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together with the audited consolidated financial statements and accompanying notes found therein. This report, and the
information provided herein, is dated as at May 11, 2010. Additional information tathi@uCompany, including its 2009
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BUSINESS PROFILE AND OBJECTIVES

The Company is a niche mortgage lender that provides loans secured by first mortgages and mortgages insured by the

[ FYlFRE a2NI3aF3asS FyR | 2dzaAy3d /[ 2 Midedsubsidiayy The Bagabke Mrust GompadyK NP dz3
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are interest income as well as commitment, renewal and discharge fees derived from its mortgage financing business. In
addition, the Company earns income from the securitization of insured mortgéaggktated by CMHC through the
Government& / Iy R Q& bl GA2yFt | 2dzaAy3 ! OG az2NL3IF3AS . O1SR {¢
Programs Thiscomprises income in the form of gains earned at the time of securitizatioh saleas well as recurring

income fromthe continuing residuainterest in the cash flows that are earned the securitized mortgages. The Company

also earns interest and dividend income from investments. The Company operates without a branch network, choosing
instead to achieve lower overheads by using independenttgage brokers to originate mortgages and independent
RSL}2aAad 3Syda G2 2NRAIAYIGS RSLIRairdlad ¢KAA odzaAiySaa Y2RS
it as a leader in its mortgage lending niches and have contributed to exclefepterm financial results.

9ljdzAGlrrofS ¢NMzaldQa FoAfAdGe (2 FdzyR AdGa Y2NI3IlF3IS odzaAySaa
[ 2NLIR2 NI GA2y o064/ 5L/ €0 YSYOSNI Aa Ffaz2z | O2NB dEqudDy@biukd 2F S
a diversified mortgage portfolio secured by residential and commercial real estate. The Board and management are focused
on longterm growth, identifying and investing in the development of mortgage products and those selected gedograph
YIN]Sdia GKFG 6Aff RSEAGDGSNI adzLISNA2NI NBlGdz2Nya 2y OFLAGEE X
2009 Annual Report, management is working towards these results in the current economic environment by focusing on
the following ke corporate objectives:

Grow the lending businesses in which the Company has the best opportunity to earn attractive and sustainable returns.
hLJGAYATS NBGdzNYy 2y Sljdzaide 6awh9é0 FR2dzZAGSR FT2NJ NRalz ¢
portfolio and maintaining prudent credit risk practices.

t NPGSOG &aKINBK2f RSNJ @I fdz8 GKNRdAzZK F20dzaSR Y2YAG2NRYy 3 |y
of prudent credit risk practices, the disciplined management of arrears aednthintenance of optimal levels of
regulatory capital and liquidity.

CdzyR ANRgUK o6& fS@OSNIIAYy3IA GKS /2YLIyeQa adNRy3a OFLRAGHT
earnings.

Continuous improvement of processes and operating effities) recognizing that the provision of superior service to its
business partners and customers is critical to its growth objectives.
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HIGHLIGHTS AND STRATEGY

Commencing wittthe first quarter of 2010, the Compafyda NX & dztsfiodus ohBeBdmshgrdwth in its onbalance

sheet mortgage lending activities in order to take advantage of better relative margins than those that are currently
availablein mortgage securitization market3his renewed focus on traditional lending activities will benéfitt / 2 Y LI y & Q:
earningsquality in future periods and assist in achieviitg financial and strategic goals for the yeaincluding the

execution of its single family residential growth strategy

Owing tothe retention of earnings, portfolio rebalancingtadties and its recenpreferred shardssuanc& 9 1j dzA G 6t S ¢
capital positionat March 31, 201@Gemainsstrong, with a total capital ratio of 17.5% (including general allowance). The

[ 2YLI yeéQa ¢ASNI m OF LIAGEt NI G MarchI3Y, Rol0iwerg 345666 fardl 10720y respettivel/lj dzA
(see explanation in the NeBAAP Financial Measures section of this MD&A)

