level. 

Given its strong balance sheet, quality mortgage portfolio and focused risk management philosophy, Equitable remains 

well-positioned to manage through the current economic turbulence. In maintaining a high level of financial health, 

including prudent levels of capital and liquidity, management continues to ensure that the Company will be in a strong 

position to capitalize on future business opportunities. 

The purpose of this outlook is to give the reader an indication of factors that may affect Equitable’s performance in the 

near-term.  Readers should be aware that information contained in this section may not be appropriate for any other 

purpose. See “Cautionary Note Regarding Forward-Looking Statements.” 

DIVIDEND 

On May 6, 2009, the Company’s Board of Directors declared a quarterly dividend in the amount of $0.10 per share, payable 

on July 3, 2009, to shareholders of record at the close of business on June 15, 2009.  
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FINANCIAL OVERVIEW 

Table 1 provides a summary of performance highlights for the three months ended March 31, 2009 and should be read in 

conjunction with the “Financial Review” sections that follow. 

Table 1: Selected financial information  
      

($ thousands, except share and per share amounts) Three months ended Change from March 31, 2008 

 

March 31, 

2009 

December 31, 

2008 

March 31, 

2008   

OPERATIONS      

Net income 11,944 7,894 9,685 2,259 23.3% 

EPS – basic $0.80 $0.53 $0.75 $0.05 6.7% 

EPS – diluted  $0.80 $0.53 $0.74 $0.06 8.1% 

Net interest income
 
 15,006 14,862 17,610 (2,604) (14.8%) 

Total revenue
  
 55,427 56,613 52,813 2,614 4.9% 

Return on equity – annualized
 (1) 

 17.8% 11.8% 18.8%   

Return on average assets – annualized 1.2% 0.8% 1.1%   

Mortgage origination
(2)

 532,149 434,268 299,820 232,329 77.5% 

Productivity ratio – TEB
(3)

 24.3% 32.7% 26.0%   

BALANCE SHEET AND OFF-BALANCE SHEET      

Total assets 3,888,500 4,087,551 3,368,371 520,129 15.4% 

Mortgages receivable 2,895,085 3,023,015 2,810,856 84,229 3.0% 

Shareholders’ equity 281,255 264,146 211,936 69,319 32.7% 

Mortgage backed security assets under administration 3,232,293 2,825,063 1,969,620 1,262,673 64.1% 

COMMON SHARES      

Number of common shares outstanding at period end 14,882,710 14,882,710 12,962,710   

Dividends per share $0.10 $0.10 $0.10 $- -% 
Book value per common share $18.90 $17.75 $16.35 $2.55 15.6% 
Common share price – close $10.99 $11.75 $21.95 ($10.96) (49.9%) 

Market capitalization 163,561 174,872 284,531 (120,970) (42.5%) 

EQUITABLE TRUST CAPITAL RATIOS      

Tangible common equity ratio
(4)

 10.8% 10.1% 8.1%   

Tier 1 ratio 10.8% 10.1% 8.1%   

Total capital ratio (including general allowance) 14.3% 13.5% 11.4%   

CREDIT QUALITY      

Realized loan losses  2,481 - -   

Mortgages in arrears 90 days or more
(5) 

as a % of total mortgages 1.49% 1.57% 0.30%   

Net impaired mortgages
(6) 

as a % of total mortgages 0.94% 1.21% 0.29%   
      

(1) 
Return on equity is calculated based on the weighted average equity outstanding during the period. 

(2) 
Does not include $270,097 (December 31, 2008 - $356,776, March 31, 2008 - $70,458) of advances related to mortgages held for sale warehouse 

facilities.  See Table 6 – Mortgages held for sale. 
(3) 

Decreases in this ratio reflect improved efficiencies. 
(4)

 The tangible common equity ratio is defined as shareholder’s equity plus any qualifying other non-controlling interest in subsidiaries less preferred 

shares issued and outstanding, any goodwill, other intangible assets and certain components of accumulated other comprehensive income, as a 

percentage of risk-adjusted assets less other intangible assets. This ratio is a non-GAAP financial measure that is used as a key indicator of capital 

strength. 
(5) 

Mortgages in arrears 90 days or more do not include CMHC-insured mortgages that are less than 365 days in arrears.  
(6) 

Net impaired mortgages do not include CMHC-insured mortgages that are less than 365 days in arrears and reflect gross mortgage principal of impaired 

mortgages less specific allowance. 
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FINANCIAL REVIEW - EARNINGS 

Net Income 

For the three months ended March 31, 2009, net income increased 23.3% year-over-year to $11.9 million, an increase of 

51.3% from the fourth quarter of 2008. This performance was achieved despite the aforementioned additional charge for 

provision for credit losses, as well as decreases in Prime Rate of 50 basis points on January 21, 2009 and 50 basis points on 

March 4, 2009. The decreases in Prime Rate had the effect of compressing the Company’s interest rate spreads as yields on 

newly-originated mortgages and existing variable rate mortgages tend to decrease without immediate corresponding 

reductions in the pricing of GIC deposits. The drivers of this growth are discussed in further detail below. 

Net Interest Income 

Net interest income is the main driver of profitability for the Company. It is measured on a TEB so that income from equity 

securities may be compared on a pre-tax basis to ordinary interest income.  Table 2 outlines the Company’s net interest 

margin for the first quarter of 2009 compared to the corresponding period in 2008 on a TEB. 

Table 2: Net interest income  

 

 

Three months ended 

March 31, 2009 

Three months ended 

March 31, 2008 

 Average Revenue/ Average Average Revenue/ Average 

($ thousands) balance expense rate
(1)(2)

 balance expense rate
(1)(2)

 

Interest revenues derived from:       

Assets:       

Liquidity investments
(1)

 $782,597 $3,250 2.5% $327,283 $4,291 3.5% 

Equity securities – TEB
(1)

 98,223 1,747 7.0% 153,668 2,596 6.9% 

Mortgages 2,946,278 41,014 5.6% 2,828,593 45,692 6.6% 

Total interest earning assets – TEB $3,827,098 $46,011 4.9% $3,309,544 $52,579 6.4% 

Total assets – TEB $3,988,026 $46,011 4.7% $3,388,999 $52,579 6.3% 

Interest expenses related to:       

Liabilities and shareholders’ equity:       

Customer deposits $3,493,303 $28,981 3.4% $3,005,475 $32,651 4.4% 

Bank term loans 44,595 738 6.7% 44,595 746 6.7% 

Subordinated debentures
 
 31,969 579 7.3% 31,969 584 7.3% 

Total interest bearing liabilities $3,569,867 $30,298 3.4% $3,082,039 $33,981 4.5% 

Total liabilities and shareholders’ equity $3,988,026 $30,298 3.1% $3,388,999 $33,981 4.1% 

Net interest income – TEB  $15,713   $18,598  

Net interest margin – TEB   1.6%   2.2% 

Less: Taxable equivalent adjustment  (707)   (988)  

Net interest income   $15,006   $17,610  

(1)
  Average rates for liquidity investments and equity securities are calculated based on the average of the month end balances outstanding during the 

period.   
(2)

  Average rate is a simple average calculated with reference to opening and closing period balances. 
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Total interest revenues, using the TEB approach, decreased 12.5% to $46.0 million in the first quarter, compared to $52.6 

million in the corresponding 2008 period. Mortgage revenues decreased $4.7 million or 10.2% in the first quarter of 2009 

over the corresponding period of 2008 primarily due to decreases in the Prime Rate and the resultant decreased yields that 

the Company earned on variable rate mortgage assets, as well as its more recently originated fixed rate mortgages. Income 

derived from equity securities on a TEB decreased $0.8 million or 32.7% compared to the same period in the prior year 

primarily due to the decrease in the average size of the portfolio. Interest rates on average customer deposits outstanding 

during the first quarter of 2009 decreased compared to rates in 2008. During the first quarter of 2009, overall interest 

expense on customer deposits decreased $3.7 million or 11.2% over the corresponding 2008 period due primarily to the 

effect of decreases in GIC rates. The market for customer deposits provides ample funding for the Company’s mortgage 

lending operations. During the course of market turbulence that has affected financial markets, some increased competitive 

demand for GIC deposits resulted in short-term deposits being raised at tighter spreads to Prime Rate than have historically 

prevailed in the market, with a corresponding compression in interest rate spread on floating rate mortgages. During the 

first quarter of 2009, management has noted that this trend appears to be reversing. 

