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7Principles of The 

FirstService
   Way:

Notice of Shareholders’ Meeting
The annual meeting of the shareholders will be held 
on Monday, June 25, 2007 at 4:00 p.m. (ET) at the 
Design Exchange, 234 Bay Street, Toronto Dominion 
Centre, Toronto, Ontario.
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FirstService strengthened its position over the past 
year as a global leader in property services through 
continued operational excellence and sound strategic 
acquisitions. Our success was highlighted by careful 
stewardship of our fi nancial resources and continued 
focus on creating long-term value for our shareholders. 

In Fiscal 2007 we set new records in fi nancial 
performance as we exceeded US $1.3 billion in revenues 
and completed our 14th consecutive year of strong 
and consistent growth in revenues, earnings and 
earnings per share. Over the last fi ve years, revenues, 
earnings and earnings per share have grown at a 
compound annual rate of about 30%. 

More importantly, our shareholders have also done 
well. One thousand dollars invested in FirstService in 
1995, when we fi rst listed on the NASDAQ would be 
worth about $19,000 today. That’s a 27% compound 
annual return over a 12 year period, substantially 
outperforming both the NASDAQ and TSX stock indices. 

FirstService hit another milestone this year – our 
market capitalization exceeded one billion dollars. 
This is an exceptional achievement for our share-
holders, our managers and our employees. It is not 
every day that a company grows from a small service 
business to a billion dollar global enterprise. I would 
like to thank all of our stakeholders for their support 
and confi dence over the years, and for participating 
in the ongoing FirstService success story.  

As FirstService has grown to fulfi ll its potential and 
as we continue to evolve as an industry leader, our 
company has refi ned and enhanced our management 
style and way of doing business into an approach we 
call The FirstService Way. As an organization:     

• We always strive to create value – one step at a 
 time – by balancing operational excellence with 
 careful and strategic acquisitions;

• We instill strong entrepreneurial spirit in each of 
 our business units and encourage our business 
 leaders and their teams to be open-minded to 
 possibilities; and 

Founder & CEO’s 
Message

Jay S. Hennick 
Founder & CEO
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of residential property management and consulting 
services. During the year, we also acquired Service 
America, Florida’s largest provider of home service 
contracts for major appliance and HVAC systems, to 
extend our leadership in essential services in one of 
North America’s fast-growing property markets.

Our Property Improvement platform added the 
award-winning Handyman Connection franchise 
system to its property services group extending our 
portfolio of well-managed property service franchise 
systems to include North America’s largest home 
repair and remodeling service provider.  

And in Integrated Security, while not active on the 
acquisition front, we enjoyed very strong operational 
performance as a result of some signifi cant new 
client wins.

As mentioned, our goal is to be a well-managed 
service company that delivers consistent growth in 
earnings and shareholder value – one step at a time.  
The future is very exciting and we expect to continue 
the company’s impressive track record. We will not, 
however, shift our focus from the characteristics 
that drive our success. We are careful investors who 
demand operational excellence and consistent 
long-term performance.

As FirstService continues to grow as a global company, 
we will continue to ensure we attract leaders of the 
highest caliber to serve on our Board of Directors. 
In 2006 we were pleased to appoint Mike Harris, 
former two-term Premier of the Province of Ontario.  
Mr. Harris brings over 25 years of experience in public 
service and in-depth knowledge of government and 
business to his  new role, providing senior-level insight 
and advice to the Board. 

On behalf of the Board of Directors, I would like to 
thank all our business leaders and operating partners 
for their inspired work this year and our employees 
for their dedication and commitment.  We look forward 
to continuing our strong growth in the coming year 
while creating value for our shareholders.

• We operate as true partners to our great leadership 
 teams – partners who are expected to operate their 
 businesses in a decentralized way while leveraging 
 the competitive advantages and unique selling 
 channels inherent in FirstService. 

The FirstService Way has proven its worth as a 
powerful approach to business that attracts the right 
partners into our organization, and it has been used 
as an effective guide to introduce our brands and 
services into new geographies and markets.

In the year just completed we achieved outstanding 
performances in each of our property services 
platforms: Commercial Real Estate, Residential 
Property Management, Property Improvement and 
Integrated Security. Each has distinguished itself 
by delivering strongly on the fundamentals and 
positioning itself for further growth in the future. 

As a result of last year’s divestiture of Resolve 
Corporation and the exceptional performance of our 
business platforms, FirstService has the long-term 
capital resources needed to invest in new growth 
opportunities around the globe. As new acquisitions 
are integrated, we will reap the benefi ts of increased 
margins and expanded services for our client base. 
Appropriate acquisitions also demonstrate our 
commitment to support the growth of our successful 
management teams by providing an enhanced breadth 
of leading, differentiated services in their businesses. 

Our Commercial Real Estate group continued its rapid 
growth with several acquisitions including Cohen 
Financial, a North American mortgage banking and 
loan administration leader; PGP Valuation, a leading 
appraisal and consulting fi rm; PKF Consulting and 
Hospitality Research, and MHPM Project Managers, 
Canada’s largest and most experienced project 
management fi rm. We also extended our global foot-
print in commercial real estate with the acquisitions 
of PRDnationwide in Australia, and the Colliers 
operations in Brazil and Central & Eastern Europe.

Shortly after year end, our Residential Property 
Management division acquired an 80% interest in 
The Merit Companies, California’s largest provider 

+27%
 

   Revenues
+35%

 
   Earnings

+36%
 

   Diluted EPS
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2003   2004   2005   2006   2007

Revenues (US$ millions)
• 31% 5 Year CAGR

2003   2004   2005   2006   2007 2003   2004   2005   2006   2007

Diluted EPS* (US$)
• 29% 5 Year CAGR

Net Earnings* (US$ millions)
• 32% 5 Year CAGR

382

441

651

1,360

11.4

14.6

21.0

32.3

43.8

0.40

0.50

0.67

1.01

1.37

1,068

Financial Highlights

Year Ended March 31  2007  2006  2005  2004  2003

Operations 
Revenues $ 1,359,686 $ 1,068,134 $ 651,376 $ 441,333 $ 382,302
Operating earnings  82,988  65,226  35,306  27,633  23,278
Net earnings from continuing operations  36,687  28,034  15,390  14,649  11,446
Net (loss) earnings from discontinuing operations  (471)  41,463  7,817  4,375  6,994
Net earnings  34,863  69,497  23,207  19,024  18,440

Financial Position
Total assets $ 816,998 $ 711,004 $ 626,728 $ 437,553 $ 389,031
Long-term debt  235,149  248,686  220,015  163,888  164,919
Shareholders’ equity  264,875  237,752  185,871  155,101  123,406
Book value per share  8.85  7.91  6.15  5.26  4.36

Other Data
EBITDA $ 121,356 $ 91,395 $ 58,101 $ 36,541 $ 30,815
Adjusted diluted earnings per share*  1.37  1.01  0.67  0.50  0.40

Share Data
Net earnings per share from continuing operations
 Basic $ 1.23 $ 0.93 $ 0.52 $ 0.51 $ 0.41
 Diluted  1.14  0.87  0.49  0.50  0.40
Weighted average shares (thousands)
 Basic  29,903  30,171  29,777  28,570  27,842
 Diluted  30,354  30,896  30,467  29,192  28,995
Cash dividends per share  –  –  –  –  –

*From continuing operations, adjusted for (i) amortization of short-lived intangible assets related to recent commercial real estate services  
 aquisitions and (ii) an impairment loss on available-for-sale equity securities held in a disposed operation, as of March 31, 2007.

In thousands of US dollars, except per share amounts
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FirstService has grown from a small group of 
businesses focused on essential services to an industry 
leader in some of the world’s fastest-growing markets. 
Since 1995, the Company has grown at a compound 
annual rate of 27%, completed close to 100 
acquisitions, and delivered more than a 25% annualized 
return to shareholders. But our most signifi cant 
achievement may well be our unique management 
style and way of doing business. 

Our strategic insight led to a focus on the service 
sector, where an abundance of excellent businesses 
had attractive characteristics – strong and committed 
management teams, highly recurring revenue streams, 
and strong cash fl ows to invest in growth. We also 
recognized that many of these businesses were ready 
to accelerate their growth and become signifi cant 
players in their markets but required the strategic 
support and fi nancial assistance of the right partner – 
FirstService!

As we grew, our management style and way of doing 
business was refi ned and enhanced into an approach 
we call “The FirstService Way.” Built on seven 
powerful strategic pillars, it guided our Company’s 
growth and attracted strong management teams with 
visions for the future success of their businesses. 
The FirstService Way embodies the following seven 
principles:

1 – Partnership Philosophy
Equity ownership by our management teams is 
essential. This decentralized approach follows the 
guidance of the late, great Peter Drucker. Our partners 
enjoy total authority over front-line operating decisions, 
while equity ownership allows their direct participation 
in the fi nancial outcomes of their decisions. With 
signifi cant equity in the businesses they operate, 
their interests are aligned with our shareholders in 
building long-term value. 

2 – Focus on Internal Growth
We have a keen focus on operational excellence. We 
set high internal growth targets and leverage our 
scale, competitive advantages, and sales channels 
by enhancing and broadening our service offerings. 
These differentiate us from competitors and support 
strong internal growth. 

3 – Performance Based Compensation 
Successful management teams are well compensated 
for driving growth. Aligning our key operating 

7 Principles of
The FirstService Way

managers with our shareholders through generous 
performance-based compensation programs ensures 
they have the incentive they need to continue growing 
their businesses. 

4 – Acquisition Strategy
Our highly disciplined approach to acquisitions ensures 
we invest in high-potential, well-managed businesses, 
at a fair price. New acquisitions are selected to augment 
our internal growth strategies but also to support the 
growth of FirstService into new service areas. All of our 
investments generate high returns on invested capital.

5 – People Development Process 
Retaining and promoting key operating managers is 
one of our most important practices. Each year, the 
key people within our businesses are evaluated in a 
consistent manner – strengths, weaknesses and internal 
career opportunities are discussed as are opportunities 
for advancement with other FirstService business units. 

6 – Management and Review Process
FirstService has a rigorous process of oversight and 
operational review to maximize cash fl ows, increase 
margins, manage operational risk, and monitor 
performance indicators. Sharing of best practices is 
proactively incorporated into our management and 
review process to ensure each business benefi ts from 
the experiences of others.   

7 – Strategic Planning Process
FirstService utilizes a consistent strategic planning 
process to determine the major issues facing its 
operating divisions. Short-term and long-term goals 
are reviewed and agreed upon, barriers discussed, 
and solutions developed. Progress in achieving goals 
is monitored to ensure we successfully execute our 
strategy and adapt to changes in our markets.    

FirstService provides strategic leadership across the 
entire organization, guides execution of growth 
strategies and supports growth initiatives with 
appropriate capital allocations. However, it is our 
philosophy of being partners with operating managers 
that has been our strongest competitive advantage.

Our approach to doing business, together with our 
values and culture, has become known as The 
FirstService Way. If this way of doing business appeals 
to you and you have aspirations of accelerating your 
growth with a partner of global reach and long-term 
vision – we should talk.
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“Our growth strategy is driven by business 
leaders with signifi cant equity ownership 
in our core business and our related service 
areas. This has been a key component of 
our impressive track record over the past 
few years. The FirstService Way keeps 
highly motivated and experienced business 
leaders engaged in the long-term success 
of their businesses. In the past year, this 
competitive differentiator was key in 
forging partnerships with leading industry 
experts and their management teams at 
Cohen Financial, PGP Valuation, PKF 
Consulting and Hospitality Research, and 
MHPM Project Managers.”
– Douglas Frye

The FirstService Way: 
Principle 

No.1
Partnership Philosophy
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Commercial real estate is our largest division by revenue, with Colliers Macaulay 
Nicolls (operating globally under the “Colliers International” brand) a top three 
player in the world, and one of the most recognized brand names in the global 
commercial real estate business.

Colliers International continues to differentiate itself in the market with a 
unique information technology and service delivery platform, innovative training 
programs, and 155 offi ces across 26 countries. As a result, Colliers International 
operations continue to outperform competitors in this fragmented, but rapidly 
consolidating industry. 

Our footprint includes the western United States, Canada, Australia, Hong 
Kong and Mainland China, Central and Eastern Europe, India, Latin America 
and many other emerging markets, with each continuing to experience strong 
growth over the past year. 

Overall, our more than 6,000 employees participate in more than $30 billion 
in commercial real estate transactions each year. We are using the exceptional 
relationship opportunities created by these transactions to expand our services 
into property management, mortgage brokerage and a variety of other related 
services while continuing to forge new synergies and growth opportunities for 
our complementary business platforms. 

Current revenue run rate is more than $650 million and EBITDA of more than 
$50 million with about 70% of our revenue being recurring or repeat in nature. 

Douglas Frye 
CEO

Commercial 
Real Estate Services –

 Colliers International
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“We leverage the scale and opportunities 
presented by our administration of over 
$4 billion of client operating budgets annually. 
It is one of our key internal growth drivers. 
This year, we once again achieved signifi cant 
internal growth through our unique approach 
to providing multiple services to our clients. In 
addition to traditional management services, 
we selectively provide a wide array of other 
property related services. These boost our 
internal growth opportunities while continuing 
to make us truly different from our competitors.” 
– Gene Gomberg

The FirstService Way: 
Principle 

No.2
Focus on Internal Growth
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FirstService is the largest North American player in residential property 
management, overseeing more than 3,500 properties from 44 offi ces in 15 US 
states. Our clients are community associations and their boards of directors, 
including some of the most exclusive and high profi le condominiums, 
co-operatives, and gated communities in America. 

In property management we administer annual operating budgets of more than 
$4 billion each year to oversee the day-to-day operations of more than 750,000 
homes and the living environments of about 2.5 million people who call our 
clients’ communities home. 

This responsibility creates signifi cant opportunity for us to add value to our 
clients and differentiate our services from those of our competitors. By offering 
more services to our growing number of communities, we can leverage our scale 
to provide more cost-effective service delivery, saving our clients money and 
providing a single point of accountability. 

The size and scale of our operations enables us to maintain our leadership 
position in the market, incorporating unprecedented economies of scale, 
integration, and best-practice sharing across the organization. By providing 
exceptional opportunities for our people, extensive on-going training programs, 
and industry-leading compensation, we are the employer of choice in this industry, 
and have been successful at recruiting and retaining skilled and motivated 
employees across the country.

Our revenue run rate is nearly $500 million generating EBITDA of almost 
$50 million with approximately 85% of revenue recurring through long-term 
management contracts.

Residential Property
Management

Gene Gomberg 
CEO
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“We employ a strategic planning model to examine our businesses in a 
disciplined and insightful manner. Each year we look closely at our 
businesses, set both short and long-term strategic goals, and then carry 
out a rigorous process to better understand the issues we face and create 
solutions to any barriers. As a result, our growth is strategically aligned 
with our market opportunities and management capabilities.”
– Steve Rogers

The FirstService Way: 
Principle 

No.7
Strategic Planning Process
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The Franchise Company is the second largest property improvement service 
franchise company in the world.

Our well-known brands include California Closets, Paul Davis Restoration, 
Pillar to Post Home Inspections, Handyman Connection, Floor Coverings 
International, CertaPro Painters, and College Pro Painters. All of our franchise 
brands have benefi ted from the strong trend in home remodeling and renovation. 

Our 1,900 franchisees generate more than $1 billion per year in system wide 
sales, serving about 500,000 customers annually. 

Over the years, The Franchise Company has achieved success through the 
development of new products and service programs for our franchisees, and 
through the continued success of our “branchise” operations, where we 
successfully buy back some of our larger franchises and turn them into Company-
owned operations in partnership with proven managers in our organization.

Learning and development is another key to our success. We understand that 
long-term profi tability depends directly on the success of the individuals within 
our Company and it is essential for us to ensure they have the appropriate skills 
to succeed. Continuous improvement happens both formally, through the 
sponsoring of professional seminars, and informally, through the establishment 
of a culture where information and best practices are freely exchanged.

Our revenue run rate is about $160 million generating EBITDA of about 
$31 million with approximately 65% of our revenues coming from the royalties 
we generate from our franchises.

Property Improvement

Steve Rogers 
CEO
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“Successful management teams need to be properly compensated 
for driving growth and new business opportunities. They also 
must be aligned with our shareholders to ensure we continue 
to create consistent returns year over year. Performance based 
compensation encourages our business leaders to deliver on 
their strategic plans and capitalize on market opportunities. 
This win-win approach benefi ts both our business leaders and 
our stakeholders.” – Frank Brewer

The FirstService Way: 
Principle 

No.3
Performance Based Compensation
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FirstService is the fi fth largest integrated security company in North America 
with 17 offi ces in the United States and Canada.

We design, install, service and monitor integrated access control, closed circuit 
television and other intrusion systems for Fortune 1000 corporations, regional 
institutions, industrial complexes, and large residential properties. Our integrated 
security operations maintain and monitor thousands of installed systems across 
North America. 

Our on-going opportunities include cross-selling our monitoring services and 
leveraging our national accounts program to penetrate specialty “high risk” 
security installations. Our expertise in power generation, petro-chemical, fi nancial 
institution, hospital, and university security has enhanced our global scope of 
operations, and resulted in signifi cant installations in overseas locations. The 
opportunity to cross-sell security services to our property management divisions 
is also creating important new business opportunities.

Current revenue run rate is approaching $200 million generating nearly 
$14 million of EBITDA with approximately 60% of our revenue being generated 
from long-term contracts we have with our clients.

