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» INTRODUCTION Mortgage Investment Corporation of Eastern Canada (MICEOQO) is an
Offering Memorandum Mortgage Investment Corporation (MIC)
offered to retail investors through a number of distribution channels.
Formed under section 130.1 of the Income Tax, MICEO invests in
mortgages that Schedule A banks do not service. MICEO is a
traditional corporation with investors as independent directors who
supervise W.A. Robinson and Associates Ltd, the investment
manager and founder of the MIC. This report will outline the key
due diligence considerations necessary when considering investing
in a MIC.
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W.A. Robinson & Associates Ltd.

W.A. Robinson & Associates, Ltd. has been in existence for 31
years. Incorporated in 1980, the firm has been providing
independent counsel exclusively since 1985. The company
provides comprehensive financial planning, portfolio management,
and investment counsel to its clients. W.A. Robinson & Robinson &
Associates staff has grown over the years from three to 24. W.A.
Robinson & Associates is the manager of MICEO.

Pillar Financial Services

Pillar Financial Services, Inc. (Pillar) has for twenty six years been
underwriting, brokering and administering mortgages on behalf of
individual lenders or mortgage pools. MICEO has an exclusive
agreement with Pillar Financial Services, Inc. for the sourcing and
administration of mortgages. Pillar Financial Services, Inc. is also
responsible for the underwriting and approval of prospective
mortgage applications, collection of payments and, where
necessary, commencing enforcement proceedings against
delinquent mortgagors. Mr. Wayne A. Robinson is the President, a
director, and the sole shareholder of Pillar.

Wayne Robinson, CFA-CEO of MICEO

Mr. Robinson has been a Director and President of Pillar Financial
Services, Inc. (mortgage broker) since September 30, 1986;
Secretary of Pillar Financial Services, Inc. since November 6, 2003;
and Director and President of W.A. Robinson & Associates Ltd.
(financial adviser, investment counsel, and portfolio manager) since
September 29, 1980. Mr. Robinson has an extensive financial
education, and is most notably a Chartered Financial Analyst.
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Kevin Cruickshank, CA-CFO of MICEO

Mr. Cruickshank has been the Chief Financial Officer of Pillar
Financial Services, Inc. and W.A. Robinson & Associates, Ltd. since
2006; a partner in Seeds & Company LLP Chartered Accountants
(public accounting practice) since 2008; a partner in The Loon’s Call
Campground & Cottage Resort from 2002 until the present; and
Chief Financial Officer of the Hanley Group of Companies (fast-food
service operations, investment company) from 2000 to 2004. Mr.
Cruickshank has an extensive business education and is most
notably a Chartered Accountant.

In addition, there are seven independent board members; a
summary of their experience follows.
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MICEO BOARD OF DIRECTORS

Rosemarie Bowick

Much of Rosemarie’s working life was spent with Bell Northern
Research, (Nortel), where she gained Management and
Administrative experience in Budgeting, Planning, Forecasting and
Human Resources, all requiring very high levels of interpersonal
skills. She supervised Operations with budgets of $2.4 M., managed
the staff for Facilities in 5 different locations, (including a new office
in Atlanta Georgia); and managed the Accounts Payable
department (in excess of $200M. to 5000 suppliers). When living in
Ottawa, she sat on her Condominium Board of Directors. Now
retred in Sharbot Lake, she owns and manages a
residential/business rental property, is very active in the community,
most notably: Villages Beautiful (member & founder), the Economic
Development Committee, and her Church Parish Council. She
actively canvasses for the Cancer, Kidney and Heart & Stroke
Societies.