Earnings Performance

9 |j dzA (iflrsbquabt€r 2010earnings resultsontinued toreflect strongexpansiorin net interest margird & b Lfrané tihe

I 2YLI yeéQa (NI RA (A @neh Has oc@rgdeihog The be@nhihgd RADA Boivever, as anticipated and
disclosed in the MD&A outlook of thmasttwo quarters,Equitable€ securitization business experienced lower volumes and
tighter spread marginsluring thefirst quarter of 201Q Duringthis quarter, the Companysecuritized and sold CMHC
insured mortgages valued at $231.2 millj@mompared to a recor§407.6 million in the corresponding quarter of the prior

year. Diluted earnings per share and ROE were impacted by dividends on preferred shares that were issued by the Company
in the third quarter of 2009. Dividends of $0.9 million were paid to preferred shareholders on March 31, 2010, resulting in a
commensurate reduction to rténcome that would otherwise have been available to common shareholders for the quarter
then ended. As the Company continues to deploy capital in future quarters, management expects EPS dodnR@&se
O2YYSyadzNI 6S 6A0GK GKS g 2YLIyeQa IANRBogiGK 202S0O0GAODS

As a resulbf these offsetting effects

net incomefor the first quarter 0of2010 of$12.0 millionwascomparable to the first quarter earnings record $f1.9
million setin the corresponding periodf 2009

diluted earnings per share decreased to BDper share, compared to $0.80 per share in the corresponding period in
2009; and

ROE was 13.5% compared to 17.8% in the first quarter of 2009.

TKS FANEG ljdzZh NIISNI LINPRAZOGAGAGE NI GAZ2 2y |} EGABR FhanSigl dzh g1 f
Measures section of this MD&A) was 26,1 the Company continued temonstrate the efficiency ats approach to

business compared tb I Y I Rl Q& Y I 22 NTh®ikcrehsHrS&m\iie R4.380lrafid athieved in the same period of

2009 refectS R (1 K S / highetykayode@ydear investment in the human resources required to grow its single family
mortgage lendingapabilities.

Credit Quality

¢CKS ljdzZh fAdGe 2F GKS /2YLIyeQa Y2NI3IlF3IS L2 NIebRits underwlifg/ G A y dzS
The Company does not lend against uninsured mortgages at highdoaiue ratios, thereby limiting its exposure to loss.
Management continually monitors credit risk exposure in order to ensure that underwriting policies are pradent
reflective of current and expected economic conditiofsirthermore, effective mortgage administration and collections

LINy OGA0Sa a ¢Sttt a NBflFGA@Ste o0dzzelyd NBFE SadlkdsS Y N
Company taninimize credit losses and maintain strong control over its arrédostgages in arrears 90 days or more were

1.24% of total mortgage principal outstanding at March 31, 2010 compared to 0.64% at the end of fourth quarter of 2009
and 1.49% a year earliern order to prudently provide for mortgages that were considered to be impaired during the
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quarter,the Company recorded $1.4 milliam net additional allowancg therebyincreasngthe allowance for credit losses

as a percentage of total mortgage pripalto 0.56% at March 31, 2010 compared to 0.53% reported at December 31, 2009.

Net impaired mortgages wer&.34% of total mortgage principal at the end of the first quarter of 20d@mnpared t01.20%

reported at the end of fourth quarter of 2008anagen8y 1 Qa ¢ 2NJ 2dzi | OGAPAGASE 6A0GK NB:
proving successfuNet realized loan losses 0o®® million were incurred during the first quarter of 2010.