Net interest income – TEB decreased $2.9 million or 15.5% to $15.7 million in the first quarter of 2009 compared to $18.6 

million earned during the same period of 2008.  

The Company’s net interest margin increased to 1.6% in the first quarter of 2009 compared to 1.5% in the fourth quarter of 

2008. Generally, interest on the Company’s floating rate mortgages is immediately affected by any change in the Prime Rate 

while the effect on liabilities is delayed. Since customer deposits are in the form of a GIC, the Company’s Cashable GICs are 

the only liabilities that might be immediately affected by an increase in interest rates through early redemption and 

reinvestment by GIC holders. Therefore, an increase in the Prime Rate usually leads to temporary improvements in net 

interest margin while a decrease has the opposite effect. In the first quarter of 2009, the Company experienced 100 basis 

point decreases in the Prime Rate, whereas the Prime Rate also decreased by 125 basis points in the immediately preceding 

quarter. Despite the continued decreases in the Prime Rate, the Company has been able to increase net interest margin by 

significantly improved pricing for new and renewing mortgages. The Company has also continued its program of 

implementing interest rate floors to the variable rate mortgage business that is being renewed and originated. Improved 

pricing and implementation of floors has begun to favorably impact the Company’s net interest margin and is anticipated to 

have an even greater impact in future quarters.  

Other Income 

Other income includes ancillary fees related to the origination and administration of the mortgage portfolio, as well as gains 

on the securitization and sale of mortgages and the related excess interest spread, net of servicing fees, earned on 

mortgages issued through the CMHC MBS and CMB Programs. Sundry income, gains or losses on investments and other 

non-mortgage related fees are also included in other income. Other income grew to $10.1 million for the three months 

ended March 31, 2009, compared to $1.2 million in the first quarter a year ago, primarily as a result of the Company’s 

securitization activities. 

During the first quarter of 2009, the Company securitized and sold $407.6 million of CMHC-insured mortgages compared to 

$165.0 million during the comparable period in 2008. Equitable benefited from credit market dynamics which allowed it to 

securitize these mortgages at wider spreads and at volumes that were higher than historical levels. The components of 

securitization income are excess interest spread, net of servicing fees and gain on sale of mortgages. Compared to the 

fourth quarter of 2008, total income from loan securitizations increased $6.1 million or 185.8% to $9.3 million in the three 

months ended March 31, 2009.  Also, gross margins on the securitization of CMHC-insured mortgages increased to 165 

basis points in the first quarter of 2009 compared to 127 basis points in the fourth quarter of 2008. 
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Non-interest Expenses 

The largest component of non-interest expenses relates to compensation and benefits.  The increase of $1.1 million 

compared to the corresponding quarter of the prior year reflects a $0.9 million increase in payroll costs, which resulted 

from investments in the Company’s administrative and support functions, as well as an increase in stock-based 

compensation costs in the amount of $0.1 million. The accounting effect of charges for stock-based compensation expense 

cause corresponding increases to contributed surplus.  

The Company's productivity ratio – TEB was 24.3% in the first quarter of 2009 compared to 26.0% in the first quarter of 

2008. This ratio is a non-GAAP financial measure derived by dividing non-interest expenses by the sum of net interest 

income – TEB and other income. In general, a lower productivity ratio is associated with a more efficient cost structure. 

However, the Company’s productivity index can also be affected by increases and declines in funding volumes and the 

Company’s need to maintain human resource staffing levels commensurate with volume expectations. Management 

believes this ratio will increase over time as a result of growth in Single Family mortgage originations, since origination and 

servicing of these mortgages are more costly on a per dollar basis; however, the offset is an expected improvement in risk-

adjusted returns on equity. 

FINANCIAL REVIEW - BALANCE SHEET 

Mortgage Portfolio 

Equitable’s diversified mortgage portfolio, across both residential and commercial real estate, is the Company’s most 

valuable asset. The Company’s mortgage portfolio consists of first charge and CMHC-insured mortgages. Mortgage principal 

increased $92.9 million or 3.3% from a year ago. This resulted from growth in its single family and mixed-use originations, 

as moderated by the securitization of CMHC-insured multi-unit residential and single family mortgages, natural 

amortization and payout of the Company’s portfolio. Another factor that affected the mortgages receivable balance at 

March 31, 2009 was the decision by management to securitize and hold $170.6 million in MBS within the Company’s 

liquidity investments that are eligible for regulatory purposes. Prior to securitization, these would have been reflected in 

the mortgages receivable balance. The mortgages receivable balance was also affected by management’s explicit intention 

to slow the pace of commercial mortgage growth in order to increase capital ratios and improve overall investment returns 

on a risk-weighted basis. At March 31, 2009, single family dwelling mortgages represented the largest portion of the 

portfolio (see Table 3). 

Table 3: Mortgages receivable – by property type 

 March 31, 2009 December 31, 2008 March 31, 2008 

($ thousands)  % of total  % of total  % of total 

Single family dwelling
(1)

 $949,617 32.7% $1,035,300 34.2% $750,371 26.7% 

Mixed-use property 326,374 11.3% 333,235 11.0% 303,051 10.8% 

Multi-unit residential 500,309 17.3% 515,575 17.0% 604,594 21.5% 

CMHC-insured multi-unit residential 94,788 3.3% 74,380 2.5% 108,635 3.9% 

Commercial 636,102 21.9% 649,591 21.5% 660,766 23.5% 

Mortgages held for sale 271,988 9.4% 297,952 9.8% 293,491 10.5% 

Construction 120,045 4.1% 120,908 4.0% 85,446 3.1% 

Total mortgage principal 2,899,223 100.0% 3,026,941 100.0% 2,806,354 100.0% 

Deferred net mortgage commitment fees, net 

(discounts) premiums and sundry (2,352)  (2,786)  331  

Mortgages reported 2,896,871  3,024,155  2,806,685  

Accrued interest 12,134  13,411  13,396  

Allowance for credit losses (13,920)  (14,551)  (9,225)  

Total mortgages receivable $2,895,085  $3,023,015  $2,810,856  

(1) 
Includes $86,223 (December 31, 2008 – $176,436, March 31, 2008 – $15,654) of CMHC-insured and $19,931 (December 31, 2008 – $12,267, March 31, 

2008 – $10,175) of other insured single family dwelling mortgages. 



EQUITABLE GROUP INC. FIRST QUARTER 2009 | 8 

Table 4: Mortgage principal outstanding - by lending business 

 

 March 31, 2009 December 31, 2008 March 31, 2008 

($ thousands)  % of total  % of total  % of total 

       

Single Family Lending Services $718,112 24.8% $818,290 27.0% $508,477 18.1% 

Commercial Mortgage – Broker Services 652,023 22.5% 673,648 22.3% 636,742 22.7% 

Commercial Lending Services 1,529,088 52.7% 1,535,003 50.7% 1,661,135 59.2% 

Total mortgage principal $2,899,223 100.0% $3,026,941 100.0% $2,806,354 100.0% 

Floating rate mortgages within the portfolio amounted to $1.4 billion at March 31, 2009 and represented 47.6% of the 

portfolio ($1.5 billion and 50.1%, respectively as at December 31, 2008). As mentioned previously, in order to limit the 

Company’s interest rate exposure on floating rate mortgages management has been focused on putting interest rate floors 

on these mortgages as they renew. Floating rate mortgages that had interest rate floors  represented 12.0% of Equitable 

Trust’s mortgage portfolio at March 31, 2009, as compared to 10.6% at December 31, 2008. Based on interest rate levels at 

March 31, 2009, variable rate mortgages that had floors were expected to earn an additional $1.5 million of interest income 

in the second quarter of 2009 over that which would have been earned had the interest rate floors not been implemented.  