Colleen Allison

By 1973, Colleen had B.A., B.ED. and B.SC. (Hon) degrees from
Queen’s University Kingston and started her 33-year H.S. teaching
career. By the time she retired in 2007, she had served as Head of
the Mathematics and Business Departments for the last 10 years,
staff advisor to the Students’ Council and many years as the staff
rep on the district Ontario Secondary School Teachers’ Federation
Committee. She was also awarded the J.C. McLeod Excellence in
Teaching Award. As well as being active in the community with her
church and the Cancer Society, she owns and operates a tree farm.
She has been sitting on the FMIC Board since 1995 and its Chair
since 2005. She was the first Chair of MICEO, from 1996 to 2005,
and remains a Board member to this day.
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Sheldon Jacobs

For over 60 years, Sheldon’s family ran a Hardware Store in
downtown Toronto that became a city landmark, much missed since
it burned down a few years ago. Much of Sheldon’s youth was spent
working with his Dad in the store. After graduating from the
University of Toronto, Sheldon spent his whole career teaching
Business subjects. He has been a MICEO Board member for almost
10 years. Now retired, he spends several hours weekly volunteering
for the Canadian Cancer Society.

Steve Torasick

Mr. Tarasick is the owner and founder of a successful contracting
business specializing in high-end, custom-designed residences in
the Land o’Lakes area. His business offers a wide range of
construction services including residential and commercial buildings,
government contracts, renovations, and construction of residences
on boat-access-only properties. Mr. Tarasick also served on the
board of directors for the Eastern Ontario Small Business
Corporation.
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Brad Ross

Mr. Ross is a private investor and business consultant specializing
in new venture creation. In addition, he currently serves as VP
Corporate Development for Robinson Solutions Inc a Toronto-area
based company specializing in the smart & connected real estate
space. After completing studies in Mathematics and Engineering at
Queen's University (B.Sc.'80, M.Sc. '82), Mr. Ross worked at Bell-
Northern Research in software development and R&D
management. In 1988, Mr. Ross won a Nortel scholarship to study
management science at the Massachusetts Institute of Technology
(S.M. '90). With this foundation in technology, business and team
leadership, Mr. Ross cofounded Entrust in 1993, Nortel's most
successful entrepreneurial start-up, growing the business through to
spin-out and eventual IPO, finally serving as the President of Entrust
Technologies Europe. To foster entrepreneurial activity in Kingston,
Mr. Ross established a local network of angel investors and a
business plan competition that is now the First Capital Community
Business Loan Fund. He also served as chairman and interim CEO
for Pathogen Detection Systems.
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Diversification

A larger amount of mortgages provides larger diversification.
Traditionally, many small MICs will only have five to 15 mortgages,
in which case a large terminal loss on a mortgage can become a
material event to a small fund. On December 31 2010, MICEO held
181 mortgages, which provides significant diversification.

In addition, it is wise to consider whether there are any large
mortgages that provide for a lack of diversification. The tables
below show the significance of the largest mortgages in relationship
to the size of the MIC.

Statistic Percentage of Funds Assets
Largest Mortgage 8.3%
Largest Three Mortgages 19.8%
Largest Five Mortgages 29.1%
Largest Ten Mortgages 39.9%

The outcome of the analysis of the number and size of the
mortgages provides the comfort of diversification to investors.
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Loan to Value

The loan to value (LTV) is the mortgage amount divided by the
appraised value of the asset. A lower LTV incentivizes a mortgagor
to not default on his or her mortgage. To get a sense of this, it is
wise to consider not only the average LTV of the portfolio, but also
the average LTV at mortgage origination and the median LTV. Itis
possible that the average LTV could be artificially low. For example,
imagine that a MIC has total assets of $15 million. One property
has a $100,000 first mortgage on a house appraised at $3,000,000.
If you took the total of mortgages by the total appraised value, this
one low LTV mortgage could lower the MICs loan to value by 15-
20%. A MIC manager could manipulate the LTV by soliciting this
type of business. In this case, it would be more appropriate to
calculate an average mortgage LTV or median mortgage LTV. The
table below provides the median and average LTV for MICEO.

Statistic Percentage
Portfolio Average LTV 47.69%
Portfolio Median LTV 65.00%

The Median LTV is also in reasonable proximity to the Average LTV.
These two analyses of LTV demonstrate low risk characteristics due
to the amount of equity that the mortgagor has in the properties.
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Return Stability

The return stability of MICEO historically has been very consistent.
Since the duration or length of mortgages in MICEO is very short,
the expected return will be highly correlated to the Canadian Bank
Rate. The expected return will be the Canadian Bank Rate plus the
added return provided through management skill. The management
skill is net of terminal losses, which is a large factor in determining

September 5, 2011

the managers’ skill. The table below summarizes the returns.

