











TERRA FIRMA CAPITAL CORPORATION

Consolidated Statements of Income and Comprehensive Income

Years ended December 31, 2012 and 2011
{In Canadian dollars)

Notes 2012 2011
Revenue
Interest and fees earned 5 5,156,665 § 1,352,124
Rantal income & 343,058 174,195
5,500,623 1,526,219
Expenses
Property operating costs G 129,186 55,801
General and administrative expenses 538,978 245 327
Share based compensation 15 216,840 284 998
Interest expense 18 2,569,006 457 719
3454010 1,043,945
Fair value adjustment of investment properties G - 195,000
Income from continuing operations before income taxes 2046613 BT .574
Income tax provision 19 562,320 187,210
Income from continuing operations 1,484,293 480,164
Loss from discontinued operations (net of incoma tax
recovery of $82 687 (2011- $75,928)) 10 (232,313) (192,842)
Net income and comprehensive income b 1,251,980 § 287,322
Basic and diluted earnings (loss) per share 16
Continuing operations 5 0os % 0.03
Discontinued operations (0.01) 0.01
§ 0.04 $ 0.04

The accompanying noles are an integral part of these financial consolidated statements.















TERRA FIRMA CAPITAL CORPORATION

Motes to Consolidated Financial Statements
{In Canadian dollars)

Years ended December 31, 2012 and 2011

2. Significant accounting policies (continued):

The loan and mortgage investments are assessed each reporting period to determine whether
there is any objective evidence of impairment and are considered to be impaired if one or more
loss events that have an impact on the future cash flows of the financial asset after initial
recognition of the financial asset and the loss can be reliably measured.

If there is objective evidence of an impairment loss, the loss based on the difference between
the carrying amount of the loan and mortgage investment, and the respective estimated future
cash flows discounted at the loan and mortgage investment's original effective interest rate and
is recorded as an allowance for losses and recognized in the consolidated statements of
income and comprehensive income, If, in a8 subseguent period, the impairment loss decreases
and the decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment is reversed [o the extent of the impairment.

{c) Interests in joint ventures:

A joint venture is a contractual arrangement pursuant to which the Company and other parties
undertake an economic activity that is subject to joint control whereby the strategic financial
and operating policy decisions relating to the activiies of the joint venture require the
unanimous consent of the parties sharing control.

Joint venture arrangements that involve the establishment of a separate entity in which each
venturer has an interest are referred to as jointly controlled entities. The Company reports its
interest in joint ventures using the equity method of accounting., Under the equity method,
investments in joint ventures are carried in the consolidated statements of financial position at
cost as adjusted for the Company's proportionate share of post-acquisition changes in the net
assets of the joint ventures, less any identifled impairment. The consolidated statements of
operations reflect the Company's share of the resulis of operations of the joint ventures. Where
there has been a change recognized direcily in the joint venture’s equity, the Company
recognizes its share of any changes and discloses this, when applicable, in the consolidated
financial statements. When the Company's share of losses of the joint venture equals its
interest in that joint venture, the Company discontinues recognizing its share of further losses.
Any additional share of losses is provided for and a liability is recognized only 1o the extent that
the Company has incurred legal or constructive obligations or made payments on behalf of that
joint venture,





































































TERRA FIRMA CAPITAL CORPORATION

Motes to Consolidated Financial Statements
(In Canadian dollars}

Years ended December 31, 2012 and 2011

17.

Transactions with related parties:

At December 30, 2012 and 2011, Counsel Corperation owned approximately 20.2% of the
outstanding Shares of the Company, and therefore is considered a related party. On January 1,
2013, Counsel distributed its entire holding of Shares as a dividend lo its shareholders.

(a) Management Agreement

On December 31, 2012, Counsel Asset Management L.P. (the “Manager"), an entity wholly-
owned by Counsel Corporation, terminated the Management Agreement with the Company.

Prior to December 31, 2012, pursuant to the term of the Management Agreement, the Manager
provided the administration of the day-to-day operations of the Company including providing
other general management services to the Company including accounting, reporting, financial
statement preparation assistance, and the provision of office space, equipment and personnel
and advising on sirategic matters including assisting the Company in structuring, sourcing,
evaluating, and negotiating investments; the financing of such investments; and dispositions.

Prior to December 31, 2012, pursuant fo the terms of the Management Agreement, for the
services provided by the Manager, the Company paid the Manager an annual management
fee, quarterly in arrears, equal to the sum of (i) 1.5% of the first $200 million of the Company's
shareholder's equity, (ii} 1.25% of the Company's shareholders’ equity in excess of $200 million
and up to 5300 million, and (i} 1.00% of the Company's shareholders' equity in excess of $300
million, in each case calculated in accordance with Canadian generally accepted accounting
principles.  Subsequent to September 30, 2011 and pursuant to the amended Management
Agreement, the management fee calculation included the debt securities issued by the
Company; excluding syndication of loan or other investments by the company was included in
calculating the management fee. For the years ended December 31, 2012 and 2011, the
management fee amount to $328,900 and $115,528, respectively, and are included in general
and administrative expenses. Of this amount, $84,000 (December 31, 2011 - §60,500) is
included in accounts payable and accrued liabilities.

In addition, pursuant to the Management Agreement, the Company paid the Manager, 50% of
all fees attributable to lending activities earned by the Company and certain fees or profit
earned by the Company in connection with equity participations in commercial and residential
developments and investment property acquisitions. The fees paid to the Manager are
deducted from the fees used in the determination of the effective interest rate on each of tha
Company's loan and mortgage investments. During the year ended December 31, 2012, the
Company paid $480,100 (2011 - $134,240) in such fees to the Manager. At December 31,
2012, the fees payable to the Manager amaounis to $125,000 (December 31, 2011 - $nil) and is
included in accounts payable and accrued liabilities.
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TERRA FIRMA CAPITAL CORPORATION

Motes to Consolidated Financial Statements
(In Canadian dollars)

Years ended December 31, 2012 and 2011

22,

Risk management:

In the normal course of business, the Company is exposed to a number of risks that can affect
its operating performance. These risks and the actions taken to manage them are as follows:

{a) Market risk:

Market risk is the risk that the value of an investment will fluctuate as a result of changes in
market price whether the changes are caused by factors specific to the investment or
factors affecting all securities in the market,

The Company’s objective of managing this risk is to minimise the velatility of earnings. The
Company mitigates this risk by charging interest rates which are significantly above normal
banking rates.

{b) Credit risk

Credit risk is the risk of financial loss from the failure of a borrower, for any reason, to fully
honour its financial or contractual obligations to the Company, primarily arising from the
Company's loan and mortgage investment activities. Fluctuations in real estate values may
increase the risk of default and may also reduce the net realizable value of tha collateral
property to the Company. Credit losses occur when a borrower fails to meet its obligations
to the Company and the value realized on the sale of the underlying security deteriorates
below the carrying amount of the exposure.

The Company is exposed to credit risk on all financial assels and its exposure is generally
limited to the carrying amount on the consolidated statements of financial position.

The Company mitigates the risk of credit losses on its loan and mortgage investments by
maintaining strict credit policies and conducting thorough investment due diligence,
ensuring loans and mortgages have risk-adjusted loan to value, together with personal
guarantees by the borrowers and parties related to the borrowers, review and approval of
new loans and mortgages and continued monitoring of change in value of underlying
securities.
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