As shown in Table 5, below, the Company funded $532.1 million of mortgages during the first quarter of 2009, an increase 

of 77.5% over the first quarter of 2008, when a total of $299.8 million of mortgages were funded. During the three months 

ended March 31, 2009, the Company continued to focus its Commercial Lending Services business on those niches that 

offer the best potential return, including CMHC-insured mortgages on multi-family apartment buildings, while significantly 

reducing the production of conventional commercial mortgages in order to slow the growth in higher risk-weighted assets 

and build its capital ratios.  Commercial Lending Services originated a total of $485.5 million of mortgages during the 

quarter, comprised of $472.0 million of CMHC-insured mortgages, $4.5 million of construction loans, and $9.0 million of 

conventional mortgages. 

Table 5: Mortgage production - by lending business 

  

 

Three months ended 

   March 31, 2009 March 31, 2008 

($ thousands)     

Mortgage  

principal                            

funded % of total 

Mortgage  

principal                      

funded  % of total 

         

Single Family Lending Services     $39,599 7.5% $64,787 21.6% 

Commercial Mortgage – Broker Services     7,084 1.3% 46,734 15.6% 

Commercial Lending Service:
(1) 

        

CMHC-insured multi-unit residential     472,032 88.7% 102,644 34.2% 

Conventional mortgages     13,434 2.5% 85,655 28.6% 

Total production     $532,149 100.0% $299,820 100.0% 

(1) 
Does not include $270,097 (December 31, 2008 - $356,776, March 31, 2008 - $70,458) of advances related to mortgages held for sale warehouse 

facilities.  See Table 6 – Mortgages held for sale. 

The timing of advances and discharges on mortgages held for sale in warehoused mortgage facilities can lead to variability 

in those balances. During the first quarter of 2009, $270.1 million of advances were made with respect to mortgages held 

for sale in those facilities. Much of this production related to advances on CMHC-insured single family warehoused 

mortgages, in which Equitable continues to see good activity. In terms of warehoused commercial mortgages, discharge 

activity during the quarter continued to be slow by historical standards, reflecting ongoing disruption in the Commercial 

Mortgage Backed Securities market. While warehoused commercial mortgage facilities continue to perform and pay down, 

the underlying mortgages are being held for longer periods than originally anticipated. During the first quarter of 2009, 

management was successful in reducing, restructuring and upwardly repricing certain of these facilities. 



EQUITABLE GROUP INC. FIRST QUARTER 2009 | 9 

Table 6: Mortgages held for sale  

  Three months ended 

($ thousands)   March 31, 2009 March 31, 2008 

     

Principal balance, beginning of  period   $297,952 $272,370 

Production   270,097 70,458 
Repayments and discharges  (296,061) (49,337) 

Principal balance, end of period    $271,988 $293,491 
     

Net (decrease) increase in principal balance   ($25,964) $21,121 

The Company realized $2.5 million of loan losses during the quarter. Of this amount, $2.4 million in losses that were 

specifically provided for in the quarter ended December 31, 2008, were incurred as a result of the workout and sale of 

several key assets that related to the defaulting mortgages of one problem borrower connection in western Canada. In 

order to reflect the impact of changes in current economic conditions and real estate values, as well as management’s view 

that additional provisions were required on remaining workout activities, the Company recorded additional provisions of 

$1.9 million for credit losses during the quarter ended March 31, 2009. Allowance for credit losses as percentage of total 

mortgage principal was 0.48% at March 31, 2009, consistent with December 31, 2008. Net impaired mortgages were 0.94% 

of total mortgage assets at the end of the first quarter of 2009 compared to 1.21% at the end of the fourth quarter of 2008. 

The improvement in ratios reflects the relative health of the Company’s mortgage portfolio and its success in managing 

defaults. 

Mortgage principal in arrears 90 days or more (excluding CMHC-insured mortgages that are less than 365 days in arrears) 

improved to 1.49% of total principal outstanding at March 31, 2009 from 1.57% at December 31, 2008.  Mortgages that 

were in early stage delinquency, between 30 to 89 days past due, increased from 0.54% of total outstanding principal at 

December 31, 2008 to 0.84% at March 31, 2009, representing $24.4 million in principal. The majority of the 30 to 89 days 

past due accounts relate to single family residential mortgages in Ontario and Alberta. An increase in early stage 

delinquency is often typical in January and February of each year, before moderating in the spring months. Nonetheless, 

the Company is actively managing its arrears and defaults portfolio and has caused certain of the respective properties to 

either sell or discharge in order to ensure successful collection of the respective mortgage principal. Furthermore, a number 

of these single family delinquent mortgages are part of a portfolio that was purchased on a bulk basis in the third quarter of 

2008 at a significant discount that was designed to cover potential losses. An allowance for credit losses on this portfolio 

was previously provided and this is deemed to be more than adequate to cover losses inherent in this portfolio. Lastly, 

gross impaired mortgage principal of $30.6 million at March 31, 2009 included over $3.8 million of mortgages that are 

CMHC-insured, on which management expects no loss. 

The underwriting practices of the Company continue to be conservative. Management actively analyzes the profile of its 

originations in tandem with external market conditions. Where management judges that the commensurate risk associated 

with a particular region or product is no longer acceptable, it adjusts its underwriting criteria to safeguard the future health 

of its portfolio. When appropriate, Equitable also responds to the changing marketplace with initiatives that result in 

improved mortgage originations and which continue to ensure a prudent credit risk profile for its portfolio.  Slowing 

Canadian real estate markets and softening of real estate values in certain markets have been noted. Economic forecasts 

related to these markets do not offer a clear indication with respect to the impact on unemployment rates and the 

magnitude of future reductions in real estate values. Management continually monitors these markets to assess the 

Company’s credit risk exposure therein in order to re-evaluate these expectations and the potential need for an increase in 

general and specific credit loss provisions.  
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Table 7: Mortgage credit quality 

 

($ thousands) March 31, 2009 December 31, 2008 March 31, 2008  

    

Realized loan losses for the three month period ended $2,481 $- $- 

Gross impaired mortgage principal 30,592 39,631 8,397 

Allowance for credit losses 13,920 14,551 9,225 

Allowance for credit losses as a % of total mortgage principal 0.48% 0.48% 0.33% 

Mortgage principal in arrears 90 days or more
(1)

 43,293 47,627 8,397 

Mortgage principal in arrears 90 days or more
(1)

 as a % of total mortgage 

principal 1.49% 1.57% 0.30% 

(1)
 Mortgages in arrears 90 days or more do not include CMHC-insured mortgages that are less than 365 days in arrears. 

Liquidity and Non-mortgage Assets 

 

At March 31, 2009, liquid assets eligible for regulatory purposes of $728.2 million consisted of $540.7 million of 

Government of Canada Bonds that were purchased under reverse repurchase agreements, $170.6 million of MBS, also 

guaranteed by the Government of Canada, and $16.9 million of cash held with major Canadian banks. Although the cost 

associated with maintaining excess liquidity will compress net interest margin, management believes that the maintenance 

of higher than normal levels of liquidity on its balance sheet is a prudent measure, intended to insulate the Company’s 

business from unexpected and unforeseen events that may impact its liquidity during the current period of economic 

uncertainty in the Canadian and international capital markets. Liquid assets as a percentage of Equitable Trust’s total assets 

were 18.7% as at March 31, 2009, as compared to 20.1% and 9.8% as at December 31, 2008 and March 31, 2008, 

respectively. Liquidity that is not eligible for regulatory purposes is comprised of other deposits held with the Company’s 

bank and the Company’s investment in preferred shares.  

Table 8: Liquid assets 

 

($ thousands) March 31, 2009 December 31, 2008 March 31, 2008  

    

Eligible deposits with regulated financial institutions
(1)

 $16,941 $23,466 $12,338 

Government guaranteed debt Instruments:    

Investments purchased under reverse repurchase agreements 540,693 698,276 275,074 

Debt securities issued by a Canadian Province or Government of Canada - 24,996 29,123 

Debt securities guaranteed by the Government of Canada 170,581 73,563 14,823 

Total liquid assets for regulatory purposes 728,215 820,301 331,358 

Other deposits with regulated financial institutions 295 1,659 244 

Equity securities 99,688 96,758 151,553 

Total liquid assets $828,198 $918,718 $485,155 

Total liquid assets as a % of total assets 21.3% 22.5% 18.4% 

Total liquid assets for regulatory purposes as a % of total Equitable Trust assets 18.7% 20.1% 9.8% 

(1)
 Eligible deposits with regulated financial institutions represent deposits of Equitable Trust which are held with major Canadian banks and excludes $6.3 

million (December 31, 2008 – $8.4 million, March 31, 2008 – $5.0 million) of restricted cash held as collateral by a third party for the Company’s interest 

rate swap transactions. 

