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Presidents Message to Shareholders 
 
We are pleased to provide the Shareholders of RIFCO INC. with this interim report, 
which summarizes the activities of the Company during its first quarter ending June 30, 
2004. RIFCO is starting into its second year as a public company and all financial 
comparisons prior to March 31, 2003 are to the private company “Repair Industry 
Finance Corporation”. 
 
As announced on June 22, 2004, W. R. (Bill) Graham will be the President and CEO 
effective at the close of the Company’s Annual Shareholders meeting on September 15th, 
2004. Therefore, this will be the last quarter that I will have the pleasure of reporting to 
Shareholders as President and CEO. RIFCO continues to reach new milestones and I’m 
pleased that this quarter is our best ever. For the first time we can report to Shareholders 
an operating profit of $47,419. This is good news to all shareholders!  
 
It is now time to maximize the leverage of our assets, aggressively pursue profitability 
and start to reap the benefits of our investment… while we grow! RIFCO is committed to 
being the fastest growing provider of “non-prime” financial services in Canada in five 
years. 
 
RIFCO is reporting a loss before income taxes of $38,518, compared to the $119,942 loss 
reported at June 30, 2003. The operating profit for this quarter as stated is $47,419 
compared to an operating loss of $87,755 at June 30, 2003. The operating profit 
represents the Net Income before tax without the inclusion of non-cash items such as 
Provision for Credit Losses (after actual Write-offs); stock based compensation, 
amortization, debt-raising amortization and deferred lease inducements. 
 
Loan originations in this quarter increased to $1.8 million which represents an increase of 
$400,000 over the prior quarter and a $900,000 increase over the quarter ending June 30, 
2003. Loan Receivables increased during the three-month period ending June 30, 2004 by 
$1 million a 26% increase over the prior quarter and an increase of 166% or $3 million 
over the quarter ending June 30, 2003. 
 
Some items that significantly impacted our results are worth noting. Due to greater 
utilization of our senior debt line vs. mezzanine debt and improved vendor pricing the 
company’s gross profit was positively affected. Actual credit losses were very low which 
had a positive effect on results. This is the first quarter that we began expensing stock 
options and a non-cash expense of $21,024 had a negative impact on results. 
 



In this quarter our provision for loss grew by $54,254; this is a non-cash item and has a 
negative effect on earnings. As the allowance is expensed and the provision for loss 
grows (currently $260,330), there is a drag on earnings. It is for this reason that we will, 
in the future, be reporting our operating profit to shareholders. 
 
In this quarter we had two major announcements in addition to the change of the 
President and CEO position. 
 
  
 
Firstly, on June 7th, RIFCO launched our Commercial Vehicle Repair Program to service 
the diversified trucking industry through the enrollment of Commercial Repair Facilities 
and the offering of point of sale financing from $5-25,000. The initial response has been 
very positive and the market is massive in size. Personally, I could not be more excited 
about the possibilities that this program represents for RIFCO. 
 
Secondly, on July 7, RIFCO announced that it would discontinue charging Automotive 
Repairers a 2.0% discount fee for originating loans. We will instead pay repairers 102% 
of repair loan amounts. This change represents an increase of 4.0% over RIFCO’s 
previous payout rate. We are optimistic that over the next two quarters we will start to see 
the impact of this fundamental change. We should see improved volume and increased 
same store originations as a result of the Convenient Payment Plan being offered more 
often by our enrolled repairer network. 
 
The Board of Directors and Management of RIFCO are committed to growth, through the 
execution of the Strategic Plan. Our key strategies for achieving this growth include the 
expansion of its network, ever-increasing leverage of this network, excellence in credit 
and collections processes, and exceptional service to its network members and its 
customers. 
 
We believe that execution of our Strategic plan will ensure that we reach our Mission to 
“Provide superior shareholder returns, by delivering innovative non-prime financial 
services, through channel partners, who benefit by achieving increased sales and profits.” 
 
We thank you for you ongoing support. 
 
 
 
 
 
R.L. (Lee) Emerson 
President and Chief Executive Officer 
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MANAGEMENTS’S DISCUSSION AND ANALYSIS 

____________________________________  
  
The following management discussion and analysis contains information concerning the 
Company’s vision, business strategies, capabilities, comparative annual financial results 
and an overview of Management’s outlook for the Company and the industry as at 
August 27, 2004. The message to shareholders, operations review and financial 
statements, together with the accompanying note disclosures, also contain valuable 
information that supplements this discussion. Additional information is also available on 
the Company’s website [www.rifco.net] and all previous public filings are available 
through SEDAR [www.sedar.com]. 
 
This report contains forward-looking statements and actual results may differ materially. 

RIFCO - OVERVIEW  
 
RIFCO INC. operating through Repair Industry Finance Corporation is engaged in the 
specialty consumer finance business providing point of sale financing with a focus on the 
automotive aftermarket industry. The company provides Automotive Repair Financing, 
Commercial Repair Financing and Vehicle Purchase Financing to mid-market motorists 
through a growing network of licensed repair facilities and select used vehicle retailers. 
The company operates in Alberta, British Columbia, Manitoba and Ontario. 
 