Integrated Security

Frank Brewer 
CEO
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from left

John B. Friedrichsen
Senior Vice-President 
& CFO

D. Scott Patterson 
President & COO

The Year in Review

Fiscal 2007 marked another year of 
record fi nancial performance high-
lighted by several strategic acquisitions 
and continued strong internal growth. 
All FirstService operating platforms 
exceeded performance targets as our 
Company reached new levels of fi nancial 
scale and international scope.

From the beginning, FirstService has followed a 
strategic, disciplined approach to our development – 
carefully balancing internal growth with growth 
through acquisitions. Our 2007 results refl ect this 
discipline as our 27% total revenue growth was 
driven equally by internal momentum and strategic 
acquisitions.  Our strong internal growth was fueled 
by all four of our operating platforms and is a testament 
to the strength of our market leadership and a continued 
focus on differentiating ourselves from our competition. 
Our acquisition growth came from 13 separate tuck-
unders that principally served to broaden our service 
offering or expand our geographic footprint. 2007 
was a “textbook” year for us and a refl ection of our 
strategic approach, providing us with confi dence that 
we will be able to achieve our long term projections 
of average annual internal growth of 8% and average 
annual total growth of at least 20%.
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Commercial Real Estate
The Colliers International network is the third largest 
global player in commercial real estate, with 266 offi ces 
in 56 countries, representing annual revenue of over 
$1.6 billion. Colliers Macaulay Nicolls (CMN), itself 
a global player in commercial real estate represents 
approximately 40% of the Colliers International global 
network with 155 offi ces in 26 countries around the world. 

CMN enjoyed another exceptional year in 2007 with 
revenues topping $600 million, up 39% over the prior 
year. The revenue growth was driven approximately 
2/3 from acquisitions and 1/3 from continued strong 
internal growth. Annual revenues at the time we 
acquired CMN in December 2004 were less than 
$300 million.

We continued to enjoy healthy markets in most of 
our regions in 2007 which helped drive our strong 
double digit organic growth rate. We experienced 
particularly strong results in Central Europe, 
Australia/New Zealand and in Asia. The contribution 
to these results by our Asia and Central Europe 
operations, where CMN has invested for years to 
develop strong market positions, were particularly 
rewarding. We are now starting to see more consistent 
and positive results from this investment – especially 
in Hong Kong and in several offi ces in China, India 
and Singapore; and from the Central European 
countries of Romania, Czech Republic and Hungary 
where CMN is now established as the clear market 
leader in the region. 

A key component of the Colliers growth strategy has 
been to expand and grow its non-brokerage services 
to round out the service offering to clients, and also 
to create a revenue stream that is more recurring in 
nature and less cyclical. Tremendous strides were 
made on this front during 2007 with the completion of 
fi ve key acquisitions – PRDnationwide in Australia, 
and Cohen Financial, PGP Valuation, PKF Consulting, 
and MHPM Project Managers in North America – all 

companies that provide complementary non-brokerage 
services in markets where we have a strong brokerage 
presence. These acquisitions add strength and breadth 
to our service platform, providing us the opportunity 
to leverage our brokerage channel to generate more 
revenue.

Looking forward, our acquisition strategy will 
continue to be focused on i) broadening our service 
offering in existing markets and ii) expanding our 
global footprint. Operationally, we will continue to 
drive the key strategic initiatives which have a proven 
track record of creating long-term competitive 
advantage, the most signifi cant of which is our 
aggressive investment in people development, 
retention and recruitment – principally in the form 
of the continued development of Colliers University 
– which now offers a core curriculum that has been 
deployed to CMN offi ces around the globe. 

Residential Property Management
We are the largest provider of residential property 
management services to homeowners in North America, 
overseeing more than 3,500 multi-unit properties 
containing over 750,000 units, from 44 offi ces across 
15 states. The aggregate operating and maintenance 
budget that we administer on behalf of the communities 
we serve is more than $4 billion annually.  

Our Residential Property Management platform 
continued its strong track record in 2007 with revenues 
growing 22% over the prior year; 16% organically. This 
platform has delivered an impressive compound annual 
growth rate of 28% over the last 10 years. This long 
term growth has been generated by consistently 
driving internal growth complemented by regular 
tuck-under acquisitions focused on expanding our 
geographic footprint. 

Our strong internal growth in 2007 was principally 
due to new contract wins where we secured 

   Our 27% total 

revenue growth was driven 

                    equally by internal momentum 

 and strategic acquisitions
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relationships to provide administrative and advisory
support to our community association clients. But 
growth also came from existing contracts, where we 
introduced incremental ancillary services, as part of 
our strategy to do more for our clients and become 
more accountable for the various services required 
by the communities we serve. We continually strive 
to provide ancillary services to our clients – services 
ranging from landscape maintenance and painting 
to lockbox services and consulting – and always in 
a competitive environment at the discretion of the 
community board. 

The high number of new contract wins in 2007 was 
driven by i) continued strength in the new residential 
development market and ii) market share gains in all 
of our markets. We have leveraged our relative size 
and scale to invest in technology, processes and 
products which have very clearly differentiated us 
from our smaller competitors and positioned us 
favourably with large national and regional developers, 
home builders, and established communities interested 
in a higher level of service than offered by most service 
providers. These competitive differentiators, along 
with our ability to attract and retain the most qualifi ed 
property management talent in the industry, combined 
forces to drive market share gains across the US.

2007 also marked a successful year on the acquisition 
front with the completion of fi ve strategic tuck-under 
acquisitions including Service America – South 
Florida’s largest provider of home service contracts 
for major appliance and HVAC systems. Service 
America allows us to broaden our ancillary service 
offering to our large and growing customer base in 
that market.

Shortly after year-end we announced the acquisition 
of The Merit Companies, California’s largest provider 
of residential property management services. California 
is an important market strategically as it has more 
community associations than any other state. Merit 
provides us with an excellent platform for growth in 
this important region, which we view as an opportunity 
not unlike the Florida market where we established 
our presence about ten years ago with two acquisitions 
having combined revenues of about than $40 million. 
Today our Florida operations generate more than 
$250 million in annual revenues.

We expect to continue to achieve superior growth in 
this platform, notwithstanding the slowdown in 
residential development in the US, by continuing to 
leverage our already signifi cant competitive advantage. 

We also expect to continue to regularly complete 
strategic acquisitions that expand our operations into 
new regions or complement our service offerings in 
an existing market. 

Property Improvement
FirstService is the largest operator of property 
improvement franchise systems in North America, 
with such well known brands as California Closets, 
Paul Davis Restoration, CertaPro Painters, College 
Pro Painters, Pillar to Post, and Handyman Connection.

We operate through 1,900 franchisees in 50 states 
and 14 countries and generate over $1 billion in system-
wide sales through more that 500,000 individual 
residential customers served annually. 

In fi scal 2007, revenues grew 12%: 9% organically, 
with the balance of revenue growth from the 
acquisitions of the Handyman Connection franchise 
system and the California Closets “branchise” 
operations in Fresno and Sacramento, California. 

Organic growth was driven primarily by system-wide 
sales gains at our major franchise systems – California 
Closets, Paul Davis Restoration, and CertaPro Painters. 
In 2007 we sold a modest number of new franchises 
with most of our revenue increases coming from 
increases in higher system wide sales by our franchisees. 
Our franchise systems have historically been successful 
in consistently increasing productivity as evidenced 
by a “sales per franchisee” metric in 2007 which on 
average is approximately double that from 1999. We 
believe this to be quite unique in the service franchise 
industry, and is the result of i) consistent investment 
in new products and service programs for our 
franchisees to take to market and     ) a constant focus 
on improving the franchise model to enable franchisees 
to leverage their infrastructure and increase sales. 

Looking forward, we expect increases in franchisee 
productivity to continue to drive system-wide sales 
gains but at a lower rate in the upcoming year as a 
result of a moderating in the home improvement market. 
Our acquisition strategy will continue to be twofold 
in this platform and include i) complimentary property 
improvement franchise systems and ii) branchises – 
a “company owned” franchise owned in partnership 
with a proven manager who has invested equity. 

Integrated Security Services 
We are a leading integrated security systems service 
provider in North America, and the largest in Canada. 
We design, install, service and monitor integrated 
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access control, CCTV and other intrusion systems 
for commercial customers. Overall we operate from 
17 offi ces in the United States and Canada and an 
additional network of service personnel and authorized 
dealers in remote areas, allowing us to provide security 
solutions throughout North America. 

In fi scal 2007 our security platform grew an impressive 
18% organically; driven by both the US and Canadian 
operations. Strategically we have focused on specifi c 
market verticals where we have proven experience 
and expertise. This strategy has differentiated us 
relative to our competition, and as a result we are 
gaining signifi cant traction in certain very large market 
segments in both the US and Canada.

Looking forward we expect to continue to generate 
solid internal growth driven by expanding market 
demand for complex security solutions, an improving 
market position in the US, and a market leadership 
position in Canada. 

Corporately at FirstService, a key focus in fi scal 2007 
centered on the redeployment of the cash proceeds 
received from the sale of our business services operation, 
at the end of fi scal 2006. We received approximately $110 
million in cash from the fi rst signifi cant divestiture 
in our history and had reinvested approximately 
$72 million of the proceeds by the end of last year in 
13 tuck-under acquisitions within our four service 
platforms. Including future payments related to these 
acquisitions, which are contingent on earnings, and 
the acquisition of Merit completed just after year 
end, we have completely reinvested these proceeds. 
Notwithstanding this reinvestment, our balance 
sheet remains strong and our leverage levels low, 
providing signifi cant fi nancial capacity to continue 
allocating capital to deliver long-term value to our 
shareholders. In addition to acquisitions, we used 
some of this capacity to opportunistically repurchase 
our shares, purchasing about 700,000 during fi scal 
2007, or just over 2.5% of our outstanding shares at 
the beginning of the fi scal year. We plan to become 
more active repurchasers of our shares if our share 
price is undervalued.

Two other important initiatives centered on working 
with our platform operations. Firstly, we strengthened 
our fi nancial processes and internal controls to support 
our high rate of growth, including our global expansion, 
and meet the regulatory requirements of the Sarbanes-
Oxley Act. We made signifi cant advancements in this 
important area, including building the quality of our 
senior management teams at each of our platforms. 

Secondly, we worked closely with our platforms to 
develop new, more streamlined ways of measuring 
our progress in gaining and retaining clients; service 
delivery and productivity; and in employee recruitment 
and retention. 

In closing, FirstService delivered strong results in fi scal 
2007, with each of our service lines contributing to 
our success. We look forward to fi scal 2008 as an 
opportunity to strengthen our market positions and 
expand our services in our existing areas of operation, 
as well as new regions, domestically and internationally. 
Our discipline will remain – allocating capital to 
business opportunities that include partnering with 
high caliber management teams – and continuing to 
build value for our shareholders one step at a time.

  As we look 

   forward to 
 fi scal 2008, 

    FirstService’s 

      opportunities 

   are global
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The following discussion should be read in conjunction with the consolidated fi nancial statements 
and notes thereto for the year ended March 31, 2007 prepared in accordance with accounting principles 
generally accepted in the United States of America.

Consolidated review
FirstService Corporation (the “Company” or “FirstService”) generated strong operating results 
in fi scal 2007, with revenue growth of 27% and growth in adjusted diluted earnings per share 
from continuing operations1 of 36%.

We completed thirteen business acquisitions during the year. The aggregate purchase price for 
these acquisitions was $66.8 million, funded from cash on hand. The most signifi cant acquisitions 
occurred in the Commercial Real Estate Services segment, where we added fi ve businesses in 
the United States, Australia and Canada providing real estate brokerage, mortgage brokerage, 
valuation, consulting and advisory services. The balance of the acquisitions were completed in 
the Residential Property Management and Property Improvement Services segments.

On April 18, 2007, we acquired an 80% interest in a residential property management fi rm based 
in Orange County, California. This acquisition signifi cantly enhances the geographic scope of 
our residential property management operations and is expected to provide signifi cant opportunities 
for us to introduce additional complimentary services. The purchase price of $29.6 million was 
funded from cash on hand.

On May 16, 2007, we updated our fi nancial outlook for fi scal 2008. The updated outlook is for 
revenues of $1.525 to $1.625 billion, EBITDA2 of $137 to $147 million, and adjusted diluted earnings 
per share of $1.48 to $1.60.

Management’s Discussion & Analysis 
of Results of Operations & Financial Condition
(in US dollars)
May 18, 2007

1 Adjusted diluted earnings per share from continuing operations is defi ned as diluted net earnings per share from continuing operations plus the effect, after 
income taxes, of (i) the amortization of short-lived intangible assets acquired in connection with recent commercial real estate services acquisitions and (ii) the 
impairment loss on available-for-sale securities. The Company believes this measure is useful because (i) it isolates the impact of material non-recurring 
acquisition-related amortization expense and (ii) it eliminates the effect of a non-cash impairment of securities obtained in connection with the disposal of a 
business. This is not a recognized measure of fi nancial performance under generally accepted accounting principles (“GAAP”) in the United States of America, 
and should not be considered as a substitute for diluted net earnings per share from continuing operations, as determined in accordance with GAAP. The 
Company’s method of calculating this measure may differ from other issuers and accordingly, this measure may not be comparable to measures used by other 
issuers. A reconciliation appears below.

(in US$)     Year ended March 31
    2007  2006  2005

Diluted net earnings per share       
    from continuing operations $ 1.14 $ 0.87 $ 0.49
Amortization of brokerage backlog,
    net of taxes   0.15  0.14  0.18      Impairment loss on available-for-sale securities,       
    net of taxes  0.08  –  –

Adjusted diluted net earnings per share       
    from continuing operations $ 1.37 $ 1.01 $ 0.67

2 EBITDA is defi ned as net earnings before extraordinary items, discontinued operations, minority interest share of earnings, income taxes, interest, other income, 
depreciation and amortization, and stock-based compensation expense. The Company uses EBITDA to evaluate operating performance. EBITDA is an integral 
part of the Company’s planning and reporting systems. Additionally, the Company uses multiples of current and projected EBITDA in conjunction with discounted 
cash fl ow models to determine its overall enterprise valuation and to evaluate acquisition targets. The Company believes EBITDA is a reasonable measure of 
operating performance because of the low capital intensity of its service operations. The Company believes EBITDA is a fi nancial metric used by many investors 
to compare companies, especially in the services industry, on the basis of operating results and the ability to incur and service debt. EBITDA is not a recognized 
measure of fi nancial performance under GAAP, and should not be considered as a substitute for operating earnings, net earnings or cash fl ows from operating 
activities, as determined in accordance with GAAP. The Company’s method of calculating EBITDA may differ from other issuers and accordingly, EBITDA may 
not be comparable to measures used by other issuers. A reconciliation appears below.

(in thousands of US$)     Year ended March 31
    2007  2006  2005

Operating earnings $ 82,988 $ 65,226 $ 35,306
Depreciation and amortization  31,587  23,578  21,107

    114,575  88,804  56,413
Stock-based compensation expense  6,781  2,591  1,688

EBITDA $ 121,356   $ 91,395 $  58,101
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On March 17, 2006, we completed the divestiture of Resolve Corporation (“Resolve”), our Business 
Services operation, through the initial public offering (“IPO”) of trust units by Resolve Business 
Outsourcing Income Fund (the “RBO Fund”). Proceeds from the sale were $110.5 million of cash 
and a 7.3% retained interest in RBO Fund initially valued at $20.4 million. Resolve is classifi ed 
as a discontinued operation for all periods presented. As at March 31, 2007 we continued to 
hold our retained interest in RBO Fund, and we recorded an impairment loss of $3.1 million 
($2.6 million net of income taxes). We believe the 15% decline in the market price of RBO Fund 
units since the time of the IPO was primarily attributable to changes in the taxation of income 
trusts announced by the Minister of Finance (Canada) in October 2006.

Results of operations – year ended March 31, 2007
FirstService reported revenues from continuing operations of $1.36 billion for the year ended 
March 31, 2007, an increase of 27% relative to the prior year. The increase was comprised of 
internal growth of 13%, acquisitions of 13% and the impact of foreign exchange of 1%.

Operating earnings increased 27% relative to the prior year, to $83.0 million. EBITDA increased 
33% to $121.4 million. The gap between operating earnings growth relative to revenue and EBITDA 
growth is primarily the result of (i) an increase in stock-based compensation expense and (ii) the 
rapid amortization of brokerage backlog intangibles related to recent acquisitions in Commercial 
Real Estate Services, which has a signifi cant impact on the fi rst year after acquisition.

Depreciation and amortization expense was $31.6 million relative to $23.6 million in the prior 
year. With regard to the recent commercial real estate services acquisitions, we recorded a 
short-lived intangible asset relating to the backlog of pending brokerage transactions that existed 
at the acquisition dates. The intangible is being amortized to coincide with the expected completion 
dates of the underlying brokerage transactions. As of March 31, 2007, the net book value of 
unamortized backlog was $1.2 million. The balance of the increase in depreciation and amortization 
is the result of amortization of other intangible assets recognized upon acquisitions during the 
past two years, as well as increases in fi xed assets resulting from capital expenditures and acquisitions.

Interest expense increased to $16.8 million from $13.1 million in the prior year. Our weighted 
average interest rate increased to 6.9% versus 6.6% in the prior year as substantially all of our 
debt was at fi xed interest rates during the year, versus a mix of fi xed and fl oating in the prior 
year. The $6.9 million of interest income earned during the year was attributable to surplus cash 
on hand, including the $110.5 million received upon the sale of Resolve.

Other income for fi scal 2007 primarily includes distributions received on our investment in RBO 
Fund and earnings from investments accounted for under the equity method in commercial real 
estate services.

