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Independent Auditor's Report
Grant Thornton LLP
Suite 1600, Grant Thornton Place
333 Seymour Street
Vancouver, BC
V6B 0A4

T +1 604 687 2711
F +1 604 685 6569
www.GrantThornton.ca

To the Shareholders of 
Armada Mortgage Corporation

We have audited the accompanying financial statements of Armada Mortgage Corporation,
which comprise the statement of financial position as at December 31, 2017, and the
statements of income and comprehensive income, changes in equity, and cash flows for the
year then ended, and a summary of significant accounting policies and other explanatory
information.

Management's responsibility for the financial statements 

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards, and for such
internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's responsibility 

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

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

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

Audit • Tax • Advisory
Grant Thornton LLP. A Canadian Member of Grant Thornton International Ltd 1



Opinion 

In our opinion, the financial statements present fairly, in all material respects, the financial
position of Armada Mortgage Corporation as at December 31, 2017, and its financial
performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Vancouver, Canada
March 5, 2018 Chartered Professional Accountants

Audit • Tax • Advisory
Grant Thornton LLP. A Canadian Member of Grant Thornton International Ltd 2



Armada Mortgage Corporation
Statement of Financial Position
December 31 2017 2016

Assets
Cash $ - $ 1,825
Accounts receivable 29,000 -
Interest receivable 130,929 107,548
Due from related party 177,051 -
Prepaid expenses - 30,464
Mortgages receivable (Note 4) 25,923,233 21,832,374

Total assets $ 26,260,213 $ 21,972,211

Liabilities
Bank indebtedness (Note 5) $ 4,147,245 $ 2,316,802
Accounts payable 47,999 81,404
Dividends payable (Note 6) 874,289 580,645
Preferred shares (Note 7) 21,190,585 18,993,267

Total liabilities 26,260,118 21,972,118

Shareholders' equity
Common shares (Note 7) 95 93

Total liabilities and shareholders' equity $ 26,260,213 $ 21,972,211

See accompanying notes to the financial statements. 3



Armada Mortgage Corporation
Statement of Income and Comprehensive Income
Year ended December 31 2017 2016

Revenue
Mortgage interest $ 1,761,511 $ 1,504,803
Lender fees 267,239 173,376
Other fees 77,975 72,415

2,106,725 1,750,594

Expenses
Management fees (Note 8) 384,004 350,892
Mortgage (gains) losses (Note 4) (48,975) 82,000
Interest and bank charges 106,134 79,170
Professional fees 87,470 34,365
Advertising and promotion 23,171 16,515
Consulting fees 14,060 12,019
Insurance 8,690 9,118
Office 25,383 5,197

599,937 589,276

Income before other item 1,506,788 1,161,318

Other item
Dividend expense (Note 6) 1,506,788 1,161,318

Net and comprehensive income $ - $ -

See accompanying notes to the financial statements. 4



Armada Mortgage Corporation
Statement of Changes in Equity
Year ended December 31

Common
Shares

Retained
Earnings Total

Balance, December 31, 2015 $ 94 $ - $ 94

Net and comprehensive income - - -

Proceeds from issuance of shares 2 - 2

Redemption of shares (3) - (3)

Balance, December 31, 2016 93 - 93

Net and comprehensive loss - - -

Proceeds from issuance of shares 6 - 6

Redemption of shares (4) - (4)
- -

Balance, December 31, 2017 $ 95 $ - $ 95

See accompanying notes to the financial statements. 5



Armada Mortgage Corporation
Statement of Cash Flows
Year ended December 31 2017 2016

Increase (decrease) in cash

Operating
Net and comprehensive income $ - $ -
Items not affecting cash

Interest income (1,761,511) (1,504,803)
Dividends 1,506,789 1,161,318
Mortgage (gains) losses (48,975) 82,000
Interest expense 106,134 79,170

(197,563) (182,315)

Change in non-cash operating working capital
Accounts receivable (29,000) 20,000
Prepaid expenses 30,464 (12,130)
Accounts payable (33,405) 31,874
Unearned lender fees (45,242) 67,204
Advances to related party (177,051) -

(254,234) 106,948

Cash flows relating to interest and dividends
   Interest received 1,738,130 1,478,885
   Interest paid (106,134) (79,170)
   Dividends paid (813,159) (636,733)

818,837 762,982

367,040 687,615

Financing 
Common shares issued 6 2
Common shares redeemed (4) (3)
Preferred shares issued 2,255,720 2,975,704
Preferred shares redeemed (458,388) (409,127)
Proceeds from bank loan 12,260,000 14,150,000
Repayment of bank loan (10,429,557) (14,858,716)