Year

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010 — Not
Yet Audited
Average

This analysis demonstrates that the returns are very stable and
there is strong correlation to the Canadian bank rate and manager
skill in determining overall return.
impressive compared to publicly available mortgage-based mutual

Mid-Year
Bank Rate
3.25%
5.00%
4.75%
6.00%
4.75%
2.75%
3.50%
2.25%
2.75%
4.50%
4.50%
3.25%
0.50%

1.00%
3.48%

Manager Skill

4.81%
3.83%
2.60%
2.25%
3.14%
4.48%
3.41%
5.89%
4.36%
3.00%
3.59%
4.61%
5.28%

4.36%
3.97%

The returns have been quite

funds, as shown in the tables below.
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MICEO
Return
8.06%
8.83%
7.35%
8.25%
7.89%
7.23%
6.91%
8.14%
7.11%
7.50%
8.09%
7.86%
5.78%

5.36%
7.45%
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5 Year Annualized Returns

10 Year Annualized Returns
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Economic Lending Area

The best areas for mortgage lending have low unemployment, high
family incomes, and reasonable real estate prices. Below is a
comparison of Ottawa to other Canadian major cities.

Unemployment

Statistics Canada Current Unemployment

iy Rate
Edmonton 5.8%
Calgary 6.0%
Ottawa 6.6%
Vancouver 7.4%
Montreal 8.3%
Toronto 8.3%

Average Family Income

Statistics Canada Current Median Family

City
Income
Calgary $90,700
Ottawa $89,000
Edmonton $87,300
Toronto $71,200
Vancouver $68,600
Montreal $67,400
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Real Estate Appreciation

2000-2010 Annual Appreciation of Homes in

City Canadian Cities (Source: REMAX)
Edmonton 9.3%
Montreal 8.5%
Vancouver 7.8%
Calgary 7.7%
Ottawa 6.8%
Toronto 5.4%

This analysis shows that the Ottawa lending area has high income
and employment and has only experienced reasonable real estate
appreciation. These are characteristics of a lower risk lending area
for mortgages.

Ratio of First to Second Mortgages

Traditionally, first mortgages are less risky than second mortgages
except in the rare circumstance that a second mortgage has an
extremely low LTV. The ratio of firsts to seconds for MICEO is
below, and demonstrates low risk characteristics.

Mortgage Position Percentage of Holdings
First Mortgage 98.3%
Second Mortgage 1.7%
15
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Appraisal Data

Except in cases in which the manager knows that a property has
increased in value and the mortgage balance has declined, it is
preferred to have recent appraisal data. Below is a breakdown of
the year the mortgages in the portfolio last had appraisals.

Last Year Appraised Number
1999 8
2000 2
2001 0
2002 2
2003 1
2004 6
2005 5
2006 15
2007 17
2008 32
2009 30
2010 63

The majority of the mortgages have recent appraisal dates, which is
an additional low risk characteristic.

Terminal Losses

There can be much discussion about mortgage defaults and losses.
The key consideration should be terminal losses and not default.
For example, if a mortgagor defaults on interest for four months and
a power of sale is exercised, fees and costs are often recoverable
from the borrower directly or through this process. The concern is
about the fees or costs that are not recovered and become terminal
losses. The terminal losses of the past are accounted for in the
audited historic return data. For example, in 2010 the write-offs in
the fund were $580,057, or 1.31% of the funds’ assets and interest
paid to investors in 2010. An annual 1% write-off would be
considered conservative and normal in a MIC operation.

16
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Interest Rate Risk

Traditionally with fixed income investments, there is concern that
increases in interest rates can cause capital losses. MICEQO’s
returns are positively correlated to interest rate increases due to
MICEO charging higher interest rates in rate-increasing
environments.