Our consolidated income tax rate for fi scal 2007 was 29% versus 30% in the prior year. The 
current year’s tax rate refl ected the continuing benefi t of cross-border fi nancing structures fi rst 
implemented in fi scal 2000. The Minister of Finance (Canada) recently proposed measures to 
curtail the tax benefi ts of cross-border fi nancing structures in future years, after a transition 
period. Should these measures become law, our income tax expense after the transition period 
could rise materially. We also realized the benefi t of a $1.8 million reduction in tax liability during 
the year related to resolution of tax matters from prior years.

Net earnings from continuing operations were $36.7 million, an increase of 31% relative to fi scal 
2006. All of the Company’s continuing operations contributed to the increase in net earnings.

The Commercial Real Estate Services segment reported revenues of $608.1 million during fi scal 
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2007, up 39% relative to $438.4 million in the prior year. Internal growth was 13%, foreign 
exchange contributed 1% and the balance of growth was the result of acquisitions completed 
during the past two years. EBITDA was $47.7 million, at a margin of 7.8%, versus the prior year’s 
EBITDA of $36.5 million at a margin of 8.3%.

In Residential Property Management, revenues increased 22% to $423.8 million. After considering 
the 6% impact of acquisitions, internal growth was 16% and was attributable to signifi cant 
property management contract wins and an increase in ancillary service revenues. Residential 
Property Management reported EBITDA of $40.3 million or 9.5% of revenues, up from $31.4 million or 
9.1% of revenues in the prior year. The increase in margin was primarily the result of operating leverage.

The Property Improvement Services operations reported revenues of $150.8 million, an increase 
of 12% versus the prior year. Of the increase, 9% was attributable to internal growth, 2% to 
acquisitions and 1% to foreign exchange. Internal growth was led by increases in royalty revenues 
at our major franchise systems. EBITDA for the year was $30.6 million, 19% higher than the 
prior year, and the EBITDA margin increased 110 basis points to 20.3%. The margin increase 
was attributable to California Closets and Paul Davis Restoration, where revenue growth was 
coupled with reduced expenses.

Integrated Security Services revenues were $176.5 million, an increase of 18% relative to the prior 
year, which was attributable to internal growth of 15%, in US and Canadian systems installation 
revenues, and foreign exchange of 3%. Segment EBITDA was $10.6 million, or 6.0% of revenues, 
a 90 basis point improvement relative to the prior year. The margin increase was attributable to 
signifi cant improvements in realized gross margins on US systems projects.

Corporate costs rose to $14.6 million from $12.5 million in fi scal 2006. Professional fees and 
performance-based incentive compensation were higher than the previous year. Also included in 
Corporate is $1.9 million in non-cash stock option expense, an increase of $0.5 million relative to 
the prior year.

Results of operations – year ended March 31, 2006
FirstService reported revenues from continuing operations of $1.07 billion for the year ended 
March 31, 2006, an increase of 64% relative to the prior year. The increase was comprised of 
internal growth of 18%, acquisitions of 44% and the impact of foreign exchange of 2%.

Operating earnings increased 85% relative to the prior year, to $65.2 million. EBITDA increased 
57% to $91.4 million. The gap between operating earnings growth relative to revenue and EBITDA 
growth is primarily the result of rapid amortization of brokerage backlog intangibles related to 
recent acquisitions in commercial real estate services, which have a signifi cant impact on the 
fi rst year after acquisition.

Depreciation and amortization expense was $23.6 million relative to $21.1 million in the prior 
year. With regard to the recent commercial real estate services acquisitions, we recorded a short-
lived intangible asset relating to the backlog of pending brokerage transactions that existed at 
the acquisition dates. The intangible is amortized to coincide with the expected completion 
dates of the underlying brokerage transactions. The balance of the increase in depreciation and 
amortization was the result of amortization of other intangible assets recognized upon acquisitions 
during the past two years, as well as increases in fi xed assets resulting from capital expenditures 
and acquisitions.

Interest expense increased to $13.1 million from $7.2 million in the prior year. Our weighted average 
interest rate increased to approximately 6.6% versus 6.2% in the prior year as we modifi ed our 
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predominately fl oating rate structure to fi xed interest rates during the year. The issuance of $100 
million of 5.44% Senior Notes at the beginning of the fi scal year had a downward impact on the 
weighted average interest rate, but increased the average debt outstanding.

Other income for fi scal 2006 includes a $2.2 million pre-tax gain on the sale of two non-strategic 
subsidiaries. These operations generated revenues of approximately $4.5 million during the 
twelve months prior to sale. Also in other income was $1.3 million of earnings from investments 
accounted for under the equity method, primarily in commercial real estate services.

Our consolidated income tax rate for fi scal 2006 was 30%. The prior year’s tax rate was 25%, and 
refl ected the benefi t of a $1.1 million reduction in tax liability related to resolution of tax matters 
from prior years. We continue to benefi t from the cross-border tax structures fi rst implemented 
in fi scal 2000.

Net earnings from continuing operations was $28.0 million, an increase of 82% relative to fi scal 
2005. All of the Company’s continuing operations contributed to the increase in net earnings.

Discontinued operations reported after-tax net earnings of $5.6 million, representing the earnings of 
Resolve for the 11.5 month period it was owned by us during fi scal 2006. The earnings for fi scal 
2005 were $6.6 million and included a gain on the settlement of a long term contract by Resolve 
during the fourth quarter of that fi scal year. We received proceeds of $137.4 million on the sale of 
Resolve, comprised of $117.0 million of cash ($110.5 million net of cash sold) and a 7.3% retained 
interest in the RBO Fund valued at $20.4 million, resulting in a $35.8 million net gain on disposal, 
after taxes of $8.3 million. As at March 31, 2006, we had an unrealized loss, net of income taxes, 
of $1.5 million with regard to our investment in RBO Fund which was recorded in cumulative 
other comprehensive earnings. 

The Commercial Real Estate Services segment reported revenues of $438.4 million during fi scal 
2006, relative to $120.5 million in the prior year. Internal growth was 24%, foreign exchange 
contributed 2% and the balance of growth was the result of acquisitions completed during the 
past two years. EBITDA was $36.5 million, at a margin of 8.3%, versus the prior year’s EBITDA 
of $11.1 million at a margin of 9.2%. The higher margin in the prior year period refl ected four 
months of operations which included the seasonal peak month of December, while the fi scal 
2006 results refl ect a full year of operations.

In Residential Property Management, revenues increased 26% to $346.1 million. After considering the 
3% impact of acquisitions, internal growth was 23% and was attributable to signifi cant property 
management contract wins, particularly in South Florida, and an increase in ancillary service 
revenues. Residential Property Management reported EBITDA of $31.4 million or 9.1% of 
revenues, up from $24.1 million or 8.8% of revenues in the prior year. The increase in margin is 
the result of an increase in higher margin ancillary services and operating leverage. The margins 
of both years were favorably impacted by productivity gains resulting from grounds maintenance 
and cleanup work in the aftermath of hurricanes in August through October of each year.

The Property Improvement Services operations reported revenues of $134.1 million, an increase 
of 20% versus the prior year. Of the increase, 14% was attributable to internal growth, 5% to 
acquisitions and 1% to foreign exchange. EBITDA for the year was $25.8 million, 30% higher 
than the prior year, and the EBITDA margin increased 140 basis points to 19.2%. Solid results 
were generated at all of our major franchise systems, including California Closets, Paul Davis 
Restoration, Pillar to Post Home Inspections, CertaPro Painters, and College Pro Painters.

Integrated Security Services revenues were $149.1 million, an increase of 4% relative to the prior 
year, which was attributable to foreign exchange on Canadian operations. Segment EBITDA was 
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$7.7 million, or 5.1% of revenues, a 190 basis point decline relative to the prior year. The change 
in margin was the result of lower gross margins on systems installations in certain markets as a 
result of competitive pricing pressure, delays in the startup of several large projects and costs 
incurred to open new branch offi ces.

Corporate costs rose to $12.5 million from $9.0 million in fi scal 2005. Professional fees were 
signifi cantly higher than the previous year. In addition, the Company recorded $1.4 million of 
stock option expense during the year, an increase of $0.8 million relative to the prior year. 

Stock-based compensation expense
One of our key operating principles is for senior management to have a signifi cant long-term 
equity stake in the businesses they operate. The equity owned by senior management takes the 
form of stock, stock options or stock value appreciation plans, the latter two of which require 
the recognition of compensation expense under GAAP. The amount of expense recognized with 
respect to Company stock options is determined by allocating the grant-date fair value of each 
option over the expected term of the option. The amount of expense recognized with respect to 
subsidiary stock options and subsidiary stock value appreciation plans is re-measured quarterly 
and is directly related to the fair value of the respective subsidiaries’ shares. The following table 
sets out the annual expense related to stock-based compensation.

(in thousands of US$)          
Year ended March 31  2007  2006  2005  2004  2003

Stock option expense – Company $ 1,916 $ 1,380  $ 622 $ 322 $ –
Stock option expense – subsidiaries  1,791  552  177  –  –
Stock value appreciation plans  3,074  659  889  –  –

Total stock-based compensation expense $ 6,781 $ 2,591 $ 1,688 $ 322 $ –
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Selected annual information – last fi ve fi scal years
(in thousands of US$, except per share amounts)

Year ended March 31  2007  2006  2005  2004  2003

Operations          
Revenues $ 1,359,686 $ 1,068,134 $ 651,376 $ 441,333 $ 382,302
Operating earnings  82,988  65,226  35,306  27,633  23,278
Net earnings from continuing operations  36,687  28,034  15,390  14,649  11,446
Net (loss) earnings from discontinued operations  (471)  41,463  7,817  4,375  6,994
Net earnings  34,863  69,497  23,207  19,024  18,440

Financial Position          
Total assets $ 816,998 $ 711,004  $626,728 $ 437,553 $ 389,031
Long-term debt  235,149  248,686  220,015  163,888  164,919
Shareholders’ equity  264,875  237,752  185,871  155,101  123,406
Book value per share  8.85  7.91  6.15  5.26  4.36

Other Data
EBITDA $ 121,356 $ 91,395 $ 58,101 $ 36, 541 $ 30,815
Diluted earnings per share from continuing           
    operations adjusted for brokerage           
    backlog amortization and impairment loss           
    on available-for-sale securities  1.37  1.01  0.67  0.50  0.40

Share Data
Net earnings per share          
    Basic          
        Continuing operations $ 1.23 $ 0.93 $ 0.52 $ 0.51 $ 0.41
        Discontinued operations  (0.02)  1.37  0.26  0.16  0.25
        Cumulative effect adjustment  (0.04)      –      –      –      –
    1.17  2.30  0.78  0.67  0.66
    Diluted          
        Continuing operations  1.14  0.87  0.49  0.50  0.40
        Discontinued operations  (0.02)  1.34  0.25  0.15  0.24
        Cumulative effect adjustment  (0.04)      –        –      –      –
    1.08  2.21  0.74  0.65  0.64
Weighted average shares (thousands)          
    Basic  29,903  30,171  29,777  28,570  27,842
    Diluted  30,354  30,896  30,467  29,192  28,995
Cash dividends per share  –  –  –  –  –

Seasonality and quarterly fl uctuations
Certain segments of the Company’s operations are subject to seasonal variations. The demand 
for exterior painting (Property Improvement Services segment) and swimming pool management 
in the northern United States and Canada (Residential Property Management segment) is highest 
during late spring, summer and early fall and very low during winter. These operations generate 
most of their annual revenues and earnings between April and September and comprise 
approximately 6% of consolidated revenues.

The Commercial Real Estate Services segment generates peak revenues and earnings in the 
month of December followed by a low in January to March as a result of the timing of closings 
on commercial real estate brokerage transactions. Revenues and earnings during the balance 
of the year are relatively even. These brokerage operations comprise approximately 25% of 
consolidated revenues.

The seasonality of these service lines results in variations in quarterly revenues and operating 
margins. Variations can also be caused by acquisitions or dispositions, which alter the consolidated 
service mix. 
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Quarterly results – fi scal years ended March 31, 2007 and 2006
(in thousands of US$, except per share amounts)

Period  Q1  Q2  Q3  Q4  Year

Fiscal 2007          
Revenues $ 325,504 $ 338,681 $ 374,757 $ 320,744 $ 1,359,686
Operating earnings  30,351  24,873  17,504  10, 260  82,988
Net earnings from continuing operations  14,133  11,973  7,757  2,824  36, 687
Net loss from discontinued operations  –  –  –  (471)  (471)
Net earnings  12,780  11,973  7,757  2,353  34,863
Net earnings per share:          
    Basic  0.43  0.40  0.26  0.08  1.17
    Diluted  0.39  0.38  0.25  0.06  1.08

Fiscal 2006          
Revenues $ 251,216 $ 272,320 $ 296,651 $ 247,947 $ 1,068,134
Operating earnings  24,903  24,430  12,930  2,963  65,226
Net earnings from continuing operations  10,964  11,228  5,371  471  28,034
Net earnings from discontinued operations  156  2,564  2,782  35,961  41,463
Net earnings  11,120  13,792  8,153  36,432  69,497
Net earnings per share:          
    Basic  0.37  0.46  0.27  1.21  2.30
    Diluted  0.35  0.44  0.26  1.18  2.21

Other Data          
EBITDA – fi scal 2007 $ 38,301 $ 32,871 $ 27,550 $ 22,634 $ 121,356
EBITDA – fi scal 2006  29,756  29,157  21,075  11,407  91,395

Liquidity and capital resources
The Company generated cash fl ow from operating activities, including discontinued operations, 
of $59.8 million for fi scal 2007. Operating cash fl ow excluding the effect of discontinued operations, 
was $60.0 million, up 15% versus the prior year. The modest increase in operating cash fl ow 
relative to earnings growth was attributable to investments in working capital, particularly 
accounts receivable, to support the growth of the Company. We believe that cash from operations 
and other existing resources will continue to be adequate to satisfy the ongoing working capital 
needs of the Company.

Net indebtedness as at March 31, 2007 was $136.1 million, versus $80.7 million at March 31, 
2006. Net indebtedness is calculated as the current and non-current portions of long-term debt 
adjusted for interest rate swaps less cash and cash equivalents. The disposal of Resolve in March 
2006 was the primary driver for the comparatively low net indebtedness fi gure as at March 31, 
2006. During the year ended March 31, 2007, we invested $66.8 million in business acquisitions 
using cash on hand, driving the increase in net indebtedness.

We are in compliance with the covenants required of our fi nancing agreements as at March 31, 
2007 and, based on our outlook for fi scal 2008, we expect to remain in compliance with such 
covenants. We had $105.1 million of available revolving credit as of March 31, 2007.

On April 1, 2005, we entered into an amended and restated credit agreement with a syndicate of 
banks to provide a $110 million committed senior revolving credit facility with a three year term 
to replace the existing $90 million facility. The amended revolving credit facility bears interest 
at 1.00% to 2.25% over fl oating reference rates, depending on the ratio of our net debt to adjusted 
EBITDA. The covenants remained substantially unchanged relative to the prior credit agreement.

Also on April 1, 2005, we completed a private placement of $100 million of 5.44% Senior Notes 
with a group of US institutional investors. These Senior Notes have a fi nal maturity of April 1, 
2015 with fi ve equal annual principal repayments beginning on April 1, 2011. The proceeds of the 
private placement were used to fully repay outstanding balances on the revolving credit facility. 
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During fi scal 2007, we repurchased 697,700 Subordinate Voting Shares for cancellation under 
our stock repurchase program at a cost of $16.6 million. We purchased an additional 121,400 
shares in late March 2007 at a cost of $3.4 million, but since these trades had not settled as of 
March 31, 2007, they were not recognized in the fi nancial statements.
 
During the second half of fi scal 2006, we founded Colliers International Mortgage Corp., a 
commercial mortgage backed securities conduit business (“Colliers Mortgage”) within our 
Commercial Real Estate Services operations. Colliers Mortgage originates commercial mortgage 
loans in the $0.5 to $25 million range and then sells pools of these loans to third parties. Under its 
fi nancing agreements, the Company is permitted to have outstanding a maximum of $30 million 
of mortgage loans receivable. To facilitate higher loan volumes, we have arranged for third party 
co-lenders to directly fund 80% or more of each loan. Immediately before selling pools of 
mortgages, Colliers Mortgage has the option to acquire the co-lenders’ portion of the loans. As 
of March 31, 2007, we had $13.7 million (2006 – $6.9 million) of mortgage loans receivable and a 
right to purchase $189.4 million (2006 – $27.5 million) of mortgages from our co-lenders. 

As at March 31, 2007, we had interest rate swaps to convert $167.8 million of fi xed-rate mortgage 
loans receivable to fl oating rates (2006 – $41.5 million) with a fair value of $0.4 million (2006 –
 $0.1 million). The swaps have maturity dates ranging from December 2011 to March 2017. 
Because the swaps do not qualify as accounting hedges, changes in the fair value of the swaps 
are recognized in earnings. Substantially all of the swaps outstanding at March 31, 2007 were 
settled in April 2007 upon the completion of a securitization.

Capital expenditures for the year were $26.7 million. Signifi cant purchases included an offi ce 
and warehouse building in Fort Lauderdale, Florida to support our Residential Property 
Management operations and leasehold improvements at several locations in our Commercial 
Real Estate Services operations. 

When making acquisitions, we generally purchase executive life insurance policies on the principal 
managers of the acquired businesses. We believe this practice mitigates risk on acquisitions. At 
March 31, 2007, the Company had 30 such life insurance policies in force.

