i "The real friend of this country

1s the guy who believes in excellence,
> seeks)‘%r it, fights for it, defends it,
and tries to produce it.”’

( MORLEY CALLAGHAN
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IAC Limited

IAC Limited

Incorporated under the laws

of Canada

February 7, 1925

Head Office, 45 St. Clair Avenue West,
Toronto, Ontario M4V 2Y2

Cover Photo

Construction is well under way on the
new head office building for the
Continental Bank of Canada at the
corner of York and Adelaide Streets in
Toronto.

The IAC group of companies is a
Canadian owned diversified financial
organization.

Its range of service includes:
Corporate Lending

Business Loans

Purchase Credit Plans

Inventory Financing

Lease Financing

Equipment Financing

Capital Assets Leasing

Car and Truck Leasing

Commercial Mortgages

Personal Loans

Residential Mortgage Loans

Under the terms of a special Act of the
Federal Parliament, the Company will
open the Continental Bank of Canada
on June 4, 1979.

Si vous désirez recevoir un exemplaire
en frangais du rapport annuel de

IAC, veuillez vous adresser au
secrétaire, IAC Limitée, 45 ouest,
avenue St. Clair, Toronto, Ontario,
M4V 2Y2
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V : Per Cent
Highlights for the Year 1978 1977 Increase
(Decrease)

Growth in assets $ 605,153,000 $ 135,133,000

Gross income $ 263,221,000 $ 239,667,000 9.8

Proportion taken up by
—Cost of borrowed money 64.2% 54.3%
—General and administrative expenses 23.3% 23.9%

Earnings applicable to common shares $ 21,720,000 $ 27,707,000 (21.6)

Dividends paid on common shares $ 17,646,000 $ 15,994,000 10.3
Proportion of earnings 81.2% 57.7%

Earnings per share $1.60 $2.05

Dividends paid per share $1.30 $1.18

Return on average net assets 0.88% 1.32%

Return on average common equity 9.16% 12.29%

At the Year End

Total assets $3,141,637,000 $2,536,484,000 239

Details:
Sales financing $1,289,395,000 $1,050,801,000 2057
Personal loans 171,532,000 178,086,000 3.7)
Residential mortgages 319,374,000 258,936,000 23.3
Commercial loans 438,156,000 277,355,000 58.0
Leasing 771,662,000 710,753,000 8.6
Other assets 151,518,000 60,553,000 150.2

Total debt $2,242,972,000 $1,680,839,000 33.4
Short-term debt 990,670,000 642,334,000 54.2
Other term debt 1,252,302,000  1,038,505,000 20.6

Shareholders’ equity $ 254,660,000 $ 250,947,000 1.5

Number of common shareholders 12,924 11,589 11.5
—domiciled in Canada 96.7% 96.1%

Number of common shares outstanding 13,573,943 13,573,643 0.0
—owned in Canada 97.3% 96.7%

Book value per common share $17.60 $17.29 1.8

Note: For purpose of comparison, 1977 figures exclude those related to insurance subsidiaries sold in November 1977.



Directors” Report to the Shareholders

Joseph S. Land,
Chairman of the Board

To compete successfully as the
Continental Bank of Canada, the
Compan\, must maintain strong
growth in its assets. It is particularly
encouraging, therefore, to report that
growth in assets during the year
surpassed $600 million for the first
time, bringing total assets to $3.1
billion at vear end.

The record growth in assets comes
at the end of a year in which
considerable progress was made in
our conversion to a bank. Plans were
methodically and carefully reviewed to
ensure that a smooth and controlled
transition will be made to full banking
status. '

Your directors believe that the
Company is well placed to maintain
the growth of assets in the future.
Currently, $9 of assets are being
created for every $1 of capital
employed compared with a ratio of
25:1 for some chartered banks. Now
that the Company is governed by bank
legislation it will be able to move to the
higher ratio, in effect tripling assets
using its present capital base,

(R

The return on assets declined at a
rate somewhat sharper than had been
cxpected, resulting in earnings on
commeon shares of $21.7 million
compared with $33.6 million in the
prewous yvear. (Itis 1mp0rtant to note
that earnings in 1977 included $5.9
million from subsidiary insurance
companies, comprising $2.9 million
from their operations and an
extraordinary gain of $3.0 million from
their sale.)

A number of factors contributed to
the decline, not least of which was the
need to lower lending rates to
stimulate asset growth by becoming
more directly competitive with the
banks. As aresult, the average yield
on receivables was 13.2% compared
with 14 % in 1977.

The cost of funds, meanwhile was

rising rapidly, from 8.4% in 1977 to 9%

in 1978. The falling Canadian dollar
further aggravated the situation by
boosting the exchange rate on intérest
paid in U.S. funds. The decline in the
value of the dollar, in a direct
comparison with the previous year,
reduced earnings by the equivalent
of 16 cents per share.

Other factors had an adverse effect
on earnings: general and
administrative expenses, despite tight
control of all Company costs, rose by
$4 million, or 7% over the previous
year, with approximately $2 million
attributable directly to bank
preparations. And inflation made its
contribution. The result was that gross
income of $263 million, 10% higher
than the previous year, was
insufficient to offset fully these
negatives,

Nevertheless, while earnings
declined, the dividend per common
share was increased to $1.30 from
$1.181n 1977, thus 1978 was the
forty-second consecutive year in
which dividends were paid. The
Company was able to pay out a higher
percentage of earnings in dividends
because the current high ratio of
shareholders’ equity to assets is more
than adequate to allow for continued
asset growth. There is no immediate
need to maximize the build-up of
retained earnings.

The management of receivables,
which represent the bulk of assets,
is a key measurement of Company
per formance. It is of considerable
significance to shareholders,
therefore, that during the year credit
losses as a percentage of average
receivables were .37% compared with
.42% in 1977. Not only does this figure
compare favourably with other
financial institutions, but is below the
Company’s average loss experience
over the past decade. For a detailed
analysis of results for 1978,
shareholders should turn to the
section entitled, “Commentary on
Operations.”

Douglas W. Maloney,
President

The Company will begin operating
as a bank on June 4, 1979, and
during the year eloht Full-Service
Branches will opcn for business. Other
IAC branches will become Select
Service Branches of the Continental
Bank of Canada and offer a wide range
of bank lending services. Most of them
will take term deposits.



The intention is to convert the Select
Service Branches to Full Service over a
period of time and on the basis of
market priorities. Clearly, the
complete conversion will take several
years, although management will
follow an active policy of opening new
Bank branches in those markets which
have strong potential for growth.
Details of the planning and conversion
program for the Bank are contained in
the next section of this annual report
under the title, “Preparations for the
Bank”.

It was announced on September
25 that Canada Permanent Mortgage
Corporation and your Company had
held preliminary discussions to
examine the feasibility of
amalgamating IAC Limited, the
Continental Bank and Canada
Permanent.

The complementary nature of the
business of the two companies
provided the basis for the initial
discussions. Canada Permanent has
skills and experience in retail deposit
gathering and in mortgage lending,
while TAC has broadly based
knowledge of commercial and
personal lending and leasing, as well
as ready access to major capital
markets.

Before any serious negotiations can
take place, several other events must
occur. First, there must be changes
under the Bank Act because the
existing Act, passed in 1967, would
not permit the amalgamation. Second,
IAC must merge into the Continental
Bank. Third, the directors of the
companies would be required to
recommend the move and gain the
support of a majority of their
shareholders.

Stanley F. Melloy,
Executive Vice-President

There are many uncertainties and a
long road between initial discussions
and concrete merger proposals.
Therefore, it is the intention of the
Company to continue focusing its
energy and attention on becoming a
bank and opening successfully across
Canada in June.

The results recorded in this report
reflect operations during a year of
transition and a year ()tbmldmg They
speak clearly of the enthusiasm and

vigor with which IAC’s staff across
Canada has tackled the difficulties and

handled heavy responsibilities. Times
of change give people an opportunity
to reach levels of achievement beyond
the ordinary, and the directors wish to
record their appreciation and warm
thanks to all the staff for their
outstanding performance.

During the year the board
appointed the following new officers:
John P. Barratt, Vice-President, and
Donald H. Lyons, Vice-President.

The board also wishes to pay tribute
to one of its members, Franklin K.
Spragins who passed away in
November. Mr. Spragins was elected
to the board at the Annual General
Meeting in April, 1978 and played an
active role in its affairs before his
untimely death.

The outlook for the Canadian
economy for the year ahead is not
especially encouraging. Despite that,
this company carries a strong forward
momentum as it starts an exciting new
venture, confident of the long term
future.

On behalf of the Board

et —

Chairman

1O 2 elop

President

February 28, 1979






Preparations for the Bank

Planning

The careful planning of past years
moved into a more intense phase
during 1978. There was an acute
awareness in the Company that what
was achieved during the year would
affect directly, even cntu:all_v the
success of the Continental Bank as it
took its place as the new entry in the
market place.

Management Integration

One of the first tasks in the planning
process started in 1976. A
management structure suitable for the
Bank had to be created from a diverse
and qeparate group of companies
operating under the IAC umbrella.
Each had its own management and
operated with a high degree of
autonomy. Each had a national branch
network and its own supervisory
personnel.

Gradually, the integration of the
IAC and Niagara companies at all
management levels began. During
1978, this integration was completed
All companies were unified for
operating purposes into one effective
and balanced organization under a
single corporate executive.

Branch Rationalization

In tandem with the integration
planning, divisional and head office
personnel evaluated the market and
branch requirements.

Unification had left the Company
holding a number of small branch
units that did not meet the
performance criteria for the Bank,
and during 1978 many of these were
consolidated into larger neighbouring
branches.

Representatives of the Company's main
departments have been meeting
throughout 1978 in bank planning
groups.

Identify Overall
Training Needs

Identify Lending
Markets

Identify

Develop Overall
Bank Services

Training Schedule

Identify

Identify

Bank Products Markets

Identif

Develop Branch
Bank

olicies Operating Procedures

Develop Corporate

Develop Monitoring
& Branch Policies

& Control Procedures

Decisions have been planned by a critical
path technique.

By June 4—Bank Day—the

Company will have appru\lmate]\
140 branches across Canada in market
areas where there is an above-average
growth potential.

Corporate Strengths

The Continental Bank must fit into a
banking community in w hich there are
11 chartered banks, each with its own
strengths, as well as a number of
foreign bank subsidiaries.

The identity of the Bank, certainly
in the initial period, will reflect the
character and past experiences of the
Company, which has been providing a
wide range of financial services for
more than half a century. In recent
years, the strong competition for IAC's
traditional lines of business has honed
the skills required for aggressive
business development, and these will
stand the Bank in good stead.

Long experience in business
financing and support of small and
medium-sized companies, has
developed skills in the management o
credit risks that are, perhaps, without
pecr in the financial community.

Above all, [AC has built stron:;j links
with customers and, as a bank, will be
able to strengthen these further by
offering a total business and personal
financial service.

Continental Bank will grow from
these roots cautiously, yet confidently.

Develop Overall
Sales Approach

Commence
Training Programs

Develop Branch
Marketing Program

& Finalize
anuals

Develo
Branch

Major building developments have
progressed on schedule under the
quidance of experienced project
managers.






Branch Organization

Statutory Requirements

The special Act establishing the bank
requires that all eligible IAC business
be handled by the Continental Bank as
of June 4. On that date, all Company
offices must become branches of the
Bank.

It would be economically unsound,
indeed imprudent, to attempt to open
a fully statfed, fully operatlona] branch
network on Bank Da\ Therefore, no
branch will offer full banking services
until its staff is fully trained, its
security adequate and its ability to
prowde superior service to its
customers assured. It is essential that
the Continental Bank not create
expectations it is unable to fulfil.

For that reason, there will be two
types of branches: Select Service
Branches and Full Service Branches.
Select Service Branches
All but eight of the Company’s offices
will open as Select Service Branches
providing, in most respects, the broad
range of personal, mortgage and

business loans and leasing service they

do now. Their most significant new
activity will be taking term deposits
from individual and busmess
customers.

Select Service Branches will be a
new concept in Canadian banking,
acting as lending centres in the
communities in which they are
located. While they will offer a select
list of services, the staffs will be
operating well within their range of
experience and able to offer first-class
service to customers.

The intention is to convert most
Select Service Branches to Full Service
in due course.

Intensive training sessions are preparing
the staff for Bank Day.

