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AUDITORS' REPORT ON COMPLIANCE

To: Western Economic Diversification

We have audited Community Futures Highwood’s compliance as at March 31, 2010 with the
criteria established in the Contribution Agreement between Western Economic Diversification
and Community Futures Highwood effective April 1, 2006 and the interpretation of the
Agreement as set out in note 2 attached. Compliance with the criteria established by the
provisions of the agreement is the responsibility of the Board of Directors of Community Futures
Highwood. Our responsibility is to express an opinion on this compliance based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether Community Futures Highwood complied with the criteria established by the provisions
of the agreement referred to above. Such an audit includes examining, on a test basis,
evidence supporting compliance, evaluating the overall compliance with the agreement, and
where applicable, assessing the accounting principles used and significant estimates made by
management.

In our opinion, Community Futures Highwood is in compliance, in all material respects, with the
criteria established by the Contribution Agreement.

CATALYST LLP

CALGARY, ALBERTA
MAY 26, 2010 ACCOUNTANTS
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AUDITORS' REPORT

To:  The Shareholders
Community Futures Highwood

We have audited the statement of financial position of Community Futures Highwood (the
“Corporation”) as at March 31, 2010 and the statement of operations and changes in fund
balances and the statement of cash flows for the year then ended. These financial statements are
the responsibility of the Corporation's management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial
position of the Corporation as at March 31, 2010 and the results of its operations and changes in

fund balances and cash flows for the year then ended in accordance with Canadian generally
accepted accounting principles.

CATALYST LLp
CALGARY, ALBERTA
MAY 26, 2010 ACCOUNTANTS
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COMMUNITY FUTURES HIGHWOOD
Notes te the Financial Statements
For the year ended March 31, 2010

1.

Nature of operations

Community Futures Highwood {the ‘Corporation’) is a community based not for profit
organization incorporated under the laws of Alberta. The Government of Canada, through
the Department of Western Economic Diversification, prevides financial assistance io the
Corporation pursuant to an Agreement effective April 1, 2006. The purpose of the
organization is to support community economic development, diversify the economy,
support the creation and expansion of small and medium sized enterprises, maintain and
create new employment and maintain the Minister's capacity to deliver business services to
rural communities in western Canada. The corporation is exempt from federal or provincial
income taxes under paragraph 149 (1) (e} of the Income Tax Act.

Significant accounting policies

The Corporation follows accounting principles generally accepted in Canada in preparing its
financial statements. The significant accounting poclicies used are as follows:

a) Measurement uncertainty

Preparation of these financial statements requires management to make certain
estimates and assumptions that affect amounts reported and disclosed in the financial
statements and related notes. Actual amounts could differ from those estimates.

b) Financial instruments

The Corporation's financial instruments consist of cash, marketable securities, accounts
receivable, loans receivable and accounts payable and accrued liabilities.  Unless
otherwise noted, it is management's opinion that the Corporation is not exposed to
significant interest, currency or credit risks arising from these financial instruments.

The Corporation has designated its cash and marketable securities as held-for-trading
which are measured at fair value and are described in Note 4 of these financial
statements. Accounts receivable and loans receivabie are designated as loans and
receivables, which are measured at amortized cost.  Accounts payable and accrued
liabilities are designated as other financial liabilities. The Corporation had neither
available for sale, nor heid to maturity instruments during the year ended March 31,
2010.

¢) Credit risk
The Corporation manages its credit risk by ensuring all loan applications are reviewed by

management and subsequently reviewed and approved by the loan commitiee prior to
drafting of a loan.
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COMMUNITY FUTURES HIGHWOCD
Notes to the Financial Statemenis
For the year ended March 31, 2010

2. Significant accounting policies (continued)

d)

f)

9)

Loans receivable

Loans receivable are stated nef of an allowance for loan impairment and net of any
unearned interest. Interest income is recorded cn an accrual basis. Locans receivable
are considered to be impaired when, in management’s opinicn, there is a reasonable
doubt as to the ultimate collectability of some portion of the principal or interest. Impaired
loans are recorded at their estimated realizable amounts.

Allowance for loan impairment

The allowance for loan impairment is maintained in an amount considered adegquate to
absorb anticipated credit related losses. This account is increased by the provision for
impaired loans charged to income in the case of non-repayable investment fund loans,
and reduced by write-offs, net of recoveries.

Specific provisions are established on a loan by loan basis to absorb losses on ail
doubtful accounts that have been identified as a result of the Corporation's regular
review of its loan portfolic.

Write-offs are recorded after all restructuring or collection activities have taken place and
possibility of further recovery is considered to be remote.