 

Management closely monitors its liquidity position on a daily basis. Management believes that the liquid capital resources 

that the Company has at its disposal, together with its ability to raise GIC deposits, are sufficient to meet the requirements 

of its funding commitments, as well as ensure the collection of its receivables and the discharge of its liabilities and other 

obligations. Liquidity is used by the Company to manage its liquidity needs, which include the funding of $165.4 million in 

mortgage commitments issued by the Company that were outstanding at March 31, 2009, as compared to $175.6 million at 

March 31, 2008. 
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Equity securities are comprised of preferred shares that are held to yield tax-preferred dividend income, which are 

classified as available for sale assets for financial instrument accounting purposes. At March 31, 2009, equity securities 

were $2.9 million or 3.0% higher than at December 31, 2008 and $51.9 million or 34.2% lower compared to March 31, 2008. 

The decrease in value from March 31, 2008 resulted from a combination of redemptions and unrealized losses in the 

market values of the preferred shares, which resulted from volatility in Canadian stock markets. Total unrealized losses 

related to the equity portfolio as at March 31, 2009 amounted to $27.3 million as compared to $30.5 million at December 

31, 2008. While volatility in stock markets has continued in the first quarter of 2009, preferred share price increases had 

moderated the previous decline in value such that, on a mark-to-market basis, $3.1 million of the previous unrealized losses 

had reversed by March 31, 2009. Unrealized changes in fair value on this portfolio are included in the Company’s other 

comprehensive income and affect Equitable Trust’s capital ratios. Tax exempt dividend income from equity securities assists 

in lowering the Company’s effective tax rate, which was 29.8% for the three months ended March 31, 2009 compared to 

27.6% for the period ended March 31, 2008.  

Securitization retained interests increased $20.9 million to $122.7 million at March 31, 2009 from $101.8 million at 

December 31, 2008 and were $65.7 million or 115.0% higher than a year ago. Total mortgages in the CMHC MBS program 

outstanding at March 31, 2009 were $3.2 billion, a $1.3 billion increase from $2.0 billion at March 31, 2008 and a $407.2 

million increase from $2.8 billion outstanding at December 31, 2008.   

At March 31, 2009, other assets had increased by $0.6 million from December 31, 2008 and $23.9 million from a year 

earlier. During the quarter ended March 31, 2009, items affecting this composite balance included a $4.8 million reduction 

in income taxes recoverable that primarily related to a reversal of unrealized losses in the Company’s preferred share 

portfolio, as offset by a $3.0 million increase in accrued interest and dividends earned on non-mortgage assets and a $1.2 

million increase in foreclosed assets, as well as a $0.4 million increase in prepaid assets.  The increase from March 31, 2008 

was primarily due to an increase in interest rate swap transactions and their corresponding fair values of $12.4 million, an 

increase in income taxes recoverable of $4.6 million and an increase in accrued interest and dividends on non-mortgage 

assets of $3.6 million. 

Liabilities 

The Company’s ability to fund its business by attracting depositors and providing excellent service as a regulated CDIC 

member is a core strength – one of enduring value to the enterprise and all of its stakeholders. Customer deposits are used 

to fund most of the Company’s liquidity needs, including asset acquisitions, and consist of GIC deposits sourced primarily 

through a national distribution network of independent deposit agents. This has historically been a deep and liquid market 

and continues to be such given the flight to safety and quality of many Canadian depositors and investors. Total deposit 

principal at March 31, 2009 decreased $228.4 million or 6.3% from December 31, 2008 and increased $401.1 million or 

13.4% from March 31, 2008.  

Other liabilities include the future servicing liability of securitized mortgages, realty taxes collected from borrowers, 

accounts payable and derivative financial instruments related to securitization activities. 

Contractual obligations by year of maturity were outlined in Table 22 on page 33 of the Company’s 2008 Annual Report.  

There have been no material changes to contractual obligations that are outside the ordinary course of the Company’s 

business. Details related to the Company’s bank term loans and subordinated debentures can be found in Notes 12 and 13 

to the audited consolidated financial statements found within the Company’s 2008 Annual Report. 

Shareholders’ Equity 

Total shareholders’ equity increased $17.1 million or 6.5% to $281.3 million at March 31, 2009 from $264.1 million at 

December 31, 2008 and grew 32.7% compared to March 31, 2008.  In the third quarter of 2008, the Company issued 1.9 

million common shares at a price of $21.50 per share for gross proceeds of $40.9 million. The Company used the proceeds, 

after deducting certain underwriting, legal and other expenses, to invest $38.9 million in the equity of Equitable Trust, in 

order to augment its Tier 1 regulatory capital base and support its continued growth, as well as for general corporate 

purposes. 
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At March 31, 2009, the Company had 14,882,710 common shares issued and outstanding as compared to 12,962,710 

common shares issued and outstanding at March 31, 2008. During the first quarter of 2009, 3,000 options were granted, no 

options were exercised and 220,000 options expired or were forfeited. As such, at March 31, 2009, there were unexercised 

stock options, which are or will be exercisable, to purchase 679,750 common shares for maximum proceeds of $16.6 

million.  There has been no additional options-related activity to date. At the date of this report, the Company has 

14,886,177 common shares issued and outstanding.   

On March 4, 2009, the Company announced the introduction of a Dividend Reinvestment Plan (“DRIP”).  Participation in the 

plan is optional and under the terms of the plan, cash dividends on common shares are used to purchase additional 

common shares at the volume weighted average trading price of the common shares on the TSX for the five trading days 

immediately preceding the dividend payment date.  Common shares issued as a result of participation in this plan would be 

issued from the Company’s treasury.  During the three months ended March 31, 2009, no common shares were issued 

under the DRIP. 

Capital Management 

Equitable maintains a capital management policy to govern the quality and quantity of capital utilized by the Company’s 

wholly-owned subsidiary, Equitable Trust.  

In order to determine prudent capital levels to maintain in the business based on its risks, Equitable Trust developed and 

implemented an Internal Capital Adequacy Assessment Process (“ICAAP”). In tandem with this, the Company set a 

minimum limit for its total capital ratio, inclusive of general allowance, at 13.0%. The Company has been successful in 

shifting its business to lower risk-weighted assets and in retaining its earnings.  Equitable Trust’s total capital ratio (when 

general allowance is included in capital) increased by 80 basis points to 14.3% at March 31, 2009 from 13.5% at December 

31, 2008 and is 290 basis points higher than a year ago. Equitable Trust’s Tier 1 capital position was significantly stronger at 

March 31, 2009 at 10.8% compared to 8.1% at March 31, 2008. Since Tier 1 consists of the highest quality capital (common 

shareholder’s equity) and the Company has not issued any preferred shares or innovative Tier 1 instruments and does not 

have any goodwill or other intangibles to take account of, its Tier 1 capital is equivalent to its tangible common equity ratio 

(a non-GAAP measure), which is defined as shareholder’s equity plus any qualifying other non-controlling interest in 

subsidiaries less preferred shares issued and outstanding, any goodwill, other intangible assets and certain components of 

accumulated other comprehensive income, as a percentage of risk-adjusted assets less other intangible assets. The tangible 

common equity ratio is considered by management and many investors and investment analysts to be a key measure of 

capital strength. Given the quality of Equitable Trust’s Tier 1 capital, its ratio is particularly strong compared to that of the 

Canadian chartered banks, which themselves are regarded as well-capitalized by international standards 
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Table 9: Capital measures of Equitable Trust 

 

($ thousands) 

 

March 31, 2009 December 31, 2008 March 31, 2008 

    

Risk-weighted assets:    

   Credit risk $2,364,377 $2,423,996 $2,479,317 

   Operational risk
(1)

 133,296 125,086 106,708 

Total risk-weighted assets $2,497,673 $2,549,082 $2,586,025 

    

Tier 1 capital:    