The first eight Full Service Branches will
be located in markets across Canada.

Full Service Branches
Eight Full Service Branches will open
before the end 0f 1979. These will be

in:

Halifax Mississauga
Montreal Hamilton
Toronto Calgary and
Scarborough Vancouver

They will offer a full range of
banking services, including deposit
services for individual and business
customers. The staff will be our most
experienced, and managers will have
support teams of business

Full Service Branches will pmmt
an image of confidence for the
Continental Bank.

development, credit and
administration and training officers.
Where considered necessary, bank
trained administrators have been hired
to supplement the skills of existing
IAC personnel. From Bank Day on, all

Full Service Branches will run

efficiently, and have two principal

functions:

—To develop and service business

—To act as training centres for staff
who will move on to convert the
Select Service Branches.







Banking Concepts

In organization and business
emphasis, the Continental Bank will
not be conventional. It will implement
concepts that are new to the Company
and, in some cases, new to banking.
Customer Service

IAC’s great strength, and the principal
reason for its growth over the years,
has been its ability to develop business
based upon an understanding of a
client’s financial needs. As a full
service bank, that function is going to
become a much more important one,
and on a daily basis.

Therefore, a new category of
specialist is being trained to provide a
focused client service for each
commercial and retail customer. The
benefits are two fold: customers will
receive a high level of personal service;
and business development officers will
be free to concentrate on asset growth
without being burdened with
time-consuming administrative work
in their branches.

Signs carrying the new corporate identity
will appear on all branches.

A distinctive physical conversion
program has been initiated for branch
premises,

The Company has been working with IBM
to utilize the latest advances in computer
technology for banking.

Systems

The introduction of

computer technology to bookkeeping
has brought a virtual revolution to
bank administration. It has allowed
banks to service customers in
innovative ways that were beyond
them in the days when accounts were
processed manually. It is no longer
necessary for example, to go to a
particular branch to conduct business:
any branch thatis on line to a
computer can draw information on all
accounts, and it is possible to provide
customers with monthly statements
which report all their dealings in a
simple, straightforward way.

n!\H*.L\w BANK
¥ CANAOR

e PR

— = (=
The Customer Banking Report will

provide a complete statement of

each customer’s monthly banking

activities.

Many banks in Canada and the
United States already are taking
advantage of the opportunities offered
by the computer to treat a customer
simply as a customer, and not as a
series of unrelated account numbers.
To give the Continental Bank similar
advantages, the Company has been

working with IBM to develop and
install an on-line computer system
that will be ready for the opening of
the Full Service Branches, and will
adapt the latest advances in computer
banking technology to provide the
best possible customer services.
Premises

There will be a considerable
investment in premises in becoming a
bank, and all of the Company’s 140
branches will require some physical
changes to make them suitable.

While it is important to have
attractive premises, both for customers
and for staff, it is also evident the
Company cannot indulge in
extravagant and wasteful physical
conversions. Therefore, a code of
design principles has been adopted for
Full Service Branches, and a model
branch has been constructed in a
warehouse in Toronto.

The purpose of the model is to test
materials, develop furniture and find
ways of standardizing designs and
fixtures, while at the same time
maintaining some individual branch
identity.

By studying and learning from the
building programs of successful retail
companies, it is expected that the
Company will be able to convert its
premises tastefully, economically, and
at the same time project an
appropriate image through its
branches.

People

Atits simplest, banking is a business
where people can make a difference,
and the personal relationship between
banker and customer is at the core of
good banking service.

IAC’s staff has been trained to find
innovative ways to service clients, and
the new scope of activities in the Bank

- will give them many opportunities to

expand their customer service skills,
experience greater personal growth in
their careers, and be involved in the
activities of an exciting new venture.

Ultimately, the success of the
Continental Bank will depend on the
evident enthusiasm and skill with
which IAC’s people are already
approaching their new
responsibilities.



Commentary on Operations

Because of the changing nature of the
Company’s business this commentary
is designed to facilitate comparisons
of performance with the chartered
banks. Revenue and expense items are
expressed as a percentage of average
assets. This measure can be thought
of as how much was earned and how
much was spent for every $100 of
assets in place.

Summary

In 1978 the Company recorded the
largest annual growth in assets in its
history. At year end, assets had passed
$3 billion.

While a decline in return on assets
had been expected, the sharpness of
the decline was somewhat greater
than anticipated, due mainly to abrupt
increases in the cost of money and
to a continuing loss of value of the
Canadian dollar.

Earnings applicable to common
shares declined to $21.7 million in
the current year from $27.7 million
last year, excluding earnings from
insurance subsidiaries and gain on
their sale in 1977. This resulted in
earnings per common share from
financial operations of $1.60 in 1978
compared with $2.05 in 1977.

10

1974

Consumer

26%
9%

Residential
Mortgage

Business
Finance

65%
Asset Mix

Asset Growth and Asset Mix

The successful introduction of lending
programs with bank competitive
interest rates produced strong asset
growth in 1978. These programs
include the Continental Plan, a new
dealer financing plan, Continental
Plus, a new personal loans plan, and
more competitively priced existing
services.

As at December 31, 1978 assets were
$3.1 billion compared with $2.5 billion
a year earlier, which represents a 24 %
increase in assets during the year.

Asset mix is changing as bank
conversion approaches. Consumer
loans have declined as a percentage of

1976

21%

1977
18%

1%

overall outstandings from 26% in 1974
to 15% today. Most of this decrease
has taken place in the small loans
category. At the same time, business
financing has increased in importance
from 65% in 1974 to 74 % in 1978.

Asset mix will continue to change
as the Bank starts to offer traditional
short term bank lending against
receivables and inventory.



Interest Rates

1978 was a year of rapidly rising short
term interest rates. The prime rate
moved up six times during the year,
from 8% % in January to 11%% in
December. In response, the short term
cost of funds increased sharply.
Finance paper yielded close to 7% at
the beginning of the year and had
reached 10'4% by year end.
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Commentary on Operations

(continued)

Net Interest Earnings
S Cost of Funds Gross Income
A rapld rise in short term money costs

has an effect that is temporarily
detrimental to net interest earnings.
As alarge percentage of assets are at
fixed interest rates, the increase in the
cost of money used to fund these
assets cannot be offset until the assets
mature and are replaced at a higher
rate. In the meantime net interest

earnings or margins are squeezed. Income/Expense per $100 Assets in Fiscal Quarters
Of course the reverse is true in a period

of declining short term rates, when
margins benefit accordingly.

In addition, the continued decline of ; 4.08
the Canadian dollar added to money fet S TRELT A e
cost because of U.S. dollar debt 4.59
service requirements.

In the fourth quarter of 1977, gross
income (before provision for doubtful
receivables) was $12.01 for every $100
of average assets in place. The cost of
money on the same basis was $6.33,
leaving a margin of $5.68. By the
fourth quarter of 1978 gross income
was $11.57 for every $100 of assets in
place while the cost of money had
increased to $7.49, leaving a margin
of $4.08.

For the full year the margin was
$4.68 which was $1.23 less than the
$5.91 earned for every $100 of average
assets in place in 1977,

Margin per $100 Assets in Fiscal Quarters

Administrative Expenses Administrative Expense ($ Millions)

Administrative expenses were $61.4 -
million in 1978, 7% higher than in
1977, but a relatively small increase
considering that substantial start-up
costs for the Bank were absorbed this 9772773
year. ] e
Expressed as a percentage of
average assets, administrative 1975 2.99
expenses were $2.48 for every $100 =
of assets in 1978, compared with $2.73 1974 $2.89
in 1977. This improvement can be
attributed to good control of expenses
and rapid growth in assets.

1976 2.82

Administrative Expense per $100 Assets
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Earnings and Return on Assets

The rapid growth in assets and the

modest growth in administrative _ L=l
expenses were not enough to offset 205

the large decline in margins, a decline - -
brought about primarily by high 1976  2.05

interest rates and depreciation of the 19'7'% 2 06
dollar. Consequently, earnings were LR
lower. 1974  $1.60

Earnings per share on financial
operations (i.e. excluding insurance
operations in 1977) fell from $2.05 in
1977 to $1.60 in 1978.

The measurement of after-tax
earnings on financial operations
expressed as a percentage of assets,
or return on assets, shows a decline
from 1.32 % in 1977 to 0.88 % in 1978.
The rate of decline in return on assets
experienced in 1978 was more
attributable to the economic
environment than to Bank start-up

costs, and it will slow when interest Return on Assets (After-tax Earnings per $100 Assets)
rates decline.




IAC Limited
Consolidated Statement of Earnings

for the year ended December 31, 1978

1978 1977
$000’s $000’s
Gross INCOME (DTSR . ... . ias vos ¥ 155 55 5052 D9E 455 & LS8 LN 4 58 § 555 3 263,221 239,667
Expenditure
Cost of borrowed money—
SROL-TEEM AEBE . .o vinse ammmis sunss smss o s sess & &ibE LG8 Sse a0 Rt ¥ 64,028 51,251
Othar Terin AEDE « veu s oo sop 5 oo s YED% Su S0 b L S8 § $9@ tw » 105,082 78,912
169,110 130,163
General and administrative .. ....oovv i i 61,443 230,553 57,179 187,342
32,668 52,325
Provision for Income Taxes
CUBEBTE s 550 e 5500 s § v Sy 5008 S8 588 5 Fel DR ¢ mel e sasts 1,648 5,737
DDEEFEEE: v vamn ses sosiin sws s sne s s wwh v S CEE 5 08 W ase 8,428 10,076 17,981 23,718
22,592 28,607
Earnings from Insurance Operations (notes3and4) ............... — 2,898
Earnings Before Extraordinary Item ............................. 22,592 31,505
Extraordinary Item
Gain on sale of subsidiaries (note3) . ..., — 3,023
Batnings fOrthe YOaF « vo: s son v 5 won 558 5 0o S0l Ve ¥ oad wEs § Sa s 22,592 34,528

14




[AC Limited
Consolidated Statement of Retained Earnings

for the year ended December 31, 1978

1978 1977

$000’s  $000’s
Earmings for theWear . « vu « s wun = i 79% 5 a6 265 § 595 565 5 608 565 5 508 S48 2 8 Hhise » sxere samme = masss 7 22,592 34,528
Dividends on preferred shares .......... ... ... .ot 872 900
Earnings Applicable to Common Shares ........................ .. .. i, 21,720 33,628
Dividends on common shares at $1.30 pershare (1977—8$1.18) .. .. ... ... ... 17,646 15,994
Earnings retained in the business ............. ... .. ... . i 4,074 17,634
Gain on preferred shares purchased for cancellation ................c.ooiiniiiiiioii.... 80 65

Reassessment of capital taxes for the years 1972 to

1976 net of income taxes of $405,000 . . .. ...ttt —_— (581)
Increase in retained earnings fortheyear .............. ... . i 4,154 17,118
Retaingd éarnings at beginningob Woar ... cu v ves s s s s s s v 5 smog gk 3 598 swss 3 50 6656 95 183,228 166,110

Retained earnings at end of year (note 5)

Common Stock Earnings per Share—
Calculated on daily average of common shares outstanding—
13,573,901; 1977—13,551,871 (note 6)
(a) Before extraordinary item . ............uiiit it $1.60

$2.26
(b) After extraordinary ftem . ............. .. 1.60 $2 .48
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[AC Limited

Consolidated Balance Sheet

as at December 31, 1978

1978 1977
Assets $000s  S000's
Cashand Short-Term DIeposits ..........ccccouuiniivssrsioneeannsmnsmassone s 58,557 7,012
Marketable Securities—at cost, plus accrued
income (market value 1978—%9,282,000;
1977—524,691,000) . ..\ttt t et e 9,318 24,822
Receivables
Sales finanicing (MOET) - . oo cuoa mm winm o wsse » rioy summ 2 winsn 2 808 S0k Faih & il 51200 p oot o woves 1,289,395 1,050,801
Personal loans (Note 14) . ... ..o it 171,532 178,086
Residential MOTtEAGES . .. . .ovvvvivnesanessiessinesinssanensas ot snensnsnnsnes 319,374 258,936
CommErcial JOANS . . oottt ittt e et e e 438,156 277,355
ET5T00 7 SRR ——————————y = S F T E Y bk 771,662 710,753
OEIBT s 1. ove wnmin snssite ssmsnm st o sgegn o eigd 5 57808 8 ¥ GU0E W4iems SIa0h 5 o580 & SRS WOMERUE Alite ¥ st miase it 17,814 5,203
3,007,933 2,481,134
Allowance for doubtful receivables (note 14) . ... ... 23,523 25,284
2,984,410 2,455,850
Investments in other Companies—at cost . ... 11,852 9,651
Other Assets and Deferred Charges
Income taxes recoVeTable . ... ... ur ot e 2,589 153
Leasehold improvements, prepaid expenses
and deferred acquisition COSES ... ..coueuvrrriieniiiiiiiiin i 7,109 2,493
Unamortized debt discount and eXpense .. ..........oo oot 18,883 13,251
Unrealized foreign exchange losses .......... .o, 45,004 19,127
Premises and equipment—at cost, less accumulated
depreciation of $6,418,000 (1977—86,200,000) . . . ......covviinienaini e 3,915 4,125
77,500 39,149
3,141,637 2,536,484