In relation to acquisitions completed during the past three years, we have outstanding contingent 
consideration totaling $14.8 million as at March 31, 2007 (2006 – $8.6 million). The amount of 
the contingent consideration is not recorded as a liability unless the outcome of the contingency 
is resolved and additional consideration is paid or payable. The contingent consideration is based 
on achieving specifi ed earnings levels, and is paid or payable at the end of the contingency period. 
When the contingencies are resolved and additional consideration is payable, we will record the 
fair value of the additional consideration as additional costs of the acquired businesses.

In certain cases, our subsidiaries have issued options to purchase shares of subsidiaries to 
operating managers. The subsidiary stock options are accounted for in the same manner as stock 
options of the Company. In addition, the numerators for our diluted earnings per share calculations 
are adjusted to account for potential dilution from stock options in subsidiaries. When stock 
options are exercised, the minority shareholders become party to shareholders’ agreements as 
described below.

All minority shareholders of our subsidiaries are party to shareholders’ agreements. These 
agreements allow us to “call” the minority position at fair value determined with the use of a 
formula price, which is usually equal to a multiple of trailing two-year average earnings. Minority 
owners may also “put” their interest to the Company at the same price, with certain limitations. 
The total value of the minority shareholders’ interests, as calculated in accordance with the 
shareholders’ agreements, was approximately $154 million at March 31, 2007 (2006 – $79 million). 
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The purchase price of minority interests may, at our option, be paid in Subordinate Voting Shares 
of FirstService. While it is not our intention to acquire outstanding minority interests, this step 
may materially increase net earnings. On an annual basis, we estimate the impact of the acquisition 
of all minority interests with cash would increase interest expense by $10.0 million, increase 
amortization expense by $5.3 million, reduce income taxes by $4.6 million and reduce minority 
interest share of earnings by $16.4 million, resulting in an approximate increase to net earnings of 
$5.7 million, all relative to the amounts reported for the year ended March 31, 2007.

The following table summarizes our contractual obligations as at March 31, 2007:

Contractual obligations                     Payments due by period    
(in thousands of US$)    Less than      After
    Total   1 year  1-3 years  4-5 years  5 years

Long-term debt $ 230,694 $ 20,531 $ 31,150 $ 48,994 $ 130,019
Capital lease obligations  4,455  1,588  2,497  370  –
Operating leases  137,219  30,802  47,945  31,567  26,905
Unconditional purchase obligations  –  –  –  –  –
Other long-term obligations  –  –  –  –  –
          
Total contractual obligations $ 372,368 $ 52,921 $ 81,592 $ 80,931 $ 156,924

At March 31, 2007, we had commercial commitments totaling $4.9 million comprised of letters 
of credit outstanding due to expire within one year. We are required to make semi-annual payments 
of interest on our long-term debt at a weighted average interest rate of 6.5%.

To manage our insurance costs, we take on risk in the form of high deductibles on many of our 
coverages. We believe this step reduces overall insurance costs in the long term, but may cause 
fl uctuations in the short term depending on the frequency and severity of insurance incidents.

Discussion of critical accounting estimates
Critical accounting estimates are those that management deems to be most important to the 
portrayal of our fi nancial condition and results of operations, and that require management’s 
most diffi cult, subjective or complex judgments, due to the need to make estimates about the 
effects of matters that are inherently uncertain. We have identifi ed fi ve critical accounting 
estimates: goodwill impairment testing, acquisition purchase price allocations, amortization of 
intangible assets, accounts receivable allowances and accounting for income taxes.

Annual goodwill impairment testing requires judgment on the part of management. Goodwill 
impairment testing involves making estimates concerning the fair value of reporting units 
and then comparing the fair value to the carrying amount of each unit. The determination of 
what constitutes a reporting unit requires signifi cant management judgment. Estimates of fair 
value can be impacted by sudden changes in the business environment or prolonged economic 
downturns, and therefore require signifi cant management judgment in their determination. A 
10% decline in the fair value of each reporting unit would not result in an indication of impairment.

Acquisition purchase price allocations require use of estimates and judgment on the part 
of management, especially in the determination of intangible assets acquired relative to the 
amount that is classifi ed as goodwill. For example, if different assumptions were used regarding 
the profi tability and expected lives of acquired customer contracts and relationships, different 
amounts of intangible assets and related amortization could be reported. A 10% increase in the 
amount allocated to intangible assets during fi scal 2007 would result in an increase to annual 
amortization expense of $0.4 million.
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Amortization of intangible assets requires management to make estimates of useful lives and to 
select methods of amortization. Useful lives and methods of amortization are determined at the 
time assets are initially acquired, and then are reevaluated each reporting period. Signifi cant 
judgment is required to determine whether events and circumstances warrant a revision to 
remaining periods of amortization. Changes to estimated useful lives and methods of amortization 
could result in increases or decreases in amortization expense. A 10% reduction to the weighted 
average useful life of intangible assets, other than short-lived brokerage backlog, would result in 
an increase to annual amortization expense of $0.5 million.

Accounts receivable allowances are determined using a combination of historical experience, 
current information, and management judgment. Actual collections may differ from our estimates. 
A 10% increase in the accounts receivable allowance would increase bad debt expense by $0.9 million.

Income taxes are calculated based on the expected treatment of transactions recorded in the 
consolidated fi nancial statements. The benefi ts of certain net operating loss carry-forwards, 
which have been recognized in the fi nancial statements, require signifi cant management judgment 
regarding future realization. In determining current and deferred components of income taxes, 
we interpret tax legislation and make assumptions about the timing of the reversal of deferred 
tax assets and liabilities. If our interpretations differ from those of tax authorities or if the timing 
of reversals is not as anticipated, the provision for income taxes could increase or decrease in 
future periods.

Transactions with related parties
Please refer to note 19 to the consolidated fi nancial statements for information regarding 
transactions with related parties.

Impact of recently issued accounting standards
On April 1, 2006, the Company recorded a $1.4 million after-tax charge to recognize the cumulative 
effect of a change in accounting principle with respect to the adoption of SFAS No. 123(R), Share 
Based Payment (“SFAS 123R”). Upon the adoption of SFAS 123R, the Company changed its 
approach to accounting for stock options issued by subsidiaries of the Company to subsidiary 
employees, where the employees have the ability to elect to receive cash payments upon exercise. 
Previously, these options were recorded as liabilities at their intrinsic value. Under SFAS 123R, 
these options are classifi ed as liability-classed awards with the fair value of the option, as 
determined using the Black-Scholes stock option valuation method, recorded as liabilities. Also 
upon the adoption of SFAS 123R, the Company changed its method of measuring and recognizing 
compensation expense on share-based awards from recognizing forfeitures as incurred to 
estimating forfeitures at the date of grant.

In September 2006, the U.S. Securities and Exchange Commission (“SEC”) staff issued SEC Staff 
Accounting Bulletin No. 108 (“SAB 108”). SAB 108 was issued in order to eliminate the diversity 
of practice surrounding how public companies quantify fi nancial statement misstatements. 
Traditionally, the impacts of misstatements were evaluated under either an earnings-based 
(“rollover”) approach or a balance sheet-based (“iron curtain”) approach. The rollover approach 
focuses on the impact of misstatements on the statement of earnings, including the reversing 
impact of prior year misstatements, but its use can lead to the accumulation of misstatements on 
the balance sheet. The iron curtain approach focuses on the effect of correcting the period-end 
balance sheet with less emphasis on the reversing effects of prior years’ errors on the statement 
of earnings. Prior to the application of SAB 108, the Company used the rollover approach for 
quantifying fi nancial statement misstatements. In SAB 108, the SEC staff established an approach 
that requires quantifi cation of fi nancial statement misstatements based on the effects of the 
misstatements on each of the Company’s fi nancial statements and the related fi nancial statement 
disclosures. This model is commonly referred to as a “dual approach” because it requires 
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quantifi cation of errors under both the rollover and iron curtain approaches. We initially applied 
the provisions of SAB 108 in connection with our annual consolidated fi nancial statements for the 
year ended March 31, 2007. The net reduction to retained earnings recorded as of April 1, 2006 to 
record the initial application of SAB 108 was $5.4 million.

SFAS No. 156, Accounting for Servicing of Financial Assets, an amendment of SFAS No. 140 
(“SFAS 156”) was issued in March 2006. The standard amends SFAS No. 140, Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, with respect to 
the accounting for separately recognized servicing assets and servicing liabilities. The standard is 
effective for the Company’s fi scal year commencing on April 1, 2007. SFAS 156 is not expected to 
have a material effect on the Company’s results of operations and fi nancial condition as the Com-
pany does not currently retain servicing rights upon securitization of mortgages. 

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation 
No. 48, Accounting for Uncertainty in Income Taxes – an interpretation of FASB Statement No. 
109 (“FIN 48”). FIN 48 prescribes a recognition threshold and measurement attribute for the 
fi nancial statement recognition and measurement of a tax position taken or expected to be taken 
in a tax return. FIN 48 also provides guidance on accounting for derecognition, interest, penalties, 
accounting in interim periods, disclosure and classifi cation of matters related to uncertainty in 
income taxes as well as transitional requirements upon adoption of FIN 48. The provisions of 
FIN 48 are effective for the Company’s fi scal year commencing on April 1, 2007. The cumulative 
effects, if any, of applying FIN 48 will be recorded as an adjustment to opening retained earnings 
of the period of adoption. The Company has begun the process of evaluating the expected impact 
of FIN 48 on the consolidated fi nancial statements, but is not yet in a position to assess the full 
impact and related disclosure.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”). SFAS 
157 defi nes fair value, establishes a framework for measuring fair value and expands disclosures 
about fair value measurements and is effective for the Company’s fi scal year commencing on 
April 1, 2008. The Company is currently evaluating the impact of the adoption of SFAS 157.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities Including an Amendment of SFAS No. 115 (“SFAS 159”). SFAS 159 permits 
the Company to measure certain fi nancial instruments, assets and liabilities at fair value on an 
instrument-by-instrument basis under a fair value option.  The Company may elect to early adopt 
SFAS 159 effective April 1, 2007; otherwise, the standard is effective for the Company as of April 1, 
2008. The Company is currently evaluating the impact of the adoption of SFAS 159 on its fi nancial 
position and results of operations.

Outstanding share data
The authorized capital of the Company consists of an unlimited number of preference shares, 
issuable in series, an unlimited number of Subordinate Voting Shares and an unlimited number 
of Multiple Voting Shares. The holders of Subordinate Voting Shares are entitled to one vote in 
respect of each Subordinate Voting Share held at all meetings of the shareholders of the Company. 
The holders of Multiple Voting Shares are entitled to twenty votes in respect of each Multiple 
Voting Share held at all meetings of the shareholders of the Company.

As of the date hereof, the Company has outstanding 28,475,794 Subordinate Voting Shares, 
1,325,694 Multiple Voting Shares and no Preference Shares. In addition, as at the date hereof, 
1,445,550 Subordinate Voting Shares are issuable upon exercise of options granted under the 
Company’s stock option plans.
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Disclosure controls and procedures
Our disclosure controls and procedures are designed to provide reasonable assurance that 
information is accumulated and communicated to management, including the Company’s Chief 
Executive Offi cer and Chief Financial Offi cer, to allow timely decisions regarding required 
disclosure. Management of the Company, including the Chief Executive Offi cer and Chief Financial 
Offi cer, evaluated the effectiveness of the Company’s disclosure controls and procedures (as 
defi ned in the rules of the Canadian Securities Administrators (“CSA”) and the SEC) as of March 
31, 2007 and concluded that such disclosure controls and procedures were effective as at March 
31, 2007 and ensure that information is recorded, processed, summarized and reported with the 
time periods specifi ed under Canadian and US securities laws.

Management’s annual report on internal control over fi nancial reporting
The following report is provided by management in respect of FirstService’s internal controls 
over fi nancial reporting (as defi ned in the rules of the CSA and SEC):

1. Management is responsible for establishing and maintaining adequate internal controls over 
 fi nancial reporting for the Company. Internal controls over fi nancial reporting are processes 
 designed to provide reasonable assurance regarding the reliability of fi nancial reporting and the 
 preparation of consolidated fi nancial statements for external purposes in accordance with GAAP.
 
2. Management has used the criteria set forth in Internal Control – Integrated Framework issued 
 by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) to assess 
 the effectiveness of the Company’s internal controls over fi nancial reporting. Management 
 believes that the COSO framework is a suitable framework for its assessment of the Company’s 
 internal controls over fi nancial reporting because it is free from bias, permits reasonable 
 consistent qualitative and quantitative measurements of FirstService’s internal controls, is 
 suffi ciently complete so that those relevant factors that would alter a conclusion about the 
 effectiveness of the Company’s internal controls are not omitted, and is relevant to an evaluation 
 of internal controls over fi nancial reporting.
 
3. Management has assessed the effectiveness of the Company’s internal controls over fi nancial 
 reporting as at March 31, 2007, and has concluded that such internal controls over fi nancial 
 reporting are effective. There are no material weaknesses in FirstService’s internal controls 
 over fi nancial reporting that have been identifi ed by management.

Changes in internal controls over fi nancial reporting
There have been no changes in FirstService’s internal controls over fi nancial reporting during 
the year ended March 31, 2007, that have materially affected or are reasonably likely to materially 
affect the Company’s internal controls over fi nancial reporting.

Additional information
Copies of publicly fi led documents of the Company, including our Annual Information Form, 
can be found through the SEDAR web site at www.sedar.com.
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Forward-looking statements
This management discussion and analysis report contains or incorporates by reference certain 
forward-looking statements within the meaning of the Private Securities Litigation Reform Act 
of 1995. We intend that such forward-looking statements be subject to the safe harbors created 
by such legislation. Such forward-looking statements involve risks and uncertainties and include, 
but are not limited to, statements regarding future events and the Company’s plans, goals and 
objectives. Such statements are generally accompanied by words such as “intend”, “anticipate”, 
“believe”, “estimate”, “expect” or similar statements. Our actual results may differ materially 
from such statements. Factors that could result in such differences, among others, are:

• Economic conditions, especially as they relate to consumer spending.

• Commercial real estate property values, vacancy rates and general conditions of fi nancial 
 liquidity for real estate transactions.

• Extreme weather conditions impacting demand for our services or our ability to perform 
 those services.

• Political conditions, including any outbreak or escalation of terrorism or hostilities and the 
 impact thereof on our business.

• Competition in the markets served by the Company.

• Labor shortages or increases in wage and benefi t costs.

• The effects of changes in interest rates on our cost of borrowing.

• Unexpected increases in operating costs, such as insurance, workers’ compensation, health care 
 and fuel prices.

• Changes in the frequency or severity of insurance incidents relative to our historical experience.

• The effects of changes in foreign exchange rates in relation to the US dollar on the Company’s 
 Canadian and Australian dollar denominated revenues and expenses.

• Our ability to make acquisitions at reasonable prices and successfully integrate acquired operations.

• Changes in government policies at the federal, state/provincial or local level that may adversely 
 impact our businesses.

Although we believe that the assumptions underlying our forward-looking statements are reasonable, 
any of the assumptions could prove inaccurate and, therefore, there can be no assurance that the 
results contemplated in such forward-looking statements will be realized. The inclusion of such 
forward-looking statements should not be regarded as a representation by the Company or any 
other person that the future events, plans or expectations contemplated by the Company will 
be achieved. We note that past performance in operations and share price are not necessarily 
predictive of future performance. We disclaim any intention and assume no obligation to update 
or revise any forward-looking statement even if new information becomes available, as a result of 
future events or for any other reason.
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Management’s responsibility for fi nancial statements 
The accompanying consolidated fi nancial statements and management discussion and analysis 
(“MD&A”) of FirstService Corporation (the “Company”) and all information in this annual report 
are the responsibility of management and have been approved by the Board of Directors.

The consolidated fi nancial statements have been prepared by management in accordance with 
accounting principles generally accepted in the United States of America using the best estimates 
and judgments of management, where appropriate. The most signifi cant of these accounting 
principles are set out in note 2 to the consolidated fi nancial statements. Management has prepared 
the fi nancial information presented elsewhere in this annual report and has ensured that it is 
consistent with the consolidated fi nancial statements. 

The MD&A has been prepared in accordance with National Instrument 51-102 of the Canadian 
Securities Administrators, taking into consideration other relevant guidance, including Regulation 
S-K of the US Securities and Exchange Commission (“SEC”). 

The Board of Directors of the Company has an Audit Committee consisting of three independent 
directors. The Audit Committee meets regularly to review with management and the independent 
auditors any signifi cant accounting, internal control, auditing and fi nancial reporting matters. 

These consolidated fi nancial statements have been audited by PricewaterhouseCoopers LLP, 
which have been appointed as the independent auditors of the Company by the shareholders. 
As auditors, PricewaterhouseCoopers LLP obtain an understanding of the Company’s internal 
controls and procedures for fi nancial reporting to plan and conduct such audit procedures as 
they consider necessary to express their opinion on the consolidated fi nancial statements. As 
auditors, PricewaterhouseCoopers LLP have full and independent access to the Audit Committee 
to discuss their fi ndings. This annual report does not include an audit opinion by Pricewater-
houseCoopers LLP on management’s assessment or on the effectiveness of the Company’s internal 
control over fi nancial reporting pursuant to temporary deferred auditor reporting rules of the SEC. 

Report on internal controls over fi nancial reporting
Management is responsible for establishing and maintaining adequate internal controls over 
fi nancial reporting for the Company. Internal controls over fi nancial reporting are processes 
designed to provide reasonable assurance regarding the reliability of fi nancial reporting and 
the preparation of consolidated fi nancial statements for external purposes in accordance with 
generally accepted accounting principles. 

