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REPORT OF INDEPENDENT REGISTERED CHARTERED ACCOUNTANTS

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF POINTS INTERNATIONAL LTD.

We have audited the internal control over financial reporting of Points International Ltd. and subsidiaries (the “Company”)
as of December 31, 2007, based on the criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.  The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal con-
trol over financial reporting, included in the accompanying Management’s Report on Internal Control Over Financial Re-
porting. Our responsibility is to express an opinion on the Company's internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether ef-
fective internal control over financial reporting was maintained in all material respects.  Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons performing similar functions, and effected by the company’s
board of directors, management and other personnel to provide reasonable assurance regarding the reliability of finan-
cial reporting and the preparation of financial statements for external purposes in accordance with generally accepted ac-
counting principles.  A company's internal control over financial reporting includes those policies and procedures that (1)
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispo-
sitions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of management and directors
of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisi-
tion, use or disposition of the company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or im-
proper management override of controls, material misstatements due to error or fraud may not be prevented or detected
on a timely basis.  Also, projections of any evaluation of the effectiveness of the internal control over financial reporting
to future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that
there is a reasonable possibility that a material misstatement or the company’s annual or interim statements will not be
prevented or detected on a timely basis.  The following material weakness has been identified and included in manage-
ment’s assessment: As a result of the restatements reflected in the December 31, 2007 financial statements and audit ad-
justments related thereto, the Company has concluded that there is a material weakness in internal control over financial
reporting as of December 31, 2007. The Company has not demonstrated the timely and in-depth involvement of external
resources to supplement their knowledge of generally accepted accounting principles, particularly with respect to com-
plex revenue recognition matters related to upfront contract initiation fees in prior years. Given that the current internal con-
trols did not detect these past errors, a material weakness existed as of December 31, 2007.  This material weakness was
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considered in determining the nature, timing and extent of audit tests applied in our audit of the consolidated financial state-
ments as of and for the year ended December 31, 2007, of the Company and this report does not affect our report on such
financial statements.

In our opinion, because of the effect of the material weakness identified above on the achievement of the objectives of
the control criteria,  the Company has not maintained effective internal control over financial reporting as of December 31,
2007, based on the criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsor-
ing Organizations of the Treadway Commission. 

We have also audited, in accordance with Canadian generally accepted auditing standards and the standards of the Pub-
lic Company Accounting Oversight Board (United States), the consolidated financial statements of the Company as of and
for the year ended December 31, 2007 and our report dated March 19, 2008 expressed an unqualified opinion on those
financial statements and included a separate report titled Comments by Independent Registered Chartered Accountants
on Canada¬-United States of America Reporting Difference referring to changes in accounting principles.

Independent Registered Chartered Accountants
Licensed Pubic Accountants
Toronto, Canada
March 19, 2008



Report of Independent Registered Chartered Accountants

To the Board of Directors and Shareholders of Points International Ltd.

We have audited the accompanying consolidated balance sheet of Points International Ltd. and subsidiaries (the “Com-
pany”) as at December 31, 2007, and the related consolidated statements of operations, comprehensive loss and deficit
and cash flows for the year then ended.  These financial statements are the responsibility of the Company's management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards and the standards of the Pub-
lic Company Accounting Oversight Board (United States).  These standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluat-
ing the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the
Company as at December 31, 2007, and the results of its operations and its cash flows for the year then ended in ac-
cordance with Canadian generally accepted accounting principles.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company’s internal control over financial reporting as of December 31, 2007, based on the criteria established
in Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Com-
mission and our report dated March 19, 2008 expressed an adverse opinion on the Company’s internal control over fi-
nancial reporting because of a material weakness. 

The consolidated financial statements as of December 31, 2006 and for the year then ended (as restated) were audited
by Mintz & Partners LLP who expressed an opinion without reservation on those statements in their report dated March
7, 2007 except for Note 4, which is as of March 19, 2008.

Independent Registered Chartered Accountants
Licensed Pubic Accountants
Toronto, Canada
March 19, 2008
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Comments by Independent Registered Chartered Accountants on 
Canada-United States of America Reporting Difference

The standards of the Public Company Accounting Oversight Board  (United States) require the addition of an explanatory
paragraph (following the opinion paragraph) when there are changes in accounting principles that have a material effect
on the comparability of the Company’s financial statements, such as the changes described in Note 2(p) to the consoli-
dated financial statements.  Our report to the Board of Directors and Shareholders, dated March 19, 2008, is expressed
in accordance with Canadian reporting standards which do not require a reference to such changes in accounting princi-
ples in the auditors’ report when the changes are properly accounted for and adequately disclosed in the financial state-
ments.

Independent Registered Chartered Accountants
Licensed Pubic Accountants
Toronto, Canada
March 19, 2008



Auditors’ Report

To the Shareholders of Points International Ltd.

We have audited the accompanying consolidated balance sheet of Points International Ltd. and subsidiaries (the “Com-
pany”) as at December 31, 2006, and the related consolidated statements of operations, comprehensive loss and deficit
and cash flows for the year then ended. These financial statements are the responsibility of the Company's management.
Our responsibility is to express an opinion on these financial statements based on our audit.

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

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of
Points International Ltd. and subsidiaries as at December 31, 2006, and the results of their operations and their cash
flows for the year then ended in accordance with Canadian generally accepted accounting principles.

As described in Note 4 to the consolidated financial statements, the accompanying consolidated financial statements of
the Company as of December 31, 2006 and for the year then ended have been restated. We therefore amended our pre-
vious report dated March 7, 2007 on those financial statements based on our audit of the effect of the restatement to the
Company’s restated financial statements as of December 31, 2006 and for the year then ended.

Toronto, Ontario Chartered Accountants
March 7, 2007 except for Note 4,             Licensed Public Accountants
which is as of March 19, 2008
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CONSOLIDATED BALANCE SHEETS
(Expressed in Canadian Dollars) POINTS INTERNATIONAL LTD.

AS AT December 31, 2007
Restated (Note 4)
December 31, 2006

ASSETS
CURRENT

Cash and cash equivalents (Note 5) $ 21,148,331 $ 19,758,490

Funds receivable from payment processors (Note 6) 5,034,223 3,710,341

Short-term investments (Note 7) 7,272,200 –

Security deposits (Note 8) 1,533,073 1,220,209

Accounts receivable (Note 9) 3,293,291 2,375,966

Current portion of future income tax asset (Note 22) 590,000 –

Current portion of deferred costs (Note 12) 274,327 283,649

Prepaids and sundry assets 1,735,538 2,059,212
40,880,983 29,407,867

PROPERTY AND EQUIPMENT (Note 10) 1,981,463 2,934,239

INTANGIBLE ASSETS (Note 11) 1,384,080 1,986,433

GOODWILL (Note 11) 4,129,069 4,129,069

DEFERRED COSTS (Note 12) 474,973 1,383,446

FUTURE INCOME TAX ASSET (Note 22) – 590,000

7,969,585 11,023,187
$ 48,850,568 $ 40,431,054

LIABILITIES
CURRENT

Accounts payable and accrued liabilities $ 3,425,150 $ 3,342,869

Current portion of deferred revenue 1,600,194 776,251

Payable to loyalty program partners 30,195,664 21,000,403

Current portion of loan payable (Note 13) 5,820 33,515
35,226,828 25,153,038

DEFERRED REVENUE 380,047 422,476

LOAN PAYABLE (Note 13) – 5,289

CONVERTIBLE PREFERRED SHARES (Note 15) 20,306,850 19,506,279
55,913,725 45,087,082

SHAREHOLDERS’ DEFICIENCY

CAPITAL STOCK (Note 16) 45,994,159 43,051,048

WARRANTS (Note 17) 30,668 186,688

CONTRIBUTED SURPLUS (Note 17(g)) 7,945,633 8,703,518

DEFICIT (61,033,617) (56,597,282)

(7,063,157) (4,656,028)

$ 48,850,568 $ 40,431,054

APPROVED ON BEHALF OF THE BOARD:

Doug Carty
Director

Rob Maclean
Director



FOR THE YEARS ENDED DECEMBER 31 2007
Restated (Note 4)