Signed on behalf of the Board ].S. Land, Director D.W. Maloney, Director
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¥ gy 1978 1977
Liabilities $000°s $000's
Secured Short-Term Notes .. ............. ... 965,670 642,334
Unsecured Short-Term Notes . ... ... ... 25,000 —
Secured Term Notes (Schedule Aand note 10) ... .. ... .. .. . 1,120,812 900,520
Debentures (Schedule Band note 10) . . ... ... 93,154 98,927
Subordinated Debentures (Schedule Cand notes10and13) .......................... 33,701 33,956
Unsecured Term Notes (NOte 9) ... ... ...t 4,635 5,102

2,242,972 1,680,839
Payables

Accounts payable and accrued liabilities ............ ... ... ... .. ... . ... ... 106,231 106,269
Lo Tela 1a U= = b (S 164 1,698
106,395 107,967
Unearned Income (note 11) .. ... 363,534 331,083
Deferred Income Taxes (Note 12) .. .. ... .. ittt e e 174,076 165,648
2,886,977 2,285,537

Shareholders” Equity

Capital Stock (Schedule D)
Preferred shares ... ... 15,821 16,268
Common shares (Note 13) ... .. . 51,457 51,451
67,278 67,719
Retained Earnings (note 5) ... ... . . . . . . . . 187,382 183,228
254,660 250,947
3,141,637 2,536,484
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IAC Limited

Consolidated Statement of Changes in Financial Position

for the year ended December 31, 1978

1978 1977
$000’s $000's
Sources of Funds
Operations—
Earnings beforeiextraordiNaryitenn i some vic o one o snaie stiis o ciais watets siors & s s simis wiviais svie » - 22,592 31,505
Amortization of debt discountand expense ...........c.i it 2,272 1,699
Amortization and depreciation of fixed assets ........... ... ..o 1,589 1,645
Provision for'deterred incOmeE tAXES run 250 0 e w 1o ¥ 55908 SEMH S ale & wlifs Sies 3 Fo5i @ Frats ST e 8 8,428 17,815
Contribution to earnings of unconsolidated
subsidiary and mortgage insurance COMPAaNY . ..........oeeeemaeenesiineeannnnn, — (1,398)
34,881 51,266
Borrowings—
Short-term debt—issues, less redemptions .............. ittt 340,886 23,883
Other term debt—
Proceeds from N BOITOWINGS : « sos ous a0 5 oy svin §ie s 50 & 948 HaI0S 36 © ot sam e & 265,594 192,983
REABITPIIONG <« « cus o soen vt v 3 s © o oo & ey ¥ s St R0 3 wods oo soxie % Fuie SRS S0 8 = 82,217 104,681
183,377 88,302
524,263 112,185
Eiinids rereived ongale of SUDSTAIATIES: wus ¢ sum van & 5o © e e swon @ s & i w0 & ke o wng v 4 — 22,067
Less: Cost of assets sold . ..ottt e e o 9,578
— 12,489
Other—
Netincreaseinpayables ..........ccoiiiiiiiii i it viii oo siiim s i e 2,521 3,024
Decrease in marketable securities . ... ... ... e e 15,504 8,709
577,169 187,673
Uses of Funds
Increase (decrease) in operating assets—
Receivables—
SAles BRAREIND & ¢ ors e ome 5oms wve £ 00 5 805 S50 ¥ FOS ¥ 405 905 5 G000 & 000 BN W B M e e 238,594 (1,643)
PerSOnal JOAIIS + v o ottt e e e e e e e e e (6,554) (25,623)
Residential BIOILEAEEG .o cux « s s s x sxon v s swne sosnon smame s 500 § S56 $3a 465 4 L 4 60,438 10,056
C O T AL I OAME s oiare necess e o Smrmnd & oadh 5 SEE 5 CHE S0 5 360 DOAIS SRI § 5% 50 HEms atems 160,801 193,765
LBASIOE : s & 55 6950 fh £6F3 000 § EDE PERR F9 § £60 6 poi D90 5 S G M0 ¥ M o EA L 5 60,909 536
514,188 177,091
Decrease (increase) in unearned INCOME . .. ..coviiin i imoeiinsrnn et is e (32,451) 44,505
Decrease (increase) in allowance for doubtful receivables . ............ ... ..ot 1,761 (1,227)
483,498 220,369
Capital Stock—
Common shares—proceeds of issue ... ...t (6) (423)
Preferred shares—cost of redemptions ....... ... . . ... 367 290
361 (133)
Investments in Other COMPAnIes . : v vus v vrm vvmn coms vais s v s riae = vvce nmme waie s £50 8 305 2,201 1,268
Dividends paid on common and preferred shares ... 18,518 16,894
Reassessment of prior years’ capitaltax .............ooiiiiiiiiiiiiiiiiiiiii — 581
Other—
Net increase (decrease) in other assets
including other receivables . . .. cu v vieseeiieiiniesi it i e e 21,046 (544)
Increase (decrease) in cash and short-term deposits . ... ... .. ..o 51,545 (50,762)
577,169 187,673

18




IAC Limited

Notes to Consolidated Financial Statements

for the year ended December 31, 1978

1. Significant Accounting Policies
(a) Principles of consolidation
The statements consolidate the
accounts of the company and its
subsidiaries.
(b) Recognition of revenue
Precomputed charges on sales
financing retail receivables for terms
for less than forty-eight months and
on personal loan receivables are
taken into income using the sum-of-
the-digits method on an account by
account basis. Because this method
does not maintain the original yield
over longer terms, on sales financing
retail contracts written for terms in
excess of forty-eight months,
unearned income is taken into
earnings on the actuarial yield basis.
Discount on residential mortgages
purchased is brought into income over
the remaining term of the mortgage
using the actuarial yield method.
Leasing transactions are reported in
accordance with the financing method
of accounting. The excess of aggregate
rentals over the cost of the leased asset
is recorded as unearned income at the
time of the transaction. Income is
taken up over the term of the lease
pro rata to the declining balance of
the investment. Gains arising from
residual values of leased assets are
reflected in earnings only when

realized. Contractual disposal
proceeds negotiated at the inception
of the lease are included in unearned
income and taken up as described
above.

(c) Allowance for doubtful receivables

For residential mortgage receivables,
the allowance is set up as a percentage
of such receivables. For all other
receivables such allowance is
established by evaluating individual
accounts. After collection possibilities
have been exhausted, any balance
remaining on an account is written off.
(d) Translation of foreign currencies
Unhedged assets and liabilities are
translated to Canadian funds at
current exchange rates. Foreign
currency borrowings which are
covered by forward exchange
contracts are recorded at exchange
rates established under the terms of
such contracts. Exchange gains and
losses on current assets and liabilities
are considered to be realized and are
reflected in the statement of earnings
for the current fiscal year. Net
unrealized exchange losses or gains
resulting from the difference between
the current exchange rate and the
exchange rate at the date the proceeds
of unhedged borrowings were
received or the date of purchase of
unhedged assets are deferred and

carried in “Unrealized foreign
exchange losses” or “Unrealized
foreign exchange gains’ respectively,
in the balance sheet.
(e) Amortization of debt discount
and expense
Debt discount and expense is
amortized over the term of the related
debt instrument. If the debt is
Ercpayable or exchangeable at the
older’s option, the amortization is
calculated to the first optional maturity
date. When a debt obligation is
redeemed prior to maturity, the
related unamortized charges are
written off at the time of redemption.
(f) Methods of depreciation
Buildings are depreciated on a straight-
line basis at the rate of 2.5% per
annum. All other assets are
depreciated at the maximum rates
allowed by the regulations of the
Canadian Income Tax Act for claiming
capital cost allowances.

Leasehold improvements are
amortized over the term of the
respective leases.

(g) Amortization of acquisition costs
Acquisition costs for certain of the
sales financing retail receivables are
deferred and amortized over the term
of the contract using the sum-of-
the-digits method.

2. Gross Income

Sales financing

Provision for doubtful receivables . . .

Acquisition costs

Investment income

Personalloans....................
Residential mortgages .............
Commercialloans . ................
Leasing ..........................

Increase
1978 1977 (decrease)
$000’s $000’s $000’s %
136,341 122,279 14,062 11.5
25,207 29,459 (4,252) (14.4)
36,764 36,387 377 1.0
29,531 17,244 12,287 71.3
47,726 46,342 1,384 3.0
275,569 251,711 23,858 9.5
(11,206) (11,159) (47) 0.4
(4,11) (1,363)  (2,748) 201.
260,252 239,189 21,063 8.8
2,969 478 2,491 521.1
263,221 239,667 23,554 9.8

3. Sale of Subsidiary Companies
On November 15, 1977, the company
sold all of its shares of its subsidiaries,
The Sovereign Life Assurance
Company of Canada and The
Sovereign General Insurance
Company.

The company previously recorded
its investment in The Sovereign Life

Assurance Company of Canada at

cost plus the company’s portion of
increase in unassigned surplus of the
subsidiary since acquisition. Included
in earnings for 1977 was the company’s
portion of the increase in the un-
assigned surplus of the subsidiary

in the amount of $851,000.

The results of operations of The
Sovereign General Insurance
Company for 1977, which were
consolidated amounted to net
earnings after tax of $1,500,000.

This amount is included in “earnings
from insurance operations” in the
statement of earnings.
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[AC Limited

Notes to Consolidated Financial Statements

for the year ended December 31, 1978 (continued)

4. Sale of The Sovereign Mortgage
Insurance Company

On December 19, 1977, the company
exchanged its investment in 40% of
the common shares and $2,468,000 of
the preferred shares of The Sovereign
Mortgage Insurance Company for 17%
of the common shares and $2,468,000

of the preferred shares of Insmor
Holdings Limited.

The investment in The Sovereign
Mortgage Insurance Company was
accounted for on the equity method.
Included in earnings for 1977 was the
company's share of earnings of The
Sovereign Mortgage Insurance

Company in the amount of $547,000.
The investment in shares of Insmor
Holdings Limited is accounted for
on the cost basis and is included in
“Investments in other companies”
on the balance sheet.

5. Retained Earnings—Statutory
Appropriation

As at December 31, 1978, an amount
of $9,179,000 equal to the par value of
preferred shares purchased for
cancellation, had been set aside in the
accounts out of retained earnings
(1977—%$8,732,000).

6. Fully Diluted Common Stock 1978 1977 The calculation assumes that earnings
Earnings per Share $ $  applicable to common shares were
Assuming that all conversion rights (1) Before extraordinary increased by $1,180,000 representing
outstanding at December 31, 1978 item ... 1.55 2.16 theelimination of interest, net of
had actually been exercised at the . == == income taxes, attributable to the 9%2%
beginning of the year, fully diluted (2) After extraordinary convertible subordinated debentures.
earnings per common share for the tem ...l 155 2.36
vear ended December 31, 1978 would
have been:
7. Sales Financing Receivables 1978 1977
Sales financing receivables $000's $000°s
comprise: Wholesale receivables . . ..o, 395,694 349,162
Retailreceivables .......... .. ... .. oo 893,701 701,639
1,289,395 1,050,801
8. Maturities of Gross Receivables and Borrowings (In millions of dollars)
1 2 3 4 5 6-10 Over10
year years years years years years vyears Total
Receivables
SalesHINANCING o s son s v ¢ vas vois s s e 8 816.6 276.8 1443 36.7 10.8 4.2 — 1,2894
Personalloans............................ 78.3 56.5 283 7.0 1.4 — — 171.5
Residential mortgages ..................... 34.0 44.1 51.6 594 104.7 12.6 13.0 319.4
Commercial loans: « seer me = son v oom v o oo 2 262 244 194 40.0 101.7 1926  33.8 438.1
LA s s sramass v 5 wmsis 5 swms & s ssoswes w5 a3 126.6 117.6 100.9 82.0 68.5 205.1 71.0 7717
Otherreceivables ......................... 17.8 — — — — — — 17.8
1,099.5 5194 344.5 2251 287.1 4145 117.8 3,007.9
Borrowings* ... ... .. ... oL, 1,063.2 89.7 581 96.0 290.8 5145 130.6 2,242.9
Excess of Receivables (Borrowings) ........... 36.3 429.7 286.4 129.1 (3.7) (100.0) (12.8) 765.0

All receivables have been allocated on
the basis of contractual terms.