Property and equipment

Property and equipment are recorded at cost. Ameortization of property and equipment is
provided using the declining balance method at the following annual rates:

Furniture and Office Equipment 20% - 30%

Amortization is recorded at half of the annual rate in the year of acquisition of an asset.
Amortization expense is reported in the General Fund.

Deferred revenue

Deferred revenue includes funds received for administration of a conference. The
amounts will be not be recognized as revenue until a similar event is held.
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COMMUNITY FUTURES HIGHWOOD
Notes to the Financial Statements
For the year ended March 31, 2010

2. Significant accounting policies (continued)

h) Current changes in accounting policies

For its March 31, 2010, year end the Corporation adopted CICA Handbook Section 1535
~ Capital Disclosures. This section requires discussion of the nature of any externaliy
imposed restriction on the Corporation’s capital, the Corporation’s compliance with these
restrictions and the consequences of any non-compliance with the restrictions. The
capital disclosures are included in Note 15 of these financial statements.

Also for its March 31, 2010 year end, the Corporation adopted CICA Handbook Sections
3862 ~ Financial Insiruments — Disclosures and Section 3863 Financial Instruments ~
Presentation. These sections revise and enhance disclosure requirements, while still
requiring current presentation requirements. Additional disclosure regarding nature and
extent of risks arising from financial instruments and how the entity manages those risks
are also required. The required discussion is included in Notes 2b and c.

Lastly for its March 31, 2010 year end, the Corperation adopted certain amendments to
Section 4400 — Financial Statement Presentation by Not-For-Profit Organizations. The
applicable amendments inciude:

(i) ensuring certain revenues and expenses are presented on a gross basis on the
statement of operations and changes in fund balances

(ii) ensuring each component of revenue, expense, gain and/or loss that is required
under primary GAAP is identified separately

(ifi) ensuring that statement of cash flows is properly presented and

{iv) eliminating the requirement to treat net assets invested in capital assets as a
separate component of net assets.

There are no changes to the accompanying financial statements and limited additional
disclosure requirements as a result of the adoption.
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COMMUNITY FUTURES HIGHWOOD
Notes to the Financial Statements
For the year ended March 31, 2010

i) Contributions

The Corpcration’s financial statemenis are prepared using the restricted fund method of
accounting for contributions.

iy The General Fund accounts for the Corporation’s program deilivery and
administrative activities. This fund reporis unrestricted resources and restricted
operating granis.

ify The Restricted Loan Funds accounts for restricted resources that are 1o be used for
assistance to smail businesses and entrepreneurs in the form of loans, loan
guarantees or equity participation. Loans from the Loan Investment Fund for the
Disabled and Loan investment Fund for Youth are limited to businesses owned and
aperated by disabled and youth entrepreneurs respectively. The Corporation is
restricted in the types of lcans that can be made according to its agreement with the
federal government.

j} Revenue recognition

Restricted contributions related to generai operations are recognized as revenue of the
General Fund in the year in which the related expenses are incurred.

Unrestricted contributions are recognized as revenue of the General Fund in the year
received or receivable if the amount 1o be received can be reasonably estimated and
collection is reasonably assured.

Investment income earned on the General Restricted Fund is recognized as revenue in
the General Restricted Fund when eamed.

3. Western Economic Diversification Contribution Agreement Interpretation

Subsequent to the inception of the Western Economic Diversification Contribution
Agreement, the Depariment of Western Economic Diversification amended the terms and
conditions of the contribution agreement with the Corporation. Under the new terms and
conditions the Western Youth Entrepreneurship Fund was discontinued. The Board
Members of Community Futures Highwood have decided to continue reporting the Youth
Fund as a separate restricted fund.

4. Marketable securities
Marketable securities held by the Corporation have been classified as held for trading. As a

result of this classification, an unrealized gain on investments of $4,084 (2009 — [$6,359))
has been recorded in the General Restricted Fund for the current year.

Page 11 of 16




COMMUNITY FUTURES HIGHWQOD
Notes to the Financial Statements
For the year ended March 31, 2010

5. Loans receivable
General Youth Disabled 2010 2008

Loans receivable § 2,856,636 $ 80,176 % 6,222 % 2953034 $§ 2,037,119
Allowance for

impairment 472 873 - - 472 873 116,822
2,383,763 90,176 5,222 2,480,161 1,920,297

Current portion 678,526 54,218 6,222 738 966 801,475
Long term portion  $ 1,705,237 § 35,958 % - $_1.741,196 $_1.018,822

In most cases a chattel mortgage, personal guarantees, or a second mortgage secures the
loans. As the valuation of the underlying security cannot be ascertained with any degree of
accuracy, a measurement of uncertainty exists in the valuation of loans and the allowance
for loan impairment.