Due to its inherent limitations, internal control over fi nancial reporting may not prevent or 
detect misstatements on a timely basis. Also, projections of any evaluation of its effectiveness to 
future periods are subject to the risk that controls may become inadequate because of changes 
in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Management has assessed the effectiveness of the Company’s internal control over fi nancial 
reporting as at March 31, 2007, based on the criteria set forth in Internal Control – Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 
(“COSO”). Based on this assessment, management has concluded that, as at March 31, 2007, the 
Company’s internal control over fi nancial reporting was effective. 

Jay S. Hennick   John B. Friedrichsen
Chief Executive Offi cer  Chief Financial Offi cer   May 17, 2007

Management’s Report
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Independent Auditors’ Report

To the Shareholders of FirstService Corporation:

We have audited the consolidated balance sheets of FirstService Corporation as at March 31, 
2007 and 2006 and the consolidated statements of earnings, shareholders’ equity and cash fl ows 
for each year in the three-year period ended March 31, 2007. These fi nancial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on 
these fi nancial statements based on our audits.

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

In our opinion, these consolidated fi nancial statements present fairly, in all material respects, the 
fi nancial position of the Company as at March 31, 2007 and 2006 and the results of its operations 
and its cash fl ows for each year in the three-year period ended March 31, 2007 in accordance 
with accounting principles generally accepted in the United States of America.

PricewaterhouseCoopers LLP     Toronto, Canada
Chartered Accountants, Licensed Public Accountants  May 17, 2007 
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(in thousands of US$, except per share amounts) 

For the years ended March 31  2007  2006  2005

Revenues      
    Services $ 1,171,582 $ 914,273 $ 509,005
    Products  188,104  153,861  142,371

    Total revenues  1,359,686  1,068,134  651,376

Cost of revenues (exclusive of depreciation shown below)      
    Services  728,460  589,659  336,569
    Products  131,776  94,621  86,215
Selling, general and administrative expenses  384,875  295,050  172,179
Depreciation  16,650  12,340  9,603
Amortization of intangible assets other than brokerage backlog  6,773  3,684  2,769
Amortization of brokerage backlog  8,164  7,554  8,735

    82,988  65,226  35,306
Interest expense  16,807  13,128  7,192
Interest income  (6,853)  (1,249)  –
Other income, net (note 5)  (4,848)  (3,776)  (375)
Impairment loss on available-for-sale securities (note 7)  3,139  –  –

Earnings before income taxes and minority interest  74,743  57,123  28,489
Income taxes (note 14)  21,738  17,208  7,014

Earnings before minority interest  53,005  39,915  21,475
Minority interest share of earnings  16,318  11,881  6,085

Net earnings from continuing operations  36,687  28,034  15,390
Net (loss) earnings from discontinued operations,      
    net of income taxes (note 4)  (471)  41,463  7,817

Net earnings before cumulative effect of      
    change in accounting principle  36,216  69,497  23,207
Cumulative effect of change in accounting principle,      
    net of income taxes (note 13)  (1,353)  –  –

Net earnings $ 34,863 $ 69,497 $ 23,207

Net earnings (loss) per share (note 15)      

Basic      
    Continuing operations $ 1.23 $ 0.93 $ 0.52
    Discontinued operations  (0.02)  1.37  0.26
    Cumulative effect of change in accounting principle  (0.04)  –    –

   $ 1.17 $ 2.30 $ 0.78

Diluted      
    Continuing operations $ 1.14 $ 0.87 $ 0.49
    Discontinued operations  (0.02)  1.34  0.25
    Cumulative effect of change in accounting principle  (0.04)  –  –

   $ 1.08 $ 2.21 $ 0.74

The accompanying notes are an integral part of these consolidated fi nancial statements. 
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(in thousands of US$) 

Commitments and contingencies (notes 12 and 18)
The accompanying notes are an integral part of these consolidated fi nancial statements.

On behalf of the Board of Directors,  

Bernard I. Ghert   Jay S. Hennick    
Director    Director

As at March 31  2007  2006

Assets
Current assets    
    Cash and cash equivalents $ 99,038 $ 167,938
    Restricted cash  16,930  –
    Accounts receivable, net of an allowance of $8,637 (2006 – $7,482)  163,581  128,276
    Mortgage loans receivable  13,716  6,874
    Income taxes recoverable  8,796  6,665
    Inventories (note 6)  31,768  27,267
    Prepaid expenses and other assets  17,593  12,858
    Deferred income taxes (note 14)  10,935  5,531

    362,357  355,409

Other receivables  7,215  8,311
Fixed assets (note 8)  66,297  48,733
Other assets (note 7)  28,952  26,908
Deferred income taxes (note 14)  5,238  4,381
Intangible assets (note 9)  95,809  70,775
Goodwill (note 10)  251,130  196,487

    454,641  355,595

   $ 816,998 $ 711,004

Liabilities
Current liabilities    
    Accounts payable  $ 35,668 $ 41,790 
    Accrued liabilities (note 6)  169,861  108,085
    Income taxes payable  5,229  5,726
    Unearned revenues  20,632  5,349
    Long-term debt – current (note 11)  22,119  18,646
    Deferred income taxes (note 14)  3,318  5,112

    256,827  184,708

Long-term debt – non-current (note 11)  213,030  230,040
Other liabilities  4,876  –
Deferred income taxes (note 14)  29,084  30,041
Minority interest  48,306  28,463

    295,296  288,544

Shareholders’ equity    
    Capital stock (note 12)  80,108  75,687
        Issued and outstanding: 28,597,194 (2006 – 28,730,094)    
        Subordinate Voting Shares and 1,325,694 (2006 – 1,325,694)    
        convertible Multiple Voting Shares       
    Contributed surplus  6,557  2,163
    Receivables pursuant to share purchase plan (note 12)  (1,232)  (1,635)
    Retained earnings   175,346  160,392
    Cumulative other comprehensive earnings  4,096  1,145

    264,875  237,752

   $ 816,998 $ 711,004
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         Receivables      
    Issued and      pursuant to    Cumulative  
    outstanding      share    other  Total
    shares  Capital  Contributed  purchase  Retained  comprehensive shareholders’
    (note 12)  stock  surplus  plan  earnings  earnings (loss)  equity

Balance, March 31, 2004  29,499,730 $ 68,557 $ 183 $  (2,148) $ 81,972 $ 6,537 $ 155,101

Comprehensive earnings:             
    Net earnings  –  –  –  –  23,207  –  23,207
    Foreign currency             
        translation adjustments  –  –  –  –  –  4,124  4,124

Comprehensive earnings              27,331

Subordinate Voting Shares:             
    Stock option expense  –  –  622  –  –  –  622
    Stock options exercised  911,130  5,515  –  –  –  –  5,515
    Purchased for cancellation  (218,072)  (530)  –  –  (2,168)  –  (2,698)

Balance, March 31, 2005  30,192,788  73,542  805  (2,148)  103,011  10,661  185,871

Comprehensive earnings:             
    Net earnings  –  –  –  –  69,497  –  69,497
    Foreign currency             
        translation adjustments  –  –  –  –  –  (7,988)  (7,988)
    Unrealized loss on available-             
        for-sale equity securities,             
        net of income taxes of $335 –  –  –  –  –  (1,528)  (1,528)
 

Comprehensive earnings              59,981

Subordinate Voting Shares:             
    Stock option expense  –  –  1,380  –  –  –  1,380
    Stock options exercised  434,650  3,740  (22)  –  –  –  3,718
    Purchased for cancellation  (571,650)  (1,595)  –  –  (12,116)  –  (13,711)
Cash payments on share             
    purchase plan  –  –  –  513  –  –  513

Balance, March 31, 2006  30,055,788  75,687  2,163  (1,635)  160,392  1,145  237,752

SAB 108 adjustment (note 21)  –  –  –  –  (5,377)  –  (5,377)

Comprehensive earnings:             
    Net earnings  –  –  –  –  34,863  –  34,863
    Foreign currency             
        translation adjustments  –  –  –  –  –  1,423  1,423
    Reclass to earnings of             
        unrealized loss on             
        available-for-sale equity             
        securities, net             
        of income taxes of $335  –  –  –  –  –  1,528  1,528

Comprehensive earnings              37,814

Subsidiaries’ equity
    transactions  –  –  2,562  –  –  –  2,562

Subordinate Voting Shares:             
    Stock option expense  –  –  1,879  –  –  –  1,879
    Stock options exercised  564,800  6,482  (47)  –  –  –  6,435
    Purchased for cancellation  (697,700)  (2,061)  –  –  (14,532)  –  (16,593)
Cash payments on share              
    purchase plan  –  –  –  403  –  –  403

Balance, March 31, 2007  29,922,888 $ 80,108 $ 6,557 $  (1,232) $ 175,346 $ 4,096 $ 264,875

The accompanying notes are an integral part of these consolidated fi nancial statements. 

T47963-Financials.indd   36 5/29/07   10:24:40 AM



37Creating Value, One Step at a Time

FirstService Corporation
Consolidated Statements of Cash Flows

(in thousands of US$) 

The accompanying notes are an integral part of these consolidated fi nancial statements. 

For the years ended March 31  2007  2006  2005 

Cash provided by (used in)      

Operating activities      
Net earnings from continuing operations $ 36,687 $ 28,034 $ 15,390
Items not affecting cash:      
    Depreciation and amortization  31,587  23,578  21,107
    Deferred income taxes  (9,531)  (4,901)  473
    Minority interest share of earnings  16,318  11,881  6,085
    Stock option expense  3,707  1,932  799
    Other  2,103  716  166

Changes in operating assets and liabilities:      
    Accounts receivable  (27,039)  (8,483)  (3,171)
    Mortgage loans receivable  (6,842)  (6,874)  –
    Inventories  (4,684)  (8,622)  (6,678)
    Prepaid expenses and other assets  (1,806)  (2,585)  2,319
    Accounts payable  (11,847)  9,640  (8,337)
    Accrued liabilities  33,159  12,612  5,387
    Income taxes  (3,345)  (4,846)  (3,051)
    Unearned revenues  1,554  166  1,386
Discontinued operations  (231)  7,101  4,566

Net cash provided by operating activities  59,790  59,349  36,441

Investing activities      
Acquisitions of businesses, net of cash acquired  (66,826)  (14,105)  (56,830)
Purchases of minority shareholders’ interests in subsidiaries  (6,603)  (11,998)  (2,148)
Sales of interests in subsidiaries to minority shareholders  3,167  –  –
Purchases of fi xed assets  (26,723)  (18,837)  (12,499)
(Increase) decrease in other assets  (1,367)  109  1,236
Decrease (increase) in other receivables  1,967  (600)  1,928
Proceeds on sale of equity securities  4,875  –  –
Disposals of businesses  –  110,476  –
Changes in restricted cash  (9,797)  –  –
Discontinued operations  (838)  (8,563)  (142)

Net cash (used in) provided by investing activities  (102,145)  56,482  (68,455)

Financing activities      
Increase in long-term debt  5,935  102,614  59,586
Repayment of long-term debt  (21,430)  (74,100)  (10,956)
Financing fees paid  (150)  (1,396)  (124)
Proceeds received on exercise of stock options   6,435  3,740  5,515
Repurchase of Subordinate Voting Shares  (16,593)  (13,711)  (2,698)
Collection of receivables pursuant to share purchase plan  403  513  –
Dividends paid to minority shareholders of subsidiaries  (3,524)  (1,939)  (606)

Net cash (used in) provided by fi nancing activities  (28,924)  15,721  50,717

Effect of exchange rate changes on cash and cash equivalents  2,379  (1,072)  3,135

(Decrease) increase in cash and cash equivalents during the year  (68,900)  130,480  21,838
Cash and cash equivalents, beginning of year  167,938  37,458  15,620

Cash and cash equivalents, end of year $ 99,038 $ 167,938 $ 37,458
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FirstService Corporation
Notes to the Consolidated Statements
(in thousands of US$, except share and per share amounts) 

1.  Description of the business

FirstService Corporation (the “Company”) is a provider of property services to commercial, 
institutional and residential customers in North America and various other countries around the 
world. The Company’s operations are conducted through four segments: Commercial Real 
Estate Services, Residential Property Management, Property Improvement Services and Integrated 
Security Services. The Company disposed of its Business Services segment in March 2006 as 
disclosed in note 4.

2. Summary of signifi cant accounting policies

The preparation of consolidated fi nancial statements in accordance with accounting principles 
generally accepted in the United States of America (“GAAP”) requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures 
of contingent assets and liabilities at the date of the fi nancial statements, and the reported amounts 
of revenues and expenses during the reporting period. The most signifi cant estimates are related 
to the impairment testing of fair values of goodwill and intangible assets, the collectibility of 
accounts receivable and income taxes. Actual results could be materially different from these 
estimates. Signifi cant accounting policies are summarized as follows:

Basis of consolidation
The consolidated fi nancial statements include the accounts of the Company, its majority-owned 
subsidiaries and those variable interest entities where the Company is the primary benefi ciary. 
Where the Company does not have a controlling interest but does exert signifi cant infl uence, the 
equity method is used. Inter-company transactions and accounts are eliminated on consolidation.

Cash and cash equivalents
Cash equivalents consist of highly liquid investments, which are readily convertible into cash 
and have original maturities of three months or less.

Restricted cash
Restricted cash consists of cash and cash equivalents over which the Company has legal owner-
ship but is restricted as to its availability or intended use, including funds restricted by statutory 
deposit requirements and funds held on behalf of clients.

Mortgage loans receivable
The Company writes fi xed-rate and fl oating-rate commercial mortgages. The mortgages are 
funded under co-lending agreements whereby the Company advances 20% or less of the principal 
amount. The co-lenders advance 80% or more of the principal amount directly to the borrowers. 
The Company’s interest in the mortgages is subordinate to the co-lenders’ interests. The 
co-lenders have the right to purchase the Company’s interest in the mortgages after six months 
and the Company has the right to purchase the co-lenders’ interest in any mortgage at any time 
at par value. Mortgage loans receivable are carried on an individual basis at the lower of cost and 
market, which is calculated based on contractually established commitments from investors or 
current investor yield requirements.

In the ordinary course of business, the Company sells mortgage loans through public securitization 
and whole loan sales. When the Company sells mortgage loans, the mortgage loans are removed 
from the balance sheet and a gain or loss is recognized in current period earnings immediately, 
based on the carrying values of the mortgage loans transferred. Servicing rights are sold with the 
mortgages and it is the Company’s policy not to retain a residual interest in the mortgages sold. 
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Notes to the Consolidated Statements

Inventories
Inventories are carried at the lower of cost and net realizable value. Cost is determined by the 
weighted average or fi rst-in, fi rst-out methods. The weighted average and the fi rst-in, fi rst-out 
methods represent approximately 55% and 45% (2006 – 55% and 45%) of total inventories, 
respectively. Finished goods and work-in-progress include the cost of materials, direct labor and 
manufacturing overhead costs.

Fixed assets
Fixed assets are stated at cost less accumulated depreciation. The costs of additions and improvements 
are capitalized, while maintenance and repairs are expensed as incurred. Fixed assets are depreciated 
over their estimated useful lives as follows:

Buildings    20 to 40 years straight-line
Vehicles     3 to 5 years straight-line
Furniture and equipment  3 to 10 years straight-line
Computer equipment and software 3 to 5 years straight-line
Leasehold improvements  term of the lease to a maximum of 10 years

Investments in securities
The Company classifi es investments in securities as a component of other assets. Investments in 
available-for-sale marketable equity securities are carried at fair value with net unrealized gains 
and losses included in other comprehensive earnings on an after-tax basis. Other-than-temporary 
impairment losses are recorded in current period earnings. Investments in other equity securities 
are accounted for using the equity method or cost method, as applicable, and are subject to 
impairment testing. Income from securities is recorded in other income. 

Financial instruments and derivatives
Derivative fi nancial instruments are recorded on the consolidated balance sheets as assets or 
liabilities and carried at fair value. The Company enters into interest rate swaps to cover the full 
value of the mortgages written, including the portion that has been funded by a co-lender which 
the Company has the right and intention to call, while mortgages await sale. Changes in the fair 
value of swaps are recognized in current period earnings. These swaps convert the fi xed-rate 
mortgage loans to fl oating rates. Hedge accounting has not been accorded to the portion of these 
swaps that is matched to the mortgages held for sale as the swaps do not meet the criteria for 
hedge accounting.

Financing fees
Financing fees related to the revolving credit facility and the Senior Notes are amortized to interest 
expense using the effective interest method.
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Notes to the Consolidated Statements

Goodwill and intangible assets
Goodwill represents the excess of purchase price over the fair value of identifi able assets acquired 
in a business combination and is not subject to amortization.

Intangible assets are recorded at cost and, where lives are fi nite, are amortized over their estimated 
useful lives as follows:

Customer lists and relationships  straight-line over 4 to 25 years
Franchise rights    by pattern of use, currently estimated at 2.5% to 15%  
       per year
Trademarks and trade names:
 Indefi nite life    not amortized
 Finite life    straight-line over 15 to 35 years 
Management contracts and other  straight-line over life of contract ranging from 2 to 15 years
Brokerage backlog    as underlying brokerage transactions are completed

The Company reviews the carrying value of fi nite life intangible assets for impairment whenever 
events or changes in circumstances indicate that the carrying amount of an asset may not be 
recoverable from the estimated future cash fl ows expected to result from their use and eventual 
disposition. If the sum of the expected future cash fl ows is less than the carrying amount of the 
asset, an impairment loss is recognized. Measurement of the impairment loss is based on the excess 
of the carrying amount of the asset over the fair value calculated using discounted expected 
future cash fl ows.