OUTLOOK

The first quarter of 201@narked a planned refocusir®g) ¥ 9 |j dzA (inkss fo\@aflis oalaizéeisheet mortgage lending
from more pronounced mortgage securitization activities that the Company engaged in during the recent recAssion
disclosed in past quarters, management anticipated decreased securitization business vahdrneterest spreads during
2010 and is transitioning the Company towardshmiance sheet lending, with a primary focus on growing its single family
residential lending business

Management is confidenthat this transition will successfully position th€ompany for future earnings growth
Managementemains confidenA y (G KS &A0GNBy3IdK 2F GKS /2YLI y@Qa odziekmnySaa v
financial performance, solid operational progress in executing againgrétegicplan and the crrent strength of demand

F2NJ Y2NI3F3AS FAyYyLFyOAy3d Ay 9 Hqdithhleis fodustdan idedtigng azd drigitatyhdgRquality NJ S G
lending opportunitieswithin Canadian real estate markets, whibhve shown signs ofmproved healthsincethe second

quarter of 2009.

Given improving real estate markets and credit conditions, Equitable Trust has increased its sales efforts, within the contex
of ongoing lending and risk management disciplilriring the first quarter 02010, these increasl sales efforts resulted

in increased single family residential origination voluneés$229.2 million, which compares favorably to $IBwillion
originated in the immediately preceding quarter and $#nillion for the corresponding first quarteof 2002 Thisis a

trend that management expects to continue.

In line with the focus that the Company has placed on safeguarding the future health of the mortgage portfolio,
management continues to be confident that its underwriting processes will ensure imgroeturns that do not demand
excessive riskAlthough the Company had to manage higher delinquency levels during 2009 and the early part of 2010 than
those experienced historically, the relatively healthier real estate markets that have been expertemeedllowed it to

sell properties and work out problem loans in an expeditious and effective manner. Management believes that its levels of
arrears and defaults will continue to be manageable in 20d@nagement monitors the real estate markets in whitie t
Company lenddo try to ensure thatEquitable is not lending against unsustainable valhdanagement also monitors
niches in the market that may have otherwise become exposed to the risk of future price reductions or limited market
appetite as a resulof oversupply or excessive investor speculatidthile management continues to be concerned that
there is some potential for further volatility in real estate markets andagnizant of the risks of a bubble developing in
certain Canadian real estate nkats, it intends to adjust its risk appetite in those circumstances and regions where it
identifies these conditions unfolding.

l'a FYyGAOALI GSR Ay LINRIM NG cntruedio BeNsttong Dilira 2009 2méahdpeyhénfigplemented
significanty improved pricing for its new and renewing commercial mortgages and added interest rate flooestdam

variable rate mortgage business that was originated or renewvi&ettainhigh coupon earning mortgages widnew at

lower spreads odischarge in 200 NIM has also benefitefom 0 KS / 2 YLJ y @ Qa LJ2 NI F 2Hathi 2 F
comprised of cashablB dzl NI y i SSR Ly @S aGIcsSyatihave SatiliredafdinéMe beBriieplaced with less
expensive fundingFurthermore, elative to years pastEquitable faces fewer competitors in its cave-balance sheet

lending mortgage marketsand this may provide a continuing opportunity to improve interest rate spreads on the

/ 2YLI yéQa Y2 NEHaitah8ninal2ldlar Stahdpaird, hcreased araionsand mortgage portfolio growth will

expand net interesincome

From a percentage standpoint, NIM of 2.58ported for the first quarter of 2010 is at record levels not encountered since
the third quarter of 2006. Management does not anticipate fugt NIM expansion beyond this lev@he Company does
y20 FYGAOALI GS NBRAOGAZ2Ya Ay (GKS LINARYS NI (.Svar® ®onanysé S NS & (

EQUITABLE GROUP IN&ST QUARTER 2pi8



anticipate that theBank of Canaduaiill increase thebenchmark interest rateon June 1, 2010 and perhaps again later in
2010.There are a numbenf ways in which increased interest rates may affénet NIM percentage the Company achieves
in future quarters For example, increases in the benchmark interest rate that occur may tempoexgignd the