*Allocation not adjusted for sinking fund,
mandatory redemption and purchase fund
requirements (see note 10).
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9. Unsecured Term Notes 1978 1977
Unsecured notes comprise: $000’s  $000’s
Parent company—
8% term note for U.S. $3,062,000 (1977—U.S. $3,471,000) repayable in equal
semi-annual instalments until 1986 .. ... ... .. e 3,624 3,797
Niagara Finance Company Limited—
6% term note for U.S. $852,000 (1977—U.S. $1,193,000) repayable
in equal semi-annual instalments until 1981 ... . ... ... ... .. .. 1,011 1,305
4,635 5,102
10. Sinking Fund, Mandatory Certain issues have purchase fund (In millions of dollars)
Redemption and Purchase Fund requirements which are Years ending December 31,
Requirements non-cumulative and under which the 1979 . . . ... .. ... .. 17.0
The sinking fund and mandatory IAC companies are required toredeem 1980 ... .......... ... ... ...... 12.8
redemption requirements for the five ~ only debt instruments offered tothem 1981 . ... . . .. ...... .. ......... 117
years ending December 31, 1979 to subject to limitations as to price and 1982 . 99
1983 are as follows: aggregate annual amounts. It is not 1983 . . 6.8
$000's  possible to predict the amounts that 1984-1987 . ... ... 283
P79 oo vesis s« moms 5 smams o wom 5,706 will be offered by holders. The after 1987 . 21.7
1980 . . .. 6,024 maximum purchase fund
AO9BT - 2 s s 555 2 50 sivimn oesmin worse 6,976 requirements for the years ending
L R 10,035 December 31 are as follows:
1983 ... 3,801
11. Unearned Income 1978 1977
Unearned income comprises: $000's $000’s
Unearned service charges relating to sales financing receivables .......................... 121,208 95,879
Unearned service charges relating to personal loans . .. ... ... ... ... .o 24,878 25,319
Deferred income relating toresidential MOItEAgEs .« o...ivuw s vus s dun e asis e s von oan 3,782 3,457
Deferred income relating to commercialloans .......... ... ... i i 265 373
Unearned income relating to leasing receivables .................. ... . ... .. ... ... ... 213,401 206,055
363,534 331,083
12. Deferred Income Taxes
Deferred income taxes arise from timing
differences relating to the treatment for
income tax purposes of income and 1978 1977
expenses associated with the following: $000°s $000°s
Commerclal IOans . « « wumr wum s o v o s om0 oo Wy = fi PAE S+ 5 ¥EEN FEET SERE wEE § S 180 147
Residential mortgage receivables ...... .. .. ... .. .. ... i 1,158 971
Lnamortizéd debt discount’anid BXpPETse « ;oos qums sum s s 5 i 500 & e © 06 w@as el Haiew 2 1,757 707
Premises andi@QUIDINEIE oo s s s s o ssmvs pams simis v v 5 i Seatie sawms 5 owsdh o koo Sompizs vy s 161 171
Leasing receivables ... ... ... . e 170,820 163,652
174,076 165,648

13. Common Shares

1,194,650 common shares are reserved
for conversion rights exercisable until
July 14, 1979 at 50 shares (equivalent
to $20 per share) and thereafter, until

July 14, 1984 at 46 shares (equivalent
to $21.74 per share) for each $1,000 of
principal of the 1974 914% convertible
subordinated debentures.

14. Sale of Receivables

Niagara Finance Company Limited
sold approximately $21 million of
receivables at various times during the
year. These sales resulted from the
consolidation of the branch network in

preparation for the parent company’s
conversion to a bank. A net loss on
these sales amounting to $2,874,000
has been charged to the allowance for
doubtful receivables.



IAC Limited

Notes to Consolidated Financial Statements

for the year ended December 31, 1978 (continued)

15. Commitments Under Leases
The company has leases on office
premises used for their business,
requiring rental payments as follows:

Approximate
annual rentals

Years b
1979 .. ..o 3,650,000
V1980, » cis 5 o i o 3,476,000
1981 .. ............. 2,866,000
1982 .. ... . 2,629,000
198385 = oo v o 5 e 56 2,419,000

The aggregate rentals for 1984 and
thereafter amount to $8,333,000.

16. Remuneration of Directors and Officers
Aggregate remuneration of the IAC Limited

directors as directors of:

JAIC LAIOA !, 5o, e asvzaie s o vkl anetsn wibsn o osniasooois Besmgoss v o it i &t ey 2l
Niagara Finance Company Limited
The Sovereign General Insurance Company
The Sovereign Life Assurance Company of Canada

Numbet 6E directors 6T TAC Limiited, oo semse s = s @ s e s & vy seiemy 5 @ suis s i srame s

Aggregate remuneration of the IAC Limited

officers as'officers OFTAC Limited ... ..o vie g onn & a0 D000 565 8 S0 2amn wdls & s veie werms

Aggregate remuneration of the IAC Limited

officers as directors of:

Niagara Finance Company Limited
The Sovereign General Insurance Company
The Sovereign Life Assurance Company of Canada

Number of IAC Limited Officers . . . ... oo e e e
Number of IAC Limited officers who were also directors

1978 1977
$ $
121,084 100,113

15,787 16,500
— 8,150
J— 11,750

136,871 136,513
25 21
1,600,379 1,684,237
6,885 8,400
— 2,650
— 2.350
6,885 13,400
25 24
4 4

17. Contingent Liabilities

IAC and some of its subsidiaries are
parties to certain litigation incidental
to the kind of business conducted.
In the opinion of management, the

ultimate liability, if any, will not
materially affect the company’s
consolidated financial position or
results of operations.

18. Conversion to a Chartered Bank
On July 14, 1977, an Act of Parliament
incorporating the Continental Bank
of Canada and providing for the
conversion of the company into a
bank received Royal Assent. On

June 15, 1978, the Governor in
Council approved the atpglication of
the Continental Bank of Canada to
commence business. It is planned that
the Bank will commence operations
onJune4, 1979.



IAC Limited

Consolidated Details of Secured Term Notes

as at December 31, 1978—Schedule A

Year of Rate 1978 1977
issue % Maturity date $000’s  S000's
Payable in Canadian funds—

Parent company 1959 i 5% Aprll, 1979 ... o s o s« s 6,000 6,000
1959 “y 614 December1,1979 .......... 5,000 5,000
1960 W 6 AUEUSELD; 1980 - vr v 5us 5 i 7,500 7,500
1961 S & 5% November 15, 1981 ......... 8,500 8,500
1962 “y’ 5%4 July2,1982 .. ... .. ..... 10,000 10,000
1964 28" 5% September 15,1984 . ........ 15,000 15,000
1965 “31 534 Marchil, T985:... - con i o 12,500 12,500
1965 33" 6 December1,1985 .......... 5,000 5,000
1966 34" 64 February1,1986 ........... 6,000 6,000
1969 T 8% WAy 1 1979 oo o v gans & 200 200
1969 3T 834 May-d, 198D ... oo s s s o 1,200 1,200
1972 dic e 834 September1,1991.......... 25,193 26,914
1976 — 914 May 15,1981 =& oo ¢ s ¢ vani s 25,000 25,000
1976 —* 10 Tuly 80, 988 sexes o' ovng s s 5 100,000 100,000
1977 — 9 March1,1984.............. 100,000 100,000

1978 — 934 Juneds, 1985 &5 s s sms soem ¢ 125,000 —
452,093 328,814
Niagara Finance Company 1964 L e 5% APHILS V9B . oa x cu sams ¢ 10,000 10,000
Limited 1964 il 5% Bay L1088 ... o ssn e n 10,000 10,000
1965 il 534 May1,1985 ............... 10,000 10,000
1966 “q 7% December1,1986 .......... 5,000 5,000
1968 “e 8% May 1, JI88: ... s sosrars vz = 7,500 7,500
42,500 42,500
Niagara Realty of Canada 1970 AN 934 December 15,1990 ......... 4,610 4,610
Limited 1971 S B 774 December 15,1986 ......... 739 17,923
1972 e 84 ARgst 15, 198, « con v 5, 12,700 12,893
1973 e D 774 May15,1988 .............. 17,479 18,376
1974 “EE 9 March1,1994 .............. 23,178 23,460
1974 Rt 104 June 18, 1981 . ... s sen o 9,733 9,834
1974 “apuse q02% December 18,1984 . ... ... .. 11,958 12,750
1977 G 915 January 30, 1984 ... ........ 49,364 50,000

1978 “H"” 914 May2:1983 « o vams s 5o 75,000 —
204,761 149,846

Pavable in U.S. funds Par value U.S. $000’s

Parent company 1962 A 54 October1,1982 ....... 10,000 11,867 10,940
1963 T Sl4 April1, 1988 . c s v v 10,000 11,867 10,940
1964 il 5 October1,1984 ... .. .. 10,000 11,867 10,940
1965 30" 5 February 15,1985 ..... 15,000 17,800 16,410
1965 32 5l October1, 1987 ....... 20,000 23,734 21,880
1966 an™ 5% February:1,1986 .. .... 12,825 15,219 14,031
1968 36" 734 October 15,1986 ...... 9,800 11,630 11,542
1969 HaReE 914 June 1, 1990¢ . o 5 va 12,725 15,101 14,112
1974 40 914 May15,1994.......... 41,800 49,604 46,522
1976 41 9L4 March 15,1983 ........ 47,500 56,368 54,700

1978 —° 9 March 15,1986 ........ 25,000 29,668 =
214,650 254,725 212,017
Niagara Finance Company 1975 e 1014 September1, 1990 .. ... 25,500 30,261 29,538

Limited

Holders of 37" notes due in 1979 have an
option to exchange these notes at maturity for
either 812% 1984 notes or 834% 1989 notes.
Holders of 38" notes have the right to
prepayment on June 1, 1980 or 1985.
Holders of “A” notes have the right to
prepayment on December 15, 1980 or 1985.
Holders of “D" notes have the right to

prepayment on May 15, 1980.
olders of “E” notes have the right to
prepayment on March 1, 1980.

The 9% notes due March 1, 1984 are
redeemable after March 1, 1983, and prior to
maturity, at their principal amount.