Repeatable Returns

Traditionally, the first mortgage needs of Canadians have been
provided for by Canadian banks. However, Canadian banks are
restricted by lending criteria that will not allow them to lend to clients
who have a rural property, are self-employed, earn commission
income, are business owners, have distant credit problems, or need
short-term construction financing. This has been the niche that
MICEO has been filling that has allowed it to earn high interest rates
with low levels of terminal loss. The opportunity has increased in
the last few years as a number of lenders have left the Canadian
market and more individuals require non-traditional mortgages. It is
the opinion of the EA Analyst team that returns in the future will be
similar to those of the past.

Duration

The shorter the duration of the mortgages in a MIC; the lower the
risk is. The duration of the mortgage of MICEO is very short as
shown by the year of maturities of the mortgages in the table below.
This is an additional low risk characteristic

Year of Mortgage Maturity Number of Mortgages
2011 151
2012 20
2013 23
2014 3
17
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In additional to operating expenses, there is a 1% management and
administration fee.

There are no additional management fees.

The fund values its common shares on a monthly basis. The net
asset value is confirmed by an independent account audit once a
year. Since there has not been a year with a loss, the net asset
value has been constant.

The Board of Directors approved a line of credit in the amount of
$3,000,000 with the Royal Bank of Canada. The line of credit is for
the purpose of liquidity and no leverage. On December 31, 2010,
$85,000 was outstanding.

There is a redemption option available monthly with 30 days notice.
Total redemptions per month will be restricted if there is redemption
request in excess of 2.5% of the MIC.

18
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» BASE CASE RETURN The base case return for 2011 is based on the following formula:

EXPECTATIONS
Expected Canada Bank Rate + Manager Skill = Investors Return

The current Canada bank rate is 1.25%, and the average historic
management skill has been just under 4.00% or more specifically
3.97%. The Canada bank rate is defined as the upper limit of the
Bank of Canada’s operating band. RBC Economic expects the
average Canada bank rate to be 2.00% in 2011. This would provide
an expected return for MICEO in 2011 of 6.00%.
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» BEST & WORST The following table estimates a range of returns that could be
CASE SCENARIOS considered the extreme best case to the extreme worst case, based
on the following matrix.

Canada Bank

Scenario Manager Skill Return
Rate
xireme Best  4.00% 6.00% 10.00%
ase

Best Case 3.00% 5.00% 8.00%

Worst Case 1.00% 2.00% 3.00%
Extreme 0 0 0

Worst Case 0.50% 0.50% 1.00%
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Falling Property Values

If real estate properties fall in value, there is less equity cushion
provide by the current LTV.

Increase in Terminal Losses

It is possible that terminal losses could increase, which would
reduce income potentially to the point that investors could lose
capital.

Interest Rates

A fall in interest rates would reduce the amounts that MICEO could
charge mortgage holders, which would lower the return of the
portfolio.

Manager Skill

If management cannot find mortgage holders to pay higher than
conventional rates of interest, the returns of the fund would suffer.

21
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VOTING STRUCTURE Investors receive one vote per shared owned. A quorum for a
meeting of shareholders shall be the holders of at least 25% of the
shares entitled to vote at a meeting of shareholders, whether
present in person or represented by proxy.

FINANCIAL SAFETY There are several financial safety mechanisms in place.

MECHANISMS
1. Clients will often use an intimidator like TD Waterhouse or

RBC Dominion Secuirities.
2. Clients receive annual audited financials.

POTENTIAL CONFLICTS No potential conflicts or concerns were identified.
OR CONCERNS

REGULATORY HISTORY No regulatory concerns were identified.
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» RATING The EA Analyst team has rated MICEO M1 on a rating scale of M1
to M7. M1 would be the lowest risk rating and is reserved for MICs
with long track records of consistent positive returns. Other factors
that lead to this rating are:

High level of diversification;

Low loan to value;

Desirable economic lending area;

High ratio of first to second mortgages;
Recent appraisal data;

Low terminal losses;

Low interest rate risk;

Repeatable returns; and

Short duration.