In the First quarter ending June 30, 2004, RIFCO continued to grow overall business 
volumes and points of sale facilities in line with the company’s expectations. Loan 
originations increased to $1.8 Million from $.9 Million in the period ending June 30, 
2003. Company assets also increased to $5.57 Million from $2.29 million since June 30, 
2003. 
 
The point of sale network increased in the last quarter from 1,100 locations to 1,176. 
Gross Revenues increased to $535,218 from $433,433 in the fourth quarter of 2004.  
 
The gross profit margin improved to 65.6% in this quarter from 60.8% in the prior year. 
 
The operating expense as a percentage of revenue improved to 59.6% in this quarter from 
71.2% in the prior year. 
  



The company’s loan receivables are comprised (by dollars) of 48.5% repair loans & 
51.5% vehicle purchase loans. The proportion of vehicle purchase loans increased from 
45% in the last quarter of 2004 which reflects larger average loan amounts. Repair loans 
represent 79.5% of the company’s portfolio by number, a reduction of 4.0% since March 
31, 2004.  
 
The Company’s loans are geographically distributed 67% in Alberta, 18% in British 
Columbia, 13% in Ontario and 2% in Manitoba. This distribution is largely a result of the 
Company’s geographic rollout schedule.  It is expected that as RIFCO’s markets continue 
to mature, loan distribution will become more closely correlated with Canada’s 
population distribution. 
 
The Company continues to have a strong liquidity position with over $1.05 Million of 
unused capital at June 30, 2004. 

Measuring the Year’s Performance  
In the company’s 2004 annual report, eight ‘specific objectives’ were listed. The results 
follow: 
 

1. Secure an additional $10M of loan receivable funding (equity and/or debt) 
• RIFCO will be securing the additional capital to meet existing funding 

targets within the next quarter, now that the audited annual statement has 
been completed. Underway. 

 
2. Double the size of the enrolled network to over 1,800 locations 

• RIFCO grew the network in the first quarter to 1,178 locations. 
       11% towards target. 

 
3. Double annual loan originations to over $9M 

• First quarter loan originations were $1.8 million. 21% towards target. 
 

4. Double total net loan receivables to over $8M 
• First quarter total loan receivables grew to 4.95 million. 25% progress 

towards target. 
 

5. Decrease average cost of borrowed funds 
• The cost of borrowed funds in the first quarter was 8.20% down from 

10.00% in the prior year. On target. 
 

6. Report at least one profitable quarter 
• The first quarter was RIFCO’s best ever! While the company showed a 

small loss before income tax, we did for the first time show an operational 
profit of $47,419. On target. 

7. Maintain annualized write offs under 5.0% 



• The first quarter showed an exceptional low annualized write-off rate of 
0.10% which will not be maintained but puts in great shape to meet our 
target. On target. 

 
8. See meaningful growth in the company’s stock price 

• In the first quarter RIFCO’s stock price increased by 16%. On June 30, 
2004 shares in RIFCO closed at $0.58 up $0.08 from March 31, 2004.  
On target. 

External Factors 

Interest rates 
RIFCO’s cost of borrowing is closely tied to overall Canadian interest rates.  Record low 
Bank of Canada (and major bank) prime rate has contributed to the company’s reduced 
borrowing costs.  Because RIFCO’s lending rates are not variable with interest rate 
fluctuations, the lowered cost of funds has meant larger lending spreads and 
corresponding strong profit margins. 
However, the Bank of Canada’s policy has resulted in an increasing supply of consumer 
credit.  RIFCO’s potential customers have enjoyed an increased number of credit choices 
including relatively low rate credit cards.  These alternatives are competition to RIFCO’s 
repair loan program.   

Lowering of Credit Standards 
In an effort to increase market share, large credit granters have been reducing their credit 
quality requirements and/or offering mid market credit cards.  This ‘loosening’ of credit 
standards may be acting as a competitive influence. 

Strong Canadian Economy 
The Canadian (and especially Alberta’s) economy and employment growth has been 
resilient against recessionary forces from the United States.  This has contributed to better 
than average industry credit performance of RIFCO’s loan receivables. 
However the strength of the economy has also reduced RIFCO’s potential loan 
originations by reducing the need for point of sale financing. 

Increased Competition 
Increasing competition in both repair financing and purchase financing has had an effect 
on loan origination growth. We have seen new competitive companies emerge with 
sporadic and selective targets often associated with repair chains. RIFCO’s largest 
competitor remains cash and credit cards. 

Used Vehicle Values 
Used vehicle values have deteriorated over the last several years but some stabilization of 
prices is emerging.  This deterioration is felt by RIFCO upon liquidation of vehicle 
security for defaulted loans.  Lower resale values increase RIFCO’s security risk and 
potential losses. 



Outlook  
 
For 2005, RIFCO intends to focus on the following objectives in order to move towards 
our goal of being the fastest growing provider of “non-prime” financial services in 
Canada in five years, with gross revenue of $15 million and a Net (before tax) Profit 
Margin of at least 20%. 
 

• Increase point of sale penetration into RIFCO’s geographic markets and 
consider new territories for expansion, 

• Increase same location originations through product, process, education 
and incentive innovations, 

• Explore opportunities for external partnerships in order to facilitate 
growth, 

• Successfully launch the commercial vehicle repair program in all regions 
where RIFCO currently operates, 

• Refine marketing and network support systems to reduce costs per 
application, 

• Enhance RIFCO’s market visibility in the automotive aftermarket 
industry, 

• Continue research and development of new products to enhance RIFCO’s 
leverage of the company’s origination networks, 

• Maintain credit and collection standards to maximize originations while 
minimizing credit losses, and 

• Continue to streamline credit processing and file management functions. 
 