/ 2YLI yeQa blLa |a | NBadz Gonhdw bisés ahd eidtinglvéribble raebisiiichd 8 S & A S
increase immediately, while corresponding increases in the pricing of GIC deparsisometimes lag behindenchmark
rate increases aralsolikely to have some negative impact on Nldie to reductions in interest spreads that can occur
when GIC funding costs increaand floating rate mortgages that are at their minimum floor rates do not experience
commensurate increases itheir floating rate coupon. Another potential negative impact relates aay mortgage
commitments that the Company is obligated to fund at rates ttiatnot increase, during a period when the cost of funds
increases. Also, there is some potential that,airrising rate environment, the Company will encounter larger negative
spreadson the amount ofliquidity it holds. Although the combination ohése factoramay result in some contraction of
NIMfromiG KS / 2YLI ye Qa OdzNNE yiandgémertiieN Boyelpedi thiscortdgctioh tid heigrificant

Equity securities held by the Company are comprised of preferred shares, which are classified as available for sale assets fo
financial instrument accounting purposes. This portfolio increased by $a#li8n in the first quarter of 2010, primarily as

a result of $20.9 million in purchases, net of sales and redemptions, and $4.9 milllmréased market values that had

the effect of reversingmarket value deficiencies reported at December 31, 2009s Tmprovement in market value
O2yGAydzSa (2 &dzLILR2 NI YIFylFr3aSYSyiQa @GASé GKIFIGZ oKAES @2f |
have affected these highuality investments, there is no permanent impairment in this portfolio.

TheGl  YIFNJ] SG O2ydAydzSa (2 LINPGARS I YLX S Tdzy RAy3I F2NJ 91jdzA il
maintenance of higher than normal levels of liquidity on its balance sheet is a prudent measure, intended to insulate the

/ 2 YLI y & Qa ndeedgard iyisSwelositioned to manage any unexpected and unforeseen events that may impact its
liquidity during periods of uncertainty in Canadian and international capital markets. The cost associated with maintaining
excess liquidity has a negativepact on NIM.

¢KS /2YLIyeQa ¥SS AyO02YS FyR SENyAy3da NB SELISOGSR G2 LIS
health. As disclosed in prior quartergquitable expects to transact 2010 securitization activities at lower volumes and
lower spreads than those experienced in 2009addition to theCMHC insurednulti-unit residentialmortgagesthat the

Company will continue to securitize at lower volume levels, the Compalhyalso takeadvantage of its securitization
capabilities toattract accretivewholesale originatioathat canalso besecuritizel.

Given its strong balance sheet, quality mortgage portfolio and focused risk management philosophy, Equitable remains well
positioned, with a high level of financial health, including pmidievels of capital and liquidity, to capitalize on future
business opportunities.

¢CKS LldzN1J2asS 2F (KA& 2dzift221 Aa G2 3IABS (GKS NBEI R&eldetry AYR
term. Readers should be aware that inforneeticontained in this section may not be appropriate for any otheppse.

{SS &/t dziA2y I NBE bfa81w§gIl NR paje2206KMDEA R v

DIVIDENDS

hy alé& wmMmMZ wHamnX GKS /2YLI yeQa . 21 NR arffounbdt SROperdddmoiR S Of I
share, payable on July 5, 2010, to common shareholders of record at the close of business on June 15, 2010.

lfazs 2y alé mMmMI Hamnaz (GKS /2YLIyeQa .2FNR 2F 5ANBOG2NE
preferred share, payable on June 30, 2010, to preferred shareholders of record at the close of business on June 15, 2010.
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FINANCIAL OVERVIEW

Table 1 provides a summary of performance highlights for the three months ended March 31, 2010 and should be read in