2006

REVENUE

Principal $ 20,109,876 $ 3,099,182

Commission 10,780,678 8,373,966

Interest 717,146 222,555

31,607,700 11,695,703

GENERAL AND ADMINISTRATION EXPENSES

Direct cost of principal revenue 14,585,813 –

Employment costs 9,291,645 8,157,264

Sales commissions and related expenses 1,618,877 818,187

Marketing and communications 1,650,075 2,607,609

Technology services 918,140 1,055,967

Amortization of property and equipment 1,817,783 1,702,535

Amortization of intangible assets 760,495 890,346

Amortization of deferred costs 472,794 531,699

Foreign exchange loss 547,186 9,319

Operating expenses (Note 18) 3,159,014 2,739,527

34,821,822 18,512,453

OPERATING LOSS – before undernoted (3,214,122) (6,816,750)

OTHER EXPENSES

Interest on preferred shares 1,168,728 1,109,823

Interest and other charges 53,485 64,737

Interest on convertible debentures – 194,753

1,222,213 1,369,313

NET LOSS AND COMPREHENSIVE LOSS $ (4,436,335) $ (8,186,063)

LOSS PER SHARE (Note 19) $ (0.04) $ (0.08)

DEFICIT – Beginning of year 

As previously reported $ (55,335,455) $ (47,428,760)

Effect of restatement of prior years (Note 4) (1,261,827) (982,459)

As restated (56,597,282) (48,411,219)

NET LOSS (4,436,335) (8,186,063)

DEFICIT – End of year $ (61,033,617) $ (56,597,282)
45
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(Expressed in Canadian Dollars)

FOR THE YEARS ENDED DECEMBER 31 2007
Restated (Note 4)

2006

CASH FLOWS FROM OPERATING ACTIVITIES

Net Loss $ (4,436,335) $ (8,186,063)

Items not affecting cash
Amortization of property and equipment 1,817,783 1,702,535
Amortization of deferred costs 472,794 531,699
Amortization of intangible assets 760,495 890,346
Unrealized foreign exchange loss / (gain) (481,094) 185,511
Employee stock option expense (Note 17) 583,934 366,981
Interest on Series Two and Four Preferred Shares 1,168,728 1,109,823
Interest accrued on convertible debentures – 194,753

Changes in non-cash balances related to operations (Note 20(a)) 11,131,320 5,234,058

CASH FLOWS PROVIDED BY OPERATING ACTIVITIES 11,017,625 2,029,643

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property and equipment (865,008) (1,029,936)
Additions to intangible assets (158,142) (115,164)
Purchase of short-term investments (7,272,200) –
Sales of short-term investments – 2,348,418
Payments for the acquisition of MilePoint, Inc. – (400,000)

CASH FLOWS PROVIDED BY (USED IN) INVESTING ACTIVITIES (8,295,350) 803,318

CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of loan payable (Note 13) (32,984) (29,818)
Issuance of capital stock (Note 16) 1,445,272 437,887

CASH FLOWS PROVIDED BY FINANCING ACTIVITIES 1,412,288 408,069

EFFECT OF EXCHANGE RATE CHANGES ON CASH HELD IN 
FOREIGN CURRENCY (2,744,722) 287,590

INCREASE IN CASH AND CASH EQUIVALENTS 1,389,841 3,528,620

CASH AND CASH EQUIVALENTS – Beginning of the year 19,758,490 16,229,870

CASH AND CASH EQUIVALENTS – End of the year $ 21,148,331 $ 19,758,490



1. BASIS OF PRESENTATION AND BUSINESS OF THE CORPORATION

The accompanying consolidated financial statements of Points International Ltd. (the “Corporation”) include the
financial position, results of operations and cash flows of the Corporation and its wholly owned subsidiaries,
Points.com Holdings Inc., Points International (US) Ltd. and Points International (UK) Limited and its indirect
wholly owned subsidiary, Points.com Inc.

The Corporation operates in one segment, providing web-based solutions to the loyalty program industry.  The
range of Ecommerce Services include the retailing and wholesaling of loyalty program currencies, a range of ad-
ditional ecommerce products that enhance either the loyalty program’s consumer offering or its backend opera-
tions, and management of an online consumer-focused loyalty points management web-portal.

2. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements are prepared in accordance with Canadian generally accepted accounting
principles (“Canadian GAAP”).  Note 28 describes and reconciles the significant measurement differences be-
tween Canadian and United States generally accepted accounting principles (“US GAAP”) affecting the accom-
panying consolidated financial statements.  A summary of significant accounting policies is set out below:

a) Use of estimates

The preparation of these consolidated financial statements has required management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent li-
abilities as at December 31, 2007 and 2006 and the revenues and expenses reported for the years then
ended.  On an ongoing basis, the Corporation evaluates its estimates, including those related to provi-
sions for doubtful accounts, the provision for transaction losses (credit card chargebacks), income taxes,
stock-based compensation, revenue recognition, goodwill and intangible assets.  The Corporation bases
its estimates on historical experience and on various other assumptions that we believe to be reasonable
under the circumstances.  Actual results could differ from those estimates.

b) Revenue recognition 

The Corporation’s revenue is categorized as principal, commission, and interest and is generated through
the technology services provided to loyalty program partners.  Revenue is recognized when evidence of
an arrangement exists, the fee is fixed and determinable, services have been provided, and collection of
the receivable is reasonably assured.

The Corporation’s revenue has been categorized as follows:

Principal Revenue

Principal revenue groups together several streams of revenue that the Corporation realizes in delivering services
to the loyalty program industry.  The following is a list of revenue streams and the related revenue recognition pol-
icy.

(i) Technical design and development work is performed at the commencement of a business rela-
tionship with a loyalty program partner.  The majority of the technical design and development fees
are the up-front charges to cover the Corporation’s cost of setting up the loyalty program web in-
terface and customizing the look and feel of the site to that of the loyalty program partner.  Once the
loyalty program partner web site is functional, end consumers are able to transact on the site which
gives rise to transactional revenue for the term of the contract.  These fees are recorded in accor-
dance with Abstract 142 of the Emerging Issues Committee (“EIC-142”) of the CICA Handbook,
“Revenue Arrangements with Multiple Deliverables”.  As such, this revenue is deferred, along with
direct related costs to the extent there is deferred revenue, and recognized over the term of the
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contract, which approximates the period of expected benefit.

(ii) Customized technical design service fees are also charged to loyalty program partners who require
custom programming or web-design work that is not tied to an ongoing stream of revenue.  This rev-
enue is distinct from any other existing agreement and the delivered product has stand-alone value
to the loyalty program partner.  This revenue is recognized on a percentage of completion basis.

(iii) Reseller revenue is a type of transactional revenue that is realized when the Corporation takes a
principal role in the retailing and wholesaling of loyalty currency for loyalty program partners.  The
Corporation’s role as a principal in the transaction is determined by the contractual arrangement in
place with the loyalty program partner.  In this instance, the Corporation has a substantive level of
responsibility with respect to operations, marketing and commercial transaction support.  As well,
the Corporation assumes substantive credit and inventory risk with each transaction processed.
Revenue earned as reseller revenue is recorded on a gross basis in accordance with Abstract 123
of the Emerging Issues Committee (“EIC-123”) of the CICA Handbook, “Reporting Revenue Gross
as a Principal versus Net as Agent”.  Related costs are recorded as part of direct costs of principal
revenue.

(iv) Loyalty program sign-up fees are charged to loyalty program partners at the commencement of a
business relationship to gain access to the Corporation’s proprietary Points.com web portal.  This
portal allows the end-consumers of loyalty programs to register and track the programs they par-
ticipate in and allows them to transact loyalty currency in ways that are not possible within the core
programs of the loyalty programs.  The Corporation earns ongoing revenue from the ongoing trans-
actions over the term of the contract.  As such, in accordance with EIC-142 of the CICA Handbook,
this revenue is deferred, along with direct related costs to the extent there is deferred revenue, and
recognized over the term of the contract, which approximates the period of expected benefit.

(v) Hosting fees are charged to certain loyalty program partners for the hosting of web-based services
carried out by the Corporation.  These fees are charged monthly to the loyalty program partners over
the term of the contract.  Revenue is recognized on a monthly basis over the term of the contract
as it approximates the period of expected benefit.

(vi) Management fees are charged to loyalty program partners who require custom marketing or non-
technical solutions that are not covered by any other agreements with the Corporation.  This rev-
enue is recognized in the period that the service is provided.