Trends  
In our 2004 annual report, Management identified key trends in the company’s business.  
These trends are based on the company’s previous performance and management’s 
assumption of expected future results. On a quarterly basis we confirm our assumptions.   
 
Continuing Trends 
The following are the identified trends that management felt would continue over the 
next year. 

• An increasing percentage of RIFCO’s revenue from interest verses fees. 
Evidence is supporting the trend. 

• Operating Expenses as a percentage of revenue will continue to decline. 
Evidence is supporting the trend. 

• The average annualized interest cost of finance receivables will continue 
to improve. Evidence is supporting the trend. 

• Wages as a percentage of Revenue will continue to decline. Evidence is 
supporting the trend.  



• Loan Losses as a percentage of our total loan receivables may continue to 
increase as RIFCO takes advantage of marketplace opportunities. The 
current quarter does not support this trend.  

• Quarterly losses as a percentage of revenue will continue to decline. 
Evidence is supporting the trend. 

• Vehicle purchase loans will increase as a percentage of our overall 
portfolio. Evidence is supporting the trend. 

• Overall average loan yield (lending %) will continue to reduce. Loan 
yields are remaining stable. 

• Credit quality will continue to improve. Evidence is supporting the 
trend. 

• The average size and average term of individual loans will remain stable. 
Evidence is supporting the trend. 

• Intangible assets as a percentage of all assets will continue to decline. 
Evidence is supporting the trend. 

• Debt vs. equity (leverage) will continue to increase. Evidence is 
supporting the trend. 

 
Changing Trends 
The following are the identified trends that management felt would reverse over the next 
year. 

• Although gross profit margins have been improving we expect this trend 
to reverse as average lending rates decrease and promotional incentives 
are increased. The first quarter results do not support this trend. 

• Repair loan originations on average per site basis have been decreasing. 
We expect that this trend will be halted and begin to reverse this year. 
Evidence supports a stable trend. 

• The growth in the number of enrolled automotive repair locations will 
slow in the upcoming year as focus is shifted to increasing per location 
originations. Evidence is supporting the trend. 

 

Selected Financial Information  
 
As at June 30 Q1 - 2005 2004 2003 2002
Revenue   535,218 1,411,612 397,806 10,984
Net Earnings (Loss)  -33,518 -255,751 -236,996 -180,098
Total Assets  5,569,961 4,542,704 2,157,516 441,829
Long Term debt  1,022,601 1,024,451 1,018,677 17,258
Total debt   4,771,534 3,731,783 1,537,608 125,341
Earnings (loss) per share - Basic 0 -0.022 -0.023 -0.024
Earnings (loss) per share - Diluted 0 -0.018 -0.019 -0.022
Preferred share Dividends 0 0 0.08 0.019

 



RIFCO continues to be a growth company with revenue in the first quarter already 
reaching 38% of the total revenue last year. Company revenues will continue to rise as 
quarterly loan originations increase.  
 
Net losses as a percentage of revenue continue to improve to 6.3% in this quarter 
improving from 18.1% in the prior year.  
 
The Selected Financial Information and the MD&A with the Results of Operations 
should be read in conjunction with the attached consolidated financial statements and 
related notes for the year-ended June 30, 2004. The results of operations and its cash 
flows for the periods then ended are in accordance with Canadian generally accepted 
accounting principles. 
 

Results of Operations  
 
RIFCO reported a loss before income taxes of $38,518 for the three-month period ended 
June 30, 2004, as compared to a loss of $119,942 for the three-months ended June 30, 
2003. 

Revenues  
The Company’s revenues for the three-month period ended June 30, 2004 were $535,218 
compared to $234,869 for the three-months ending June 30, 2003. This represents a 
128% increase in revenue year over year. Revenues continue to increase with the growth 
in loan originations and finance receivables. The loan portfolio generates interest income 
along with loan origination fees and commissions. Collection activity also generates 
additional fee income. 

Gross Profit  
The Company’s gross profit for the three-month period ending June 30, 2004 was 
$351,076, compared to $136,205 for the three-months ending June 30, 2003. Gross profit, 
as a percentage of sales, increased to 65.6% from 58% in the prior year an increase of 
7.6%. The gross profit margin increased from 60.8% in the prior quarter an increase of 
4.8%.  The company considers its cost of goods to be comprised of out of pocket costs 
associated with loan originations and interest on debt. With increased loan origination 
volumes the Company is benefiting from lower interest costs and improved vendor 
pricing. The Company’s gross profit could be negatively affected by the launch of new 
loan products with lower lending rates, reduced point of sale fees, and expanded sales 
incentive programs. 