The parent company has guaranteed secured
notes of Niagara Realty of Canada Limited as to

principal, interest and redemption premiums,
if any.
*These notes have purchase fund provisions
(note 10).
**These notes have sinking fund provisions
(note 10).
“These notes have mandatory redemption
provisions (note 10).
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IAC Limited

Consolidated Details of Secured Term Notes

as at December 31, 1978—Schedule A (continued)

Year of 1978 1977
maturity $000’s $000’s
Notes issued at rates of interest
varying from 7.875% to 10.25%
Payable in Canadian funds—
Parent company JLOTE . J v, N o NP R — 46,505
TOPG o e o oo s simin s 5 sepes vimes 3 e oo B3 2 ¥ FERHH 37,671 27,090
1980 - v v e e e e e e 13,037 2,515
s T S S T 5,221 —
TOBZ <o o s wsinns wmvsoss ssimn o aiein woatein ssiess @ sinsa avmbans sgm saest o sasde b 577 —
TIBE e s e o nots ssmopsonnusen’s ase syiond. ST LS, HOHIER § SO50 & 10,369 =
TOBA o sroses sram o i gresiny s o B St SRR & wabe 3 SHoss e B Bners o 5,000 -
71,875 76,110
Niagara Finance Company TGTR s v aoios 0 v v s el v b smonic s = 3aicn # wiigs ot B e i o i - 172
Limited TOTD . oy soasuse s wsmine s ssmsn s wswr wamss s vinlh Sublnrs, SRS HA60H 4 oyl 0 HE 5 ¢ 15 15
TIB: 2605 siins fvoie & 550 ST Wals & SN S/ RS el ¥ N SR g 20 20
TOBZ: o s s . s i sssmon s i s s ¢S b - 2zl 5 5
40 212
Par value
Payable in U.S. funds U.S. $000's
Parent company 1978 s wsgs sasecs v oo e 5 s sosrsrs osem s SaTe S5 g — — 1,969
1979 e 1,800 2,136 1,969
T8O covsone simims reone & kel 5556 V00 SO S0a0n & 000 W0 1,800 2,136 1,969
TR o = v s wmm & 295 o § g osees wvame s siema sueawi 1,800 2,136 1,970
L2 35,000 41,535 38,290
TOBI. ... 2o o wsme memmeus, somen. il il VS 5 St 5900 2050 10,000 11,867 10,940
50,400 59,810 57,107
Niagara Finance Company TOBD: s o sy e & o wowes v b s 4 e S e 1,000 1,187 1,094
Limited 1983 .o e 1,000 1,187 1,094
TOBE ... ¢ cove womms v 505 5 205 Wil S0 % S8 o wa 1,000 1,187 1,094
TOBD (a5 symes sy g Sem & G503 S, whwsd o vt THESNE 41 1,000 1,186 1,094
4,000 4,747 4,376
1,120,812 900,520

All notes payable in U.S. funds have been
converted at current exchange rates
(note 1(d)).
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IAC Limited

Consolidated Details of Debentures

as at December 31, 1978—Schedule B

Amount
authorized Outstanding Outstanding
Year of Rate and issued 1978 1977
issue % Maturity date $000°s $000’s $000’s
Payable in Canadian funds—
Parent company 1958 Hlats February1,1978 .... 6,000 — 2,952
1959 6 M June 15,1979 .. ..... 10,000 5,626 6,150
1960 634** February 1,1980 .... 10,000 5,715 6,386
1961 534 July 2, 1981 .. « ice o 10,000 6,899 7,289
1962 534 February 15,1982 ... 10,000 6,126 6,543
1965 614* December 15,1983 .. 10,000 5,727 5,974
1966 714* December 15, 1986 .. 10,000 6,351 6,566
1970 914° October 15,1992 .... 15,000 11,496 11,793
1975 934 March 25,1995 ..... 30,000 29,785 29,785
71,725 83,438
Niagara Finance Company
Limited 1972 8§ * AprldZ 1992 . cun wen 15,000 429 489
1974 1114 October 15,1994 .... 15,000 15,000 15,000
15,429 15,489
93,154 98,927
*Sinking fund debentures (note 10). “These debentures have purchase fund “*These debentures have purchase fund
**These debentures have purchase fund provisions until March 25, 1983 and sinking provisions and the holders have the right to
provisions (note 10). fund provisions thereafter. Holders have the prepayment on October 15, 1979, 1984 and
“These debentures have purchase fund right to prepayment on March 25, 1983 1989 (note 10).
provisions until October 15, 1982 and sinking (note 10).
fund provisions thereafter. Holders have the
right to prepayment on October 15, 1982
(note 10).
Details of Subordinated Debentures
as at December 31, 1978—Schedule C
Amount
authorized Outstanding Outstanding
Year of Rate and issued 1978 1977
issue % Maturity date $000's $000’s $000’s
Payable in Canadian funds—
Parent company 1966 634 August15,1984 .... 15,000 9,658 9,888
1967 70 November1, 1985... 10,000 150 169
1974 qlawas July15,.1994.... ....... .. 24,000 23,893 23,899
33,701 33,956

*These debentures have sinking fund
provisions (note 10).
**Convertible debentures (note 13).
“These debentures have purchase fund
provisions (note 10).



IAC Limited

Consolidated Details of Capital Stock

as at December 31, 1978—Schedule D

1978 1977
Amount Amount
Shares $000’s Shares  $000’s
Preferred Shares
Authorized and issued—
4Y4% cumulative shares
of $100 each redeemable at $101 .. ... ... ... . . i in.. 100,000 10,000 100,000 10,000
Purchased for cancellation .. ... ... . 62,734 6,273 61,824 6,182
37,266 3,727 38,176 3,818
5%4% cumulative shares of $25 each redeemable at
$26, declining to $25.25atMay 15,1981 ..................... 600,000 15,000 600,000 15,000
Purchased forcancellation . . ......... e, 116,233 2,906 101,983 2,550
483,767 12,094 498,017 12,450
15,821 16,268
Common Shares
Authorized without nominal or par value (note 13) ............... 20,000,000 20,000,000
Issued and fully paid—
Beginning Ofyear ........................................... 13,573,643 51,451 13,544,033 51,028

Issued during the year—
On conversion of 1967
7% convertible
subordinated debentures . ............... e — - 29,610 423
On conversion of 1974
9% convertible

stbordinated debentidtes « . us e wum o+ o sass v « fem G 300 6 — —
300 6 29,610 423
EDA GEYBAT .. ..vms siome 0 winees swoen 2 ssore susibn seiih 5 Hind % 5508 8,64 % 055 © 2538 W4 13,573,943 51,457 13,573,643 51,451

Auditors” Report to the Shareholders

We have examined the consolidated included such tests and other ended in accordance with generally
balance sheet of IAC Limited as at procedures as we considered accepted accounting principles applied
December 31, 1978 and the necessary in the circumstances. on a basis consistent with that of the
consolidated statements of earnings, In our opinion, these consolidated preceding year.

retained earnings and changes in fgnansgal statements present fairly the February 23, 1979
financial position for the year then financial position of the company as at

ended. Our examination was made in  December 31, 1978 and the results of C g i

accordance with generally accepted its operations and the changes in its

auditing standards, and accordingly financial position for the year then Chartered Accountants
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IAC Limited

Policies and Other Data

Accounting Policies

Accounting policies relating to the
principles of consolidation,
recognition of revenue, allowance for
doubtful receivables, translation of
foreign currencies, amortization of
debt discount and expense, methods
of depreciation and amortization of
acquisition costs are presented in note
1 of the notes to the consolidated
financial statements, page 19.

Bank Lines of Credit

The IAC companies maintain lines of
credit with nine Canadian banks and
directly or through their affiliates with
twenty-five U.S. banks (including the
ten largest banks). These bank lines
are maintained to facilitate the
short-term borrowing operations of
the IAC companies. In accordance
with general practice, bank lines of
credit are subject to periodic review
and may be terminated or reduced at
the discretion of the bank. The total of
all credit lines amounted to $742.4
million at December 31, 1978.

Borrowing Operations

IAC and its subsidiary, Niagara
Finance Company Limited, borrow
in the short, medium, and long-term
markets in both the U.S.A. and in
Canada. Another subsidiary, Niagara
Realty of Canada Limited, has issued
series of long-term secured notes.
These notes are guaranteed by the
parent company.

Branch Organization

The activities of the IAC companies are
carried on in all provinces of Canada.
The branches are under the overall
direction of Regional Managers.
Regional Managers are accountable to
the Division General Managers. There
are four geographic divisions
headquartered in Halifax, Montreal,
Toronto and Vancouver. The Capital
Funds Division, because of its
specialized functions, is
headquartered in Toronto and has a
different branch network. This
organization structure continues to be
revised in anticipation of the opening
of the Continental Bank of Canada on
June 4, 1979. The number of branches
at that date will be approximately 140.

Delinquencies

Delinquent accounts are those of
which the lesser of $25 or half of an
instalment is past due one month or
more.

Renewed accounts are analyzed on
the basis of the current payment
schedule and extended accounts on
the basis of the extended schedule.
“"Renewal” is a new contract entered
into before the expiry of the old for the
purpose of reducing the amount of the
instalments originally agreed to by the
customer. An “extension’’ means the
postponement of all or a part of a
current instalment.

The prerequisites for granting
renewals or extensions are strictly
determined and renewed or extended
accounts are carefully controlled.
Partial payments, no matter how
recent, will not remove an account
from delinquent status. The
Supplement to this Annual Report
contains detailed information.

Intercompany Borrowing

IAC, the parent company, does not
borrow from subsidiaries. Subsidiaries
are not permitted to invest in JAC
securities either by way of debt
instruments or of preferred or
common stock.

Pension Fund

IAC has a contributory pension plan
(based on retirement at age 62)
covering all permanent employees
aged 27 and over with more than one
year of service. The pension plan is
based on the highest average
remuneration received over a period
of five consecutive years prior to
retirement. The company’s
contribution for 1978 amounted to
$1,461,000 (1977: $1,476,000). In
addition the company contributed
$385,000 (1977: $376,000) to various
government pension plans.

Write-Offs

Net credit losses written off during the
year totalled $10,093,000 or 0.37% of
average receivables (1977: $9,932,000
or 0.42% of average receivables).

27



IAC Limited

Ien Year Operating and Statistical Summary

1978 1977 1976
Assets and Liabilities ($000’s)
Total assets . ... .. 3,141,637 2,536,484 2,409,966
Total receivables . ... .. ... . . 3,007,933 2,481,134 2,305,514
Details:
Sales financing—wholesale ................ . coin. 395,694 349,162 287,670
—retail ... .. 893,701 701,639 764,774
Personal 10ans e v vemm crn s i 5 500 9905 Son ¢ IR 5% § 171,532 178,086 203,709
Residential MOrGATES s swasns v ¢ van wussn o « s swsess s 319,374 258,936 248,880
Commercialloans .. .......... .. ... .. 438,156 277,355 83,590
|LERETS o 0 0.5 .0 xS S e 771,662 710,753 710,217
@ther TeCeivables: : cun vony e s & oo Do me & oms 25Ee & 17,814 5,203 6,674
Tatalidebl . cox cees = ames = s oz wonssre v w s wvse s = s s & 2,242,972 1,680,839 1,545,947
Totalequity ........ ... ..o 254,660 250,947 233,761
BDebtitoiequity Tatio: HOTEE: srewy ey s 2 5ok Sohd S005 59 S0 & 8.81 6.70 6.61
Operating Highlights ($000's) (% of gross income)
GroSS INCOME . oottt et et et e 263,221 239,667 248,341
EostiofborroWed MONEV « sy st & cnt oo s § Bu & 2o s « 169,110 64.2 130,163 54.3 135,265 54.5
(G eNeTal @XPEIISES ' St s simese szoseie svse s sison, siweie brezs = ot siere = 61,443 23.3 57,179 23.9 55,995 22,5
Earnings . . ... ... e 22,592 8.6 34,528 133 32,267 12.0
Preferreddividends oo voos com « s 5 am cm v sis waias s s & 3 872 3 900 3 926 i
Earnings applicable to common shares .................... 21,720 8.3 33,628 12.9 31,341 11.6
Average cost of borrowed money % ........ ... ... oL 9.0 8.4 8.9
Common Stock Facts
Earnings per share outstanding—daily average ............. $1.60 $2.48 $2.31
Per cent return on averageequity ................ ... 9.2 14.9 15.0
Dividendsipaid perishare: « « sux sas 5 e samy Bies w65 & wnl w9wE 2 $1.30 $1.18 $1.14
Nitiberofishateholders . cun s & som vses pass e & sew aws & 12,924 11,589 11,307
Number of shares outstanding
—yearend . ... 13,573,943 13,573,643 13,544,033
—dailiaNeTage « von o e sars w5 S PUE DA B § e 7 e ¢ 13,573,901 13,551,871 13,543,285
—owned in Canada—yearend % ....................... 97.3 96.7 96.5
Book value pershare ..............coiiriiiiaaiaiaii.s $17.60 $17.29 $16.03

For purpose of comparison, some of the figures
for previous years have been restated to
conform to the current presentation.
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1975 1974 1973 1972 1971 1970 1969
2,390,847 2,139,457 1,852,885 1,523,353 1,298,134 1,232,688 1,188,228
2,298,700 2,065,068 1,779,556 1,455,635 1,206,857 1,143,403 1,111,494