3,627,777 1,857,860

Investing 
Mortgages repaid 10,714,310 18,281,377
New mortgages funded (14,710,952) (20,826,877)

(3,996,642) (2,545,500)

Decrease in cash (1,825) (25)

Cash
Beginning of year 1,825 1,850

End of year $ - $ 1,825

See accompanying notes to the financial statements. 6



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

1. Nature of operations

Armada Mortgage Corporation (the "company") is a mortgage investment corporation pursuant to
Section 130.1 of the Income Tax Act. It was incorporated under the British Columbia Companies
Act on December 29, 1995 and is also registered in Alberta, Manitoba and Ontario. The Company’s
target return to investors is 3.75% over the Bank of Canada 3-5 year bond rate, a target that has
been reached each year since operations began in 2001.

The address of the company's registered office is 11951 224 Street, Maple Ridge, BC V2X 6B2.

2. Basis of presentation

The financial statements were prepared in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (IASB).

These annual financial statements were authorized for issuance by the Board of Directors on March
5, 2018.

Basis of measurement
These financial statements are prepared on the historical cost basis, except for financial
instruments classified as fair value through profit or loss that have been measured at fair value.

Functional and presentation currency
These financial statements are presented in Canadian dollars, which is also the company's
functional currency.

Use of estimates and judgments
The preparation of financial statements in accordance with IFRS requires management to make
estimates, assumptions and judgments that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the reporting date and the reported  amounts  of
revenue and expenses during the reporting period.

Significant areas requiring the use of management estimates relate to the valuation of mortgages
and provision for impaired loans.

Management believes that its estimates are appropriate, however, actual results could differ from
the amounts estimated. Estimates and underlying assumptions are reviewed annually and revisions
to accounting estimates are recognized in the  period in which the estimate is revised and any
future periods affected.

7



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

3. Summary of significant accounting policies

Mortgages receivable

Mortgages receivable are classified as loans and receivables and are recorded at amortized cost,
less allowances for loan impairment. Mortgages are issued typically with terms between one to two
years and are subject to approval based on lending criteria.

Specific allowances are established for individual mortgages identified as impaired, whereby the
company reduces the carrying value of these mortgages to their estimated net realizable value.
Mortgages classified as impaired include mortgages for which interest and principal payments are
90 days in arrears and the underlying security is considered inadequate to recover all costs.
Estimated realizable amounts are determined by the estimated net fair market value of the security
underlying the mortgages after deducting costs of realization.

The company capitalizes all maintenance and foreclosure costs with the intention of recovering
these costs upon subsequent payout of the mortgage providing that sufficient equity is estimated to
exist in the underlying security.

Revenue recognition

Interest income on mortgages is recorded using the accrual method. The majority of the mortgages
receivable are for a one year term and, therefore, loan fees and expenses are recognized in the
year received or incurred. Any discounts on mortgages purchased below face value are amortized
to income over the mortgage term.

Interest income on impaired loans ceases to accrue at the start of the legal action. Any interest
income after that point is only recognized when received at the successful completion of the
foreclosure action.

Interest penalties received as a result of loan prepayments are recognized as income in the year in
which the prepayment is made.

In foreclosure situations, the company ceases to accrue interest at the start of legal action. The
company will carefully review the situation with these mortgages an recognize any impairment when
it arises.

Income taxes

No provision for income taxes has been made in these financial statements, as the company is a
Mortgage Investment Corporation in accordance with Section 130.1 of the Income Tax Act. No tax
is payable providing all income earned is paid out as dividends within 90 days of the fiscal year end.

Dividends

Dividends on new shares and redemptions are calculated on a pro-rated daily basis.

8



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

3. Summary of significant accounting policies (continued)

Financial instruments

All financial instruments are initially recognized on the statement of financial position at fair value at
acquisition. Measurement in subsequent periods depends on whether the financial instrument has
been classified as fair value through profit or loss, available-for-sale, held-to-maturity, loans and
receivables, or other financial liabilities. During the year, there has been no reclassification of
financial instruments.

The financial instruments classified as fair value through profit or loss are measured at fair value
with unrealized gains and losses recognized in net income. The company does not have any
financial instruments classified as fair value through profit or loss.

Available-for-sale financial assets are measured at fair value with unrealized gains and losses
recognized in other comprehensive income. The company does not have any financial assets
classified as available-for-sale.