Interest 
The interest expense for the three-month period ended June 30, 2004 was $85,788, 
compared to $44,935 for the three-months ending June 30, 2003. The interest expense 
increased due to higher debt levels to fund increased loan receivables. At year end the 
Company had a credit line of $3.5 million of which $1.4 million was utilized and bears an 
interest rate of Prime plus 1.7% (5.45% at March 31, 2004) 



 
 
 
 
 

Q1
2005

Annual 
2004 

Annual
2003

Average Cost of Borrowed Funds (1) 8.20% 10.00% 12.70%
Interest Cost as % of Revenue (2) 16.00% 18.77% 20.35%
Annualized Interest Cost of  (3)  
Loan Receivables 7.16% 9.30% 16.40%
Annualized Interest Earned on 
 Loan Receivables (4) 26.50% 26.50% 27.80%

(1) This represents the average interest rate paid for money borrowed. 
(2) This represents the annualized variable interest cost as a % of all revenue earned. 
(3) This represents the annualized interest cost required to create the total loan receivable portfolio. 
(4) This represents the annualized rate of interest earned on our total loan receivable portfolio.  

Provision for Credit Losses 
The provision for credit losses for the three-month period ending June 30, 2004 totaled 
$66,562, compared to $41,459 for the three-months ending June 30, 2003. Of the $66,562 
in provisional expenses, $54,254 was used to increase the allowance for credit losses 
recorded on the balance sheet, and $12,308 was used to offset net portfolio losses. This 
reflects an annualized loan loss rate of 0.10% which includes all collection costs and 
recoveries. The Company does not expect this unusually low rate to continue, as in the 
quarter we benefited from strong write-off loan recoveries. It should be noted that the 
Company also earned $13,841 in Collection Fee income which in this quarter exceeds the 
amount written-off.  

Operating Expense 
The operating expenses for the three-month period ended June 30, 2004 totaled $319,090 
compared to $214,492 for the three-months ending June 30, 2003. Operating expenses as 
a percentage of revenue was reduced to 59.6% from 91.3%. 
 
Advertising and Promotion for the three-month period ending June 30, 2004 totaled 
$26,922 compared to $14,797 for the three-months ending June 30, 2003. In the last 
quarter RIFCO increased its enrolled network by 76 sites.  
 
Capital Assets purchased including those financed through capital leases in the three-
month period ending June 30, 2004 totaled $25,648, which compare to $8,454 in the prior 
three-months ending June 30, 2003. Asset purchases were office furniture, computer 
hardware and software. 
 
General and Administrative expenses were $115,670 for the three-months ending June 
30, 2004, compared to $77,720 for the three-months ending June 30, 2003. Growth in 
general & administrative expenses is a reflection of increased loan volumes and travel 
expenses for repairer enrolment. General Administrative expenses are comprised of 



Office & Telephone, Travel & Auto, Rental, Insurance, Amortization, and Professional 
Fees. Professional Fees represented $43,666 or 37.8% of general & administrative 
expenses which were made up of accounting, compliance, investor relations and legal 
fees. Included in the Professional Fees is a $16,630 non-cash expense for stock based 
compensation related to the vesting of the investor relations firm stock options. General 
and Administrative expenses have reduced to 21.6% of revenue from 33.1% in the three-
months ending June 30, 2003 an improvement of 11.5%.      
 
Wages and benefits expenses totaled $176,498 for the three-month period ending June 
30, 2004, compared to $121,975 in the three-months ending June 30, 2003. This is the 
first quarter that employee (not management)a stock based compensation expense has 
been included of $4,394, this is a non cash item. In order to support the growth in its 
operations and finance receivables portfolio, the number of employees has increased from 
12 at June 30, 2003 to 17 at June 30, 2004. Wages & Benefits expenses have reduced to 
33% of revenue from 51.9% in the three-months ending June 30, 2003.   

Asset Review  
The Company’s growth momentum continued during the three-month period ended June 
30, 2004. Total assets increased by $1,027,257 to $5,569,961 at June 30, 2004, an 
increase of 22.6% in the three-months since March 31, 2004. Non-producing intangible 
assets have increased by $1,058 from $391,740 at March 31, 2004 to $392,798 at June 
30, 2004. As a percentage of total assets, the non-producing assets have decreased 1.6% 
from 8.6% to 7.0%. The intangible assets are 90.6% future tax benefits. 
 

Enrolled Valued Repairer & Dealer Network 
While the benefit of an increased network is not shown as an asset on the balance sheet, it 
should be noted that outlets offering the Convenient Payment Plan grew from 1,100 to 
1,176 during the quarter.  

Finance Receivables 
Finance receivables are secured by motor vehicle assets and are registered at the 
applicable provincial property registry. As at June 30, 2004, the Company had 1,780 
loans outstanding of which 2.47% were in arrears in the 30-60 day category and 1.18% in 
the over 60 day’s delinquent category. The loans breakdown by category is as follows; 
1,414 automotive repair, 351 vehicle purchase and 20 commercial repair. Automotive 
repair loans are offered at 27.8% and have an average outstanding balance of $1,640 with 
an average remaining amortization of 25-months. Purchase loans have an average 
outstanding balance of $7,650 and a remaining amortization of 37-months and bear 
interest rates of 27.8%, 23.8% and 19.8%. Currently 73% of purchase loans are at 27.8%. 
RIFCO commenced a commercial vehicle repair program during this quarter that was in a 
testing phase at year end. Commercial Vehicle Repair loans have an average outstanding 
balance of $11,500 over a remaining amortization of 24 months and generate interest at 
21.8%. The Company’s loan receivables are comprised primarily of the consumer repair 
& purchase loans which may be paid off at any time without penalty.  
 