295,850 296,164 239,568 215,289 177,130 137,116 138,770

771,584 798,840 725,232 606,912 516,973 533,823 566,407

216,450 216,617 197,479 173,487 159,102 155,565 152,675

202,247 175,619 127,589 94,148 75,992 62,631 52,044

84,349 75,274 58,707 55,215 61,739 77,088 83,623
724,840 498,701 427,499 307,813 212,812 173,089 113,567
3,380 3,853 3,482 2,771 3,109 4,091 4,408
1,540,203 1,407,572 1,203,673 974,080 850,844 841,506 843,284
218,822 203,645 188,437 179,520 160,882 150,628 143,431
7.04 6.91 6.39 5.43 5,29 5:59 5.88
227,092 208,648 159,665 137,160 128,243 132,646 126,071
114,265 50.3 115,847 55.5 73,280 459 55919 40.8 52,838 41.2 60,693 45.8 56,030 44.4
54,776  24.1 47,415 22.7 42,839 26.8 39,926 29.1 37,180 29.0 37,077 283 36,697 29.1
30,450 125 23,336 10.5 22,494 131 21,994 149 19,415 14.0 16,862 11.8 15,484 11.4
988 4 996 ; 1,019 : 1,034 : 1,064 ; 1,079 . 1,118 :
29,462 121 22,340 10.1 21,475 125 20,960 14.2 18,351 13.2 15,783 11.0 14,366 10.5
8.3 9.0 7.2 6.6 6.7 7.4 #:1
$2.18 $1.69 $1.65 $1.65 $1.50 $1.30 $1.19
15:2 12.6 13.0 13.8 13.5 12.5 12.1
$1.09 $ .98 $ .96 S .84 $ .80 $ .72 $ .70
11,435 11,853 12,510 12,672 12,802 13,502 13,904
13,541,883 13,487,698 13,006,293 12,988,399 12,306,118 12,131,720 12,060,587
13,513,111 13,204,861 12,995,747 12,694,400 12,207,770 12,085,813 11,922,218
96.3 96.3 95.7 96.2 95.2 94.7 94.1
$14.84 $13.73 $13.05 $12.35 $11.50 $10.78 $10.17




Niagara Finance Company Limited

The planned rationalization of this
subsidiary’s branch network
continued throughout 1978, with
many smaller units being consolidated
into larger neighbouring branches. In
addition, some receivables involving
high-servicing expense were sold.
Nith the commencement of
operations of the Continental Bank of
Canada close at hand, business
development efforts were directed to
the building of a more appropriate

personal loan portfolio comprising
larger balances. As a consequence,
there was an increase from the
previous year of 45% in the size of
the average transaction.

The combination of rate adjustments
to more appropriate levels, a lower
average of total receivables
outstanding and increased cost of
borrowed funds resulted in a
reduction in earnings to $2,023,000
from $3,122,000 in the previous year.

On a more positive note, a result of the
restructuring of the company’s
operations was a reduction of almost
$1,000,000 or 8% in general and
administrative expenses from the
previous year.

With the commencement of
operations of the Continental Bank of
Canada on June 4, new personal
loan business will be done by the Bank
in accordance with the requirements of
the special Act which created the Bank.

Selected Niagara Finance Statistics: 1978 1977 1976 1975 1974
Earnings ($ thousands) ............oooiiiiiiiiiiiiii i 2,023 3,122 6,364 5,858 5,508
Receivables (STIIHDTIS) s s s ¢ sine & e wna & stave « vism sosin x samcn & wonen pinamse st o 55 B 303.8 291.6 310.2 317.8 310.3
Statement of Earnings
for the year ended December 31, 1978

1978 1977

Gross INCome (MOTE 2) . . .. oottt ittt saataasis et aars ottt s

Expenditure

Cost of borrowed money—Short-termdebt . ...
Othertermidebt ....... v » ce siges St § Gl TEmE wase e

General and administrative (NOte3) . . ...\ rr it

Provision for Income Taxes
Current
Deferred

Earnings

Statement of Retained Earnings

for the year ended December 31, 1978

................. 5,722 4,139
................. 8,786 9,989
14,508 14,128
11,495 12,487
26,003 26,615

1978 1977
$000’s  $000's
Earnings fOrthe YEar .. oo oo v oo vuwn son s siwin o wimim wire s ccvin goarmon siafs & 8308 87000 8 00 & 58 e wiime wiaie o 2,023 3,122
Dividends
Claas ASHATES 4o s 50 st s o v @ wmms sheie o somse siaien sosamen woed § §75,8 S0 ¥ B F980 S0 fimis s thnte w viss gog 1,500
O TATOTIBRATES . crtrars © srome ssesads siase . sioie 4 sesie o 573 5 4T & B0 Dialiin svuse & G680 o ¥ soiis whacusm simvme siaga e 5 3 G 892 1,500
1,700 3,000
323 122
Reassessment of capital taxes for the years
1973 to 1976 net of income taxes 0f $47,000 . ... . ... ... s (66)
Increase in Retained Earnings forthe Year ..............ccooiiiniiiiiiiinr e 323 56
Retained Earnings—Beginning of Year ...............oooiiiiiiiiiiiiniritrn e 19,181 19,125
Retained Earnings—End of Year . .........ciiiteiiirraneneeaiiiniseninrrretacrratonees 19,504 19,181
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Niagara Finance Company Limited

Balance Sheet

as at December 31, 1978

1978 1977
Assets $000’s  $000's
CaBh; = v com ymeas s oo 5 oo 5wy B AR B I SRESE TR T S T OSSN TGS ORS B R R RORE WS § R 434 511
Receivables
Personalloansi(noteid) .o, v sus ¢ ous wure s gu « me s s w5 29 § S0 TIEE B 5 e 5 G . 187,774 200,720
L OaSIN g - 103,085 85,859
Other (NOE D) ..ottt e e 12,938 5,067
303,797 291,646
Allowance for doubtful receivables (note 4) ........... ittt 2,866 5,961
300,931 285,685
Other Assets and Deferred Charges
Erepaiel euperises woy ; g pars ronm sieg § 505 E 55 GG T § 0 § b s mnen. s nsrin b ke sme o 32 47
Unamortized debt:discount and'exPense . = ous yue = ow ¢ vs vams s 3 a0 ¥ 6 319 86 5 3 1,057 943
Unrealized foreign exchangeloss .............. . .. ... ... ... ..., 4,443 1,894
Incometaxes recoVerable cu: ., . s sivi & siom 500 G510 Set 5 b0k £ Hbs ssers sumre & ssis tasse sianie s 990 =
6,522 2,884
307,887 289,080
Liabilities
Secured Short-Term Notes ............... ... . .. . . . 77,558 43,483
Secured Term Notes (notes 6and 9) ......... ... . ... 77,548 76,626
Debentures (notes7and 9) . ... ... et 15,429 15,489
Unsecured Notes (Note 8) . .......... ... 7,396 27,865
177,931 163,463
Payables
fecounts payablesand secried Habiltties - e cams v e 7 o 5 oo 50575 06 3 565 5 698 § 4,341 5,474
DHEGT B G bl .. o . s s = o s oomos wsTR S s s SR e s R S — 717
4,341 6,191
Unearned Income (note 10) . ... .. .. ot 57,715 53,805
Deferred Income Taxes (note 11). .. .. ... ... 23,396 21,440
263,383 244,899
Shareholders’ Equity
Capital Stock
Authorized—150,000 54 % non-cumulative, participating Class A shares
with a par value of $100 each, redeemable at par
150,000 common shares without nominal or par value
Issued and fully paid—125,000 Class Ashares . ...........oooieeiiin i ... 12,500 12,500
125,000 commoON Shares . .. ... oot 12,500 12,500
25,000 25,000
Retainetl Batriatign « « wou o gom @ 055 5 055 5§ 505 555 1 Gn n os moliies tommsn ssasn + winss 5mis fostms S5ain e mimcs 19,504 19,181
44,504 44,181
307,887 289,080

Signed on behalf of the Board L.R. Woodall, Director D.W. Maloney, Director
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Niagara Finance Company Limited

Statement of Changes in Financial Position

for the year ended December 31, 1978

1978 1977
$000's  $000's
Sources of Funds

Operations—
BaTINGS v oo cvscn nwmsns sovns @ mams ¥ wviis svsnise. Swaiss s wdseis 7ot 3 S50e. WEROUS ndie o (sWWT0 ST TGRS B afile ST SEeen o 2,023 3,122
Amortizationof. debt:discount ANd.eXPeNSe. ... vvuxim sinm wiacein symsnss sowie o sivis ssisie shize o sieia somomys Siamaie vis 165 152
Provision for defertod INEOTNE tAKES «: : c.oi s s 5055 e So% £ 505 205 & 555 §a708 s 5 G850 ¥ 06 4% 5 o 1,956 1,358
4,144 4,632

Borrowings—
Short-term debt . cove: cromis s s sows o wrons vosn 5 s smare sivrs s s e s wiate | S asi STRSth BIsTH ¥ ST Maaer s 8,787 22,269
Other term debt—redemption ........ ... ... o e (1,981) (34,550)
6,806 (12,281)
10,950 (7,649)

Uses of Funds

Increase (decrease) in operating assets—

Receivables—Personal loans . . .. .. e
LIBASIID: 1.ov ssines i sascasas wisiie imees s, s gnin, minit s sasvs sbugs v siesd MSiass St ARS8 535

Decrease (increase) in allowance for doubtful receivables
Decrease (increase) in unearned income

Dividends

Net decrease in payables

Decreasein CasHes vans oon v s wore orins To8 7 Tnge BER 5 F5 S GOET S 6 AT AR S & fets WRERE SETE ® 6

Net increase in other assets including other receivables

Reassessment of prior years’ capital taxes net of income taxes

Notes to Financial Statements

for the year ended December 31, 1978

(12,946) (25,280)

17,226 2315

4,280 (22,965)

................. 3,095 (250)
................. (3,910) 8,394
3,465 (14,821)

1,700 3,000

................. 4,303 3,027
1,559 3,349

................. - 66
11,027 (5,379

(77) (2,270)

10,950 (7,649)

1. Significant Accounting Policies
(a) Recognition of revenue
Precomputed charges on personal
loans are taken into income using the
sum-of-the-digits method on an
account by account basis.

Leasing transactions are reported in
accordance with the financing method
of accounting. The excess of aggregate
rentals over the cost of the leased asset
is recorded as unearned income at the
time of the transaction. Income is
taken up over the term of the lease pro
rata to the declining balance of the
investment. Gains arising from
residual values of the leased assets are
reflected in earnings only when
realized. Contractual disposal
proceeds negotiated at the inception
of the lease are included in unearned

income and taken up as described
above.

(b) Allowance for doubtful receivables

For loans such allowance is established
by evaluating individual accounts.
After collection possibilities have been
exhausted, any balance remaining on
an account is written off.

(c) Translation of foreign currencies
Unhedged liabilities are translated to
Canadian funds at current exchange
rates. Foreign currency borrowings
which are covered by forward
exchange contracts are recorded at
exchange rates established under the
terms of such contracts. Exchange
gains and losses on translation of
current liabilities are considered to

be realized and are reflected in the
statement of earnings for the current

fiscal year. Net unrealized exchange
gains or losses, resulting from the
difference between the current
exchange rate and the exchange rate
at the date the proceeds of unhedged
term borrowings were received, are
deferred and carried in the balance
sheet.

(d) Amortization of debt discount and
expense

Debt discount and expense is
amortized over the term of the related
debt instrument. If the debt is
prepayable at the holder’s option, the
amortization is calculated to the first
optional maturity date. When a debt
obligation is redeemed prior to
maturity, the related unamortized
charges are written off at the time of
redemption.

2. Gross Income

Income from receivables . ... . e e
Less: Provision for dOUBHULTeceiVables . . .. ..o cai o sis ¢ as sis 5 e sdvers sfames Sem § o5 o o Sem
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1978 1977
$000’'s  $000’s
32,817 37,478

3,181 5:071
29,636 32,407




3. Expenditure

The affairs of the company are
administered by its parent, IAC
Limited. [AC Limited is reimbursed
for the cost of administrative services
in a manner defined in an agreement
between the two companies.

The aggregate direct remuneration
aid or payable to directors amounted
to $32,000 (1977—%$33,000). Senior
officers as defined in the Business
Corporations Act of Ontario were
remunerated by the parent company.

4, Sale of Receivables

The company sold approximately $21
million of receivables at various times
during the year. These sales resulted
from the consolidation of the branch

network in preparation for the parent
company’s conversion to a bank. A net
loss on these sales amounting to
$2,874,000 has been charged to the
allowance for doubtful receivables.

5. Other Receivables

Under an arrangement with the parent
company, the company conducts part
of its banking business through a bank
account administered by the parent
company. Included in other

receivables is $10,928,000, the amount
established under the arrangement as
being the company’s portion of this

bank account as at December 31, 1978.