The financial assets classified as loans and receivables are initially measured at fair value, then
subsequently carried at amortized cost. The company's financial assets classified as loans and
receivables include cash, accounts receivable, due from related party, interest receivable and
mortgages receivable.

The financial assets classified as held-to-maturity are initially measured at fair value, then
subsequently carried at amortized cost. The company does not have any held-to-maturity financial
assets.

Financial instruments classified as other financial liabilities are initially measured at fair value, then
subsequently carried at amortized cost. Other financial liabilities include bank indebtedness
accounts payable, dividends payable and preferred shares.

9



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

3. Summary of significant accounting policies (continued)

Standards, amendments and interpretations not yet effective

Certain new standards, amendments and interpretations have been published that are mandatory
for the Company, that the Company has decided not to early adopt. The standards, amendments
and interpretations that will be relevant to the Company are:

IFRS 15 Revenue from Contracts with Customers will replace IAS 18 Revenue, IAS 11 Construction
Contracts and some revenue related interpretations. IFRS 15 establishes a new control-based
revenue recognition model, changes the basis for deciding whether revenue is to be recognized
over time or at a point in time, and improves disclosures about revenue.

IFRS 15 provides more detailed guidance on contracts involving the delivery of two or more goods
and services as to when to account separately for the individual performance obligations in a
multiple element arrangement, how to allocate the transaction price and when to combine contracts.
IFRS 15 also provides guidance on how to treat arrangements with variable pricing, such as
performance based pricing and how revenue can be constraint. In addition, IFRS 15 provides
guidance on time value of money as to when to adjust a contract price for a financing component.
IFRS 15 is effective for entities with accounting periods beginning on or after January 1, 2018 with
early adoption permitted. The Company has not early adopted this standard and determines there
will be minimal impact to the Company's financial statements for 2018.

IFRS 9 Financial Instruments is the first of a multi-phase project to replace IAS 39 Financial
Instruments: Recognition and Measurement. It addresses the classification, measurement and
derecognition of financial assets and financial liabilities.

IFRS 9 divides all financial assets that are currently in the scope of IAS 39 into two classifications –
those measured at amortized cost and those measured at fair value. Classification is made at the
time the financial asset is initially recognised when the entity becomes a party to the contractual
provisions of the instrument. The transition guidance is complex and mainly requires retrospective
application.

Most of the requirements in IAS 39 for the classification and measurement of financial liabilities
have been carried forward unchanged to IFRS 9. Where an entity chooses to measure its own debt
at fair value, IFRS 9 now requires the amount of the change in fair value due to changes in the
issuing entity’s own credit risk to be presented in other comprehensive income. An exception to the
new approach is made where the effects of changes in the liability’s credit risk would create or
enlarge an accounting mismatch in profit or loss, in which case all gains or losses on that liability
are to be presented in profit or loss.

The requirements in IAS 39 related to derecognition of financial assets and financial liabilities have
been incorporated unchanged into the new version of IFRS 9.

IFRS 9 does not require the restatement of comparative-period financial statements for the initial
application of the classification and measurement requirements, but instead requires modified
disclosures on transition.

IFRS 9 is effective for entities with accounting periods beginning on or after January 1, 2018. The
Company has not early adopted this standard and is in the midst of assessing and quantifying the
impact and effect that this standard will have on the Company’s financial statements for 2018.

10



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

4. Mortgages receivable

The portfolio consists of the following:

No. % 2017 No. % 2016

First mortgages 61 72.39 $ 18,833,199 57 77.21 $ 17,071,635
Second mortgages 79 27.61 7,182,278 59 22.79 5,039,334

26,015,477 22,110,969
Less allowance for loan impairment - 132,000
Less unearned lender fee 92,244 146,595

$ 25,923,233 $ 21,832,374

2017 2016

The average mortgage balance is $ 185,825 $ 190,612
The weighted average interest rate is %7.26 %6.83
The weighted average return on mortgages is %8.13 %8.02

At December 31, 2017 there was no mortgage in foreclosure (2016 - one mortgage totaling
$364,002) and seven mortgage loans that are past due but not classified as impaired totalling
$1,333,031 (2016 - eight mortgage loans that are past due but not classified as impaired totalling
$1,089,802).

Management anticipates no losses will occur, therefore no loan impairment provision has been
recorded for the current year (2016 - $82,000).

The impairment is based on valuations by independent appraisers accredited by professional
institutes with recent experience in the location of the property being valued and by direct sales
comparisons where the fair value is based on comparisons to recent sales of properties of similar
types, locations and quality.