RIFCO finance receivables grew during the three-month period ending June 30, 2004 by 
$1,030,814 or 26% to $4,946,262. Funds advanced on finance receivables amounted to 
$1,801,750 for the three-month period ending June 30, 2004, compared to $905,829 in 
the three-month ending June 30, 2003. It also represents a $400,000 increase in loan 
funding from the prior quarter. This represents a 99% increase in loan originations over 
the same period in the prior year.  
 
In the three-month period ending June 30, 2004, the Company received 984 credit 
applications which resulted in 411 funded loans for a 41.8% closing rate. The total loans 
outstanding increased by 892 in the last year from 888 at June 30, 2003 to 1,780 a 100% 
increase. The Company’s loans regularly mature, payout early, or are consolidated with 
new loan requests. Loan numbers are also reduced by accounts written off as bad debt 
during the year.    
 

Summary of Quarterly Results 
 
 2005 2004 2003 

 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 

Gross Revenue 535,218      433,433       404,551        333,262          234,869        199,727        106,982          59,100  

Net (Loss) Income Before Tax        (38,518)     (143,402)     (114,831)        (63,279)        (119,942)        (93,032)      (100,890)      (116,764) 

Operating Profit (Loss)         47,419        (76,437)       (70,341)        (15,924)         (87,755)        (49,305)        (76,036)      (101,394) 

EPS Basic 0.00         (0.011)         (0.007)          (0.004)           (0.008)          (0.006)         (0.007)          (0.009) 

       Diluted 0.00         (0.011)         (0.007)          (0.004)           (0.008)          (0.006)         (0.006)          (0.009) 

Net Receivable Portfolio 4.9 Million 3.9 Million 3.3 Million 2.6 Million 1.9 Million 1.4 Million .7 Million .4 Million 

Gross Profit Margin 65.6% 61.7% 61.7% 62.8% 58.0% 53.4% 50.1% 50.0% 

Operating Expense Margin 59.6% 72.6% 63.3% 67.8% 91.3% 79.5% 126.0% 226.0% 

Points of Sales 1,176          1,100           1,000               856                761              606              498               301  

Loan Originations 1.8 Million 1.4 Million 1.3 Million 1.1 Million .9 Million .9 Million .5 Million .2 Million 

 
As the Company grows it records an increasing number of non-cash expense items. 
Effective this quarter we are starting to report our operating profit & loss position in our 
eight month quarterly review. The operating profit represents the Net (Loss) Income 
before Tax with the following non-cash items added back: Provision for Credit Losses 
(after actual write-offs), stock based compensation, amortization, debt-raising 
amortization and deferred lease inducement. 
 
All 2003 quarter results are those of Repair Industry Finance Corporation (the private 
corporation which was acquired by RIFCO Inc.). 
 
 
 
 
 



Liquidity and Capital Resources  
 
 
As at June 30, ($000's) 2005 

Q1
2004 2003

Operating loan/ unsecured debentures 3,607 2,498 427
Long term debt 1,023 1,024 1,019
Current portion of long-term debt 13 13 8
Total operating & term debt 4,630 3,535 1,454 
Callable Debt 3,607 2,498 427 
Unused Credit lines 1,037 2,114 1,250 
 
RIFCO’s primary sources of cash have been: cash flows from investing activities; 
borrowings under its credit facility; and the issuance of debt and equity. The company’s 
primary uses of cash have been the funding of advances on finance receivables and the 
purchase of certain capital assets. Management believes that the resources available to the 
company and facilities to be increased will provide the needed capital to fund the 
continued expansion of operations, loan purchases, and investments in operating 
infrastructure for fiscal 2005. 
 
At March 31, 2004, RIFCO had a $3.5 million credit line at a major Canadian Chartered 
Bank at prime plus 1.7%. At year end $1.05 million was unused. The Company has 
remained within all bank margin & mezzanine covenants throughout the year. 
 
The senior bank line is due on demand and mezzanine debt is retractable with 90 days 
notice. Interest is paid on all debt monthly. The Company expects all debt instruments to 
continue to be available.  
 
The Company expects further increases in debt funding as RIFCO continues to grow. 
Further equity offerings may also be required as well as opportunities to improve debt 
leverage.  
 
 Payments Due by Period 
Contractual  
Obligations ($) 

Total Less than 
1 year 

1-3  years 4-5 years After 5 
years 

Long term-debt (1) 1,000,000 0 1,000,000 0 0
Capital Lease obligations (2) 26,224 11,148 16,076 0 0
Purchase Obligations (3) 360,768 96,869 214,864 49,035 0
Total Contractual Obligations 1,386,992 108,017 1,230,940 49,035 0

(1) This represents a convertible debenture that matures on May 31, 2006 and is convertible at the option of 
the holder to common shares at a conversion price of $0.75 per share. The debenture may be converted, 
redeemed at maturity. 
(2) This represents office equipment leases. 
(3) Purchase obligations means an agreement to purchase goods or services that is enforceable and legally 
binding on the company. All of the company’s obligations are in the areas of premises lease, investor relation 
service contracts and regulatory compliance consultants. 