(vii) Membership support revenue relates to fees charged to end-consumers who have subscribed for
an upgraded membership on the points.com web portal which gives them access to telephone sup-
port, exclusive contest access and additional bonus loyalty currency.  Memberships are sold either
on a monthly or annual basis.  Revenue is recognized evenly over the term of the membership.

Commission Revenue

Commission revenue is a type of transactional revenue that is realized when the Corporation takes an
agency role in the retailing and wholesaling of loyalty currency for loyalty program partners.  The Corpo-
ration’s role as an agent in the transaction is determined by the contractual arrangement in place with the
loyalty program partner.  In this instance, the Corporation has a minimal level of responsibility with respect
to operations, marketing and commercial transaction support.  As well, the Corporation assumes minimal
credit and inventory risk with each transaction processed.  Commission revenue is recorded on a net
basis in accordance with EIC-123.

Interest Revenue

Interest revenue is earned on funds invested in accordance with the Corporation’s Board approved In-
vestment Policy.  Interest revenue is recognized when earned on an accrual basis.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)



c) Cash and cash equivalents

Cash and cash equivalents include highly liquid investments, with original or remaining maturity dates of
three months or less when purchased, and are carried at cost which approximates their fair value because
of the short-term maturity of the instruments.  These include cash and term deposits.

d) Funds receivable from payment processor

Funds receivable from payment processors are amounts collected on behalf of the Corporation by pay-
ment processors.  The funds are held for up to three days before being released to the Corporation.

e) Short-term investments

Short-term investments consist of highly liquid investments (term deposits) with original maturity dates be-
tween three and twelve months, are classified as held to maturity, and are carried at amortized cost using
the effective interest rate method.  At the balance sheet date, amortized cost approximated market value.

f) Property and equipment

Property and equipment are recorded at cost less accumulated amortization.  Amortization based on the
estimated useful lives of the assets is provided using the methods and annual rates as follows:

Furniture and equipment 20% declining balance basis
Computer equipment 30% declining balance basis
Software 30% straight-line basis
Web site development and technology straight-line over 3 years
Leasehold improvements straight-line over 5 years

g) Intangible assets

Patents will be amortized over the useful life of the patent, commencing when the patents have been
granted.  As of December 31, 2007, the Corporation does not have any registered patents. Registered
trademarks have been determined to have an indefinite life and are therefore not amortized.   

The fair value of the contract-based intangible assets acquired as part of the Corporation’s acquisition of
the business assets of MilePoint, Inc. (see Note 11) are amortized over the useful lives of the related
contracts.

For finite lived assets, the Corporation assesses impairment only if impairment indicators exist.  If the car-
rying amount of the finite lived asset cannot be recovered from undiscounted cash flows, an appropriate
amount will be charged to income as an “impairment charge” at that time. 

The Corporation tests its’ indefinite lived assets for impairment at least annually, to determine whether the
carrying value exceeds the fair value.  If it is determined that an impairment exists, such impairment it is
recognized in net income at that time. 

h) Goodwill

Goodwill represents the excess of the purchase price of acquired businesses over the estimated fair
value of the tangible and intangible net assets acquired.  Goodwill is not amortized.  The Corporation
tests goodwill for impairment at least annually, at each year end, and should an impairment be deter-
mined to exist, recognizes such impairment in net income at that time.
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i) Deferred costs

Costs incurred in respect of certain financings are deferred and charged to income over the term of fi-
nancing.  Deferred finance charges represent legal and other related fees incurred to obtain the financ-
ing described in Note 15.

In relation to the Corporation’s technology design and development revenue involving revenue arrange-
ments with multiple deliverables, the Corporation incurs direct upfront contract initiation costs associated
with the web site application design and development.  Deferred costs related to the revenue streams are
deferred to the extent of the deferred revenue.  These costs are deferred over the expected life of the
agreement.

Direct costs associated with securing key loyalty program partner relationships are amortized over the
term of the relationship.

j) Payable to loyalty program partners

Payable to loyalty program partners include amounts collected through Ecommerce Services for retail-
ing, wholesaling and other loyalty currency services.  These amounts are payable to the loyalty program
partners within 45 days.

k) Deferred revenue

Deferred revenue includes proceeds received in advance for technology design and development and
membership fees for services to be provided over a future period.  Deferred revenue also includes pro-
ceeds for mileage, where the issuance to loyalty program members will occur at a later date.

l) Translation of foreign currency

Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at exchange
rates prevailing at the balance sheet date for monetary items.  Revenue and expenses are translated at
average exchange rates prevailing during the year.  Realized and unrealized foreign exchange gains and
losses are accounted for and disclosed separately and are included in net earnings.

The results of foreign operations, which are financially and operationally integrated with the Corporation,
are translated using the temporal method.  Under this method, monetary assets and liabilities denomi-
nated in foreign currencies have been translated into the Corporation’s functional currency, the Canadian
dollar, at the rate of exchange prevailing at year end.  Fixed assets have been translated at the rates pre-
vailing at the dates of acquisition.  Revenue and expense items are translated at the average rate of ex-
change for the year.

m) Income taxes

The Corporation uses the asset and liability method of accounting for income taxes.  Future income tax
assets and liabilities are recognized for future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
operating loss carryforwards.  Future income tax assets and liabilities are measured using enacted or sub-
stantively enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled.  The effect on future income tax assets and liabili-
ties of a change in tax rates is recognized in income in the year that includes the enactment or substan-
tive enactment date.

The Corporation provides a valuation allowance for future tax assets when it is more likely than not that
some portion or all of the future tax assets will not be realized.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)



n) Earnings per share

The Corporation uses Section 3500 ("Earnings per Share") of the CICA Handbook, which directs that the
treasury stock and if-converted method be used to calculate diluted earnings per share.

Diluted earnings per share considers the dilutive impact of the exercise of outstanding stock options, war-
rants, and conversion of preferred shares, as if the events had occurred at the beginning of the period or
at a time of issuance, if later.

o) Stock based compensation

Employees

The Corporation has a stock option plan for directors, officers and employees.  Effective January 1, 2003,
the Corporation adopted the amended recommendations of the CICA with respect to stock-based com-
pensation and other stock-based compensation.  The Corporation applies the fair value method to all
grants of stock options.  The fair value of options granted is estimated at the date of grant using the Black-
Scholes option pricing model incorporating assumptions regarding risk-free interest rates, dividend yield,
volatility factor of the expected market price of the Corporation’s stock and a weighted average expected
life of options.  The estimated fair value of the options that are ultimately expected to vest based on per-
formance-related conditions, as well as the options that are expected to vest based on future service, is
recorded over the option’s vesting period and charged to stock-based compensation.  In determining the
amount of options that are expected to vest, the Corporation takes into account voluntary termination be-
haviour as well as trends of actual option forfeitures.  Any consideration paid on the exercise of stock op-
tions is credited to share capital.

Non employees

For stock based compensation issued to non employees, the Corporation recognizes an asset or ex-
pense based on the fair value of the equity instrument issued.

p) Changes in accounting policies

Effective January 1, 2007, the Corporation adopted the recommendations of the CICA Handbook Sec-
tion 1530, Comprehensive Income; 3251, Equity; 3855, Financial Instruments – Recognition and Meas-
urement; Section 3861, Financial Instruments – Measurement, Disclosure and Presentation; and Section
3865, Hedges.  As required by the standards, the change in policies have been applied retrospectively
with no restatement to prior periods.

Comprehensive income

Section 1530 establishes standards for reporting and display of comprehensive income.  Unrealized
gains or losses on available-for-sale investments, and the effective portion of gains or losses on
derivatives designated as cash flow hedges and hedges of the net investment in self-sustaining for-
eign operations are included in other comprehensive income (“OCI” and accumulated other com-
prehensive income (“AOCI”) is included as a separate component of equity.  The Corporation had
no such OCI or loss transactions for the year ended December 31, 2007 and there were no open-
ing or closing balances for AOCI.

Financial instruments

Under the new standards, all financial instruments are classified into one of the following five cate-
gories: held-for-trading (assets and liabilities), available-for-sale financial assets, loans and receiv-
ables, held-to-maturity financial assets, and other financial liabilities.  Transaction costs are included
in the initial carrying amount of financial instruments except for held-for-trading items in which case
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they are expensed as incurred.  All financial instruments are initially measured at fair value.  Meas-
urement in subsequent periods depends on the classification of the financial instrument.  Under the
standards:

Held-for-trading (assets or liabilities)

This category is comprised of certain investments in equity and debt instruments, stand-alone de-
rivatives, other than those designated as hedging items, and embedded derivatives requiring sep-
aration.  They are carried in the balance sheet at fair value with changes in fair value recognized in
the income statement. 