The majority of the mortgages are residential mortgages registered against properties in the major
urban centres of British Columbia, Alberta and Ontario.

As at December 31, 2017 there were no significant mortgage amounts within the mortgage portfolio
(2016 - no significant mortgage). All mortgages have a value below 4.00% of the portfolio.

The mortgages bear interest at fixed rates, which are within the company's guidelines and are
consistent with the equity based lending market.

The following is an analysis of the mortgages receivable showing the diversification of the
mortgages by the type of property the mortgage has been advanced upon and the location of the
mortgage. Also included is an analysis of the delinquent mortgages, allowance for loan impairment
and losses expended during the year.

11



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

4. Mortgages receivable (continued)

Type of mortgage

First
mortgages

Second
mortgages

Third
mortgages 2017 2016

Residential $ 18,245,189 $ 7,182,278 $ - $ 25,427,467 $ 21,707,793
Commercial - - - - 403,176
Construction 588,010 - - 588,010 -

$ 18,833,199 $ 7,182,278 $ - $ 26,015,477 $ 22,110,969

Location analysis

First
mortgages

Second
mortgages

Third
mortgages 2017 2016

British Columbia $ 15,727,772 $ 5,890,638 $ - $ 21,618,410 $ 19,998,113
Alberta 760,920 253,118 - 1,014,038 884,197
Ontario 2,344,507 1,038,522 - 3,383,029 1,228,659

$ 18,833,199 $ 7,182,278 $ - $ 26,015,477 $ 22,110,969

Delinquent mortgages
2017 2016

Foreclosure $ - $ 364,002

Impairment allowance
2017 2016

Balance, beginning of the year $ 132,000 $ 50,000
Current year impairment allowance - 82,000
Recovery of writeoff (132,000) -

$ - $ 132,000

Mortgage losses

2017 2016

Increase in impairment allowance $ - $ 82,000
Loss on sale of mortgage foreclosure 61,933 -
Loss recovery (110,908) -

$ (48,975) $ 82,000

12



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

4. Mortgages receivable (continued)

Principal repayments based on contractual maturity dates are as follows:

2017 2016

Mortgage contracts expiring within 12 months $ 22,536,425 $ 21,026,283
Mortgage contracts expiring over 12 months 3,479,052 1,084,686

$ 26,015,477 $ 22,110,969

5. Bank indebtedness

The company has a credit facility with TD Canada Trust for a demand operating loan to a maximum
of $5,000,000. Interest is charged at the bank's prime lending rate plus 0.50% per annum. The
maximum amount of the loan shall not exceed the aggregate of 75% of the eligible residential
properties principal balance and appraised value; 65% of the interest only eligible residential
mortgages principal balance and 50% on eligible commercial and industrial properties. The credit
facility is secured by a commercial security agreement covering all eligible mortgages in the
portfolio.

At December 31, 2017,  the company was in compliance with all bank covenants and had drawn
$4,147,245 (2016 - $2,316,802). This number consists of monies drawn from the line of credit
totaling $4,100,000 (2016 - $2,100,000) and bank overdraft of $47,245 (2016 - $216,802).
The bank overdraft is included under the credit facility with TD Canada Trust following the same
terms.

6. Dividends payable

The company follows a dividend policy in accordance with the provisions of the Income Tax Act
related to Mortgage Investment Corporations. Dividends are paid on a monthly basis at $0.045 per
share and an annual dividend after the year end which has been calculated that it will be paid at
$0.0418 (2016 - $0.0323) per share.

Dividends previously declared on the preferred shares of the company were distributed as follows:

2017 2016

Dividends payable, beginning of year $ 580,645 $ 179,592
Dividends paid in cash (813,159) (636,733)
Dividends paid in shares (399,986) (123,532)
Dividends declared during the year 1,506,789 1,161,318

$ 874,289 $ 580,645

13



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

7. Share capital

Authorized

Unlimited Common voting shares without par value.
Unlimited Class A non-voting preferred shares with a par value of $1.00 each.
Unlimited Class B non-voting preferred shares without par value.