  
 
 



As at June 30, 2004 2005-Q1 2004 

Issued 
Common 
Shares 

 Amount ($) Common 
Shares

 Amount 
($)

       
Balance, beginning of year 11,472,108  1,572,356 10,472,108  1,076,890
Stock options exercised 0  0 0  0
Stock issued 0  0 1,000,000  500,000
Stock Issuance Costs 0  0   -4,534
Balance, end of year 11,472,108  1,572,356 11,472,108  1,572,356

Transactions with Related Parties  

The Corporation has outstanding secured vehicle purchase loans of $12,558 for two of its 
directors at an interest rate of 12.0%.  

Included in the unsecured debenture balance is $278,500 (2004 - $278,500) of debentures 
owing to directors. Interest expenses during the quarter on these debentures was $8,355 
(2004 - $32,388). 

These transactions are in the normal course of operation and are measured at the 
exchange amount, which is the amount of consideration established and agreed to by the 
related parties.   

Financial Instruments and Other Instruments  
Credit (Lending) Risk – Finance receivables, secured loans are granted for automotive 
& commercial repairs and vehicle purchases to the mid market borrower. Risks are 
mitigated through thorough credit screening and the registration of security. RIFCO’s 
borrowers are traditionally unable to meet bank requirements. A company business risk 
of larger than expected percentage of loans defaulting exists. 
 
Borrowing Risk - The Company has three classes of debt, Senior Bank Debt, 
Convertible Debenture Debt and Unsecured Debenture Debt (listed in order of priority). 
The bank debt is repayable upon demand.   The convertible debenture debt matures on 
May 31, 2006. At June 30, 2004, the unsecured debenture debt notes were held by 21 
separate entities.  Each note is available for redemption on 90 days notice, subject to the 
approval of the registered senior debt holder whose consent will not be unreasonably 
withheld. Liquidity could be affected if a large amount of unsecured debenture debt was 
redeemed & replacement funds could not be acquired or if the company’s senior debt line 
was withdrawn. 
 
Interest rate risk – The Company’s bank borrowings are subject to variable interest 
rates.  An increase in borrowing rates would narrow the spread between the company’s 
lending and borrowing interest rates which would affect profit margins.  
 
Currency risk – All of the company’s dealings are in Canadian funds and RIFCO has no 
significant currency risk.   
 



RIFCO INC.
Consolidated Statement of Loss and Deficit
(unaudited)

3 months ended 3 months ended
June 30, 2004 June 30, 2003

Financial revenue

Loan interest 317,708$       117,951          
Loan fees 203,669         108,291          
Collection fees 13,841           8,627              

535,218         234,869          
Financial expenses
Financing fees and insurance 98,354           53,729            
Interest 85,788           44,935            

184,142         98,664            

Net financial income 351,076         136,205          

Operating expenses
Wages and benefits 176,498         121,975          
Professional fees 43,666           14,211            
Travel and auto 29,712           28,665            
Office and telephone 24,823           20,376            
Promotion and advertising 26,922           14,797            
Rental 7,139             6,845              
Amortization 6,269             4,017              
Insurance 4,061             3,606              

319,090         214,492          

Income (loss) before provision for credit losses
and other income (expenses) 31,986            (78,287)            

Provision for credit losses 66,562            41,459             

Loss before other income (expenses) (34,576)           (119,746)          

Other income -                 3,746               

Finance fund raising costs (3,942)             (3,942)              

Loss before income taxes (38,518)           (119,942)          

Future income tax recovery 5,000              40,000             

Net loss (33,518)           (79,942)            

Deficit, beginning of period, as originally reported (761,435)         (456,981)          

Adjustments relating to adoption of Handbook section 3870 (note 2) (230,914)         -                  

Deficit, beginning of period, as restated (992,349)         (456,981)          

Deficit, end of period (1,025,867)$   (536,923)$       

Net loss per common share - basic and diluted (.00) (0.01)                



RIFCO INC.
Consolidated Balance Sheet
(unaudited)

June 30, 2004 March 31, 2004

ASSETS

Cash 59,866$         66,398             
Accounts receivable 9,346             16,507             
Inventory of supplies 27,882           33,630             
Prepaid expenses and deposits 24,989           29,542             
Deferred financing costs 36,798           40,740             
Finance receivables - net  (note 3) 4,946,262      3,915,448        
Furniture and equipment  (note 4) 108,818         89,439             
Future income taxes 356,000         351,000           

5,569,961$    4,542,704        

LIABILITIES

Bank indebtedness  (note 5) 2,463,334$    1,420,764$      
Accounts payable and accruals 120,973         153,263           
Deferred lease inducement 20,958           21,406             
Unsecured debentures  (note 6) 1,143,668      1,111,899        
Convertible debenture  (note 7) 1,000,000      1,000,000        
Obligation under capital lease 22,601           24,451             

4,771,534      3,731,783        

SHAREHOLDERS' EQUITY

Share capital  (note 8) 1,572,356      1,572,356        
Contributed surplus  (note 9) 251,938         -                  
Deficit (1,025,867) (761,435)

798,427         810,921           

5,569,961$    4,542,704        



RIFCO INC.
Consolidated Statement of Cash Flows
(unaudited)

3 months ended 3 months ended
June 30, 2004 June 30, 2003

Cash Provided By (Used For)