Loans and receivables 

These assets are non-derivative financial assets resulting from the delivery of cash or other assets
by a lender to a borrower in return for a promise to repay on a specified date or dates, or on demand.
They arise principally through the provision of goods and services to customers (accounts receiv-
able), but also incorporate other types of contractual monetary assets.  They are initially recognized
at fair value and subsequently carried at amortized cost, using the effective interest rate method, less
any provision for impairment. 

Held-to-maturity investments 

These assets are non-derivative financial assets with fixed or determinable payments and fixed ma-
turities that the company’s management has the positive intention and ability to hold to maturity and
comprises certain investments in debt securities. These assets are initially recognized at fair value
and subsequently carried at amortized cost, using the effective interest rate method, less any pro-
vision for impairment.  

Available-for-sale investments

Non-derivative financial assets not included in the above categories are classified as available-for-
sale and comprises certain investments in equity instruments, including a company’s investments
in private companies.  When they have a quoted market price in an active market, they are carried
at fair value with changes in fair value recognized as a separate component of other comprehen-
sive income.  When they do not have a quoted market price in an active market, they are carried at
cost. Where a decline in the fair value is determined to be other than temporary, the amount of the
loss is removed from other comprehensive income and recognized in the income statement. 

Other financial liabilities

Other financial liabilities includes all financial liabilities other than those classified as held-for-
trading and comprises trade payables, other short-term monetary liabilities, and the debt element
of convertible debt.  These liabilities are initially recognized at fair value and subsequently carried
at amortized cost using the effective interest rate method. 

The adoption of these standards had no impact on the opening retained earnings and therefore did
not result in a transitional adjustment as of January 1, 2007.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)



The Corporation’s financial assets and liabilities are recorded and measured as follows:

Other balance sheet accounts, such as prepaid expenses, property and equipment, intangible as-
sets, goodwill, future income tax asset, deferred costs, and deferred revenue are not within the
scope of the new accounting standards as they are not financial instruments.

Hedges

The Corporation may use derivative instruments to manage foreign exchange and interest rate risk.
The Corporation may choose to designate derivative instruments as hedges.

• Cash flow hedges – The effective portion of the changes in fair value of financial instruments
designated as a cash flow hedge is recognized in OCI, net of tax, with any ineffective portion
being recognized immediately in net income.  Gains and losses are recovered from OCI and
recognized in net income in the same period as the hedged item affects net income.  If at any
point the hedged transaction is no longer expected to occur, the cumulative gain or loss rec-
ognized in AOCI is reclassified to net income immediately

• Fair value hedges – Both the financial instrument designated as the hedging item, and the un-
derlying hedged asset or liability are measured at fair value.  Changes in the fair value of both
the hedging and hedged item are reflected in net income immediately.  The carrying value of
the hedged item is adjusted through net income for changes in its fair value attributable to the
hedged risk.

Net investment hedges – Foreign exchange gains and losses on debt designated as a net in-
vestment hedge are recognized in OCI, net of tax, to the extent the hedge is effective.  The in-
effective portion of such hedges is recognized in net income.

The Corporation had no such hedges for the years ended December 31, 2007 and December 31,
2006.

3. RECENT ACCOUNTING PRONOUNCEMENTS

Financial Instruments – Disclosure and Presentation

In December 2006, the CICA issued Section 3863, “Financial Instruments – Presentation”, to enhance financial
statement users’ understanding of the significance of financial instruments to an entity’s financial position, per-
formance and cash flows.  This Section establishes standards for presentation of financial instruments and non-
financial derivatives. This Section replaces the existing requirement on the presentation of financial instruments
which have been carried forward unchanged. It deals with the classification of financial instruments, from the per-
spective of the issuer, between liabilities and equity, the classification of related interest, dividends, losses and
gains, and the circumstances in which financial assets and financial liabilities are offset.  This new section will place
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Asset/Liability Category Measurement
Cash and cash equivalents Held-for-trading Fair value
Funds receivable from payment processors Loans and receivables Amortized cost
Short-term investments Held-to-maturity Amortized cost
Security deposits Loans and receivables Amortized cost
Accounts receivable Loans and receivables Amortized cost
Accounts payable and accrued liabilities Other liabilities Amortized cost
Deposits Other liabilities Amortized cost
Loan payable Other liabilities Amortized cost
Convertible preferred shares Other liabilities Amortized cost
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increased emphasis on disclosure regarding the nature and extent of risks arising from financial instruments and
how the Corporation manages those risks.  This Section applies to interim and annual financial statements relat-
ing to fiscal years beginning on or after October 1, 2007.  The Corporation is currently assessing the impact of
the adoption of these standards on its consolidated financial statements.

In March 2007, the CICA issued Section 3862, “Financial Instruments – Disclosures”, which replaces Section
3861 and provides expanded disclosure to enable users to evaluate the significance of financial instruments for
an entity’s financial position and performance, including disclosures about fair value.  This standard harmonizes
disclosures with International Financial Reporting Standards.  This Section applies to interim and annual finan-
cial statements relating to fiscal years beginning on or after October 1, 2007.  The Corporation is currently as-
sessing the impact of the adoption of these standards on its consolidated financial statements.

International Financial Reporting Standards

In May 2007, the CICA published an updated version of its “Implementation Plan for Incorporating International
Financial Reporting Standards (“IFRS”) into Canadian GAAP”.  This plan includes an outline of the key decisions
that the CICA will need to make as it implements the Strategic Plan for publicly accountable enterprises that will
converge Canadian generally accepted accounting principles with IFRS.  The changeover date from Canadian
GAAP to IFRS is for annual and interim financial statements relating to fiscal years beginning on or after Janu-
ary 1, 2011.

Goodwill and Intangible Assets

In February 2008, the CICA issued Section 3064, “Goodwill and Intangible Assets”, which replaces Section 3062,
“Goodwill and Other Intangible Assets”, and Section 3450, “Research and Development Costs”.  The purpose of
this Section is to establish recognition, measurement, and disclosure of goodwill and intangible assets and to
provide more specific guidance on the recognition of internally developed intangible assets and requires that re-
search and development expenditures be evaluated against the same criteria as expenditures for intangible as-
sets.  The Section substantially harmonizes Canadian standards with International Financial Reporting Standards
and applies to annual and interim financial statements relating to fiscal years beginning on or after October 1,
2008.  It is not expected to have a material impact on the Corporation’s consolidated financial statements.

Capital Disclosures

In December 2006, the CICA issued Section 1535, “Capital Disclosures”, which establishes guidelines for the
disclosure of an entity's objectives, policies and processes for managing capital, quantitative data about what the
entity regards as capital and whether the entity has complied with any capital requirements and, if it has not com-
plied, the consequences of such non-compliance.  Effective for fiscal periods beginning on or after October 1,
2007, this enhanced disclosure enables users to evaluate the entity’s objectives, policies, and processes for man-
aging capital.  This new requirement is for disclosure only and will not impact the financial results of the Corpo-
ration.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)



4. RESTATEMENT OF PREVIOUSLY ISSUED FINANCIAL STATEMENTS

The Corporation is restating its previously reported consolidated financial statements for the fiscal year ended De-
cember 31, 2006.  The following table summarizes the impact of the restatement adjustment on the previously
reported consolidated balance sheet, income statement, and cash flow amounts for the year ended December
31, 2006

2006
As

Reported

Affecting
Periods

Prior to 2006
2006 

Restatement Ref

2006 
As 

Restated

Balance Sheet Items
Cash and cash equivalents $24,689,040 $ – $(4,930,550) a $ 19,758,490

Security deposits – – 1,220,209 a 1,220,209

Funds receivable from payment processors – – 3,710,341 a 3,710,341

Current portion of deferred costs – 107,053 176,596 d 283,649

Current assets 29,124,218 107,053 176,596 29,407,867

Goodwill

Public company costs (50,000) b

Transition services costs (671,653) – c

Goodwill 4,850,722 (721,653) – 4,129,069

Deferred costs 1,167,330 92,446 123,670 d 1,383,446

Total assets 40,652,942 (522,154) 300,266 40,431,054
Current portion of deferred revenue 158,788 222,048 395,415 d 776,251

Deferred revenue – 238,257 184,219 d 422,476

Total liabilities 44,047,143 460,305 579,634 45,087,082

Deficit (55,335,455) (982,459) (279,368) (1,261,827)

Deficit - restated (56,597,282)
Liabilities and Shareholders' Deficiency $40,652,942 $ (522,154) $ 300,266 $ 40,431,054

2006
As Reported

2006 
Restatement Ref

2006 
As Restated

Income Statement Items
Total revenue $ 12,246,689 $ (550,986) d $ 11,695,703

Sales commission and related expenses 897,401 (79,214) d 818,187

Employment costs 8,378,316 (221,052) d 8,157,264 

Foreign exchange loss (gain) (19,329) 28,648 d 9,319

Net loss $ (7,906,695) $ (279,368) $ (8,186,063)
Loss per share $ (0.07) $ (0.01) $ (0.08)
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The 2006 restated consolidated cash flow includes the impact of the restatements on the previously re-
ported cash flow as well as some reclassifications made to the prior years reported amounts.  These re-
visions incorporate the reclassification of certain items and corrections to an error in the prior years
consolidated cash flow for the effect of exchange rate changes on cash held in foreign currency.