At March 31, 2010 the corporation assessed each loan to determine its ultimate collectability
and made specific provisions totalling $472,873 (2009 - $116,822) for loan impairment
based on this review.

Qutstanding loans to entrepreneurs are interest bearing at fixed rates varying from 0% to
8.50% with monthly blended principal and interest repayments for terms between 12 and
180 months.

Included in loans receivable are approved operating loans totalling $386,000 (2009 -
$836,235). All operating loans are approved for a 12 month period and bear interest at
rates varying from 4.25% to 9.50%. As at year end borrowers had drawn a combined total
of $366,938 (2009 - $650,884).

6. Property and equipment

2010 2009
Accum. Net Book Net Book
Cost Amort. Value Value
Furniture & office
aquipment $ 110,111 $ 52,041 58,070 % 51,283

7. Funds held in trust
This balance represents funds that are held and to be administered by the Corporation for a

project that is being operated under the Rural Communities Economic Development
initiative. The money has not been segregated from the Corporaticn’s operating funds.
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COMMUNITY FUTURES HIGHWOQOD
Notes to the Financial Statements
For the year ended March 31, 2010

8. Share capital
2010 2009
Authorized:
50 shares with no par value
Issued:
10 shares $ 10 __ 19
9. Externally restricted fund balances
Major categories of externally imposed restrictions on net assets
are as follows:
2010 2009
L.oan Investment Funds
Restricted to lcans and equity
investments {o entrepreneurs
- General 2,413,727 2,650,549
- Youth 253,947 245,601
- Disabled 170,578 169,587
$ 2,838,252 $ 3.065.737
During a prior year the Department of Western Economic Diversification amended the terms
and conditions of its contribution agreement with the Corporation. Under the revised terms
and conditions the Conditionally Repayable Lcan Funds are repayable if any of the specified
conditions occur. No such conditions were present during the year.
10. Internally restricted funds

Reserves were established to set aside surpluses for future operating and capital
expenditures. Future use of these reserves is at the discretion of the Board of Directors.
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COMMUNITY FUTURES HIGHWOOQD
Notes to the Financial Statements
For the year ended March 31, 2010

11. Commitments

a) The Corporation's annual obligation under an cperating lease for office equipment is as

follows:
2011 $ 3,909
2012 $ 3,909
2013 $ 2932

b}  The Corporation's annual obligations under operating leases, exclusive of occupancy
costs, for office space is as follows:

2011 $ 19,000
2012 3,167

As of the report date, a new office lease was under negotiation with terms similar to
the current lease.

12. Bank financing arrangement
The Corporation has available a $25,000 authorized overdraft line of credit for the operating
fund bearing interest at bank prime plus 1% and secured by a borrowing resolution. The
Corporation also has a line of credit on a credit card of $12,000. At year end, there was no
balance outsianding on either line of credit.

13. Inter-fund transfer

During the year, Western Economic Diversification authorized the following transfers
from the restricted funds to the general fund:

2010 2009
General Restricted Loan Fund 3 65,000 $ 12,128
14. Supplemental cash flow information
2010 2009
Interest received $ 190,231 $ 158,817

15. Capital disclosures
The Corporation defines its capital as the amounis included in its net asset balances.
The Corporation's objective when managing its capital is to safeguard the
Corporation’s ability to continue as a going concern so that it can continue to provide
the appropriate level of benefits to its stakeholders.
The Corporation sets the amount of net asset balances in proportion to risk, manages

the net asset structure and makes adjustments to it in light of changes in economic
conditions and the risk characteristics of the underlying assets.
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COMMUNITY FUTURES HIGHWOOD
Notes to the Financial Statements
For the year ended March 31, 2010

16. Economic dependence

The Corporation receives over 85% of its operating revenue from federal government
centracts and is therefore economically dependent on the federal government.

17. Comparative figures

The financial statements have been reclassified, where applicable, to conform to the
presentation used in the current year. The changes do not affect prior vear earnings.
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COMMUNITY FUTURES HIGHWOOD
Schedule of Administrative Costs
For the year ended March 31, 2010

Professional fees

Rent

Office

Meetings and conventions
Repairs and maintenance
Travel

Telephone

Sundry

Advertising and promotion
Insurance

Non-refundable GST
Professional development
CEDOC and CED

Schedule 1

2010 2008
$ 27,729 $ 28,785
26,118 26,840
19,241 18,316
16,450 20,536
15,574 7,533
11,205 13,983
10,730 10,108
9,349 23,350
9,137 16,716
4,239 4373
3,976 3,924
1,125 540
860 2.817
$ 155,733 % 177.821
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