Operating activities
Net loss for the period (33,518)$        (79,942)            
Add (deduct) items not affecting cash:
       Amortization 6,269              4,017               
       Provision for credit losses 66,562            41,459              
       Deferred lease inducement (448)                -                   
       Stock based compensation 21,024            -                   
       Future income tax recovery (5,000)             (40,000)            
Changes in non cash working capital (10,886)           (19,763)            

44,003            (94,229)            

Investing activities
Funds advanced on finance receivables (1,801,750)      (905,829)          
Principal collections on finance receivables 704,374          404,047            
Purchase of furniture and equipment (25,648)           (8,454)              

(1,123,024)      (510,236)          

Financing activities
Increase in bank indebtedness 1,042,570       312,765            
Proceeds from (repayments of) unsecured debentures 31,769            (20,646)            
Proceeds from (repayments of) convertible debentures -                  1,000               
Repayments of obligation under capital lease (1,850)             (1,437)              

1,072,489       291,682            

Increase (decrease) in cash (6,532)             (312,783)          

Cash, beginning of period 66,398            374,835            

Cash (bank indebtedness), end of period 59,866$         62,052              



RIFCO INC. 
Notes to Consolidated Financial Statements 
Three month period ended June 30, 2004 
 
 
1. Significant Accounting Policies 
 
 
These interim consolidated financial statements should be read in conjunction with the 
consolidated financial statements for the year ended March 31, 2004.  These interim 
consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles, using the same accounting policies as outlined in Note 2, 
except for accounting policy changes described in Note 2 below, of the consolidated financial 
statements for the year ended March 31, 2004. 
 
The preparation of the consolidated financial statements in conformity with Canadian generally 
accepted accounting principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities at the date of the consolidated financial 
statements and the reported amounts of revenue and expenses during the reporting period.  
Actual results could differ from these estimates. 
 
 
2. Changes in Account Policy 
 
 
Stock-Based Compensation 
 
Effective April 1, 2004, the Corporation adopted the new accounting recommendations of the 
Canadian Institute of Chartered Accountants (CICA) Handbook Section 3870 with respect to the 
fair value based method of accounting for stock-based compensation, as described below.  This 
change has been applied retroactively; however, financial statement amounts for 2004 and prior 
years have not been restated.  Prior to April 1, 2004, the Corporation presented the fair value 
expense of stock options under supplementary pro forma information.  The effect of the change 
was to increase the opening deficit and contributed surplus at April 1, 2004 by $230,914. 
 
The Corporation has an Employees’ Stock Option Plan which is disclosed in Note 10 of the 
consolidated financial statements for the year ended March 31, 2004.  The Corporation 
accounts for its grants under the plan, direct awards of stock to employees and stock option 
awards granted to non-employees using the fair value based method of accounting for its stock-
based compensation.  Accordingly, the fair value of the options at the date of grant is accrued 
and charged to operation, with an offsetting credit to contributed surplus, on a straight line basis 
over the vesting period.  If and when the stock options are ultimately exercised, the applicable 
amounts of additional paid-in capital and contributed surplus are transferred to share capital. 
 
Impairment of Long-Lived Assets 
 
The Corporation reviews deferred financing costs and furniture and equipment for impairment 
whenever events or circumstances arise that indicate that the carrying value amount may not be 
recoverable.  Recoverability is assessed by comparing the carrying amount of the asset or 
group of assets to its fair value, as determined by the undiscounted future cash flows the long-
lived assets are expected to generate.  An impairment loss is recognized in the period where 
the carrying amount exceeds the fair value.   
 



RIFCO INC. 
Notes to Consolidated Financial Statements 
Three month period ended June 30, 2004 
 
 
Changes in Account Policy (continued) 
 
 
There were no conditions in the current period that indicated that the carrying value of long-lived 
assets exceed their fair value.  The adoption of CICA 3063 had no effect on the Corporation’s 
financial position for the period ended June 30, 2004. 
 
    
3. Finance Receivables – net   
 
 
Principal of finance receivables 5,116,776$   4,065,148       
Accrued interest 89,816          56,376            

Finance receivables 5,206,592     4,121,524       
Less: allowance for credit losses (260,330)        (206,076)          

Finance receivables - net 4,946,262$   3,915,448       

Allowance, beginning of period 206,076$      73,558            
Provision for credit losses 66,562          272,739          
Write-offs (12,308)          (140,221)          

Allowance, end of period 260,330$      206,076          
 
   
4. Furniture and Equipment  
 
 

Accumulated Net Book Net Book
Cost Amortization Value Value

Furniture and equipment 74,363$   18,166     56,197     50,823     
Computer hardware 43,386     15,081     28,305     24,319     
Computer software 24,695     6,372       18,323     9,279       
Leasehold Improvement 7,648       1,655       5,993       5,018       

150,092$ 41,274     108,818    89,439     
 
Furniture and equipment includes $35,693 (accumulated amortization - $8,135) of equipment 
held under capital lease (March 31, 2004 cost $35,693, accumulated amortization $7,820). 
 