   Capital stock $128,706 $128,162 $88,465 

   Contributed surplus 2,458 2,138 1,546 

   Retained earnings 157,309 146,901 122,897 

   Accumulated other comprehensive loss
(2)

 (18,377) (20,330) (3,953) 

Total 270,096 256,871 208,955 

    

Tier 2 capital:    

   Subordinated debentures (Tier 2B)
(3)

 76,564 76,564 76,564 

Total 76,564 76,564 76,564 

    

Total regulatory capital $346,660 $333,435 $285,519 

    

Regulatory capital to risk-weighted assets    

   Tier 1 capital
(4)

 10.8% 10.1% 8.1% 

   Tier 2 capital 3.1% 3.0% 2.9% 

Total regulatory capital as a % of total risk-weighted assets 13.9% 13.1% 11.0% 

    

Total capital calculated as defined under ICAAP:    

   Total regulatory capital $346,660 $333,434 $285,519 

   General allowance
(5)

 10,688 11,651 9,055 

Total capital as defined under ICAAP $357,348 $345,085 $294,574 

    

Total capital ratio for ICAAP purposes 14.3% 13.5% 11.4% 

    

 (1)
 For operational risk, Equitable Trust uses the Basic Indicator Approach - calculated as 15% of the previous three year average of net interest 

income and other income, excluding gain or loss on investments.  The risk-weighted equivalent is determined by multiplying the capital 

requirement for operational risk by 12.5. 
(2)

  As prescribed by OSFI, certain components of accumulated other comprehensive income are included in the determination of regulatory 

capital.  Net unrealized fair value losses on available for sale equity securities are deducted in the determination of Tier 1 capital while net 

unrealized fair value gains on available for sale equity securities are included in Tier 2A capital. 
 

(3)
  Tier 2B capital may be included in Tier 2 capital to a maximum of 50% of net Tier 1 capital. 

(4)
  For Equitable Trust, its tangible common equity ratio is equivalent to Tier 1 capital because of the high quality of Tier 1 capital held. This ratio is 

defined as shareholder’s equity plus qualifying other non-controlling interest in subsidiaries, less preferred shares issued and outstanding, any 

goodwill, other intangible assets and certain components of accumulated other comprehensive income, as a percentage of risk-adjusted assets 

less other intangible assets. This ratio is a non-GAAP measure. 
 (5)

  Equitable Trust includes its general allowance in capital when assessing its capital requirements under its ICAAP.  
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Summary of Quarterly Results 

Table 10 summarizes the Company’s performance over the last eight quarters.  Equitable does not expect its earnings to be 

seasonal, but changes in short-term interest rates and volumes of mortgages securitized may cause some volatility in 

earnings from quarter to quarter as described elsewhere in this MD&A. 

Table 10: Summary of quarterly results 
 
 

 

2009 2008 2007 

Q1 Q4 Q3 Q2 Q1
 

Q4
(1)

 Q3 Q2 

OPERATIONS  

($ thousands, except per share amounts)         

Net income 
 

11,944 7,894 10,752 10,280 9,685 6,911 8,788 7,480 

EPS – basic $0.80 $0.53 $0.74 $0.79 $0.75 $0.53 $0.68 $0.59 

EPS – diluted  $0.80 $0.53 $0.74 $0.79 $0.74 $0.53 $0.67 $0.59 

Net interest income 15,006 14,862 16,398 15,473 17,610 17,353 15,658 14,467 

Net interest margin – TEB 1.6% 1.5% 1.7% 1.8% 2.2% 2.3% 2.2% 2.2% 

Total revenues  55,427 56,613 61,488 55,852 52,813 48,981 49,556 44,728 

Return on equity – annualized 17.8% 11.8% 16.7% 19.1% 18.8% 13.7% 18.2% 17.0% 

Return on average assets – annualized 1.2% 0.8% 1.1% 1.2% 1.1% 0.8% 1.1% 1.0% 

Productivity ratio – TEB 24.3% 32.7% 24.9% 26.8% 26.0% 33.9% 27.4% 29.6% 

Conventional mortgage production 60,117 174,059 355,907 350,106 197,176 347,711 450,264 406,625 

CMHC-insured multi-unit residential 

production 472,032 260,209 450,881 439,611 102,644 171,582 112,410 45,652 

Mortgages held for sale warehouse advances 270,097 356,776 170,105 180,054 70,458 63,449 216,699 249,643 

BALANCE SHEET AND OFF-BALANCE SHEET  

($ millions, except per share amounts)         

Total assets at quarter end  3,889 4,088 4,094 3,814 3,368 3,410 3,333 2,901 

Mortgages receivable at quarter end 2,895 3,023 3,036 2,916 2,811 2,874 2,699 2,313 

Shareholders’ equity at quarter end 281 264 268 221 212 203 198 186 

Book value per share at quarter end $18.90 $17.75 $17.98 $17.03 $16.35 $15.69 $15.29 $14.43 

Mortgage backed security assets under 

administration at quarter end  3,232 2,825 2,629 2,285 1,970 1,888 1,849 1,785 

(1) 
Fourth quarter 2007 results include an after-tax impairment write-down of $3.4 million for Quebecor World Inc. preferred shares held in the 

investment portfolio at year end. 

CRITICAL ACCOUNTING ESTIMATES 

The Company’s critical accounting estimates primarily relate to the areas of credit risk, allowance for credit losses and 

valuation of securitization retained interests and other financial instruments. The policies and methodologies used to 

determine these estimates and their significance to the Company’s financial condition have been outlined in this MD&A, as 

well as Note 1 to the audited consolidated financial statements for year ended December 31, 2008 and the MD&A within 

the Company’s 2008 Annual Report.  

The allowance for credit losses reflects management’s best estimate of probable losses in the Company’s mortgage 

portfolio as at the consolidated balance sheet date. In order to assess the likelihood of a loss, management takes into 

consideration a broad range of information, including economic factors, developments affecting particular property types 

and geographic areas, the age of a mortgage and specific issues with respect to individual borrowers. Changes in any of 

these factors may cause future assessment of credit risk to be significantly different from current assessments and could 

affect the level of allowance for credit losses being maintained by the Company.  
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The Company uses estimates in valuing retained interests in loan securitizations. This valuation and changes thereto affect 

the gain on sale of mortgages in a securitization and could affect the measurement of excess interest spread, net of 

servicing fees. Management uses its best estimates in determining the value of retained interests on each securitization, 

taking into account current interest rates, the terms of the mortgages being sold, the propensity for prepayment and the 

cost of the future mortgage servicing. On a quarterly basis, management reassesses its estimates to ensure that these 

estimates are still valid under the current economic environment. Management uses historical data to support any 

amendments to its estimation methodology and the carrying value of securitization retained interests.  

OFF-BALANCE SHEET ACTIVITIES 

The Company’s off-balance sheet activities include securitization and the commitment it makes to fund its pipeline of 

mortgage originations (see Notes 4, 5 and 13 to the unaudited interim consolidated financial statements for the period 

ended March 31, 2009). For additional information regarding these and other off-balance sheet items, please refer to page 

32 of the Company’s 2008 Annual Report. 

RISK MANAGEMENT 

Overview 

The Company, like other financial institutions, is exposed to the symptoms and effects of the global economic downturn on 

Canadian capital markets as well as other factors that could adversely affect its business, financial condition or operating 

results and which may also influence an investor’s decision to buy, sell or hold shares in the Company.  Many of these risk 

factors are beyond the Company’s direct control. Senior management is responsible for identifying risks and developing an 

appropriate risk management framework.  The Board of Directors and the Committees of the Board play an active role in 

monitoring the Company’s key risks and in determining the policies that are best suited to manage these risks. 

The Company faces a number of risks. The discussion set out below highlights certain key risks. For a more detailed 

discussion of the risks that affect this business, please refer to pages 33 to 36 of the Company’s 2008 Annual Report, as well 

as pages 7 to 12 of the Company’s Final Short Form Prospectus dated July 9, 2008, both of which are available on SEDAR at 

www.sedar.com. The Company cautions that the discussion of risks set out below is not exhaustive. 

Credit Risk 

Credit risk is defined as the possibility that Equitable will not receive the full value of amounts and recovery costs owed to it 

if counterparties fail to honor their obligations to the Company. 