O2yedzyOuArzy gAUGK (GKS

Table 1: Selected financial information

($ THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

GCAY L YORL €

wS@ASge aSOlAz2ya

Three months ended Change from March 31, 200

March 31, December 31 March 31,
2010 2009 2009

OPERATIONS
Net income 11,958 15,572 11,944 14 0.1%
9t{ b o6+taarod $ 074 $ 096 $ 080 $ (0.06) (7.5%
9t { bt RAf dziSR $ 074 $ 096 $ 080 $ (0.06) (7.5%
Net interest income 22,529 21,113 15,006 7,523 50.1%
Total revenue 48,740 50,891 55,427 (6,687) (12.1%
wSidNYy 2y Sldade t Lyydztal 13.5% 17.9% 17.8%
wSid2Ny 2y | @SN}y 3IS aasSia b 1.3% 1.6% 1.2%
Mortgage originatios® 494,431 640,587 532,149 (37,718) (7.1%
ProductivityNJ G REE® b 26.1% 25.1% 24.3%
BALANCE SHEET AND-BAEANCE SHEET
Total assets 3,842,210 3,846,074 3,888,500 (46,290) (1.2%
Mortgages receivable 2,840,231 2,763,020 2,895,085 (54,854) (1.9%
Shareholders' equity 386,280 373,861 281,255 105,025 37.3%
Mortgage backed security assets under administration 4,271,309 4,093,180 3,232,293 1,039,016 32.1%
COMMON SHARES
Numkber of common shares outstanding at period end 14,918,043 14,903,846 14,882,710
Dividends per common share $ 010 $ 010 $ 010 $ - -%
Book value per common share $ 2264 $ 2183 % 1890 $ 3.74 19.8%
Commonsharepr OS t Of 248 $ 2445 $ 21.25 $ 1099 $ 13.46 122.5%
Market capitalization 364,746 316,707 163,561 201,185 123.0%
EQUITABLE TRUST CAPITAL RATIOS
Tangible common equity rafi® 12.7% 12.6% 10.8%
Tier 1 capital ratio 14.6% 14.6% 10.8%
Total capital ratio (including general allowance) 17.5% 17.6% 14.3%
CREDIT QUALITY
wSFEATSR 2y f23aa8a b ySi 214 1,361 2,481
Mortgages in arrears 90 days or more as a % of total mort§ac 1.24% 0.64% 1.49%
Net impaired mortgages as a % of total mortgdJes 1.34% 1.20% 0.94%
@ Returnon equity is calculated based on net income available to common shareholders divided by the weighted average commotstouitygoduring the period.
@ Does not include $69,686 (December 31, 209 Pc pSmMnns al NDK oME HAand ¢ buTaSadto 2F FROLyOSa NBf

Mortgages held for sale.
@3

@eKS GFry3araotsS O2YY2y SldAade NFdGAz2

Increases in this ratio reflect reduced efficiencies, whereadses reflect improved efficiencies.

A& RSTAY Séntrolling interest iNBulsiares NS arefedrdddehates issudtl drsl

outstanding, any goodwill, other intangible assets and certain components of accaehutiter comprehensive income, as a percentage ofadfiksted assets less other
intangible assets. This ratio is a RGMAP financial measure that is used as a key indicator of capital strength.

(5,
(6;

specific allowance.

Mortgages in arrears 90 days or more do not include Chidured mortgages that are less than 365 days in arrears.
Net impaired mortgages do not include CMid€ured mortgages that are less than 365 days in arrears and reflect gross mortgage principal of impaired mortgages less
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FINANTCAL REVIEWEARNINGS

Net Income

For the three months ended March 31, 2010, net incoph&12.0 million was on par with the $11.9 million level reported
in the corresponding period of 2009hs performancereflected strong yeapver-year expansion in NINevels that were
offsetby reductions in the level of securitization activities and securitization spreads.

In order to strengthen its capital position andvest in itsgrowth strategies, the Company issued 2.0 million of -non
cumulative preferred sharefor gross proceeds of $30million in the third quarter 2009During the first quarter of 2010,

the Company paid dividends of $0.9 million to these preferred shareholders, thereby reducing the amount of net income
available to common shareholders for thearter to $11.1 million. As suchilated earnings per sharfor the quarterwas

$0.74, compared to $0.8fdr the same period of 200%Bimilarly, ROE was 13.58¢ the first quarter of 201@ompared to

17.8% in the first quarter of 2009, whereasnualizd return on average assets increased to 1.3% from 1.2%, respectively.