 
 
 
 
 
 

June 30, 
2004 

March 31, 
2004 

June 30, 
2004 

March 31, 
2004 



RIFCO INC. 
Notes to Consolidated Financial Statements 
Three month period ended June 30, 2004 
 
 
5. Bank Indebtedness 
 
 
The Corporation has a $3,500,000 line of credit with an interest rate of prime (currently 3.75) 
plus 1.7%.  The Corporation has provided a General Security Agreement over all assets as 
security over this loan.  The bank indebtedness consists of: 
 
 June 30, 2004 March 31, 2004

     Line of Credit 2,450,000$   1,400,000$       
     Bank overdraft 13,334          20,764            

2,463,334$   1,420,764$        
 
 
6. Unsecured Debentures 
 
 
The debentures are unsecured, with no maturity date and bear interest at 1% per month.  The 
debt may be redeemed by the Corporation with 30 days notice.  The debt may be retracted by 
the debt holder with 90 days notice. 
 
The Corporation committed to a 36 month term on $300,000 which expires on March 28, 2006.  
The debt may be retracted by the debt holder with 90 days notice.  It is understood that 
debentures are postponed and subordinated in favour of the registered senior debt and 
debenture lenders.  Redemption requests are subject to the approval of the registered senior 
debt holder whose consent will not be unreasonably withheld. 
 
As the timing of the cash flows are not certain, the Corporation is not able to provide fair value 
information surrounding these financial instruments. 
 
 
7. Convertible Debenture 
 
 
The $1,000,000 convertible debenture matures on May 31, 2006, subject to postponement of 
the registered senior debt holder, and is convertible, at the option of the holder, to common 
shares at a conversion price of $0.75 per share.  The Corporation has provided a general 
security agreement as collateral over this loan and bears interest at 1% per month. 
 
The agreement with the lender provides for a maximum $1,000,000 of convertible debenture at 
which time the debenture holder was issued 100,000 warrants to acquire common shares at 
$0.65 per share which expires on June 1, 2005. 
 
As the timing of the cash flows are not certain, the Corporation is not able to provide fair value 
information surrounding these financial instruments. 
 
 
 



RIFCO INC. 
Notes to Consolidated Financial Statements 
Three month period ended June 30, 2004 
 
 
8. Share Capital 
 
 
Authorized: 
 
Unlimited number of common shares 
Unlimited number of preferred shares 
 
Issued 
Common shares 

Number Amount

Balance at June 30, 2004 11,472,108   1,572,356$     

Balance at March 31, 2004 11,472,108   1,572,356$     

 
Escrow Shares 
 
At March 31, 2004, there are 7,106,258 shares which are subject to a TSX Venture Exchange 
Tier 2 Surplus Security escrow agreement. 
 
Warrants 
 
During the 2004 year, the Corporation issued 100,000 warrants with an exercise price of $0.65 
per warrant with an expiry date of June 1, 2005. 
 
Stock Options and Stock-Based Compensation Plan 
 
A summary of the Corporation’s stock options at the end of the period are as follows: 
 

Shares Weighted Average
Exercise Price

Outstanding at March 31, 2003 250,000 0.30
Granted during the year 853,440 0.60
Expired during the year (87,500)          0.30
Outstanding at March 31, 2004 1,015,940 0.56

Granted during the period 17,717 0.40
Outstanding at June 30, 2004 1,033,657 0.55

Options exercisable at June 30, 2004 936,157 0.57

 
The weighted average grant date fair value price of the options is $0.35 and the weighted 
average remaining life of the option is 3.43 years. 
 



RIFCO INC. 
Notes to Consolidated Financial Statements 
Three month period ended June 30, 2004 
 
 
Share Capital (continued) 
 
 
Included in the current period wages and benefits and professional fees expense is $4,394 and 
$16,630 related to stock-based compensation. 
 
Effective April 1, 2004, the Corporation applies the fair value based method of accounting for 
stock-based compensation.  As the Corporation has selected the retroactive application without 
restatement method (see Note 2), it must disclose the impact on net income as if the fair value 
based method accounting had been applied in the comparative period. 
 

Three months ended
June 30, 2003

Compensation cost 224,524$        

Net income
     As reported (79,942)$         
     Pro forma (304,466)$       

Loss per share - basic and diluted
     As reported (0.01)$             
     Pro forma (0.03)$             
 
The fair value of each option granted is estimated on the date of grant using the Black-Scholes 
model with weighted average assumptions for grant as follows: 

June 30, 2004 June 30, 2003

Risk free interest rate 4.2% 4.3%
Expected lives (years) 4.70 4.76
Expected volatility 151% 151%
Dividend yield -                -                  

Three months ended

 
 
9. Contributed Surplus 
 
 
The opening balance of contributed surplus was increased by $230,914 as a result of the 
accounting policy change for stock based compensation as described in note 2.  During the 
current period, an additional $21,024 was credited to contributed surplus as a result of the 
Corporation issuing additional stock options. 
 
 
 
 
 



RIFCO INC. 
Notes to Consolidated Financial Statements 
Three month period ended June 30, 2004 
 
 
10. Net Loss Per Common Share 
 
 
The net loss per common share has been calculated based on the weighted average number of 
common shares outstanding for the three-month period ended June 30, 2004 of  11,472,108  
(June 30, 2003 – 10,472,108). Diluted earnings per share are calculated taking into 
consideration the potentially dilutive effect of the exercising of share options and conversion of 
the convertible debenture.  Diluted earnings per share are equal to basic earnings per share as 
the effect of the share options, warrants and convertible debenture is not dilutive. 
 
 
11. Fair Value of Financial Instruments 
 
 
Refer to the March 31, 2004 Annual Report for disclosure related to financial instruments. 