6. Secured Term Notes 1978 1977
Year of issue Series  Rate %  Maturity date $000’s  $000’s
Payable in Canadian funds— 1964 1 53 April 15; 1984 . .. v v s e 10,000 10,000
1964 2 534 May1,1985 ............... 10,000 10,000
1965 3 5% May1,1985 ............... 10,000 10,000
1966 4 7 December1,1986 .......... 5,000 5,000
1968 5 84 May.1, 1988 . ..o ceon vimis s 7,500 7,500
Par value U.S. $000’s 42,500 42,500
Payable in U.S. funds (note 1(c))— 1975 6 1014 September 1, 1990 . .. .25,500 30,261 29,538
Series 6 notes have a sinking fund
provision. 72,761 72,038
Notes issued at rates of interest
varying from 7% % to 9% % Year of maturity
Payable in Canadian funds— POTE - cvivs i ssiss 5w s ey soies & Gevte SRATH TASES SR EIOVE SeiTies n —_ 172
TOTD. | | e o cone comimen summ = mimss o wssie o smis sime 5 <imre st Ssmes oo ket 15 1S
TOBO: « s 5 oo s s & sius o B0 S50 S0 5 S0 5 0s © Doedl Vio @ 2 20 20
TOB! . vse ¢ sewms wusmess s w0 ssns o ing s teim @ SR Gy Suvew v 2 5 5
40 212
Par value U.S. $000’s
Payable in U.S. funds (note 1(c))— 1982 . . 1,000 ...l 1,187 1,094
1983 . . ... 1,000 ... 1,187 1,094
1984 . oo 1,000 ..., 1,187 1,094
1985, . 1,000 ............ 1,186 1,094
4000 ..o 4,747 4,376
R 77,548 76,626
7. Debentures 1978 1977
The holders of Series “C"” deben-  Year of issue Series  Rate % Maturity date $000’s  $000's
tures have the right to prepayment 197, P 8 April17,1992 .............. 429 489
on October 15, 1979, 1984 and 1989. 1974 gy 11% Ontober 1 51994 ... ool 15,000 15,000
Series “B” and ““C” debentures 15,429 15,489

have purchase fund provisions.




Niagara Finance Company Limited

Notes to Financial Statements

for the year ended December 31, 1978 (continued)

8. Unsecured Notes—Unsecured notes comprise: 1978 1977
Parent company— $000’s _ $000’s
Interest beating deMand TNOTE =« soes su = sum s ¢ gum 5 sfvm Sm s v © S i » wa = misis simiess Sofis » T 2 wor 6,385 26,560
6% term note for U.S. $852,000 (1977—%1,193,000)
repayable in equal semi-annual instalments until 1981 ... 1,011 1,305
7,396 27,865
9. Sinking Fund and Purchase Series “B”" and “C" debentures have $000’s
Fund Requirements purchase fund requirements which are Year ending December 31:
The sinking fund requirements for the non-cumulative and under which the 1984- after
five years ending December 31, 1979 to  company is required to redeem only 1979 1980 1981 1982 1983 1988 1988
1983 are as follows: debt instruments offered to it, subject 005 — — — — 21 44
$000’s to limitations as to price and aggregate
1979 1980 1981 1982 1983 annual amounts. It is not passible to
1,780 1,780 2,492 2,492 2,492 predict the amounts that will be
offered by holders. The maximum
purchase fund requirements for the
vears ending December 31, 1979 and
thereafter are as follows:
10. Unearned Income 197“-} 1977
Unearned income comprises: $000's  $000's
Unearned service charges relating to personalloans ... e 26,900 28,730

Unearned income relating to leasing receivables

11. Deferred Income Taxes

Deferred income taxes arise from
timing differences relating to the
treatment for income tax purposes of
income and expenses associated with
the following;:

Leasingreceivables ................
Unamortized debt discount and expense

Auditors’ Report to the Shareholders

1978 1977
$000's  $000's
................. 23,521 21,477
.............. (125) (37)
23,396 21,440

We have examined the balance sheet
of Niagara Finance Company Limited
as at December 31, 1978 and the
statements of earnings, retained
earnings and changes in financial
position for the year then ended. Our
examination was made in accordance
with generally accepted auditing
standards, and accordingly included

Board of Directors

such tests and other procedures as we
considered necessary in the
circumstances.

In our opinion, these financial
statements present fairly the financial
position of the company as at
December 31, 1978 and the results of
its operations and the changes in its
financial position for the year then

ended in accordance with generally
accepted accounting principles applied
on a basis consistent with that of the
preceding year.

February 16, 1979

Coopers & Lybrand
Chartered Accountants

Allan P. Bolin

Toronto, Ont,

Senior Vice-President

& Senior General Manager, 1AC
Roland Chagnon, C.A.

Montreal, Que.
Chairman of the Board, Lallemand Inc.

Peter Kilburn

Montreal, Que.

Honorary Chairman, Greenshields
Incorporated

Salvatore S llaqua

Toronto, Ont.

Vice-President and Treasurer, IAC
34

Joseph S. Land
Toronto, Ont.
Chairman of the Board, IAC

Byron F. London
Codys, N.B.
Retired, forner President

Lawrence M. Machum, Q.C.
Saint John, N.B.

Partner, McKelvey, Macaulay,
Machum and Fairweather
Douglas W. Maloney

Toronto, Ont.
President, IAC

Stanley F. Melloy
Toronto, Ont.
Executive Vice-President, IAC

William Moodie
Montreal, Que.

President, Canadian Pacific
Investments Limited

Lyndon E. Nichol

Rancho Santa Fe, Calif.
Retired, Director and fornier
Chairman of the Board, IAC

L.. Ronald Woodall
Toronto, Ont.
President



Niagara Realty of Canada Limited and Subsidiary

The primary activity of these
companies is the providing of first and
second mortgages and, additionally,
the purchase of existing mortgages on
an individual or portfolio basis.
Receivables overall increased during
the year by $132.5 million. The average
mortgage balance outstanding at

year end 1978 was 35% higher than
at the previous year end.

A reduction of 23% in general and
administrative expenses was
accomplished through the integration
and rationalization of the companies’
branch network.

The higher level of average

receivables outstanding plus this
reduction in expense offset the effect
of lower yields and the increased cost
of borrowed funds. As a consequence,
earnings remained at about the same
level as in the previous year.

The portfolio of receivables is in very
sound condition,

Selected Niagara Realty Statistics: 1978 1977 1976 1975 1974
Earnings ($thousands) . ................ . 3,600 3,643 4,046 3,388 2,202
Total receivables (S millions) .. .......... ... . .. . 397.0 264.5 249.1 2024 176.1
Mortgage receivables ($ millions) .............. ... ... ... .. ....... 319.4 2589 2489 202.2 175.6
Average mortgage balance at yearend (dollars) . ........................ 16,276 12,082 10,590 8,962 7,963
Consolidated Statement of Earnings
for the year ended December 31, 1978
1978 1977
$000’s  $000's
GrossIncome (NOte2) . .. ... . i 36,575 35,151
Expenditure
Cost of borrowed money—Short-term debt .. .. .................. ... . 6,386 8,485
—Othertermdebt .. ... ... 19,297 12,230
25,683 20,715
General and administrative (Note 3) . .. ............. . 5,561 7,251
31,244 27,966
5,331 7,185
Provision for Income Taxes
UML) oo e o 55 5 6595, B S 650 F8omrmen o ot . 2201 St e e e o 1,067 3,723
Deferred .. ... . . 664 (181)
1,731 3,542
BAEIUURE 1 5 5156 5 6555 5.6 i0mm mowmnn muoam o o s w 508 . 4036 505 . S35 5 En L el EAT G S ES & 55 5 o fses s 3,600 3,643
Consolidated Statement of Retained Earnings
for the year ended December 31, 1978
1978 1977
$000's  $000’s
Eaenings SorMe YRAT « « cun i i 5055 €555 555 5 S » rone rimrmm 1mows o sssss o Sreom abts & ST . 806 St Bt 1 e 3,600 3,643
Dividends
PreferTetl SHAFES o it 5605 650 o sone mamis smne soaon o soncs siovucs scstara smasn s siass & 6605 54608  S5005 5 Ha%s ¥ 0803 15055 432 —
e o 2,400 2,800
2,832 2,800
Increase in Retained Earnings forthe Year .................. ... ... ... ... .. ... ... . . . . 768 843
Retained Earnings—Beginning of Year ......... .. ... ... ... .. ... . .. ... ... ... ... .. ... 8,206 7,363
Retained Earnings—End of Year ..................... ... ... .. ... . ... ... 8,974 8,206
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Niagara Realty of Canada Limited

Consolidated Balance Sheet

as at December 31, 1978

1978 1977
Assets $000's  $000’s
CaSR . o 5 in e e R T AT S SR S s i s = seds  anees mieee 4w wedtd FETR S WAl 3 MG wEmES e — 1
UNCLOBEATIOANS coivrs criere simm s srate o sise simin o snon 5 V6 Salei 513 5 41800 o 5 S0a8E 0 S0te = mueie siave o wieis & sigpe shoiad 2,049 1,223
Receivables
Residential IOTEZARES . < . wv s o s aensiene s s sind i o 408 8 5nn el s o aain sains s s pine s oot 319,374 258,936
COMIMRLCIAL IOATIS 1 e sosiece sans o wiose & ais B i & S60E 8 i ieiise atise = aiie w simie wtois i ssmn wimiose 880805 S1RTH ¥ S0 74,727 =
CRRBETROEERY s u s i pams e o srvme oo mmsor sinia s soausn woase o A0 AR HEBTR o & smos caminon v 2,913 5,553
397,014 264,489
Allowance for doubtful receivables . ... ..o et e 2321 1,945
394,693 262,544
Other Assets
PHEDAICLBRPEIGES! = - v, wissues wsos w wsin sions s 4605 § AR BAUHY G0 & ookl 200070 oy s sysame s wifid 2 ¥ 25 4
Income taxes YeCOVETADIE .. . cus seci vuim s v met & 57 o oiie sresie sons v simne won s 2cblie 8 iais B 08 wileis o 908 —
Unamortized debt discount and expense . .............oooiieieiirariiinr et 2,500 1,846
3,433 1,850
400,175 265,618
Liabilities
Demand Note Payable—parent COMPany . . .........ooouirananenrnrrarr et 157,865 87,556
Secured Term Notes (NOtes T AN ) - i v coi s s s wsoe vwa wimie s wan siwene wime o s ¥ ills wigss 5 £le sioiuie s 204,761 149,846
Payables
Accounts payable and accrued liabilities . ..........cooiiiiiiiiiiiiii e 6,369 5,488
TICOINE FAXES & oo s v st e e ss b se saas seeie sm s s st ae s s mas s s e s s aaas gnataneraesianssss ey — 805
6,369 6,293
Deferred INCOIME . . .o\ o et ettt e e ettt ie e ae st iae sttt 3,782 3,457
Deferred Income Taxes (NOt@ 7) . . oo viiuuitiinreenertrnnriaanaranccsssearrasesueeenas 924 260
373,701 247,412
Shareholders’” Equity
Capital Stock
Authorized—
2,000,000 8% non-cumulative, redeemable
preferred shares of $5 par value
2,000,000 common shares of $5 par value
Issued and fully paid—1,500,000 preferred shares (note ) SRR D PR 7,500 —
—2.000,000 common shares .. .......ovvveriianroiiiiiinn, 10,000 10,000
17,500 10,000
Retained EATmiIgS . . ... . <.« vor & £ 6 e 500 3358 0 saom o wmon wimis ¢ win 2 om0k 3 008 % 88 £ 40 S i 8,974 8,206
26,474 18,206
400,175 265,618

Signed on behalf of the Board
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L.R. Woodall, Director

D.W. Maloney, Director




Niagara Realty of Canada Limited

Consolidated Statement of Changes in Financial Position

for the year ended December 31, 1978

1978 1977
$000’s 5000°s

Sources of Funds

Operations—
I S o e 3,600 3,643
Amortization of debt discount and CXPEISE! ¢ van v oa ¥ o & 00F YES T B0 5 0 o 40 G460 S ¥ 08h 719 449
Provision for deferred inCOMe taXes . . .. .. ..ot 664 (181)
4,983 3,911
Borrowings—
Demand note payable—Parent company ........ ... .. ... .. o i 70,309  (41,119)
Secured termn Notes—Proce@ds: : vuwy von o v wames sens sat b ou ass veiss 08 & G808 e a § D6 73,627 49,060
=RedeIUPHOTIS s imirus saim o 530w s oo e s sevis & G50 CoAoHEd EUTE H0%a o 48 (20,085) (2,334)
Issue of preferred shares .. ... ... .. . 7,500 -