2006 
As Reported

2006 
Revised

2006 
Restatement Ref

2006 
As

Restated

Statement of Cash Flows

Net Loss $ (7,906,695) $ (279,368) d $ (8,186,063)

Items not affecting cash 

Unrealized foreign exchange loss / (gain) 2,189 208,558 (25,236) 185,511

Changes in non-cash balances related to opera-
tions
Increase in security deposits (245,421) a (245,421)
Increase in funds receivable from payment
processors – (796,848) a (796,848)
Decrease in accounts receivable 489,817 126,094 – 615,911
Increase in deferred costs – – (300,266) d (300,266)
Increase in prepaids and sundry assets (218,064) (184,791) – (402,855)
Increase (decrease) in accounts payable and
accrued liabilities 1,018,764 (4) – 1,018,760
Increase in deferred revenue 2,321 562,196 d 564,517
Increase (decrease) in payable to loyalty pro-
gram partners 4,820,759 (40,499) – 4,780,260

Changes in non cash balances related to opera-
tions 6,111,276 (96,879) (780,339) 5,234,058

Cash flows provided by operating activities 3,002,907 111,679 (1,084,943) 2,029,643

Effect of exchange rate changes on Cash
held in foreign currency 491,139 (111,679) (91,870) a 287,590

Increase in Cash and Cash Equivalents 4,705,433 (1,176,813) 3,528,620

Security deposits (957,669) a
Funds receivable from payment processors – (2,796,068) a

Cash and Cash Equivalents - Beginning of
year

19,983,607 (3,753,737) 16,229,870

Security deposits (1,220,209) a
Funds receivable from payment processors (3,710,341) a

Cash and Cash Equivalents - End of year $ 24,689,040 $ (4,930,550) $ 19,758,490

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)



The summarized 2006 restatement adjustments set out above are a result of the specific restate-
ment adjustments as follows:

(a) Restatement of Cash and Cash Equivalents, Security Deposits and Funds Receivable From Pay-
ment Processors:

Funds receivable from payment processors are amounts collected on behalf of the Corporation by
payment processors.  The funds are held for up to three days before being released to the Corpo-
ration.  As such, these amounts do not meet the definition of cash and cash equivalents as previ-
ously reported and have been moved from cash and cash equivalents to funds receivable from
payment processors.  Security deposits are amounts held on a rolling six month basis by the Cor-
poration’s payment processors that process deposit and credit card transactions.  Historically, these
amounts were recorded as a component of cash and cash equivalents, with disclosure in the notes
to the financial statements.

(b) Restatement of Public Company Costs:

In 2000, the Corporation became a public company through a reverse take over of its parent com-
pany.  Costs of $150,000 incurred to effect the reverse take over were incorrectly capitalized and
included within Goodwill.  This Goodwill item was subsequently amortized in 2000 and 2001, re-
sulting in a carrying value of $50,000 at the end of 2001.  As a result of this restatement, the 2006
opening balance for Goodwill has been reduced by $50,000 and the 2006 opening Deficit increased
by the same amount.

The effect on 2006 opening balance is as follows:

Decrease in goodwill ($150,000)
Decrease in accumulated amortization of goodwill $100,000
Increase in deficit ($ 50,000)

(c) Restatement of Transition Services Costs in Goodwill:

Costs of $365,515 and $306,138 incurred in connection with the acquisition of the assets of Mile-
Point, Inc. in 2004 and 2005, respectively, were incorrectly added to goodwill as they did not meet
the definition of an acquisition cost as defined by CICA Handbook Section 1581 (“Business Com-
binations”).  As these were integration and transition costs in nature, these costs should have been
expensed as incurred.  The financial statements of 2006 have been restated to correct these errors.

The effect on 2006 opening balance is as follows:

Decrease in goodwill ($671,653)
Increase in deficit ($671,653)

(d) Restatement of Upfront Contract Initiation Fees:

The Corporation has determined that it has contracts with multiple deliverables.  As such, the Cor-
poration has applied guidance found in Abstract 142 of the Emerging Issues Committee (“EIC-142”)
of the Canadian Institute of Chartered Accountants (CICA) Handbook, “Revenue Arrangements with
Multiple Deliverables” and determined that, for some contracts, there was only one unit of ac-
counting.  In particular, for contracts which contain ongoing service requirements, fees and direct
costs for initial set-up have been deferred and recognized evenly over the term of the contract.  Pre-
viously, the fees and direct costs had incorrectly been recognized as initial set-up occurred.  The im-
pact of this correction is included below by year.  The cumulative net effects of these errors prior to
2006 are recognized in the restated consolidated financial statements of 2006.
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The effect is as follows:
2003-2005 2006

Decrease in revenue as previously recognized $ (460,305) $ (550,986)
Decrease in costs as previously recognize 199,499 271,618
Decrease in net income $ (260,806) $ (279,368)

Increase in deferred revenue $ (460,305) $ (579,634)
Increase in deferred costs 199,499 300,268
Increase in deficit $ (260,806) $ (279,368)

5. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consists of:

2007 2006
Cash $ 6,518,089 $ 19,175,348
Term deposits 14,630,242 583,142

$ 21,148,331 $ 19,758,490

6. FUNDS RECEIVABLE FROM PAYMENT PROCESSORS

Funds receivable from payment processors are funds due from the Corporation’s credit card processors.  These
funds represent amounts collected from customers and are typically deposited directly to the Corporation’s bank
account within 3 business days from date of sale.  

7. SHORT-TERM INVESTMENTS

As at December 31, 2007, the balance was comprised of $7,174,000 (2006 – nil) in term deposits with maturity
dates between 90 days and 12 months, and $98,200 (2006 – nil) deposited with the Corporation’s bank as col-
lateral for a commercial letter of credit issued in accordance with the terms of a business arrangement.   The in-
terest rate on the short-term investments at year end was 5.31%.

8. SECURITY DEPOSITS

Security deposits are amounts held by the Corporation’s payment processors as collateral in accordance with the
terms of the credit card processing agreement.  This collateral balance is based on a percentage of the Corpo-
ration’s processing volume over a six month period.

9. ACCOUNTS RECEIVABLE

The Corporation’s accounts receivable is comprised mainly of amounts owing to the Corporation by loyalty pro-
gram partners for transactions carried out on the Points.com web site and for amounts charged with respect to
the loyalty program sign-up and the technology design and development fees.  The amount is presented net of
an allowance for doubtful accounts.  The allowance was $72,401 at December 31, 2007 (December 31, 2006 -
$86,004).