2017 2016

Shares Amount Shares Amount

Shares outstanding, beginning of
year 93 $ 93 94 $ 94
Issued 6 6 2 2
Redeemed (4) (4) (3) (3)

Shares outstanding, end of year 95 $ 95 93 $ 93

2017 2016

Shares Amount Shares Amount

Shares outstanding, beginning of
year 18,993,267 $ 18,993,267 16,303,158 $ 16,303,158

Issued 2,255,720 2,255,720 2,975,704 2,975,704

Redeemed (458,388) (458,388) (409,127) (409,127)

Dividends issued as shares 399,986 399,986 123,532 123,532

Shares outstanding, end of year 21,190,585 $ 21,190,585 18,993,267 $ 18,993,267

All preferred shares are equally eligible to receive dividends and the repayment of capital. Each
common share represents one vote at the shareholders' meeting.

The company follows the IFRS recommendations for accounting for financial instruments, therefore
issued share capital which is redeemable at the request of the shareholder and has the attributes of
a financial liability is presented as such.

8. Related party transactions

These transactions are in the normal course of operations and are measured at the exchange
amount of consideration established and agreed to by the related parties.

The company contracted Armada Capital Corp. to manage the mortgage portfolio for a fee which is
calculated at one twelfth of 1.50% of the mortgage portfolio per month plus GST. Armada Capital
Corp. is owned by Gordon Hone, a shareholder and director of the company.

Management fees for the fiscal year total $384,004 (2016 - $350,892) and an amount of $32,904
(2016 - 42,088) was unpaid at the year end. Unpaid amounts are in the normal course of business,
non-interest bearing and were paid within 30 days of the year end.

14



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

8. Related party transactions (continued)

The company uses an internally generated mortgage program, Mortgage Pro, created by Armada
Capital Corp. During the year, the company paid $14,060 (2016 - $12,019) on behalf of Armada
Capital Corp. for system maintenance; which is considered to be the service fees for the use of the
program.

Directors, officers and related family members who have investments in the company received
$293,131 (2016 - $184,711) in dividend income. In all cases, the dividends received were based on
the same criteria as all other investors holding the same class of shares in the company.

At December 31, 2017 each director owned one voting common share and an aggregate total of
26.27% (2016 - 16.63%) of non-voting preferred shares, either directly or indirectly.

During the fiscal year, the company sold a mortgage in foreclosure to a related party at a purchase
price of $200,000 and incurred a loss on sale of $61,933.

9. Fair value of financial instruments

The following provides an analysis of financial instruments that are measured, subsequent to initial
recognition, at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is
observable:

Level 1 - quoted prices in active markets for identical investments

Level 2 - inputs other than quoted prices included in Level 1 that are observable for the investment,
either directly (i.e. as prices) or indirectly (i.e. derived from prices)

Level 3 - inputs for the investments that are not based on observable market data

The level in the fair value hierarchy within which the financial asset or financial liability is categorized
is determined on the basis of the lowest level of input that is significant to the fair value
measurement. Financial assets and financial liabilities are classified in their entirety into only one of
three levels.

As at December 31, 2017 and 2016 there are no financial instruments carried at fair value and
consequently, no financial instruments categorized into Levels 1, 2 or 3 or transfers between Level
1 and 2 for the years then ended.

10. Financial instruments

The company's financial instruments consist of cash, accounts receivable, due from related party,
interest receivable, mortgages receivable, bank indebtedness, accounts payable, dividends
payable, and preferred shares. The company is exposed to various risks through its financial
instruments and has a comprehensive risk management framework to monitor, evaluate and
manage these risks. The following analysis provides information about the company's risk exposure
and concentration as of December 31, 2017.

15



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

10. Financial instruments (continued)

Credit risk
Credit risk arises from the potential that a counter party will fail to perform its obligations. The
company is exposed to credit risk in that the mortgagor will fail to discharge the obligation causing
the company to incur a financial loss. In order to reduce its credit risk, the company ensures that the
collateral value of the security fully protects first, second and subsequent mortgage advances and
that there is a viable exit strategy for each loan. Credit risks policies include the following:

 General mortgage policy statements including approval of lending policies, eligibility for loans,

exceptions to policy, policy violations, liquidity and loan administration;

 Mortgage lending limits and criteria set by the Board of Directors;

 Review of mortgages by the Board of Directors; and

 Mortgage delinquency controls regarding procedures followed for loans in arrears.

An allowance for doubtful mortgages is established based upon factors surrounding the
delinquency of specific accounts other information. The company has a significant number of
mortgages which minimizes concentration of credit risk.

Specific credit risk information on concentration of credit risk in various geographical locations,
economic activities and delinquent mortgages is detailed in Note 4.

Liquidity risk
Liquidity risk is the risk that the company cannot meet a demand for cash or fund its obligations as
they come due.  The company's management oversees the liquidity risk to ensure the company has
access to enough readily available funds to cover its financial obligations as they come due.