©CoOoNOOOA~WNPE
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M-1

Mortgage Investment Corporations rated M-1 have the highest level
of stability and sustainability of distributions per unit. Corporations
with this rating have a superior combination of the following factors:
good history of operating performance, outstanding financial
flexibility, high quality assets, good diversification, large size in
terms of breadth and scale of operations, and a strong industry
structure. The corporation is likely to have strong sponsors or
owners or specific structural or contractual elements that eliminate
or mitigate risks or other potentially negative factors.

M-2

Mortgage Investment Corporations rated M-2 have very good
distributions per unit stability and sustainability. The corporation
exhibits performance that is only slightly below the M-1 level,
typically shows above-average strength in areas of consideration,
and possesses levels of distributable income per unit that are not
likely to be significantly negatively affected by foreseeable events.
The corporation is above average in many, if not most, areas of
consideration.

M-3

Mortgage Investment Corporations rated at M-3 have good
distributions per unit stability and sustainability, but performance
may be more sensitive to economic factors, have greater cyclical
tendencies, and may not be as well diversified as an M-2 firm,
resulting in some potential for distributions per unit to fluctuate. The
corporation will not be above average in all areas of consideration,
but will tend to outperform in many areas. M-3 is usually the highest
rating category for a new and smaller corporation and also often
represents a ceiling for some of the better commodity-oriented
corporations.

24
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M-4

Mortgage Investment Corporations rated at M-4 have adequate
distributions per unit stability and sustainability, but distributions per
unit are affected by one or more factors such as cyclicality,
seasonality, and commodity price fluctuations, and economic cycles
have a comparatively greater influence over performance compared
to first in the higher rating categories. There may be concentration
issues in which a lack of diversity may affect stability.

M-5

Mortgage Investment Corporations rated at M-5 have weak
distributions per unit stability and sustainability. The corporation is
subject to many of the same cyclical, seasonal, and economic
factors as those in the M-4 rating category, but the lack of
diversification is generally more pronounced, and the corporation
will tend to be below average in several areas.

M-6

Mortgage Investment Corporations rated at M-6 have very weak
distributions per unit stability and sustainability. The corporation will
tend to be below average in many areas of consideration. There
may be a high degree of volatility associated with current levels of
distributions per unit, and the ongoing operational performance and
financial flexibility of the corporation are weak. The corporation may
also be relatively new and small, and have limited sponsor support.

M-7

Mortgage Investment Corporations rated at M-7 have poor
distributions per unit in terms of stability and sustainability. The
corporation is below average in most areas of consideration. There
is a high degree of volatility associated with current levels of
distributions per unit. In addition, depending upon the specific
circumstances, this category may also contain those Mortgage
Investment Corporations that have ceased distributions.

25
I

WWW.EXEMPTANALYST.COM | DEALER OR AGENT USE ONLY | READ DISCLOSURES ON PAGE 26



» DISCLAIMERS

September 5, 2011

General

ExemptAnalyst is a fully owned trademark of MCMG that is
registered in the Province of Alberta. The particulars contained in
this report are obtained from sources we believe to be reliable but
are not guaranteed and may be incomplete. The opinions found in
this report are of the analyst and are not to be construed as a
solicitation or offer to buy the securities analyzed in the report.

Research Analyst

The research analyst who prepared the report certifies that this
report accurately reflects his or her opinion and that his or her
compensation is not directly or indirectly derived from the rating
assigned in the report.

Compensation

Fees have been paid to the analyst to write this report; this helps to
offset the high cost of research. ExemptAnalyst must abide by the
CFA Institute Code of Ethics and Standards of Professional
Conduct.

Liability

MCMG, Inc. and ExemptAnalyst do not make any warranties
expressed or implied as to the risk or results from investing in any
exempt market security. Anyone reading this report assumes full
responsibility for the outcome of investing in any exempt market
security.  Only your financial advisor can determine if this
investment is suitable for your particular situation. It is vital that
investors study the offering documents to review the risk of the
exempt market securities.

26

WWW.EXEMPTANALYST.COM | DEALER OR AGENT USE ONLY | READ DISCLOSURES ON PAGE 26