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)



10. PROPERTY AND EQUIPMENT

Accumulated Net Carrying
2007 Cost Amortization Amount

Furniture and equipment $ 533,433 $ 335,276 $ 198,157
Computer equipment 856,467 578,204 278,263
Software 1,351,850 1,151,085 200,766
Web site development & technology 8,327,234 7,232,865 1,094,369
Leasehold improvements 830,418 620,510 209,908

$ 11,899,402 $ 9,917,939 $ 1,981,463

Net
Accumulated Carrying

2006 Cost Amortization Amount

Furniture and equipment $ 509,524 $ 288,544 $ 220,980
Computer equipment 745,273 483,208 262,065
Software 1,324,763 848,515 476,248
Web site development & technology 7,625,536 5,987,101 1,638,435
Leasehold improvements 829,298 492,787 336,511

$ 11,034,394 $ 8,100,155 $ 2,934,239

11. INTANGIBLE ASSETS AND GOODWILL

On March 31, 2004, the Corporation acquired substantially all of the business assets of MilePoint, Inc., a loyalty
program technology provider and operator.  As part of the acquisition, the Corporation acquired the customer list
and all of the contracts between MilePoint and certain loyalty program partners for the operation of technology
solutions.  The fair values assigned were as follows:

Contracts with loyalty program partners $ 3,565,000
Customer list 225,000
Goodwill 4,129,069
Total $ 7,919,069

The Corporation had previously incorrectly included $671,653 in transition service costs and $50,000 of public list-
ing costs in goodwill. These costs should have been expensed as incurred.  The financial statements of 2006 have
been restated to correct these errors. See notes 4 (b) and 4(c) for additional information. The MilePoint contracts
are being amortized over the term of their life.  The expected amortization over the next five years is as follows:

2008 $ 125,212
2009 125,212
2010 125,212
2011 125,212
2012 20,867
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Intangible Assets

Intangible assets of $1,384,080 (2006 - $1,986,433) is comprised of finite lived assets and indefinite lived as-
sets.

a) Finite lived intangible assets

The Corporation has several patent applications pending approval in Australia, Canada and the United
States that relate directly to the process and technology that run the current business platform.   The car-
rying amounts are representative of actual costs incurred to date in pursuing patent applications.  Patents
will be amortized over the remaining life of the patent commencing when the patents have been granted.
To date, none of the patents have been granted and therefore no amortization has been recorded.

For finite lived assets, the Corporation assesses impairment only if impairment indicators exist.  If the
carrying amount of the finite lived asset cannot be recovered from undiscounted cash flows, an appropriate
amount will be charged to income as an “impairment charge” at that time. 

b) Indefinite lived intangible assets

The Corporation holds several trademark registrations in Canada and the United States.  The carrying
amounts of $73,887 ($73,741 - December 31, 2006) are representative of actual costs incurred to date
in registering trademarks.  Registered trademarks have an indefinite life and will not be amortized unless
it is determined that they have become impaired.

The Corporation tests its’ indefinite lived assets for impairment at least annually, to determine whether the
carrying value exceeds the fair value.  If it is determined that an impairment exists, it is recognized into
net income at that time. 

Goodwill – MilePoint acquisition

Goodwill of $4,129,069 (2006 – $4,129,069) relates entirely to the excess of the purchase price over the fair val-
ues of the business assets of MilePoint, Inc. acquired in 2004.  In accordance with the CICA handbook Section
3062, “Goodwill and Other Intangible Assets”, a valuation of the goodwill occurs annually at year end.  As at De-
cember 31, 2007, there has been no impairment.

12. DEFERRED COSTS

Deferred costs include deferred financing charges, direct costs associated with securing key relationships with loy-
alty program partners and the direct costs associated with the web site application development in relation to the

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
(Expressed in Canadian Dollars)

2007 Cost
Accumulated
Ammortization

Net Carrying
Amount

Patents $ 788,478 $ – $ 788,478

MilePoint contracts and customer list 3,790,000 3,268,285 521,715

$ 4,578,478 $ 3,268,285 $ 1,310,193

2006 Cost
Accumulated
Amortization

Net Carrying
Amount

Patents $ 630,481 $ – $ 630,481

MilePoint contracts and customer list 3,790,000 2,507,789 1,282,211

$ 4,420,481 $ 2,507,789 $ 1,912,692



Corporation’s technology design and development revenues involving revenue arrangements with multiple de-
liverables.  

Upfront contract initiation costs 2007 2006

Current $ 274,327 $ 283,649
Long term 148,593 216,116
Total $ 422,920 $ 499,765

Deferred finance charges for the Series Two Preferred Share represent legal, accounting and other related fees
incurred to obtain the financing; these costs are amortized over the term of the financing and were included in de-
ferred costs at December 31, 2006. Effective January 1, 2007, the company adopted Section 3855 (“Financial In-
struments – Recognition and Measurement”), which require that the transaction costs associated with a financing
be included in the carrying value of the financial instrument.

Direct costs associated with securing key loyalty program partner relationships and in relation to the Corporations
partner sign-up and technology design and development revenues are deferred over the expected life of the
agreement.

Accumulated Net Carrying
2007 Cost Ammortization Amount

Partnership relationship costs 2,363,958 2,037,578 326,380
$ 2,363,958 $ 2,037,578 $ 326,380

Accumulated Net Carrying
2006 Cost Ammortization Amount

Series Two Preferred Share and Warrants 589,050 220,894 368,156
Partner relationship costs 2,363,958 1,564,784 799,174

$ 2,953,008 $ 1,785,678 $ 1,167,330

As part of securing the relationship with one of the Corporation’s key loyalty program partners, the Corporation
issued shares to the loyalty program partner.  The value of these shares is being amortized over the expected ben-
efit period of this relationship.

Non- Current Deferred Costs 2007 2006

Upfront contract initiation costs 148,593 216,116
Partner Relationships & Series Two Preferred Shares 326,380 1,167,330
Total $ 474,973 $ 1,383,446

13. LOAN PAYABLE

In August of 2004, the Corporation entered into an agreement with its landlord, whereby the landlord loaned the
Corporation $107,000 in respect of amounts that the Corporation had spent on leasehold improvements.  The loan
is repayable over 43 months and bears an interest rate of 10%. There are 2 months remaining as at December 
31, 2007.
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14. CONVERTIBLE DEBENTURES

On April 11, 2006, the common share purchase warrant held by an affiliate of IAC/InterActiveCorp, which was ex-
ercisable to acquire approximately 103 million common shares, expired unexercised.  As a result, the Corpora-
tion's 8% unsecured convertible debentures (“Debentures”) automatically converted at the agreed upon
conversion price of $0.3173 per common share as specified in the Debentures into approximately 18.9 million
common shares and the $9.9 million of principal and accrued interest on the Debentures was converted to eq-
uity.  The conversion price of the Debentures was determined to be $6.0 million based on the agreed upon con-
version price of $0.3173 per common share as specified in the Debentures agreement.

The impact on the financial statements of the expiry of the IAC/InterActiveCorp warrant was to increase con-
tributed surplus and to decrease warrants by $2,572,000 (the fair value of the warrant).  The expiry had no im-
pact on shareholder’s deficiency.  As at April 12th, 2006, the Debentures converted into equity.  The impact was
a reduction of $9.9 million in long term liabilities and the $6.0 million value (as determined by the agreed upon
conversion price) assigned to the 18.9 million common shares issued, was recorded as an increase to share cap-
ital.  The difference between the Debentures amount of $9.9 million and the $6.0 million recorded as share cap-
ital was credited to contributed surplus.

15. CONVERTIBLE PREFERRED SHARES

a) Series One Preferred Share

On April 11, 2006, the common share purchase warrant held by an affiliate of IAC/InterActiveCorp, which
was exercisable to acquire approximately 103 million common shares, expired unexercised.  As a result,
the Corporation's Series One Preferred Share automatically converted into one common share, elimi-
nating the significant dividend entitlement that would have been payable to the holders of the Series One
Preferred Share in certain events, including a change of control of the Corporation.

b) Series Two Preferred Share

In 2003, the Corporation issued one Series Two Preferred Share for aggregate consideration of $12.4 mil-
lion.  The Series Two Preferred Share is a voting, convertible share and ranks equally with the Series One
Preferred Share, the Series Three Preferred Share, the Series Four Preferred Share and the Series Five
Preferred Share, and in priority to the Common Shares.  The Series Two Preferred Share is convertible
until 5:00 p.m. on March 31, 2013 (Toronto time), for no additional consideration, into 24,028,016 com-
mon shares subject to adjustment in accordance with its anti-dilution protection provisions (the "Under-
lying Shares").  

The Corporation is not entitled to declare or pay any dividend on the common shares unless it concur-
rently declares and pays a dividend on the Series Two Preferred Share in an amount equal to the prod-
uct of the number of common shares comprising the Underlying Shares and the dividend declared or
paid per common share.  Any such dividend is to be paid to the holder of the Series Two Preferred Share
in the same form as it is paid to the holders of the common shares. 