Goodwill and indefi nite life intangible assets are tested for impairment annually or more frequently 
if events or changes in circumstances indicate the asset might be impaired, in which case the 
carrying amount of the asset is written down to fair value. Impairment of goodwill is tested at 
the reporting unit level by comparing the reporting unit’s carrying amount, including goodwill, 
to the fair value of the reporting unit. The fair values of the reporting units are estimated using 
a discounted cash fl ow approach. If the carrying amount of the reporting unit exceeds its fair 
value, then a second step is performed to measure the amount of impairment loss, if any. 
Impairment of indefi nite life intangible assets is tested by comparing carrying value to fair value 
on an individual intangible asset basis.

Revenue recognition and unearned revenue
(a) Real estate brokerage operations
Revenues from brokerage transactions are recognized when the related transaction is completed, 
normally the earlier of the closing date or occupancy, unless future contingencies exist. If 
contingencies exist, revenue recognition is deferred until the contingencies are satisfi ed. On real 
estate leasing commissions where contingencies exist, revenue is recognized (i) on execution of 
appropriate lease and commissions agreements and receipt of full or partial payment (in accordance 
with the contract terms) or (ii) when receivable upon occurrence of certain events such as 
tenant occupancy.

(b) Service operations other than real estate brokerage 
Revenues are recognized at the time the service is rendered or the product is shipped. Revenues 
from security systems installations or similar contracts in process are recognized on the percentage 
of completion method, generally in the ratio of actual costs to total estimated contract costs. 
In cases where anticipated costs to complete a project exceed the revenue to be recognized, a 
provision for the additional estimated losses is recorded in the period when the loss becomes 
apparent. Amounts received from customers in advance of services being provided are recorded 
as unearned revenue when received. 
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(c) Franchise operations
The Company operates several franchise systems within its Property Improvement Services 
segment. Initial franchise fees are recognized when all material services or conditions related to 
the sale of the franchise have been performed or satisfi ed. Royalty revenues are recognized based 
on a contracted percentage of franchisee revenues, as reported by the franchisees. Revenues from 
administrative and other support services, as applicable, are recognized as the services are provided. 
In addition, the Company operates 11 franchise locations of its California Closets franchise system 
and these revenues are recognized as in (b) above.

Foreign currency translation
Assets, liabilities and operations of foreign subsidiaries are recorded based on the functional 
currency of each entity. For certain foreign operations, the functional currency is the local currency, 
in which case the assets, liabilities and operations are translated at current exchange rates from 
the local currency to the reporting currency, the US dollar. The resulting unrealized gains or 
losses are reported as a component of cumulative other comprehensive earnings. Realized and 
unrealized foreign currency gains or losses related to any foreign dollar denominated monetary 
assets and liabilities are included in net earnings.

Income taxes
Income taxes have been provided using the asset and liability method whereby deferred income 
tax assets and liabilities are recognized for the expected future income tax consequences of 
events that have been recognized in the consolidated fi nancial statements or income tax returns. 
Deferred income tax assets and liabilities are measured using enacted income tax rates expected 
to apply to taxable income in the years in which temporary differences are expected to be recovered 
or settled. The effect on deferred income tax assets and liabilities of a change in income tax rates 
is recognized in earnings in the period in which the change occurs. A valuation allowance is recorded 
unless it is more likely than not that realization of a deferred income tax asset will occur.

Income taxes are not provided on the unremitted earnings of US and foreign subsidiaries because 
it has been the practice and is the intention of the Company to reinvest these earnings indefi nitely 
in these subsidiaries. 
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3. Acquisitions

2007 acquisitions:
On May 19, 2006, the Company acquired all of the shares of PRDnationwide Group, a commercial 
real estate services business headquartered in Brisbane, Australia. The Company also completed 
12 individually insignifi cant acquisitions in its Commercial Real Estate Services, Residential 
Property Management and Property Improvement Services segments during the year ended 
March 31, 2007. The Company also acquired minority interests from shareholders in all segments, 
but primarily in Commercial Real Estate Services.

Certain of the purchase price allocations for the 2007 acquisitions are preliminary pending fi nal-
ization of analyses of the assets acquired and liabilities assumed. Details of the 2007 acquisitions 
are as follows:

      2007

        Purchases of
      Aggregate  minority
    PRDnationwide   other   shareholders’
    Group  acquisitions  interests

Current assets $ 2,134 $ 16,390 $ –
Long-term assets  2,627  22,162  (1,561)
Current liabilities  (4,796)  (34,096)  201
Long-term liabilities  (4,892)  (7,074)  (48)
Minority interest  (223)  (6,200)  645
      
    (5,150)  (8,818)  (763)

Note consideration $ – $ 2,522 $ 1,044

Cash consideration $ 21,475 $ 43,604 $ 6,603
      
Acquired intangible assets  9,519  29,156  2,376

Goodwill  17,106  25,788  6,034
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2006 acquisitions:
During the year ended March 31, 2006, the Company completed six individually insignifi cant 
acquisitions in the Commercial Real Estate Services, Property Improvement Services and 
Residential Property Management segments. The Company also acquired minority interests from 
shareholders in the Commercial Real Estate Services, Residential Property Management and 
Integrated Security Services segments.

Details of the 2006 acquisitions are as follows:

                                 2006

      Purchases of
      minority
      shareholders’
    Acquisitions  interests

Current assets $ 5,915 $ –
Long-term assets  2,257  –
Current liabilities  (11,931)  –
Long-term liabilities  (5,899)  (2,254)
Minority interest  (840)  2,679

    (10,498)  425

Note consideration $ 3,050 $ –

Cash consideration $ 11,346 $ 11,998

Acquired intangible assets  14,854  6,213

Goodwill  10,040  5,360
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2005 acquisitions:
The Company completed the acquisition of 71.8% of the shares of CMN International Inc. 
(“CMN”) on November 30, 2004 (the Company’s ownership subsequently increased to 83.1% on 
October 1, 2005 as a result of a purchase of minority interests). CMN is a member of the Colliers 
International commercial real estate services network, with operations in the United States, 
Canada, Australia and various other countries. CMN is headquartered in Seattle, Washington.

The Company completed other business acquisitions in the Residential Property Management 
and Property Improvement Services segments. The Company also purchased minority interests 
from shareholders in Property Improvement Services.

Details of the 2005 acquisitions are as follows:

      2005

        Purchases of
      Aggregate  minority
      other  shareholders’
    CMN  acquisitions  interests
      
Current assets $ 57,150 $ 1,281 $ –
Long-term assets  16,807  1,747  –
Current liabilities  (83,644)  (2,351)  –
Long-term liabilities  (15,167)  (2,604)  –
Minority interest  (3,720)  (89)  272

    (28,574)  (2,016)  272

Note consideration $ – $ 405 $ –

Cash consideration $ 39,833 $ 10,512 $ 2,148

Acquired intangible assets  29,402  6,289  –

Goodwill  39,005  6,644  1,876

The purchase prices of acquisitions resulted in the recognition of goodwill. The primary factors 
contributing to goodwill are assembled workforces, synergies with existing operations and 
future growth prospects. For acquisitions completed during the year ended March 31, 2007, 
goodwill in the amount of $6,814 is deductible for income tax purposes (2006 – nil; 2005 – nil).

Certain vendors, at the time of acquisition, are entitled to receive contingent consideration if 
the acquired businesses achieve specifi ed earnings levels during the two- to four-year periods 
following the dates of acquisition. Such contingent consideration is paid in cash at the expiration 
of the contingency period. As at March 31, 2007, there was contingent consideration outstanding 
of up to $14,800 (2006 – $8,600). The contingencies will expire during the period extending to 
January 2009. The contingent consideration will be recorded when the contingencies are resolved 
and the consideration is paid or becomes payable, at which time the Company will record the 
fair value of the consideration paid or payable, including interest, if any, as additional costs of the 
acquired businesses. Contingent consideration paid during the year ended March 31, 2007 was 
$1,747 and the amount payable as at March 31, 2007 was $4,864 (note 6). Total contingent 
consideration recognized for the year ended March 31, 2007 was $6,269 net of income tax of 
$342 (2006 – $2,759, net of income tax of $90).

The acquisitions referred to above were accounted for by the purchase method of accounting for 
business combinations. Accordingly, the accompanying consolidated statements of earnings do not 
include any revenues or expenses related to these acquisitions prior to their respective closing dates. 
The cash portions of the consideration for the 2007 acquisitions were fi nanced from cash on hand. 
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Following are the Company’s unaudited consolidated pro forma results assuming the acquisitions 
occurred on the fi rst day of the year of acquisition. The year immediately prior to the year of 
acquisition also includes the pro forma results of the acquisitions.

(unaudited)  2007  2006

Pro forma revenues $ 1,422,659 $ 1,220,902
Pro forma net earnings from continuing operations  38,369  32,114
Pro forma net earnings per share from continuing operations    
    Basic $ 1.28 $ 1.06
    Diluted  1.19  1.00

These unaudited consolidated pro forma results have been prepared for comparative purposes 
only and do not purport to be indicative of results of operations that would have actually resulted 
had the combinations been in effect at the beginning of each year or of future results of operations.

4. Dispositions

On March 17, 2006, the Company sold its 88.3% interest in Resolve Corporation (“Resolve”), its 
Business Services segment, to a subsidiary of Resolve Business Outsourcing Income Fund (“RBO 
Fund”) upon the initial public offering of RBO Fund. The Company received aggregate consideration 
of $137,393, comprised of $116,972 in the form of cash ($110,476 net of cash sold) and $20,421 in 
the form of equity securities of a subsidiary of RBO Fund, which are exchangeable for publicly 
traded units of RBO Fund. These securities are classifi ed as available-for-sale (note 7). The pre-tax 
gain on the disposal was $44,082, before current income taxes of $4,693 and deferred income 
taxes of $3,570, resulting in a net gain of $35,819. The net gain on disposal included the realization 
of a gain of $5,487 related to cumulative foreign currency translation on Canadian dollars.

During the year ended March 31, 2005, the Company sold three businesses. Two of the disposed 
businesses were previously included in the Property Improvement Services segment and one was 
previously included in the Residential Property Management segment. The aggregate proceeds 
on the dispositions were $15,555 comprised of cash of $5,389, notes receivable of $4,644, and 
assumption of liabilities by the purchasers of $5,522. The pre-tax gain on disposal was $2,695, before 
income taxes of $1,495, resulting in a net gain of $1,200. The net gain on disposal included the 
realization of a gain of $1,578 related to cumulative foreign currency translation on Canadian dollars.
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Operating results for years ended March 31  2007  2006  2005

Revenues $ – $ 160,204 $ 174,078
Operating (loss) earnings from discontinued      
    operations before income taxes  (728)  7,429  10,452
(Recovery of) provision for income taxes  (257)  1,785  3,835

Net operating (loss) earnings from discontinued      
    operations  (471)  5,644  6,617
Net gain on disposal  –  35,819  1,200

Net (loss) earnings from discontinued operations  (471)  41,463  7,817

Net (loss) earnings per share from discontinued          
    operations      
        Basic $ (0.02) $ 1.37 $ 0.26

        Diluted  (0.02)  1.34  0.25

For the year ended March 31, 2007, expenses related to indemnity and warranty obligations of 
previously disposed operations were reported as discontinued operations. For the years ended 
March 31, 2006 and 2005, the operating results of the disposed operations before the dates of 
disposal are reported as discontinued operations. The operating results for the discontinued 
operations are as follows:

    2007  2006  2005

Earnings from available-for-sale securities $ 2,078 $ – $ –
Earnings from equity method investments  1,625  1,329  125
Net gain (loss) on sale of equity securities  1,145   2,211  (62)
Gain on foreign exchange contracts  –  121  200
Dilution gain on sale of subsidiary shares  –  115  112

   $ 4,848 $ 3,776 $ 375

5. Other income

6. Components of working capital accounts

    2007  2006

Inventories    
    Work-in-progress $ 18,040  $ 14,459
    Finished goods  11,249  11,014
    Supplies and other  2,479  1,794

   $ 31,768 $ 27,267

Accrued liabilities    
    Accrued payroll, commission and benefi ts  $ 103,360 $ 71,155
    Customer advances  11,531  2,363
    Contingent acquisition consideration payable  4,864  –
    Accrued interest  4,159  4,447
    Liabilities in connection with discontinued operations  2,912  3,387
    Other  43,035  26,733

   $ 169,861 $ 108,085
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7.  Other assets

8. Fixed assets

    2007  2006
    
Available-for-sale equity securities $ 17,419 $ 18,845
Equity method investments  5,046  4,965
Held-to-maturity debt securities  3,763  –
Financing fees, net of accumulated amortization of         
    $1,554 (2006 – $1,094)  1,690  2,143
Other  1,034  955

   $ 28,952 $ 26,908

As of March 31, 2007, the Company’s available-for-sale securities were in a continuous loss position for 
more than twelve months. Accordingly, these securities were deemed to be other-than-temporarily 
impaired and an unrealized, non-cash loss of $3,139 ($2,574 net of income taxes) was recorded in 
the statement of earnings as of March 31, 2007.

Included in fi xed assets are vehicles and computer equipment under capital lease at a cost of 
$9,385 (2006 – $7,874) and net book value of $4,937 (2006 – $5,021).

    2007  Accumulated  Net
    Cost  depreciation  2007

Fixed assets      
Land  $ 3,070 $ – $ 3,070
Buildings  11,225  2,093  9,132
Vehicles   19,209  11,363  7,846
Furniture and equipment  39,598  19,758  19,840
Computer equipment and software  36,552  19,977  16,575
Leasehold improvements  18,545  8,711  9,834

   $ 128,199 $ 61,902 $ 66,297

    2006  Accumulated  Net
    Cost  depreciation  2006

Fixed assets      
Land  $ 1,915 $ – $ 1,915
Buildings  6,886  1,781  5,105
Vehicles   17,519  10,004  7,515
Furniture and equipment  27,477  16,574  10,903
Computer equipment and software  29,836  15,911  13,925
Leasehold improvements  13,268  3,898  9,370

   $ 96,901 $ 48,168 $ 48,733
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9. Intangible assets

During the year ended March 31, 2007, the Company acquired the following intangible assets:

The following is the estimated annual amortization expense for recorded intangible assets for 
each of the next fi ve years ending March 31:

    Gross    
    carrying   Accumulated   Net
2007   amount  amortization  2007

Customer lists and relationships $ 45,597 $ 8,074 $ 37,523
Franchise rights  26,862  6,597  20,265
Trademarks and trade names:      
    Indefi nite life  15,695  –  15,695
    Finite life  18,930  2,781  16,149
Management contracts and other  6,502  1,518  4,984
Brokerage backlog  23,639  22,446  1,193

   $ 137,225 $ 41,416 $ 95,809

    Gross    
    carrying  Accumulated  Net
2006   amount  amortization  2006

Customer lists and relationships $ 25,663 $ 3,758 $ 21,905
Franchise rights  23,685  4,068  19,617
Trademarks and trade names:      
    Indefi nite life  15,446  –  15,446
    Finite life  12,517  2,181  10,336
Management contracts and other  5,618  2,354  3,264
Brokerage backlog  15,829  15,622  207

   $ 98,758 $ 27,983 $ 70,775

      Estimated
      weighted
      average
      amortization
      period  
    Amount  (years)

Customer lists and relationships $ 16,602  7.1
Franchise rights  7,549  21.0
Trademarks and trade names  6,439  22.8
Management contracts and other  2,922  7.4
Brokerage backlog  7,617  0.8

   $ 41,129  10.9

 2008 $ 9,545
 2009  8,257
 2010  7,954
 2011  7,277
 2012  5,444

T47963-Financials.indd   48 5/29/07   10:24:43 AM



49Creating Value, One Step at a Time

Notes to the Consolidated Statements

10. Goodwill

11. Long-term debt

    Commercial  Residential  Property  Integrated    
    Real Estate  Property  Improvement    Security  Business  
    Services  Management  Services  Services  Services  Consolidated

Balance, March 31, 2005 $ 38,962 $ 69,666 $ 41,003 $ 29,686 $ 57,223 $ 236,540

Goodwill resulting from            
    adjustments to purchase            
    price allocations  78  (190)  (315)  –  –  (427)
Goodwill resulting from            
    contingent acquisition            
    payments  –  1,035  1,575  –  –  2,610
Goodwill resulting from            
    purchases of minority            
    shareholders’ interests  4,084  681  222  373  –  5,360
Goodwill acquired during year  8,983  105  952  –  –  10,040
Goodwill disposed during year  (364)  –  (192)  –  (58,044)  (58,600)
Foreign exchange  124  –  –  19  821  964

Balance, March 31, 2006  51,867  71,297  43,245  30,078  –  196,487

Goodwill resulting from            
    adjustments to purchase            
    price allocations  363  –  (566)  –  –  (203)
Goodwill resulting from            
    contingent acquisition            
    payments  –  5,654  –  537  –  6,191
Goodwill resulting from            
    purchases of minority               
    shareholders’ interests  4,985  –  883  166  –  6,034
Goodwill acquired during year  40,389  1,296  1,209  –  –  42,894
Goodwill disposed during year  –  –  (836)  –  –  (836)
Foreign exchange  560  –  –  3  –  563

Balance, March 31, 2007 $ 98,164 $ 78,247 $ 43,935 $ 30,784 $ – $ 251,130

    2007  2006

Revolving credit facility $ –  $ –
8.06% Senior Notes  71,428   85,714
6.40% Senior Notes  50,000  50,000
5.44% Senior Notes  100,000  100,000
Capital leases bearing interest ranging from 5% to 10%,    
    maturing at various dates through 2010  4,455  5,324
Other long-term debt bearing interest at 4% to 10%,    
    maturing at various dates through 2010  9,266  7,648

    235,149  248,686
Less: current portion  22,119  18,646

   $ 213,030 $ 230,040

On April 1, 2005, the Company entered into an amended and restated credit agreement with a 
syndicate of banks to provide a $110,000 committed senior revolving credit facility with a three-
year term. The amended revolving credit facility bears interest at 1.00% to 2.25% over fl oating 
reference rates, depending on certain leverage ratios. The revolving credit facility was unused 
as at March 31, 2007 and 2006.
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On the same date, the Company completed a private placement of $100,000 of 5.44% fi xed-rate 
Senior Notes (the “5.44% Notes”). The 5.44% Notes have a fi nal maturity of April 1, 2015 with 
fi ve equal annual principal repayments beginning on April 1, 2011. The proceeds of the private 
placement were used to repay outstanding balances on the revolving credit facility. The revolving 
credit facility requires a commitment fee of 0.25% to 0.50% of the unused portion, depending on 
certain leverage ratios.