Equitable Trust’s focus is on providing first mortgages on real estate. All mortgages are individually evaluated by 

underwriters using internal and external credit risk assessment tools and are assigned a risk rating, in accordance with the 

level of credit risk attributed to each loan. The underwriting approach places a strong emphasis on security evaluation and 

judgmental analysis of the risks in the transaction rather than being formulaic in nature. As a result, Equitable Trust can 

underwrite mortgages on favourable terms to borrowers who have good equity and debt service ratios in situations where 

conventional lenders may typically decline borrowers. 

On a regular basis, management establishes credit limits for exposure to certain counterparties, industries or market 

segments. Management also monitors these credit exposures, and prepares detailed analyses and reports assessing overall 

credit risk within the mortgage portfolio. Key components of credit risk that are closely monitored and measured are credit 

concentration risk and the risk associated with economically-sensitive assets. By way of definition, credit concentration risk 

results if an unduly large proportion of the Company’s lending business involves a single person, organization or group of 

related persons or organizations, a single geographic area, a single industry or a single category of investment. 
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The Company also invests in preferred share securities to generate returns that meet an acceptable hurdle threshold from a 

return on equity perspective. These securities represent a potential source of liquidity to the Company. However, such 

investments expose the Company to credit risk if the issuer of the preferred shares cannot make dividend payments, or in 

the worst case scenario, if the issuer becomes insolvent. Securities rated P-2 and higher comprised 50.9% of the preferred 

share equity securities portfolio at March 31, 2009, compared to 79.8% a year earlier. This year-over-year decrease 

primarily related to the rating downgrade of a group of connected preferred securities. 

Interest Rate Risk  

Interest rate risk is defined as the possibility that changes in market interest rates will adversely affect the Company’s 

financial condition. Interest rate risk may be affected if an unduly large proportion of the Company’s assets (for example, 

mortgages and other investments) or liabilities (for example, deposits) have unmatched terms, interest rates or other 

attributes. 

The Company’s primary method of managing interest rate risk involves the matching of asset and liability maturity profiles, 

closely monitoring interest rates and acting upon any mismatch in a timely manner to ensure that any sudden or prolonged 

change in interest rates does not significantly affect the Company’s net interest income. 

The Company uses simulated interest rate change sensitivity models to estimate the effects of various interest rate change 

scenarios on the economic value of shareholders’ equity and on net interest income for the 12 months following the 

measurement date. Certain assumptions that are based on actual experience are built into the simulations, including 

assumptions related to the pre-maturity redemptions of GICs and early payouts of mortgages. Estimates of Cashable GIC 

redemptions are also modeled. 

Management’s sensitivity modeling indicates that in the event of an immediate and sustained 1% interest rate increase, net 

interest income during the 12-month period following March 31, 2009 would increase by $5.4 million. Conversely, if 

interest rates were to decrease by 1% (and therefore allowed to go negative), net interest income would decrease by $4.8 

million. 

The Company hedges the interest rate risk for all multi-unit residential mortgages that are to be securitized through the 

CMHC MBS Program. Hedging protects the Company from losses due to changes in interest rates during the relevant 

period. 

The Company also holds replacement assets in the form of MBS in order to reduce the interest rate risk and replacement 

asset risk inherent in the CMB Program. 

The Company’s earnings are affected by changes in interest rates.  The estimate of sensitivity to interest rate changes is 

dependent on a number of assumptions that could result in a difference in actual outcomes in the event of an actual 

interest rate change.  

Liquidity Risk  

Liquidity risk is defined as the possibility that the Company will be unable to generate or obtain sufficient cash or its 

equivalents in a timely manner, at a reasonable price, to meet its commitments as they fall due. Liquidity risk may be 

affected if an unduly large proportion of the Company’s deposit-taking business involves a single person, organization or 

group of related persons or a single geographic area. 

Managing liquidity risk requires management to keep sufficient liquid assets on hand at all times to meet the mortgage 

funding needs, investment purchase commitments and GIC redemption and maturity obligations of Equitable Trust. Eligible 

liquid assets for regulatory purposes consist of cash and cash equivalents and debt instruments guaranteed by governments 

that were held by Equitable Trust at March 31, 2009. Assets eligible for regulatory liquidity purposes were $728.2 million at 

March 31, 2009 as compared to $331.4 million at March 31, 2008. The Company adheres to a funding and liquidity risk 

management policy, which provides guidelines relating to the required maintenance of a pool of high quality liquid assets, 
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including asset eligibility, liquidity portfolio composition criteria, minimum liquidity ratios, the measurement and forecast of 

cash flows, liquidity stress testing and an approved contingency plan. The Company's liquidity position and adherence to 

the requirements of this policy are monitored daily by senior management, with quarterly reporting to the Investment 

Committee of the Board of Directors. As defined in the policy, the stress analysis model considers seven scenarios that 

incorporate institution-specific and financial market disruptions. In order to establish these scenarios, the 

Company assesses deposit benchmarks and makes assumptions related to the cash flow behaviour of each type of asset 

and liability. For all scenarios that comprised Equitable's liquidity stress testing conducted during the quarter ended March 

31, 2009, the Company held sufficient liquidity and funding capacity to meet all funding obligations over the one-year 

forecasting period.  

The Company was in compliance with its liquidity policy during the quarter ended March 31, 2009 and at the date of this 

report.  

CHANGES IN ACCOUNTING POLICIES 

Understanding the Company’s significant accounting policies is essential to understanding the Company’s reported results 

of operations and financial position. The significant accounting policies used by the Company are the same as those used 

during the year ended December 31, 2008, as disclosed on pages 44 to 47 of the Company’s 2008 Annual Report.  

 

Effective January 1, 2009, the Company adopted EIC 173, Credit Risk and the Fair Value of Financial Assets and Financial 

Liabilities.  The abstract clarifies how the Company’s own credit risk and the credit risk of the counterparty should be taken 

into account in determining the fair value of financial assets and financial liabilities, including derivatives. The new guidance 

did not have a material effect on the financial position or earnings of the Company. 

Future Accounting Changes 

International Financial Reporting Standards: 

Canadian Public Companies are required to prepare their financial statements in accordance with International Financial 

Reporting Standards (“IFRS”), as issued by the International Accounting Standards Board (“IASB”), for financial years 

beginning on or after January 1, 2011. Equitable will transition to IFRS on this date. 

In order to meet the transition requirements, management has developed a project plan that is arranged according to the 

following phases: 

• Impact assessment of IFRS. 

• Requirements gathering, detailed review of IFRS and adoption planning. 

• Results delivery (selection of IFRS policies). 

• Training and communication. 

• Refinement or updating of policy selection choices (for IFRS changes that are instituted prior to 2011). 

Equitable is on schedule with its IFRS adoption project plan, having completed the impact assessment phase and having 

started the requirements gathering and detailed planning phase. The Company has completed a training program to ensure 

that management has sufficiently trained expertise required for adoption. 

A detailed table, identifying Equitable’s project milestones and planned completion dates, is included on page 31 of the 

Company’s 2008 Annual Report. 

INTERNAL CONTROLS OVER FINANCIAL REPORTING 

No changes made in the Company’s internal controls over financial reporting during the first quarter ended March 31, 2009 

materially affected, or are reasonably likely to materially affect, the Company’s internal controls over financial reporting. 
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NON-GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (“GAAP”) FINANCIAL MEASURES 

Management uses a variety of financial measures to evaluate the Company’s performance. In addition to GAAP prescribed 

measures, management uses certain non-GAAP measures that it believes provide useful information to investors regarding 

our financial condition and results of operations. Readers are cautioned that non-GAAP measures, such as the tangible 

common equity ratio do not have any standardized meanings prescribed by Canadian GAAP, and therefore, are unlikely to 

be comparable to similar measures presented by other companies. This ratio is a key measure of capital strength that is 

defined as shareholder’s equity plus any qualifying other non-controlling interest in subsidiaries less preferred shares 

issued, any goodwill, other intangible assets and certain components of accumulated other comprehensive income, as a 

percentage of risk-adjusted assets less other intangible assets. 