The assessment of the company's liquidity position reflects management's estimates, assumptions
and judgments pertaining to current and prospective firm specific and market conditions.

The company manages liquidity risk by:

 Continuously monitoring actual daily cash flows and longer term forecasted cash flows;

 Maintaining adequate liquidity support facilities, such as lines of credit; and

 Monitoring the maturity profiles of financial assets.

The company is exposed to this risk mainly in respect of its receipt of funds from its mortgages and
other related sources share purchases and redemptions, and accounts payable.

An analysis of mortgage due dates is provided in Note 4; all other sources of funds have terms of
less than 12 months.

Market risk
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risk comprises three types of risk: interest rate risk,
fair value risk and other price risk. The company is mainly exposed to interest rate risk and other
price risk.

16



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

10. Financial instruments (continued)

Interest rate risk
Interest rate risk is the risk that the value of a financial instrument might be adversely affected by a
change in the interest rates. The mortgages receivable are advanced for mainly one year terms,
with the rate of interest fixed for that term. Interest rates on mortgages receivable reflect credit risk
and prime interest rates. Upon renewal of the mortgage, the company has the option of adjusting
the interest rate to respond to changes in credit risk or the prime interest rate.

In seeking to minimize the risks from interest rate fluctuations, the company manages exposure
through its normal operating and financing activities. The company is also exposed to interest rate
risk through its floating interest rate bank indebtedness and credit facilities.

If interest rates on mortgage receivable had been one percent point higher (lower) during the year
ended December 31, 2017, earnings would have been reduced (increased) by approximately
$242,531 during the year, assuming that no changes had been made to the interest rates at which
new mortgage loans were entered into. Similarly, if interest rates on debt had been one percent
point higher (lower) during the year ended December 31, 2017, earnings would have been reduced
(increased) by approximately $26,603 during the year.

Fair value risk
Fair value risk is the potential for loss from an adverse movement in the value of a financial
instrument. The company does not hedge its fair value risk.

Other price risk
Other price risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices  (other than those  arising from interest rate risk),
whether those changes are caused by factors specific to the individual financial instrument or its
issuer, or factors affecting all similar financial instruments traded in the market. The company does
not hold financial instruments traded in the active market.

Included in other price risk is the real estate property that provides the underlying security for
mortgages receivable. The company aims to minimize other price risk through maintaining sufficient
loan to value ratios on the advance of mortgages.

17



Armada Mortgage Corporation
Notes to the Financial Statements
December 31, 2017

11. Capital management

The company's objective when managing capital is to continue operations as a going concern so
that it can provide its shareholders with a safe, superior-yielding and liquid investment that also
qualifies as an eligible investment for Registered Retirement Savings Plan, Registered Retirement
Income Funds and Tax-Free Savings Accounts.

The company defines capital as being the funds raised through bank indebtedness and the
issuance of common and preferred shares of the company. The overall objective of capital
management is to ensure that the company has sufficient capital to maintain its operations based
on current activities and expected business developments in the future and to provide a return to
the shareholders commensurate with the risk of the business and comparable to other similar
companies.

The company is required to comply with Section 130.1(6) of the Income Tax Act which defines the
requirements for Mortgage Investment Corporations. These guidelines give specific externally
imposed capital requirements. During the year the company complied with these requirements.

The company's investment restrictions and asset allocation models incorporate various restrictions
and investments parameters to manage the risk profile of the mortgage investments. The
investment restrictions also permit the company to maintain constant leverage. The aggregate
amount of borrowing may not exceed 75% of the principal balance of reducing and non-reducing
mortgages on eligible properties, up to a maximum of 75% of appraised property value. As at
December 31, 2017, the company was in compliance with its investment restrictions.

Pursuant to the terms of the credit facility, the company is required to meet certain financial
requirements, including a maximum debt to tangible net worth ratio and a minimum interest
coverage ratio. At December 31, 2017, the company is in compliance with all financial covenants. 

12. Rate of return

The effective annual yield on adjusted share capital for the 2017 fiscal year is 7.28% (2016 -
6.47%).

The weighted average share capital for the 2017 fiscal year was 20,705,053 (2016 - 17,961,664).

13. Subsequent events

Subsequent to year end, the company recovered a loss of $110,000 from a mortgage foreclosure,
one mortgage totalling $283,026 was sent to foreclosure and five mortgages totalling $1,649,256
were paid out.

There were no issuance and no preferred share redemptions during the first 30 days of the 2017
fiscal year end.
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