The Company has outstanding $71,428 of 8.06% fi xed-rate Senior Notes (the “8.06% Notes”) 
(2006 – $85,714). The 8.06% Notes have a fi nal maturity of June 29, 2011, with seven equal annual 
principal repayments which began on June 29, 2005. The Company also has outstanding $50,000 
of 6.40% fi xed-rate Senior Notes (the “6.40% Notes”). The 6.40% Notes have a fi nal maturity of 
September 30, 2015 with four equal annual principal repayments commencing on September 30, 2012.

The Company has indemnifi ed the holders of the 8.06% Notes, 6.40% Notes and 5.44% Notes 
(collectively, the “Notes”) from all withholding taxes that are or may become applicable to any 
payments made by the Company on the Notes. The Company believes this exposure is not material 
as of March 31, 2007.

The revolving credit facility and the Notes rank equally in terms of seniority. The Company has 
granted these lenders collateral including the following: an interest in all of the assets of the 
Company including the shares of the Company’s subsidiaries; an assignment of material contracts; 
and an assignment of the Company’s “call” rights with respect to shares of the subsidiaries held 
by minority interests (note 18(b)).

The covenants and other limitations within the revolving credit facility and the Notes agreements are 
substantially the same. The covenants require the Company to maintain certain ratios including 
leverage, fi xed charge coverage, interest coverage and net worth. The Company is prohibited 
from undertaking certain mergers, acquisitions and dispositions without prior approval.

The estimated aggregate amount of principal repayments on long-term debt required in each of 
the next fi ve fi scal years and thereafter to meet the retirement provisions are as follows:

 2008 $ 22,119
 2009  17,979
 2010  15,668
 2011  14,890
 2012  34,474
           Thereafter  130,019
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2008 $ 467
2009  765

 $ 1,232

12. Capital stock

The authorized capital stock of the Company is as follows:

 An unlimited number of Preference Shares, issuable in series;
 An unlimited number of Subordinate Voting Shares having one vote per share; 
 and 
 An unlimited number of Multiple Voting Shares having 20 votes per share, convertible at any 
 time into Subordinate Voting Shares at a rate of one Subordinate Voting Share for each Multiple 
 Voting Share outstanding.

The following table provides a summary of total capital stock issued and outstanding:

 Subordinate Voting Shares Multiple Voting Shares Total Total
   Number  Amount Number  Amount Number  Amount

Balance, March 31, 2005 28,867,094 $ 73,169 1,325,694 $ 373 30,192,788 $ 73,542
Balance, March 31, 2006 28,730,094  75,314 1,325,694  373 30,055,788  75,687
Balance, March 31, 2007 28,597,194  79,735 1,325,694  373 29,922,888  80,108

During the year ended March 31, 2007, the Company repurchased 697,700 (2006 – 571,650; 2005 – 
218,072) Subordinate Voting Shares for cancellation under a Normal Course Issuer Bid fi led with 
the Toronto Stock Exchange, which allowed the Company to repurchase up to 5% of its outstanding 
shares on the open market during a twelve-month period. The repurchase cost is allocated to 
capital stock for the weighted average book value and to retained earnings for any excess.

The Company has $1,232 (C$1,740) (2006 – $1,635 (C$2,309)) of interest bearing loans receivable 
related to the purchase of 240,000 Subordinate Voting Shares (2006 – 440,000 shares). The loans, 
which are collateralized by the shares issued, have a ten-year term from the grant date; however, 
they are open for repayment at any time. The maturities of these loans are as follows, for the years 
ending March 31.

Pursuant to an agreement approved in February 2004, the Company agreed that it will make 
payments to its Chief Executive Offi cer (“CEO”) that are contingent upon the arm’s length sale 
of control of the Company or upon a distribution of the Company’s assets to shareholders. The 
payment amounts will be determined with reference to the price per Subordinate Voting Share 
received by shareholders upon an arm’s length sale or upon a distribution of assets. The right 
to receive the payments may be transferred among members of the CEO’s family, their holding 
companies and trusts. The agreement provides for the CEO to receive each of the following two 
payments. The fi rst payment is an amount equal to 5% of the product of: (i) the total number of 
shares outstanding on a fully diluted basis at the time of the sale and (ii) the per share consideration 
received by holders of Subordinate Voting Shares minus a base price of C$10.875. The second 
payment is an amount equal to 5% of the product of (i) the total number of shares outstanding on 
a fully diluted basis at the time of the sale and (ii) the per share consideration received by holders 
of Subordinate Voting Shares minus a base price of C$16.25.
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13. Stock-based compensation

The following table provides a summary of stock-based compensation expense:

    2007  2006  2005
      
Stock option expense – Company plan $ 1,916 $ 1,380  $ 622
Stock option expense – subsidiaries  1,791  552  177
Stock value appreciation plans  3,074  659  889

   $ 6,781 $ 2,591 $ 1,688

From April 1, 2003 until March 31, 2006, the Company recognized stock option compensation 
expense in the statements of earnings using the fair value method of accounting for stock-based 
compensation under Statement of Financial Accounting Standards (“SFAS”) No. 123, Accounting 
for Stock-Based Compensation (“SFAS 123”) as amended by SFAS No. 148, Accounting for Stock-
Based Compensation – Transition and Disclosure, an amendment of SFAS 123 (“SFAS 148”). 
SFAS 148 provided alternative methods of transitioning to the fair value based method of 
accounting for employee stock options as compensation expense. The Company used the 
“prospective method” of SFAS 148 and expensed the fair value of new option grants awarded 
subsequent to March 31, 2003. Compensation expense was allocated to reporting periods using 
the graded attribution approach. Forfeitures of stock options were treated as a reduction of 
expense in the period of forfeiture.

On April 1, 2006, the Company adopted SFAS No. 123R, Share Based Payment, (“SFAS 123R”) 
using the modifi ed prospective approach. Upon the adoption of SFAS 123R, the Company changed 
its approach to accounting for stock options issued by subsidiaries of the Company to subsidiary 
employees, where the employees have the ability to elect to receive cash payments upon exercise. 
Previously, these options were recorded as liabilities at their intrinsic value. Under SFAS 123R, 
these options are recorded as liabilities at their fair value, as determined using a Black-Scholes 
option pricing model. Also, the Company previously accounted for stock option forfeitures as 
a reduction to expenses in the period of forfeiture whereas under SFAS 123R, forfeitures are 
estimated and expensed at the grant date. The aggregate cumulative effect of the change in 
accounting principle, net of income taxes of nil, was $1,353.
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Company stock option plan 
The Company has a stock option plan for certain offi cers and key full-time employees of the 
Company and its subsidiaries, other than its CEO. Options are granted at the market price for 
the underlying shares on the date of grant. Each option vests over a four-year term and expires 
fi ve years from the date granted and allows for the purchase of one Subordinate Voting Share. All 
Subordinate Voting Shares issued under the plan are new shares. As at March 31, 2007, there were 
506,000 options available for future grants (2006 – nil).

Grants under the Company’s stock option plan are equity classifi ed awards under SFAS 123R. 
Stock option activity for the three years ended March 31, 2007 was as follows:

          Weighted  
          average  
        Weighted  remaining  
      Number of  average  contractual  Aggregate
      options  exercise price  life (years)  intrinsic value

Shares issuable under options –       
    March 31, 2004    2,288,630 $ 8.01    
Granted    496,500  13.63    
Exercised    (911,130)  6.42    
Forfeited    (30,000)  10.43    

Shares issuable under options –       
    March 31, 2005    1,844,000 $ 10.83    
Granted    328,000  19.96    
Exercised    (434,650)  8.60    
Forfeited    (21,000)  9.38    

Shares issuable under options –       
    March 31, 2006    1,716,350 $ 13.74    
Granted    305,000  25.50    
Exercised    (564,800)  11.40    
Forfeited    (11,000)  13.43    

Shares issuable under options –       
    March 31, 2007    1,445,550 $ 17.31  3.12 $ 14,543

Options exercisable –       
    March 31, 2007    598,675 $ 13.58  2.34 $ 8,427

As at March 31, 2007, the range of option exercise prices was $6.00 to $25.54 per share. Also as at 
March 31, 2007, the aggregate intrinsic value and weighted average remaining contractual life for 
options vested and expected to vest were $13,778 and 3.12 years, respectively.

The following table summarizes information about option exercises during the three years ended 
March 31, 2007:

    2007  2006  2005

Number of options exercised  564,800  434,650  911,130
Aggregate fair value $ 13,266 $ 10,784 $ 12,939
Intrinsic value  6,831  7,044  7,424

Amount of cash received $ 6,435 $ 3,740 $ 5,515

Tax benefi t recognized $ – $ – $ –
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The amount of compensation expense recorded in the consolidated statement of earnings, allocated 
using the graded attribution method, for the year ended March 31, 2007 was $1,916 (2006 – $1,380; 
2005 – $622). As at March 31, 2007, there was $3,176 of unrecognized compensation cost related 
to non-vested awards which is expected to be recognized over the next 3.75 years. During the 
year ended March 31, 2007, the fair value of options vested was $1,220 (2006 – $739; 2005 – $337).

The weighted average fair value per share of options granted in 2007 was $6.70 (2006 – $7.65; 
2005 – $4.85). The fair value of each option grant is estimated on the date of grant using the 
Black-Scholes option pricing model, utilizing the following weighted average assumptions:

    2007  2006  2005

Risk-free interest rate  4.3%  4.7%  3.2%
Expected life in years  3.75  4.4  4.4
Expected volatility  25.2%  30.0%  30.0%
Dividend yield  0%  0%  0%

The risk-free interest rate is the rate on the grant date on a zero-coupon US Treasury bond with 
a term equal to the option’s expected term. The expected term represents the average between 
the vesting date and the contractual term pursuant to SEC Staff Accounting Bulletin No. 107 
Share-Based Payment. The expected volatility is based on the historical prices of the Company’s 
shares. The dividend yield assumption is based on the Company’s present intention to retain all 
earnings.

Prior to April 1, 2003, the Company had accounted for stock options under the intrinsic value 
method under APB No. 25 Accounting for Stock Issued to Employees. Had compensation 
expense for stock options been determined under the fair value method under SFAS 123 for all 
periods, pro forma reported net earnings and earnings per share would refl ect the following; 
there was no impact on the fi scal year ended March 31, 2007:

    2006  2005

Net earnings as reported $ 69,497 $ 23,207
Deduct: Stock-based compensation expense    
    determined under fair value method, net of income taxes  (738)  (1,826)

Pro forma net earnings $ 68,759 $ 21,381

Pro forma net earnings per share:    
    Basic $ 2.28 $ 0.72
    Diluted  2.18  0.68
Reported net earnings per share:    
    Basic $ 2.30  $ 0.78
    Diluted  2.21  0.74

Subsidiary stock option and appreciation plans
The Company has stock option plans at certain of its subsidiaries. The impact of potential dilution 
from these plans is refl ected in the Company’s diluted earnings per share (note 15).

The Company also has stock value appreciation plans at certain of its subsidiaries that provide 
for cash payments to be made to subsidiary employees based on the long-term appreciation of 
the stock value of subsidiaries. The Company’s accounting policy is to record the intrinsic value 
of these awards as accrued liabilities. If an award is subject to a vesting condition, then graded 
attribution is applied to the intrinsic value. The related compensation expense is recorded in the 
consolidated statement of earnings. Since these plans are settled in cash, no dilutive effect has 
been refl ected in the Company’s diluted earnings per share.
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14. Income taxes

Income taxes differ from the amounts that would be obtained by applying the statutory rate to the 
respective years’ earnings before taxes. These differences result from the following items:

    2007  2006  2005

Income tax expense using combined statutory rate of      
    approximately 36% (2006 - 36%; 2005 - 40%) $ 26,827 $ 20,632 $ 11,394
Non-deductible expenses  3,143  137  1,217
Reduction in tax liability of prior years  (1,788)  –  (1,133)
Effect of changes in enacted tax rates  (451)  –  –
Losses of prior years  (553)  –  –
Foreign tax rate reduction  (5,440)  (3,561)  (4,464)

Provision for income taxes as reported $ 21,738 $ 17,208 $ 7,014

Earnings before income taxes and minority interest by tax jurisdiction comprise the following:

The provision for income taxes comprises the following:

    2007  2006  2005

Canada $ 7,808 $ 5,238 $ (4,966)
United States  45,555  39,742  30,627
Foreign  21,380  12,143  2,828

Total   $ 74,743 $ 57,123 $ 28,489

    2007  2006  2005

Current      
    Canada $ 1,002 $ 2,370 $ 4,553
    United States  21,310  14,792  8,479
    Foreign  7,343  4,482  834

    29,655  21,644  13,866

Deferred      
    Canada  (1,540)  (1,778)  (2,890)
    United States  (4,790)  (2,378)  (3,962)
    Foreign  (1,587)  (280)  –

    (7,917)  (4,436)  (6,852)

Total  $ 21,738 $ 17,208 $ 7,014
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The signifi cant components of deferred income taxes are as follows:

    2007  2006

Deferred income tax assets    
    Expenses not currently deductible $ 9,823 $ 4,374
    Provision for doubtful accounts  784  831
    Inventory and other reserves  397  326
    Loss carry-forwards  5,169  4,381

    16,173  9,912

Deferred income tax liabilities    
    Depreciation and amortization  28,365  29,822
    Investments  2,397  3,953
    Prepaid and other expenses deducted for tax purposes  458  666
    Unrealized foreign exchange gains  1,010  493
    Financing fees  172  219

    32,402  35,153

Net deferred income tax liability $ 16,229 $ 25,241

As at March 31, 2007, the Company had Canadian net operating loss carry-forward balances of 
approximately $11,565 (2006 – $12,130). These amounts are available to reduce future federal 
and provincial income taxes. Net operating loss carry-forward balances attributable to Canada 
expire over the next ten years. The Company also had foreign net operating loss carry-forward 
balances of approximately $17,619 (2006 – $15,416), offset by a valuation allowance of $15,416 
(2006 – $15,416). Foreign capital loss carry-forward balances amounted to $9,870 (2006 – $10,490) 
as at March 31, 2007 offset by a valuation allowance of $9,870 (2006 – $10,490). Non-capital and 
capital loss carry-forward balances of $15,416 (2006 – $15,416) and $9,870 (2006 – $10,490) 
respectively relate to losses acquired in the CMN acquisition, the benefi t of which have not been 
recognized in the fi nancial statements. Any benefi t realized with respect to these losses would 
be recorded as a reduction in goodwill.

Cumulative unremitted earnings of US and foreign subsidiaries approximated $109,928 as at 
March 31, 2007 (2006 – $81,863).
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15. Earnings per share 

The following table reconciles the numerator used to calculate diluted earnings per share:

16. Other supplemental information

    2007  2006  2005

Net earnings from continuing operations $ 36,687 $ 28,034 $ 15,390 
Dilution of net earnings resulting from       
    assumed exercise of stock options in subsidiaries  (2,228)  (1,253)  (569)

Net earnings from continuing operations for       
    diluted earnings per share calculation purposes $ 34,459 $ 26,781 $ 14,821

Net earnings $ 34,863 $ 69,497 $ 23,207
Dilution of net earnings resulting from       
    assumed exercise of stock options in subsidiaries  (2,228)  (1,253)  (569)

Net earnings for diluted earnings per share      
    calculation purposes $ 32,635 $ 68,244 $ 22,638

    2007  2006  2005

Franchised operations      
Revenues $ 112,858 $ 88,531 $ 79,541
Operating earnings  20,619  16,728  15,574
Initial franchise fee revenues  5,571  3,482  3,459

Cash payments made during the year      
Income taxes $ 25,764 $ 25,179 $ 16,854 
Interest  16,283  12,481  11,073

Non-cash fi nancing activities      
Increases in capital lease obligations $ 1,502 $ 3,284 $ 1,986

Other expenses      
Rent expense $ 34,979 $ 26,762 $ 14,104

The following table reconciles the denominator used to calculate earnings per share:

    2007  2006  2005
      
Shares issued and outstanding at beginning of year  30,055,788  30,192,788  29,499,730
Weighted average number of shares:      
    Issued during the year  210,843  137,943  381,309
    Repurchased during the year  (364,101)  (160,040)  (103,665)
      
Weighted average number of shares used in      
    computing basic earnings per share  29,902,530  30,170,691  29,777,374
Assumed exercise of stock options, net of shares      
    assumed acquired under the Treasury Stock Method  451,774  725,286  689,597

Number of shares used in computing      
    diluted earnings per share  30,354,304  30,895,977  30,466,971
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17. Financial instruments 

Concentration of credit risk
The Company is subject to credit risk with respect to its cash and cash equivalents, accounts 
receivable, other receivables and interest rate swaps. Concentrations of credit risk with respect 
to the receivables are limited due to the large number of entities comprising the Company’s 
customer base and their dispersion across many different service lines in various countries. 
The counterparty to the interest rate swaps is an investment-grade fi nancial institution that the 
Company anticipates will satisfy its obligations under the contracts. 