The presentation of financial information on a TEB is another common practice in the banking and trust company 

industries. Since these do not have a standardized meaning within GAAP, TEB calculations may not be comparable to similar 

measures presented by other companies. On a selective basis, The Company uses TEB in the discussion of revenues, 

interest margins and productivity ratios in this MD&A. The TEB methodology grosses up tax-exempt income, such as 

dividends from equity securities, by an amount which makes this income comparable, on a pre-tax basis, to regular taxable 

income such as mortgage interest. For the three months ended March 31, 2009, this gross-up amounted to $0.7 million as 

compared to $1.0 million during the corresponding period in 2008. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 

Statements made by the Company in the sections entitled “Highlights and Strategy”, “Outlook”,  

“Non-interest Expenses”, “Mortgage Portfolio” and “Liquidity and Non-mortgage Assets” of this report, in other filings with 

Canadian securities regulators and in other communications include forward-looking statements within the meaning of 

applicable securities laws (“forward-looking statements”). These statements include, but are not limited to, statements 

about the Company’s objectives, strategies and initiatives, financial result expectations and other statements made herein, 

whether with respect to the Company's businesses or the Canadian economy. Generally, forward-looking statements can 

be identified by the use of forward-looking terminology such as "plans", "expects" or "does not expect", "is expected", 

"budget", "scheduled", "planned", "estimates", "forecasts", "intends", "anticipates" or "does not anticipate", or "believes", 

or variations of such words and phrases which state that certain actions, events or results "may" ,"could", "would", "might" 

or "will be taken", "occur" or "be achieved". Forward-looking statements are subject to known and unknown risks, 

uncertainties and other factors that may cause the actual results, level of activity, closing of transactions, performance or 

achievements of the Company to be materially different from those expressed or implied by such forward-looking 

statements, including but not limited to risks related to capital markets and additional funding requirements, fluctuating 

interest rates and general economic conditions, legislative and regulatory developments, the nature of our customers and 

rates of default, and competition as well as those factors discussed under the heading "Risk Management " herein and in 

the Company's documents filed on SEDAR at www.sedar.com.  

All material assumptions used in making forward-looking statements are based on management's knowledge of current 

business conditions and expectations of future business conditions and trends, including their knowledge of the current credit, 

interest rate and liquidity conditions affecting the Company and the Canadian economy. Although the Company believes the 

assumptions used to make such statements are reasonable at this time and has attempted to identify in its continuous 

disclosure documents important factors that could cause actual results to differ materially from those contained in forward-

looking statements, there may be other factors that cause results not to be as anticipated, estimated or intended.  Certain 

material assumptions are applied by the Company in making forward-looking statements, including without limitation, 

assumptions regarding its continued ability to fund its mortgage business at current levels, a continuation of the current level 

of economic uncertainty that affects real estate market conditions, continued acceptance of its products in the marketplace, as 

well as no material changes in its operating cost structure and the current tax regime. There can be no assurance that such 

statements will prove to be accurate, as actual results and future events could differ materially from those anticipated in such 

statements. Accordingly, readers should not place undue reliance on forward-looking statements. The Company does not 

undertake to update any forward-looking statements that are contained herein, except in accordance with applicable 

securities laws. 
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INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 

 

CONSOLIDATED BALANCE SHEETS (unaudited) 

AS AT MARCH 31, 2009 

With comparative figures as at December 31, 2008 and March 31, 2008 

(In thousands of dollars) 

 

 March 31, 2009 December 31, 2008 March 31, 2008 

    

Assets    

Cash and cash equivalents $17,236 $50,121 $12,582 

Restricted cash 6,300 8,422 5,000 

Investments purchased under reverse repurchase agreements 

(note 3) 540,693 698,276 275,074 

Investments (note 3) 270,269 170,321 195,499 

Securitization retained interests (note 4) 122,734 101,806 57,046 

Mortgages receivable (note 6) 2,895,085 3,023,015 2,810,856 

Other assets (note 7) 36,183 35,590 12,314 

 $3,888,500 $4,087,551 $3,368,371 

    

Liabilities and Shareholders' Equity    

Liabilities:    

  Customer deposits (note 8) $3,471,953 $3,692,569 $3,057,746 

  Future income taxes  20,196 17,839 9,157 

  Other liabilities (note 9) 38,532 36,433 12,968 

  Bank term loans 44,595 44,595 44,595 

  Subordinated debentures 31,969 31,969 31,969 

 3,607,245 3,823,405 3,156,435 

    

Shareholders' equity:    

  Capital stock (note 11) 126,993 126,993 87,257 

  Contributed surplus (note 11) 2,872 2,553 1,961 

  Retained earnings 159,821 149,365 124,714 

  Accumulated other comprehensive loss (8,431) (14,765) (1,996) 

 281,255 264,146 211,936 

    

 $3,888,500 $4,087,551 $3,368,371 

See accompanying notes to interim consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF INCOME (unaudited) 
FOR THE THREE MONTH PERIOD ENDED MARCH 31, 2009 

With comparative figures for the three month period ended March 31, 2008 

(In thousands of dollars, except share and per share amounts) 

 

 

 Three months ended 

 March 31, 2009 March 31, 2008 

   

Interest income:   

Mortgages $41,014 $45,692 

Investments 2,465 2,176 

Other 1,825 3,723 

 45,304 51,591 

Interest expense:   

Customer deposits 27,297 30,709 

Deposit agent commissions  1,684 1,942 

Bank term loans 738 746 

Subordinated debentures 579 584 

 30,298 33,981 

Net interest income 15,006 17,610 

Provision for credit losses (note 6) 1,850 300 

Net interest income after provision for credit losses 13,156 17,310 

Other income:   

Fees and other income 753 360 

     Net gain on investments 36 181 

Gains on securitization activities and income from retained interests (note 4) 9,334 681 

 10,123 1,222 

Net interest income and other income 23,279 18,532 

Non-interest expenses:   

    Compensation and benefits 3,964 3,027 

    Other 2,307 2,121 

 6,271 5,148 

Income before income taxes 17,008 13,384 

Income taxes (note 10):   

Current 2,707 3,604 

Future  2,357 95 

 

 

5,064 3,699 

Net income $11,944 $9,685 

   

Earnings per share:   

Basic $0.80 $0.75 

Diluted $0.80 $0.74 

   

Weighted average number of shares outstanding:   

Basic 14,882,710 12,955,897 

Diluted 14,882,710 13,018,567 

   

See accompanying notes to interim consolidated financial statements.  

 



EQUITABLE GROUP INC. FIRST QUARTER 2009 | 21 

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (unaudited) 

FOR THE THREE MONTH PERIOD ENDED MARCH 31, 2009 

With comparative figures for the three month period ended March 31, 2008 

(In thousands of dollars) 
 

 Three months ended 

 March 31, 2009 March 31, 2008 

 
 

 

 

Capital stock:   

Balance, beginning of period  $126,993 $87,062 

Common shares issued (note 11)   

Proceeds from exercise of stock options - 175 

Transfer from contributed surplus relating to the exercise of stock options - 20 

Balance, end of period 126,993 87,257 

   

Contributed surplus:   

Balance, beginning of period 2,553 1,778 

Stock-based compensation (note 11) 319 203 

Transfer to common shares relating to the exercise of stock options - (20) 

Balance, end of period 2,872 1,961 

   

Retained earnings:   

Balance, beginning of period 149,365 116,325 

Net income 11,944 9,685 

Dividends (1,488) (1,296) 

Balance, end of period 159,821 124,714 

   

Accumulated other comprehensive income (loss), net of tax:   

Balance, beginning of period (14,765) (1,995) 

Other comprehensive income (loss) 6,334 (1) 

Balance, end of period (8,431) (1,996) 

Total retained earnings and accumulated other comprehensive income (loss) 154,262 122,718 

Total shareholders' equity $281,255 $211,936 
 

    

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (unaudited) 
FOR THE THREE MONTH PERIOD ENDED MARCH 31, 2009 

With comparative figures for the three month period ended March 31, 2008 

 (In thousands of dollars) 
 

 Three months ended 

 March 31, 2009 March 31, 2008 

   

Net income $11,944 $9,685 

Other comprehensive income (loss), net of tax:   

Available for sale investments:    

Net unrealized gains (losses) from change in fair value
(1)

 7,440 (87) 

Reclassification of net (gains) losses to income
(2)

  (1,106) 86 

Other comprehensive income (loss) 6,334 (1) 

Comprehensive income $18,278 $9,684 

(1) 
Net of income tax expense of $3,630 (March 31, 2008 – tax benefit of $43). 