131,351 5,607
136,334 9,518

Uses of Funds
Increase in operating assets—

Receivables—
Residential MOTEEAZEE i ¢ oo ¢ 007 5070 2005 5508 + set = irve sinims oins o simie sosims sumbin oo s Siab ¥ 0iad 60,438 10,056
Commercial J0ans . . ... e 74,727 —
Increase in allowance for doubtful receivables . ............. ..., (376) (77)
Decrease (increase) in deferred iNCOME ... ... et e (325) 800
134,464 10,779
DHVIAEIAS & v5s ¢ 505 5 00 5 5o » wres enminie siome o suoss 4 stimis s-asece siniaie siece o state o sione aias @ aieve » st sietsie sro ase 2,832 2,800
Netineresse W PAYAIOE: & cus & won wups G s 55 SS25 S0GF SI0F TR B85 & B T65 1 BN § W0 § 059 B (76)  (1,313)
Net increase (decrease) in other assets including other receivables ........................ (1,711) 5,293
135,509 17,559
Decrease in Cash ... ... (1) (4,651)
Increase (decrease) in cash committed for unclosed loans ... ... 826 (3,390)

136,334 9,518




Niagara Realty of Canada Limited

Notes to Consolidated Financial Statements

for the year ended December 31, 1978

1. Significant Accounting Policies
(a) Principles of consolidation

The financial statements include the
accounts of the company and its
subsidiary, Niagara Realty Limited.
(b) Allowance for doubtful receivables
For residential mortgages the
allowance is set up as a percentage of
such receivables. For other receivables
the allowance is established by
evaluating individual accounts.

(c) Amortization of debt discount and
expense

Debt discount and expense is
amortized over the term of the related
debt instrument. If the debt is
prepayable at the holder’s option, the
amortization is calculated to the first
optional maturity date. When a debt
obligation is redeemed prior to
maturity, the related unamortized
charges are written off at the time

of redemption.

(d) Deferred income

Deferred income arises from
mortgages purchased at a discount
and is taken into income over the
remaining term of the mortgage on
the actuarial vield method.

2. Gross Income

INCOME frOM FECEIVADIOS .« .« ot s e e e e e e e e e e
Less: Provision for doubtful receivables
MOquiSTHONCOBES ... « s + oo 5508 5508 5 6305 Vaubly PS8 ¥ B Sowmese aimie visi = stoon woiein sams 8w st

1978 1977
$000’s  $000’s
38,461 36,387
................. (1,455) (1,000)
(431) (236)

36,575 35,151

3. Expenditure

The affairs of the company are
administered by its parent, IAC
Limited. [AC Limited is reimbursed
for the cost of administrative services
in a manner defined in an agreement
between the companies.

4. Other Receivables

Under an arrangement with the parent
company and certain of its subsidiaries,
the company and its subsidiary
conduct a part of their banking
business through a bank account
administered by the parent company.

Included in other receivables is
$1,947,000, the amount established
under the arrangement as being the
company and its subsidiary’s portion
of this bank account at December 31,
1978.

5. Secured Term Notes 1978 1977
Year of issue Series Rate % Maturity date $000’'s $000s
1970 A 934* Petember 15 1990 g s vun 5 g swm v v s s - 4,610 4,610
1971 B 774 December 15, 1986 .. ..t 739 17,923
1972 g 84 August15,1982.......cooiiiiiiiiiii e 12,700 12,893
1973 £ D TT4* May 15, T9BB 5 son v cun wams g0 5 s wwmes ssnmin wwss o wome » 17,479 18,376
1974 “E" g ek March 1, 1994 . . ... e 23,178 23,460
1974 SR 10 June 18,1981 . ...vvviimm e e enns saei i s 9,733 9,834
1974 R 1034 Diecember1B; 198 .. v sen vies s & s § s wes s oo o 11,958 12:750
1977 AR 915 January 30, 1984 ... couven s i v s v s e mmimn e 49,364 50,000

1978 &l ol 914 i R 1L (R —— 75,000 —
204,761 149,846

*Holders have the right to prepayment on
December 15, 1980 and 1985.
**Holders have the right Lo prepayment on
May 15, 1980.
***Holders have the right to prepayment on
March 1, 1980.
Series A", “B”, "C”, D", “E" and “G” notes
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and series “F” notes maturing in 1981, have
purchase fund provisions.

Series “F"" notes maturing in 1984 have a
sinking fund provision.

IAC Limited has guaranteed all Series notes
as to principal, interest and redemption
premiums, if any.



6. Sinking Fund and Purchase Fund  Certain issues have purchase fund Years ending December 31, $000°s
Requirements requirements which are 1979 . 3,437
The sinking fund requirements for the non-cumulative and under whichthe 1989 ... ... . . 2,253
five years ending December 31, 1979 to  company is required to redeem only 1981 . oo 1,334
1983 are as follows: debt instruments offered to it, subject 1982 .. ... ... ... . ... ... . 1,022
$000’s  to limitations as to price and 1983 . o 605

1979 0 708 aggregate annual amounts. Itis not 1984-1985 ... 43
1980 . 750 possible to predict the amounts that
1981 o o 750 will be offered by holders. The
1982 ..o 750 maximum purchase fund
1983 750 requirements for the years ending

December 31, 1979 and thereafter are

as follows:
7. Deferred Income Taxes 1978 1977
Deferred income taxes arise from timing $000’s  $000’s
differences relating to the treatment Fesidenbal muortBages <o v o« v o v vamn s svm & mes wsm o 1,158 971
for income tax purposes of income or  Unamortized debt discount and EXPENSE . . ... (234) (711)
expenses associated with the following 924

balance sheet items:
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8. Capital Stock

During the year 1,500,000 preferred
shares were issued for a cash
consideration of $7,500,000.

Auditors” Report to the Shareholders

We have examined the consolidated
balance sheet of Niagara Realty of
Canada Limited as at December 31,
1978 and the consolidated statements
of earnings, retained earnings and
changes in financial position for the
year then ended. Our examination
was made in accordance with
generally accepted auditing standards,

Board of Directors

and accordingly included such tests
and other procedures as we
considered necessary in the
circumstances.

In our opinion, these consolidated
financial statements present fairly the
financial position of the company as at
December 31, 1978 and the results of
its operations and the changes in its

financial position for the year then
ended in accordance with generally
accepted accounting principles applied
on a basis consistent with that of the
preceding year.

February 16, 1979

Coopers & Lybrand
Chartered Accountants

Allan P. Bolin
Toronto, Ont.
Vice-President

Robert Hémond
Montreal, Que.
Vice-President

Salvatore S Ilaqua
Toronto, Ont.
Vice-President

Joseph S. Land
Toronto, Ont.
Chairman of the Board, IAC

Douglas W. Maloney
Toronto, Ont.
President, IAC

Stanley F. Melloy
Toronto, Ont.
Executive Vice-President, IAC

L. Ronald Woodall
Toronto, Ont.
President and General Manager
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IAC Limited

Directors and Officers

Directors

*Joseph S. Land
Toromnto, Ont.
Chairman of the Board

*Douglas W. Maloney
Toronto, Ont.
President

*Stanley F. Melloy
Toronto, Ont. V4
Executive Vice-President

*Harold Corrigan, C.A.
Toronto, Ont.

President, Alean Canada v
Products Limited

*Peter Kilburn
Montreal, Que. o
Honorary Chairman
Greenshields Incorporated

*John A. Rhind
Toronto, Ont.
President, Confederation
Life Insurance Company

*C. Harry Rosier
Toronto, Ont. e
Vice-Chairman of the Board
Abitibi Paper Company Ltd.

*Adam H. Zimmerman, F.C. A,
Toronto, Ont.

Executive Vice-President -
Noranda Mines Limited

Peter F. Bronfman
Toronto, Ont.
President, Edper Investments Ltd.

Stanley D. Clarke

Montreal, Que. -
President, Clarke Transport
Canada Inc.

/
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Ronald L. Cliff, C.A.
Vancouver, B.C.
Chairman, Inland Natural
Gas Co. Ltd.

George L. Crawford, Q.C.
Calgary, Alta.
Associate, McLaws & Company

Pierre Des Marais I i
Montreal, Que.
President, Pierre Des Marais Inc.

William A. Dimma
Toronto, Ont.
President, A. E. LePage Limited

J. Peter Foster
Toronto, Ont.
President, Hugh Russel Inc.

Geno F. Francolini, F.C.A.
Tillsonburg, Ont.

President & Chief Executive Ofﬁcer
Livingston Industries Limited

Helen L. Margison
Toronto, Ont.
President, Shed Investments Limited

Cal N. Moisan

Montreal, Que.

President & General Manager
Standard Paper Box Ltd.

Lyndon E. Nichol
Rancho Santa Fe, Calif.
Retired, former Chairman of the Board

Edmond G. Odette

Toronto, Ont.

President, Eastern Construction
Company Limited

L. Edmond Ricard
Montreal, Que.
President, Imperial Tobacco Limited

Struan Robertson

Halifax, N.S.

President & Chief Executive Officer
Maritime Telegraph and Telephone
Company Ltd.

Jacques Tétrault, Q.C.
Montreal, Que.

Partner, Courtois, Clarkson,
Parsons & Tétrault

*Member of the Executive Committee of the
Board as at December 31, 1978

Officers

Chairman of the Board
J.S. Land

President
D. W. Maloney

Executive Vice-President
S. F. Melloy

Senior Vice-President &

Senior General Manager
A. P. Bolin

Senior Vice-President—
Consumer Services and Mortgages
L. R. Woodall

Vice-Presidents

|. P. Barratt

W. P. Davidson

L. G. Gravel

R. Hémond

S. S llaqua—Treasurer
R. K. Jackson

N. V. Keyes

D. H. Lyons

. W. McCracken

E
.
W.
W. J. Van Wyck
K. E. Woodall
Secretary

C. R. Stewart

Comptroller
].]. Tors



IAC Limited

Bank Credit Lines

Established with the
following Canadian banks:
The Royal Bank of Canada
Bank of Montreal

Canadian Imperial Bank of Commerce
The Toronto Dominion Bank
The Bank of Nova Scotia

Bank Canadian National

The Provincial Bank of Canada
The Mercantile Bank of Canada
Bank of British Columbia

Transfer Agents

Established directly or through

their affiliates with the

following U.S. banks:

Morgan Guaranty Trust Company
of New York

Bank of America

Bankers Trust Company

Chemical Bank

Citibank, NA

Continental Illinois National Bank
and Trust Company of Chicago

Crocker National Bank

French American Banking Corporation

Harris Trust and Savings Bank

Irving Trust Company

Manufacturers Hanover

Trust Company
Marine Midland Bank—Western
Mellon Bank NA
National Bank of Detroit
National Bank of North America
Schroder Trust Company
Seattle-First National Bank
Security Pacific National Bank
The Bank of New York
The Chase Manhattan Bank NA
The First National Bank of Boston
The First National Bank of Chicago
The Northern Trust Company
United California Bank
Wells Fargo Bank NA

Common Stock

Montreal Trust Company
Montreal, Toronto, Wz’mzz’peg,
Regina, Calgary and Vancouver
The Bank of New York

New York

Registrars

Preferred Stock

The Royal Trust Company
Montreal, Toronto, Winnipeg,
Regina, Calgary and Vancouver

Common Stock

Canada Permanent Trust Company
Montreal and Toronto

The Royal Trust Company
Winnipeg, Regina, Calgary

and Vancouver

The Bank of New York

New York

Auditors

Preferred Stock $100 Par Value
Montreal Trust Company
Montreal, Toronto, Winnipeg,
Regina, Calgary and Vancouver

Preferred Stock $25 Par Value
Guaranty Trust Company of Canada
Montreal, Toronto, Winnipeg,

Regina, Calgary and Vancouver

Coopers & Lybrand
Toronto, Chartered Accountants

Stock Listings

Montreal Stock Exchange
Toronto Stock Exchange
Vancouver Stock Exchange—
Common Stock only

Printed in Canada
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