The Series Two Preferred Share will automatically convert into one Series Three Preferred Share on the
earlier of the date that (i) the Series Two Preferred Share is directly or indirectly transferred to a person
that is not an affiliate of IAC/InterActiveCorp, and (ii) the holder of the Series Two Preferred Share ceases
to be an affiliate of IAC/InterActiveCorp.

If not converted, the Series Two Preferred Share will be redeemed on March 31, 2013 for the greater of
$12,400,000 plus 7% per annum calculated on a daily basis from the date of issue of the Series Two Pre-
ferred Share to the date on which the Series Two Preferred Share is redeemed and the market value of
the common shares into which the Series Two Preferred Share then could be converted.  As of Decem-
ber 31, 2007, the carrying value of the Series Two Preferred Share is $16,187,226 ($15,628,478 at De-
cember 31, 2006).  Non cash interest expense recorded in connection with the Series Two Preferred

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
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Share was $926,905 (2006 - $1,109,823).  Effective January 1, 2007, the company adopted Section 3855
(“Financial Instruments – Recognition and Measurement”), which requires that the transaction costs as-
sociated with a financing be included in the carrying value of the financial instrument.  The adoption of
this standard resulted in a reduction of $368,157 to the opening balance of the Series Two Preferred
Share.

In the event of the liquidation, dissolution or winding-up of the Corporation or other distribution of assets
of the Corporation among its shareholders for the purpose of winding up its affairs, the holder of the Se-
ries Two Preferred Share will be entitled to receive from the assets of the Corporation an amount equal
to the greater of (i) $12,400,000 plus 7% per annum calculated on a daily basis from the date of issue of
the Series Two Preferred Share to the date on which the liquidation event occurred and  (ii) the product
of the number of Underlying Shares and the per share amount to be distributed to the holders of the com-
mon shares upon the liquidation event after giving effect to any payments to be paid on the Series Two
Preferred Share and any other shares (other than the Series Two Preferred Share) ranking in priority to
the common shares upon the liquidation event.

The Series Two Preferred Share entitles the holder to the right to vote with the holders of common shares
on an "as converted" basis to a maximum of 19.9% of the votes that may be cast), vote separately as a
series with respect to certain material transactions and certain other matters involving the Corporation,
and elect two members to the board of directors of the Corporation and have one member sit on each
committee of the board of directors.

c) Series Three Preferred Share

The Series Three Preferred Share is a non-voting, non-convertible share ranking equally with the Series
Two Preferred Share, the Series Four Preferred Share and the Series Five Preferred Share, and in pri-
ority to the Common Shares. The Series Three Preferred Share is not entitled to receive dividends.  If is-
sued, the Corporation will redeem the Series Three Preferred Share on March 31, 2013.  In the event of
redemption on March 31, 2013, the amount payable will be equal to $12,400,000 plus 7% per annum from
the date of issue of the Series Two Preferred Share.  In the event of redemption following a specified
change of control event, the amount payable will be equal to 125% of the amount specified in the pre-
ceding sentence.

In the event of the liquidation, dissolution or winding up of the Corporation, whether voluntary or invol-
untary, the holder of the Series Three Preferred Share will be entitled to receive from the assets of the
Corporation an amount equal to $12,400,000 plus 7% per annum, calculated from the date of issue of the
Series Two Preferred Share to the date on which the liquidation event occurred.

No Series Three Preferred Shares are outstanding.

d) Series Four Preferred Share

In 2005, the Corporation issued one Series Four Preferred Share for aggregate cash consideration of
$3,454,611.

The Series Four Preferred Share is a voting, convertible share and ranks equally with the Series One Pre-
ferred Share, the Series Two Preferred Share, the Series Three Preferred Share and the Series Five Pre-
ferred Share, and in priority to the Common Shares.  The Series Four Preferred Share is convertible until
5:00 p.m. on March 31, 2013 (Toronto time), for no additional consideration, into 5,411,434 common
shares, subject to adjustment in accordance with its anti-dilution protection provisions.  In all material re-
spects, including anti-dilution protection, the terms of the Series Four Preferred Share are identical to the
Series Two Preferred Share.

If not converted, the Series Four Preferred Share will be redeemed by the Corporation on March 31, 2013
for the greater of $3,454,611 plus 7% per annum calculated on a daily basis from the date of issue of the
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Series Four Preferred Share and the market value of the common shares into which the Series Four Pre-
ferred Share then could be converted.  As of December 31, 2007, the carrying value of the Series Four
Preferred Share is $4,119,624 ($3,877,801 at December 31, 2006). Non cash interest expense recorded
in connection with the Series Four Preferred Share was $241,823 (2006 - $241,823).

In the event of the liquidation, dissolution or winding-up of the Corporation, the holder of the Series Four
Preferred Share will be entitled to receive an amount equal to the greater of $3,454,611 plus 7% per
annum from the date of issuance and the product of the number of common shares into which it could
then be converted and the per share amount to be distributed to the holders of the common shares after
giving effect to any payments to be paid on shares ranking in priority to the common shares.

The Series Four Preferred Share entitles the holder to various rights, including to receive dividends with
the holders of common shares on an "as converted" basis, vote with the holders of common shares on
an "as converted" basis (in certain circumstances, to a maximum of 19.9% of the votes that may be cast
including the votes cast by the holder of the Series Two Preferred Share), vote separately as a series with
respect to certain material transactions and certain other matters involving the Corporation, and elect
one member to the board of directors of the Corporation.  If the Series Four Preferred Share ceases to
be held by an IAC/InterActiveCorp or an affiliate of IAC/InterActiveCorp, it will automatically convert into
a Series Five Preferred Share.

e) Series Five Preferred Share

The Series Five Preferred Share is a non-voting, non-convertible share ranking equally with the Series
Two Preferred Share, Series Three Preferred Share and Series Four Preferred Share, and in priority to
the Common Shares.  The Series Five Preferred Share is not entitled to receive dividends.  If issued, the
Corporation will redeem the Series Five Preferred Share on March 31, 2013.  In the event of redemption
on March 31, 2013, the amount payable will equal $3,454,611 plus 7% per annum from the date of is-
suance of the Series Four Preferred Share.  In the event of redemption following a specified change of
control event, the amount payable will be equal to 125% of the amount specified in the preceding sen-
tence.

In the event of the liquidation, dissolution or winding up of the Corporation, whether voluntary or invol-
untary, the holder of the Series Five Preferred Share will be entitled to receive from the assets of the Cor-
poration an amount equal to $3,454,611 plus 7% per annum, calculated from the date of issue of the
Series Four Preferred Share to the date on which the liquidation event occurred.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
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No Series Five Preferred Shares are outstanding.

16. CAPITAL STOCK

Authorized
Unlimited Common Shares

1 Series Two Preferred Share 
1 Series Three Preferred Share 
1 Series Four Preferred Share
1 Series Five Preferred Share

Issued

The balance of capital stock is summarized as follows:

Cash
Common Shares Number Proceeds Amount

Balance January 1, 2006 93,717,709 $ 36,404,34

Issued on exercise of stock options (i) 890,840 $ 422,785 450,720
Issued in exchange for property (shares in subsidiary) (ii) 687,570 15,104 195,987
Other common shares (iii) 18,908,070 – 6,000,000

Balance December 31, 2006 114,204,189 $ 437,887 $ 43,051,048

Issued on exercise of stock options (iv) 1,224,434 760,042 1,076,639
Issued in exchange for property (shares in subsidiary) (v) 3,834,114 56,606 1,081,828
Issued on exercise of warrants (vi) 757,378 628,624 784,644

Balance December 31, 2007 120,020,115 $ 1,445,272 $45,994,159

i) 890,840 options previously issued to employees, directors, advisors and consultants were exer-
cised at prices ranging from $0.20 to $0.60 per share.

ii) 274,600 options previously issued to Points.com Inc. founders, employees, directors and advisors
were exercised in Points.com Inc. and put to the Corporation at fair market value for 687,570 of the
Corporation’s common shares.

iii) On April 11, 2006 Convertible Debentures were automatically converted to 18,908,070 common
shares and the series one preferred share converted to 1 common share.

iv) 1,224,434 options previously issued to employees, directors, advisors and consultants were exer-
cised at prices ranging from $0.22 to $1.37 per share.

v) 1,531,257 options previously issued to Points.com Inc. founders, employees, directors and advisors
were exercised in Points.com Inc. and put to the Corporation at fair market value for 3,834,114 of
the Corporation’s common shares.

vi) 757,378 common share purchase warrants (valued at $156,020), issued in connection with the
IAC/InterActiveCorp financing, were exercised for consideration of $628,624.
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17. OPTIONS AND WARRANTS

a) Stock option plan

The Corporation has a stock option plan under which employees, directors and consultants are periodi-
cally granted stock options to purchase common shares at prices not less than the market price of the
common shares on the day prior to the date of grant.  The options generally vest over a three year pe-
riod and expire five years from the grant date.  The 2007 exceptions to the three-year vesting period con-
sist of 100,000 options which vested upon grant and 600,000 options which vest based on performance
criteria and expire five years from the grant date.