As the Company continues to deploy capital in future quarters, management expects EPS and ROE to increase
O2YYSyadzNI 6S gA0GK GKS /2YLIyeQa INRBsUK 202S0GAQGSaod

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 onafiet E 61 &dAa&a (2 2NRAYIFINE AYyiSNBad AyO2YSo ¢

margin for the fist quarter of 2010 compared to the corresponding period in 2009 on a TEB.

bSi AyGSNBadG Ayo2YS b ¢9. AYONBIFASR bPrdc YATf{AZ2Y 2N ny dc
million earned during the same period of 2009.

Table 2: Net interest income

Three months ended Three montis ended
March 31, 2010 March 31, 2009

Average Revenue/ Average Average Revenue/ Average
($ THOUSANDS) balance expense rate®®® balance Expense rate®@®
Interest revenues derived from:
Assets:
Mortgages $ 2,790,089 $ 41,306 6.0% $ 2,946,278 $ 41,014 5.6%
Liquidity investmenté 715,989 2,800 1.5% 782,597 3,250 2.5%
9ljdade aSHdNRGASE b 162,880 2,112 5.4% 98,223 1,747 7.0%
¢2GFt AYyGiSNBad SFENYyA $ 3,668,958 $ 46,218 51% $ 3,827,098 $ 46,011 4.9%
¢2dFf FraasSia b ¢9. $ 3,844,142 $ 46,218 4.9% $ 3,988,026 $ 46,011 4.7%
Interest expenses related to:
Liabilities and shareholders' equity:
Customer deposits $ 3,231,107 $ 21,772 27% $ 3,493,303 $ 28,981 3.4%
Bank term loand 27,500 464 6.8% 44,595 738 6.7%
Subordinated debenturé¥ 37,671 627 6.8% 31,969 579 7.3%
Other interest bearing liabilities 14,959 9 0.2% - - 0.0%
Total interest bearing liabilities $ 3,311,237 $ 22,872 2.8% $ 3,569,867 $ 30,298 3.4%
Total liabilities and shareholders' equity $ 3,844,128 $ 22,872 24% $ 3,988,026 $ 30,298 3.1%
bSi AyGSNBaid AyoO2YS $ 23,346 $ 15,713
bSG AydSNBadG YINBAY 2.5% 1.6%
Less: Taxable equivalent adjustment (817) (707)
Net interest income $ 22,529 $ 15,006

® Average rate is a simple average calculated with reference to opening and closing period balances.

@ Averagerates for liquidity investments and equity securities are calculated based on the average of theemibbilances outstanding during the period.
@ Average rate for bank term loans and subordinated debentures is calculated based on weighted aateraggstoutstanding during the period.
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Total interest revenues, using the TEB approach, incredse0.4% to $46.2 million in the first quartegver the
corresponding 2009 periodUnderlying this result was a marginal increase wrigage interest incomof 0.7% in the first
quarter of 2010 over the corresponding period of 200fhis marginal improvement reflects the increasedes that
management was able to charge on certgiortions of its mortgage business The increase occurred despitee
contrach 2y Ay GKS [/ 2 YL ythaDréflecred iNGoRderdafive biprddihft@busingss during the intervening
period of real estate market uncertaintgs well as reduced mortgage yields associated ditbreases in the Prime Rate
that occurred duriig the first quarter of 2009Decreases in government and bank benchmark rates also resulted in reduced
interest income being earned by the Company on its liquidity investments, which was approximabetyilion less in the

first quarter than in the coesponding period of the prior year. Income derived from equity securities on a TEB increased
$0.4 million or 20.9%.