The Company is also subject to credit risk with respect to its mortgage loan receivables. This risk 
is derived from the failure of a borrower to honor its contractual obligations to the Company. The 
Company manages this credit risk principally by selling all of the mortgage loans that are written.

Interest rate risk
The Company maintains an interest rate risk management strategy that uses interest rate swaps 
from time to time. The Company’s specifi c goals are to (i) manage interest rate sensitivity by 
modifying the characteristics of its debt and mortgage loans receivable and (ii) lower the long-
term cost of its borrowed funds. Fluctuations in interest rates will affect the fair value of interest 
rate swaps as their value will depend on the prevailing market interest rate. Swaps are monitored 
on a monthly basis.

As at March 31, 2007 and 2006, the Company had no interest rate swaps related to its long-term 
debt. In May 2005, the Company settled a swap on $20,000 of principal on the 6.40% Notes for 
a net loss of $48. In December 2005, the Company settled swaps on $85,714 of principal on the 
8.06% Notes for a net gain of $120. 

As at March 31, 2007, the Company had interest rate swaps to convert $167,807 of fi xed-rate 
mortgage loans receivable to fl oating rates (2006 – $41,518) with a fair value of $368 (2006 – $57). 
The swaps have maturity dates ranging from December 2011 to March 2017. Because the swaps 
do not qualify as accounting hedges, changes in the fair value of the swaps are recognized in 
earnings. The fair values of swaps are determined based on the present value of the estimated 
future net cash fl ows using implied rates in the applicable yield curve as of the valuation date.

For the year ended March 31, 2007 a loss of $3,245 was recorded in revenues relating to these 
swaps, which was comprised of $368 unrealized gains (2006 – $57) on outstanding swaps and 
$3,613 of realized losses (2006 – nil) on the settlement of the swaps. 

During the year ended March 31, 2007, the Company recognized pre-tax gains (after realized 
losses on swaps) of $2,120 (2006 – nil) on the securitization of mortgage loans with unpaid principal 
balances of $39,208 (2006 – nil). In connection with the sale of mortgages, the Company is obligated 
to cure or repurchase any mortgage sold that has a breach or defect. As at March 31, 2007, the 
Company was unable to develop an estimate of the maximum potential of future payments under 
this obligation because the Company is not aware of any breaches or defects.
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18. Commitments and contingencies

(a) Lease commitments
Minimum operating lease payments are as follows:

Fair values of fi nancial instruments
The carrying amounts for cash and cash equivalents, accounts receivable, accounts payable and 
accrued liabilities approximate fair values due to the short maturity of these instruments, unless 
otherwise indicated. The following are estimates of the fair values for other fi nancial instruments:

       2007    2006 
      Carrying  Fair  Carrying  Fair
      amount  value  amount  value

Mortgage loans receivable   $ 13,716 $ 13,716 $ 6,874 $ 6,874
Other receivables    7,215  7,215  8,311  8,311
Available-for-sale securities    17,419  17,419  18,845  18,845
Long-term debt    235,149  261,009  248,686  267,166
Interest rate swaps    368  368  57  57

          Year ending March 31
 2008 $ 30,802
 2009  26,705
 2010  21,239
 2011  16,695
 2012  14,695
           Thereafter  26,904

(b) Minority shareholder agreements
The Company has shareholder agreements with the minority owners of its subsidiaries. These 
agreements allow the Company to “call” the minority position at fair value determined with the use 
of a formula price, which is usually equal to a multiple of average net earnings before extraordinary 
items, minority interest share of earnings, income taxes, interest, depreciation, and amortization 
for a defi ned period. The minority owners may also “put” their interest to the Company at the 
same price subject to certain limitations. The purchase price may, at the option of the Company, 
be paid in cash or in Subordinate Voting Shares. Acquisitions of these minority interests, if any, 
would be accounted for using the purchase method. The total obligation if all call or put options 
were exercised as at March 31, 2007 was approximately $154,000 (2006 – $79,000).

Contingencies
In the normal course of operations, the Company is subject to routine claims and litigation 
incidental to its business. Litigation currently pending or threatened against the Company 
includes disputes with former employees and commercial liability claims related to services 
provided by the Company. The Company believes resolution of such proceedings, combined with 
amounts set aside, will not have a material impact on the Company’s fi nancial condition or the 
results of operations. 

19. Related party transactions

During the year, the Company paid $826 (2006 – $775; 2005 – $746) in rent to entities controlled 
by minority shareholders of subsidiaries. The transactions were completed at market rates.
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20. Segmented information

Operating segments
The Company has four reportable operating segments. The segments are grouped with reference 
to the types of services provided and the types of clients that use those services. The Company 
assesses each segment’s performance based on operating earnings or operating earnings before 
depreciation and amortization. Commercial Real Estate Services provides commercial property 
brokerage and other advisory services to clients in North America and in various other countries 
around the world. Residential Property Management provides property management and related 
property services to residential communities in the United States. Property Improvement Services 
provides franchised and Company-owned property services to customers in the United States 
and Canada. Integrated Security Services provides security systems installation, maintenance, 
monitoring and security offi cers to primarily commercial customers in Canada and the United 
States. Corporate includes the costs of operating the Company’s corporate head offi ce.

Included in total assets of the Commercial Real Estate Services segment at March 31, 2007 is 
$4,667 (2006 – $4,608; 2005 – $3,797) of investments in subsidiaries accounted for under the 
equity method.

    Commercial   Residential  Property  Integrated    
    Real Estate  Property  Improvement  Security    
2007   Services  Management  Services  Services  Corporate  Consolidated

Revenues $ 608,065 $ 423,797 $ 150,794 $ 176,476 $ 554 $ 1,359,686

Depreciation and            
    amortization  16,235  7,644  4,653  2,832  223  31,587

Operating earnings  31,464  32,623  25,911  7,769  (14,779)  82,988

Other income, net            1,709
Interest expense, net            (9,954)
Income taxes            (21,738)
Minority interest            (16,318)

Net earnings from            
    continuing              
    operations            36,687
Net earnings from            
    discontinued               
    operations            (471)
Cumulative effect of            
    change in accounting            
    principle            (1,353)

Net earnings           $ 34,863

Total assets $ 328,338 $ 206,977 $ 123,832 $ 91,827 $ 66,024 $ 816,998

Total additions to            
    long-lived assets  89,484  27,917  10,165  2,236  331  130,133

T47963-Financials.indd   60 5/29/07   10:24:46 AM



61Creating Value, One Step at a Time

Notes to the Consolidated Statements

    Commercial  Residential  Property  Integrated    
    Real Estate  Property  Improvement  Security    
2006   Services  Management  Services  Services  Corporate  Consolidated
            
Revenues $ 438,434 $ 346,133 $ 134,136 $ 149,063 $ 368 $ 1,068,134

Depreciation and            
    amortization  11,388  5,618  3,749  2,655  168  23,578

Operating earnings  25,079  25,767  22,016  5,005  (12,641)  65,226

Other income, net            3,776
Interest expense, net            (11,879)
Income taxes            (17,208)
Minority interest            (11,881)

Net earnings from            
    continuing operations            28,034
Net earnings from            
    discontinued operations            41,463

Net earnings           $ 69,497

Total assets $ 211,321 $ 150,641 $ 114,188 $ 85,479 $ 149,375 $ 711,004

Total additions to            
    long-lived assets  36,799  10,400  9,909  2,809  546  60,463

    Commercial  Residential  Property  Integrated    
    Real Estate  Property  Improvement  Security    
2005   Services  Management  Services  Services  Corporate  Consolidated

Revenues $ 120,535 $ 275,229 $ 111,779 $ 143,160 $ 673 $ 651,376

Depreciation and            
    amortization  9,868  5,170  3,071  2,819  179  21,107

Operating earnings  1,276  18,917  16,796  7,468  (9,151)  35,306

Other income, net            375
Interest expense, net            (7,192)
Income taxes            (7,014)
Minority interest            (6,085)

Net earnings from            
    continuing operations            15,390
Net earnings from            
    discontinued operations            7,817

Net earnings           $ 23,207

Total assets $ 100,634 $ 150,080 $ 107,063 $ 86,598 $ 12,060 $ 456,435
Discontinued operations            170,293

              626,728

Total additions to            
    long-lived assets  77,255  21,412  10,437  3,684  357  113,145
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Geographic information
Revenues in each geographic segment are reported by customer location. Amounts reported in 
geographic regions other than the United States, Canada and Australia are primarily denominated 
in US dollars.

    2007  2006  2005

United States      
Revenues $ 868,976 $ 685,921 $ 473,027
Total long-lived assets  287,056  230,811  244,447

Canada      
Revenues $ 276,195 $ 233,342 $ 132,998
Total long-lived assets  83,929  56,037  85,009

Australia      
Revenues $ 117,794 $ 78,011 $ 24,374
Total long-lived assets  29,514  15,273  15,665

Other      
Revenues $ 96,721 $ 70,860 $ 20,977
Total long-lived assets  12,737  13,874  10,083

Consolidated      
Revenues $ 1,359,686 $ 1,068,134 $ 651,376
Total long-lived assets  413,236  315,995  355,204

21. Application of Staff Accounting Bulletin No. 108

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108 Considering the Effects 
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements 
(“SAB 108”). SAB 108 was issued in order to eliminate the diversity of practice surrounding how 
public companies quantify fi nancial statement misstatements. Traditionally, the impacts of 
misstatements were evaluated under either an earnings-based (“rollover”) approach or a balance 
sheet-based (“iron curtain”) approach. The rollover approach focuses on the impact of misstatements 
on the statement of earnings, including the reversing impact of prior year misstatements, but its 
use can lead to the accumulation of misstatements on the balance sheet. The iron curtain approach 
focuses on the effect of correcting the period-end balance sheet with less emphasis on the reversing 
effects of prior years’ errors on the statement of earnings. Prior to the application of SAB 108, the 
Company used the rollover approach for quantifying fi nancial statement misstatements.

In SAB 108, the SEC staff established an approach that requires quantifi cation of fi nancial statement 
misstatements based on the effects of the misstatements on each of the Company’s fi nancial 
statements and the related fi nancial statement disclosures. This model is commonly referred to 
as a “dual approach” because it requires quantifi cation of errors under both the rollover and iron 
curtain approaches.
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The Company adopted the provisions of SAB 108 in connection with the annual consolidated 
fi nancial statements for the year ended March 31, 2007. The provisions of SAB 108 may be applied 
by either (i) restating prior fi nancial statements as if the dual approach had always been applied, 
or (ii) recording the cumulative effect of initially applying the dual approach as adjustments 
to the carrying values of assets and liabilities as of April 1, 2006 with an offsetting adjustment 
recorded to the opening balance of retained earnings. The Company elected to record the effects 
of applying SAB 108 using the cumulative effect transition method (method (ii)). The following 
summarizes the effects of applying SAB 108 to errors previously considered immaterial under the 
rollover approach:

(a) In the Company’s Commercial Real Estates Services operations, broker and management 
compensation vary during the calendar year based on exceeding pre-determined production or 
earnings thresholds. Since the time this segment was acquired in November 2004, the Company 
recorded compensation expense incrementally as thresholds were exceeded, but should have 
recorded compensation expense systematically on a basis approximating the expected average 
commission rate for the calendar year. As a result, the accrued compensation liability as of April 
1, 2006 was understated by $7,951. The Company recorded a $7,951 increase in the liability as of 
April 1, 2006 with a corresponding reduction in retained earnings to correct this misstatement.

(b) In the Company’s Residential Property Management operations, certain subsidiaries did not 
accrue vacation pay since the time they were acquired in 1996 and 1997. As a result, accrued vacation 
pay liability as of April 1, 2006 was understated by $1,607. The Company recorded a $1,607 increase 
in the liability as of April 1, 2006 with a corresponding reduction in retained earnings to correct 
this misstatement.

(c) In the Company’s Residential Property Management operations, certain prepaid insurance 
expenses were not eliminated on consolidation. As a result, prepaid insurance as of April 1, 2006 
was overstated by $467. The Company recorded a $467 decrease in the prepaid insurance as of 
April 1, 2006 with a corresponding reduction in retained earnings to correct this misstatement.

As a result of the misstatements described above, the provision for income taxes was cumulatively 
overstated by $3,599 as at April 1, 2006. The Company recorded an increase in deferred income 
tax asset in the amount of $3,599 with a corresponding increase in retained earnings to correct 
this misstatement. The Company also recorded a reduction in minority interest in the amount 
of $1,049 with a corresponding increase to retained earnings. Accordingly, the net reduction to 
retained earnings recorded as of April 1, 2006 to record the initial application of SAB 108 was $5,377.
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22. Impact of recently issued accounting standards

SFAS No. 156, Accounting for Servicing of Financial Assets, an amendment of SFAS No. 140 
(“SFAS 156”) was issued in March 2006. The standard amends SFAS No. 140, Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, with respect to 
the accounting for separately recognized servicing assets and servicing liabilities. The standard 
is effective for the Company’s fi scal year commencing on April 1, 2007. SFAS 156 is not expected 
to have a material effect on the Company’s results of operations and fi nancial condition as the 
Company does not currently retain servicing rights upon securitization of mortgages. 

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation 
No. 48, Accounting for Uncertainty in Income Taxes – an interpretation of FASB Statement No. 
109 (“FIN 48”). FIN 48 prescribes a recognition threshold and measurement attribute for the 
fi nancial statement recognition and measurement of a tax position taken or expected to be taken 
in a tax return. FIN 48 also provides guidance on accounting for derecognition, interest, penalties, 
accounting in interim periods, disclosure and classifi cation of matters related to uncertainty in 
income taxes as well as transitional requirements upon adoption of FIN 48. The provisions of 
FIN 48 are effective for the Company’s fi scal year commencing on April 1, 2007. The cumulative 
effects, if any, of applying FIN 48 will be recorded as an adjustment to opening retained earnings 
of the period of adoption. The Company has begun the process of evaluating the expected impact 
of FIN 48 on the consolidated fi nancial statements, but is not yet in a position to assess the full 
impact and related disclosure.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”). SFAS 
157 defi nes fair value, establishes a framework for measuring fair value and expands disclosures 
about fair value measurements and is effective for the Company’s fi scal year commencing on 
April 1, 2008. The Company is currently evaluating the impact of the adoption of SFAS 157.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities Including an Amendment of SFAS No. 115 (“SFAS 159”). SFAS 159 permits 
the Company to measure certain fi nancial instruments, assets and liabilities at fair value on an 
instrument-by-instrument basis under a fair value option.  The Company may elect to early adopt 
SFAS 159 effective April 1, 2007; otherwise, the standard is effective for the Company as of 
April 1, 2008. The Company is currently evaluating the impact of the adoption of SFAS 159 on 
its fi nancial position and results of operations.

23. Subsequent event

On April 18, 2007, the Company acquired 80% of the shares of a residential property management 
fi rm based in Orange County, California. The purchase price of $29,600 was funded from cash 
on hand.
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Corporate Offi ces
Head Offi ce, Canada
1140 Bay Street, Suite 4000
Toronto, Ontario  M5S 2B4

Head Offi ce, United States
2950 North 28th Terrace
Hollywood, Florida   33020
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Shearman & Sterling LLP
Olshan LLP
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Investor Relations
Securities, portfolio managers and 
representatives of fi nancial institutions 
seeking information about FirstService 
may contact:

Lynda Cralli, 
Assistant Corporate Secretary
Telephone: 416.960.9500

Greg Power, 
Deputy General Manager
EdelmanWorldwide Public Relations
Telephone:  416.979.1120 

Stock Exchange Listings
FirstService shares are listed and traded on:

 NADSAQ Global Select Market (Symbol-FSRV)
 The Toronto Stock Exchange (Symbol-FSV) 

FirstService shares are also included in the S&P/TSX 
Composite Index

Earnings & Corporate News
Corporate news releases, including earnings and 
other fi nancial information, are available at:

 Website: www.fi rstservice.com
 Telephone: 416.960.9500

Copies of FirstService’s Annual Report and 
Quarterly fi lings may be obtained on-line through 
the Company’s website.

Research Coverage
Investors may contact the following fi rms who have 
recently provided research coverage on FirstService:

 National Bank Financial
 Pacifi c International Securities
 Raymond James Inc.
 RBC Capital Markets
 Sidoti & Company, LLC
 TD Newcrest
 William Blair & Co.

The reference to such fi rms does not imply any 
endorsement of information by FirstService.
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Notice of Shareholders’ Meeting
The annual meeting of the shareholders will be held 
on Monday, June 25, 2007 at 4:00 p.m. (ET) at the 
Design Exchange, 234 Bay Street, Toronto Dominion 
Centre, Toronto, Ontario.

T47963-AR cov.indd   2 5/29/07   10:21:35 AM



FirstService Annual Report 2007

Creating Value, One Step at a time

www.fi rstservice.com

FirstService A
nnual R

eport 2007

T47963-AR cov.indd   1 5/29/07   10:21:29 AM