(2) 
Net of income tax benefit of $540 (March 31, 2008 – tax expense of $43). 

 

See accompanying notes to interim consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited) 
FOR THE THREE MONTH PERIOD ENDED MARCH 31, 2009 

With comparative figures for the three month period ended March 31, 2008 

 (In thousands of dollars)    
 

 Three months ended 

 March 31, 2009 March 31, 2008 

   

Cash provided by (used in):   

Operating activities:   

Net income $11,944 $9,685 

Non-cash items:   

Financial instruments – fair value adjustments (5,594) (1,132) 

Securitizations – (gains) losses on securitization activities (7,619) 42 

Amortization of capital assets 141 185 

Provision for credit losses 1,850 300 

Net gain on investments (84) (179) 

Future income taxes  2,357 95 

Stock-based compensation 319 203 

Amortization of premiums on investments, net 204 549 

 3,518 9,748 

   

Changes in operating assets and liabilities:   

Other assets 212 982 

Other liabilities (4,693) (3,770) 

 (963) 6,960 

   

Financing activities:   

Increase in customer deposits (219,157) (47,679) 

Dividends paid on common shares (1,488) (1,296) 

Issuance of common shares - 175 

 (220,645) (48,800) 

   

Investing activities:   

Proceeds on sale or redemption of investments 4,459 23,750 

Purchase of investments purchased under reverse repurchase agreements (540,693) (275,074) 

Proceeds on sale or redemption of investments purchased under reverse repurchase agreements 698,276 232,120 

Change in restricted cash 2,122 - 

Increase in mortgages receivable (811,716) (376,012) 

Mortgage principal repayments 419,292 267,478 

Proceeds from loan securitizations 411,179 163,091 

Securitization retained interests 5,919 3,204 

Purchase of capital assets (115) (62) 

 188,723 38,495 

   

Decrease  in cash and cash equivalents (32,885) (3,345) 

Cash and cash equivalents, beginning of period 50,121 15,927 

Cash and cash equivalents, end of period $17,236 $12,582 

   

Supplemental cash flow information:   

Interest paid $22,986 $27,221 

Income taxes paid 1,373 1,724 

See accompanying notes to interim consolidated financial statements.  



NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (unaudited) 
THREE MONTH PERIOD ENDED MARCH 31, 2009 
(In thousands of dollars, except per share amounts) 
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1.  Summary of Significant Accounting Policies:  

(a) Basis of preparation: 

Equitable Group Inc. (the “Company”) was formed on January 1, 2004 as the parent company of its wholly-owned 

subsidiary, The Equitable Trust Company (“Equitable Trust”).  Equitable Trust is federally regulated under the Trust and Loan 

Companies Act (Canada) by the Office of the Superintendent of Financial Institutions Canada (“OSFI”).  The unaudited 

interim consolidated financial statements include the assets, liabilities and results of operations of the Company and 

Equitable Trust after the elimination of intercompany transactions and balances. 

These unaudited interim consolidated financial statements should be read in conjunction with the audited consolidated 

financial statements for the year ended December 31, 2008 as set out on pages 44 to 65 of the Company’s 2008 Annual 

Report. These unaudited interim consolidated financial statements have been prepared in accordance with Canadian 

generally accepted accounting principles (“GAAP”) using the same accounting policies and methods of computation as were 

used in the preparation of the audited consolidated financial statements for the year ended December 31, 2008 except as 

described in note 1(b).   

These unaudited interim consolidated financial statements reflect amounts which must, of necessity, be based on the best 

estimates and judgment of management with appropriate consideration as to materiality.  Actual results may differ from 

these estimates.  

 (b)  Changes in accounting policy: 

Effective January 1, 2009, the Company adopted EIC 173, Credit Risk and the Fair Value of Financial Assets and Financial 

Liabilities.  The abstract clarifies how the Company’s own credit risk and the credit risk of the counterparty should be taken 

into account in determining the fair value of financial assets and financial liabilities, including derivatives. The new guidance 

did not have a material effect on the financial position or earnings of the Company. 

(c) Future accounting changes: 

International Financial Reporting Standards ("IFRS"): 

The CICA Accounting Standards Board requires that all publicly accountable enterprises adopt IFRS for years beginning on or 

after January 1, 2011.  IFRS will replace Canadian GAAP and on January 1, 2011, these standards will apply to the Company.  

The Company has started an IFRS conversion project and is evaluating the impact of the initial application of these 

standards on the consolidated financial statements.   

(d) Comparative figures: 

Certain comparative figures have been reclassified to conform with the financial statement presentation adopted for 2009. 
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2. Financial instruments: 

The Company’s business activities result in a consolidated balance sheet that consists primarily of financial instruments and 

the majority of net income results from gains, losses, income and expenses related to the same.   

Financial instrument assets include cash and cash equivalents, restricted cash, investments purchased under reverse 

repurchase agreements, investments, mortgages receivable, securitization retained interests and derivative financial 

instruments.  Financial instrument liabilities include customer deposits, derivative financial instruments, servicing liabilities,  

bank term loans and subordinated debentures. 

Financial assets and liabilities are recognized in the consolidated balance sheets at fair value, cost or amortized cost 

according to the categories determined by the accounting framework for financial instruments.   

(a) Risks associated with financial instruments: 

The use of financial instruments exposes the Company to credit risk, interest rate risk and liquidity risk.  A discussion on 

how these risks and other risks are managed can be found in the Risks Management section of the March 31, 2009 

Management’s Discussion and Analysis and the corresponding section of the Company’s 2008 Annual Report.  

(b) Determination of fair value: 

When a financial instrument is initially recognized, its fair value is the amount of consideration for which the financial 

instruments would be exchanged in an arm’s-length transaction between knowledgeable parties who are under no 

compulsion to act. 

Subsequent to initial recognition, for financial instruments measured at fair value where active market prices are available, 

bid prices are used for financial assets and ask prices for financial liabilities. For those financial instruments measured at fair 

value where an active market is not available, fair value estimates are determined using valuation methods which refer to 

observable market data and include discounted cash flow analysis and other commonly used valuation techniques.   

Further information on how the fair value of financial instruments is determined is included in the significant accounting 

policies section of the Company’s 2008 Annual Report. 
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3. Investments: 

 (a)  Carrying value: 

 March 31, 2009 December 31, 2008 March 31, 2008  

Debt securities issued or guaranteed by:    

Canada $170,581 $73,563 $14,823 

Provinces - - 29,123 

Equity securities:    

Preferred shares 99,688 96,758 151,553 

 $270,269 $170,321 $195,499 

Investments are accounted for at settlement date.  Net unrealized gains (losses) included in the carrying value on the 

consolidated balance sheet as at March 31, 2009 are as follows: 

 

 March 31, 2009 December 31, 2008 March 31, 2008  

Debt securities issued or guaranteed by:    

Canada $8,976 $3,613 $84 

Provinces - - 104 

Equity securities:    

Preferred shares (27,343) (30,477) (5,925) 

 ($18,367) ($26,864) ($5,737) 

(b)  Reverse repurchase agreements: 

The Company held investments under reverse repurchase agreements at March 31, 2009 in the amount of $540,693 

(December 31, 2008 – $698,276, March 31, 2008 – $275,074).  Investments purchased under reverse repurchase 

agreements represent a purchase of Government of Canada securities by the Company effected with a simultaneous 

agreement to sell the assets back at a specified price on a specified future date, which is generally short-term.  

 

4. Securitization retained interests: 

(a) Retained interests: 

The Company securitizes Government of Canada guaranteed residential mortgages through the creation of mortgage 

backed securities and removes the mortgages from the consolidated balance sheet. As at March 31, 2009, outstanding 

securitized mortgages totaled $3,232,293 (December 31, 2008 – $2,825,063, March 31, 2008 – $1,969,620).  

 

 