During the first quarter of 2010, overall interest expense on customer deposits decreased $7.2 million or 24.9% over the
corresponding 200®eriod due primarily to lower prevailing GIC rates in the market. The market for customer deposits
LINEGARSE | YLX S FdzyRAy3 F2NJ GKS [/ 2 YLI yNiMiricrease IR 3% @ Se fisB Yy RA Y
quarter of 2010 compared to 2.4% ihe fourth quarter of 2009The Prime Rate has been held stable at levels that were
well below historical norms sindbe second quarter of 2009vhenthe Company experienced a 25 basis point decrease in

the Prime RateThe Company has been able to incre@$® over consecutive quarters by significantly improving pricing

for new and renewing mortgages. The Company lteen successful iits initiative of implementing interest rate flooren

the variable rate mortgage business thaasrenewedor originatedduring 2009 Improved pricing and implementation of

floors hal a favorabke impactoni K S / 2 WINI: Thé Cbénpany benedifrom lower GIC rates that currently prevail as
deposits that were locked in for longer terms or were cashable in nature matndeare replaced with less expensive
money.

From time to time, the Company enters into interest rate swaps in order to hedge interest rates on term GICs used to fund
floating rate mortgages. Interest rate swaps of $10.0 million were outstanding at Marcl®B8Q., Phe GICs to which these
swaps relate were designated as held for trading financial instruments and carried at fair value. Any change in thsir value i
included in interest expense and all transaction costs related to raising these GICs are exp¢mseitngt of designation.

Other Income

Other income includes ancillary fees related to the origination and administration of the mortgage portfolio, as welkas gain
on the securitization and sale of mortgages and the related excess interest spread, setviring fees, earned on
mortgages securitized through the CMHC MBS and CMB Programs. Sundry income, gains or losses on investments and
other nonmortgage related fees are also included in other incomaring the recent recession, as an approved seller
under the CMB Program, Equitable Trust has been able to transact securitization activities at interest rate spreads that
O2YLI NBR Tl @2N)of e (i 2balénedshdet léndirg) basine§ShteRHe (sacany Iqdarter2of 2008,
Equitable has beenhde to benefit from credit market dynamics that have allowed it to securitize residential mortgages at
spreads and volumes that have been higher than historical nhorms. The components of securitization income are excess
interest spread, net of servicing feeand gains on sale of mortgages. As disclosed in prior quarters, management has
anticipated reductions in its securitization business volumes and the interest spreads that these gather.income
decreased to $3.3 million for the three months ended ®taB1, 2010, compared to $10.1 million in the first quarter a year
ago,whensecuritizationvolumes and spreadsere at record levels

During the first quarter of 2010, the Company securitized and sold $231.2 million of -@8l#€d mortgages compared to

$407.6 million during the comparable period in 2009. Lower securitization volumes during the first quarter of 2010 were in
part due to increased competitioancountered in late 2009 and the first quarter of 20065t  § SR G2 GKS [/ 2 YL
unit residental securitization businesCompared to the fourth quarter of 2009, total income from loan securitizations
decreased by &3 million to $2.7 million in thdirst quarter 0f2010. This decrease reflextlower volumes of securitization

activity during the garter and the fact that gross margins on the securitization of Clifid@ed mortgages decreased to

60 basis points in the first quarter of 2010 frdrb8 basis points in théourth quarter of 2009.
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Non-interest Expenses

The largest component of neinterest expenses relates to compensation and benefits. The increase of $0.7 million
compared to the corresponding quarter of the prior year refeeta $0.4 million increase in payroll costs as well as an
increase in general and administrative costs of $0.Mani Included in compensation and benefit expenses during the first
quarter of 2010 was a charge for stelsaised compensation expense in the amount of $0.2 millghl million less than

the amount recorded in the corresponding prior year period. Theoanting effect of charges for stotlased
compensation expense result in corresponding increases to contributed surplus.

¢CKS /2YLIl yeua LINRPRdzOGAGAGE NIXGA2 b ¢9. gla HcodmM: Ay GKS
2009. This atio is a noRGAAP financial measure derived by dividing -mdarest expenses by the sum of net interest
AyO02YS b ¢9. I|yR 20GKSNJ AyO02YS® 2KAtS | 268N LINPRdzOGA @D
a0 NHZOG dzZNB X (G KS ty hdekday @sQ be affdNtBdRogziddieasdsh and declines in funding volumes and the

/ 2 YLI y @& Qanvegt BiluRaniieBource staffing levels commensurate with volume expectatidsslisclosed in prior

quarters, nanagement believes this ratio will increagver time as a result of growth in single family mortgage originations,

since origination and servicing of these mortgages are more costly per dollar of underlying mortgage; however, the offset is
an expected improvement in riskdjusted returns on equjt
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of first charge and CMHi@sured mortgages. Mortgage principal decrea$&d.7 million or 1.9% from a year ago to $2.8
OAffA2Y G al NOK omMXI Hamnd® ¢KAA BiEtByyzOnpleniepted NiBidgetzEntipsritds T N2 Y
of economic turbulence and real estate market uncertaititymaintain a slower pace @fommercial mortgage growth in

order to improve capital ratios as well as overall investment returns on avéstthted basis, as well as a more conservative

credit approach in its single family and mixaske businesses. In addition to being affected bynhtral amortization and

payout of mortgages, the decline in the size of this portfolio should be put in the context of the 2010 growaH%f &
$110Af €t A2y Ay ibElEhce/siraf hdrtfglid @ secufitiFedl CMihGuUred residential mortgages

¢l o6fS oY a2z2NIli3lasa NBO!

March 31, 201( December 31, 200 March 31, 200¢
($ THOUSANDS) % of total % of total % of total
Single family dwellidg $ 1,143,413 402% $ 1,010,266 365% $ 949,617 32.7%
Mixed-use property 330,108 11.6% 325,816 11.8% 326,374 11.3%
Multi-unit residential 408,082 14.4% 383,945 13.9% 500,309 17.3%
CMHGnsured multiunit residential 38,688 1.4% 141,460 5.1% 94,788 3.3%
Commercial 727,864 25.6% 689,402 24.9% 636,102 21.9%
Mortgages held for sale 91,682 3.2% 104,728 3.8% 271,988 9.4%
Construction 103,646 3.6% 110,596 4.0% 120,045 4.1%
Total mortgage princiga 2,843,483 100.0% 2,766,213 100.0% 2,899,223 100.0%
Deferred net mortgage commitment fees,
net (discounts) premiums and sundry 926 (13) (2,352)
Mortgages receivable 2,844,409 2,766,200 2,896,871
Accrued inerest 11,618 11,455 12,134
Allowance for credit losses (15,796) (14,635) (13,920)
Total mortgages receivable $ 2,840,231 $ 2,763,020 $ 2,895,085

W LyOtdRSa pPtnZcHn 65505Y6SNI oMZI HANG Y PENER TITER ab NDOXn om0 HIBGIPY S NI yachESH Hioon @@ Tb /12
other insured single family dwelling mortgages.

Floating rate mortgages within the portfolicomprised $0.8 billion at March 31, 2010 and represented 29.0% of the
LRNIF2fA2d Ly 2NRSNJ G2 fAYALGD GKS /2YLIyeQa AyaSNBadg NI
implemented a policy of convertingertain floating rate mortgages tdixed or putting interest rate floors on these
mortgages as they renewed. As a result, fixed rate mortgages within the portfolio represented 71.0% of the portfolio at
March 31, 2010¢compared t052.4% atMarch 31, 2009 Floating rate mortgages that had fflmors amounted to 14.5% of

the portfolio at March 31, 2010, compared ®5.6% atMarch 31, 2009.Management does not expect to see further
declines in variable rate exposure in coming quarters.

¢F6tS nY a2NI3F3IS LINKY OA Ldbst

March 31, 201( December 31, 200 March 31, 200¢
($ THOUSANDS) % of total % of total % of total
Single Family Lending Services $ 999,755 352% $ 836,526 30.2% $ 718,112 24.8%
I/ 2YYSNODALFE a2NL3l3s 704,729 24.8% 670,767 24.2% 652,023 22.5%
Commercial Lending Services 1,138,999 40.0% 1,258,920 45.6% 1,529,088 52.7%
Total mortgage principal $ 2,843,483 1000% $ 2,766,213 100.0% $ 2,899,223 100.0%
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