2007 2006

Options Authorized by Shareholders 14,058,406 14,058,406
Less: Options Exercised (6,599,813) (5,375,379)

Net Options Authorized 7,458,593 8,683,02
Less: Options Issued & Outstanding (7,202,541) (4,113,085)

Options Available to Grant 256,052 4,569,942

b) Stock options

Stock-based compensation plan

At December 31, 2007, the Corporation had one stock-based compensation plan, which is described
above.  The Corporation accounts for stock options granted under this plan in accordance with the fair-
value based method of accounting for stock-based compensation.  The estimated fair value of the options
that are ultimately expected to vest is recorded over the option’s vesting period and charged to stock-
based compensation.  In determining the amount of options that are expected to vest, the Corporation
takes into account voluntary termination behaviour as well as trends of actual option forfeitures.  The
compensation cost that has been charged against income and included in employment costs for this plan
is $583,934 for 2007 ($366,981 for 2006).

Fair value 

The fair value of each option grant is estimated at the date of grant using the Black-Scholes option pric-
ing model with the following weighted average assumptions used for grants in years 2003 to 2007 re-
spectively: dividend yield of nil for all five years; expected volatility is calculated for each grant date and
has ranged form 29% to 91%, risk-free interest rate has ranged from 3.5% to 4.5% with an expected life
of 3.0 years.  

2007 2006
Dividend yield nil nil
Risk free rate 4.07% 4.05%
Expected volatility 42.1% 40.1%
Expected life of options 3 3

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
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A summary of the status of the Corporation’s stock option plan as of December 31, 2007 and 2006,
and changes during the years ended on those dates is presented below.

2007 2006
Number of Weighted average Number of Weighted average
options exercise price options exercise

Beginning of Year 4,113,085 $ 0.86 4,866,913 $ 0.83
Granted 5,177,334 1.26 1,377,500 0.82
Exercised (1,224,434) 0.62 (890,840) 0.47
Forfeited (863,444) 1.01 (1,240,488) 0.97
End of year 7,202,541 $ 1.17 4,113,085 $ 0.86
Exercisable at end of year 1,624,499 $ 1.00 2,778,181 $ 0.84

Weighted average fair value of options granted $ 0.28 $ 0.43

Options outstanding Options exercisable
Weighted average

Number of remaining contractual Weighted average Number of Weighted average
options life (years exercise price Options exercise price

$0.01 to $0.49 ` 65,000 0.13 $ 0.22 65,000 $0.22
$0.50 to $0.99 2,008,667 3.42 0.84 553,125 0.80
$1.00 to $1.49 3,830,874 43 1.16 1,006,374 1.16
$1.50 to $1.99 1,248,000 4,38 1.77 0 n/a
$2.00 and over 50,000 4,78 2,02 0 n/a

7,202,541 1,634,499

Options outstanding but not yet exercisable:

Vest based on employee Vest based on performance
service critieria

Number of Weighted average Number of Weighted average
Range of Exercise Price Options exercise price options exercise price
$0.01 to $0.49 – n/a – n/a
$0.50 to $0.99 1,455,542 $ 0.85 – n/a
$1.00 to $1.49 2,224,500 1.15 600,000 $ 1.23
$1.50 to $1.99 1,248,000 1.77 – n/a
$2.00 and over 50,000 2.02 – n/a

4,978,042 600,000

Options issued in 2007:

Exercise price equals Exercise price exceeds  
market price on grant  market price on grant

Number of Weighted average Number of Weighted average
Range of Exercise Price Options exercise price options exercise price
$0.01 to $0.49 – n/a – n/a
$0.50 to $0.99 1,207,334 $ 0.90 – n/a
$1.00 to $1.49 1,400,000 1.08 1,267,000 $ 1,28
$1.50 to $1.99 420,000 1.71 833,000 1.80
$2.00 and over 50,000 2.02 – n/a

3,077,334 2,100,000

The expense to be recognized in future periods from the options outstanding at year-end is $1,211,062.
Subsequent to year-end, 140,815 options were exercised, 35,000 options were granted and none were
cancelled.
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c) Stock options of Points.com Inc.

In addition to the stock options described above, Points.com Inc., the Corporation's indirect wholly owned
subsidiary had one stock compensation plan.  No further Points.com Inc. common shares are authorized
for issuance under this plan and all previously outstanding options have been exercised.  Under this plan,
Points.com Inc. founders, employees, directors and advisors were previously issued and, therefore, had
outstanding stock options.  No options were granted in this plan subsequent to 2000.  The options out-
standing are as follows:

2007 2006
Number of Weighted average Number of Weighted average
options exercise price options exercise price

Beginning of Year 1,531,257 $ 0.03 1,805,857 $ 0.04
Granted – – – –
Exercised (1,531,257) 0.03 (274,600) 0.06
Forfeited – – – –
End of year – – 1,531,257 $ 0.03
Exercisable at end of year – – 1,531,257 $ 0.03

The holders of 1,531,257 options (all with strike prices at or below $0.055 per share) had the right to put
to the Corporation the common shares of Points.com Inc. acquired on the exercise of such options for
common shares in the Corporation.  The Corporation used a ratio of 2.5039 common shares per
Points.com Inc. common share for this purpose.  In 2007, all remaining 1,531,257 options were exer-
cised and all of the Points.com Inc. common shares received were put to the Corporation for 3,834,114
common shares of the Corporation.

d) Warrants

On April 11, 2006, the common share purchase warrant held by an affiliate of IAC/InterActiveCorp, which
was exercisable to acquire approximately 103 million common shares, expired unexercised.  As a result,
the Corporation's 8% unsecured convertible debentures (“Debentures”), which had a face value of $6.0
million, were automatically converted into approximately 18.9 million common shares using the conver-
sion price of $0.3173 per common share as specified in the Debentures.  The $9.9 million carrying value
of the Debentures (principal and accrued interest) has been converted to equity.

Also as a result, the Corporation's Series One Preferred Share automatically converted into one common
share, eliminating the significant dividend entitlement that would have been payable to the holders of the
Series One Preferred Share in certain events, including a change of control of the Corporation.

The impact on the financial statements of the expiry of the IAC/InterActiveCorp warrant was to increase
contributed surplus and to decrease warrants for $2,572,000 (the fair value of the warrant).  The expiry
has no impact on shareholder’s equity.  As at April 12th, 2006, the Debentures converted to equity.  The
impact is a reduction of $9.9 million in long term liabilities and the $6.0 million value (as determined by
the agreed upon conversion price) assigned to the 18.9 million common shares issued, has been recorded
as an increase to share capital.  The difference between the Debentures amount of $9.9 million and the
$6.0 million recorded as share capital has been credited to contributed surplus.

2007 2006

Number of Weighted average Number of Weighted average
warrants exercise price Warrants exercise price

Beginning of Year 906,248 $ 0.83 103,529,530 $ 0.93
Granted – – – –
Exercised (757,378) 0.83 – –
Forfeited – – (102,623,282) 0.93
End of year 148,870 0.83 906,248 0.83
Exercisable at end of year 148,870 0.83 906,248 0.83

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
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Warrants outstanding Warrants exercisable

Weighted average
Range of Number of remaining contractual Weighted average Number of Weighted average
exercise price warrants life (years exercise price warrants exercise price
$0.01 to $0.49 ` – – – – –
$0.50 to $0.99 148,870 0.26 $ 0.83 148,870 $0.83
$1.00 and over – – – – –

e) Warrants of Points.com Inc.

Points.com Inc., had issued or committed to issue 2,848,050 warrants to airline loyalty program partners
that expired unexercised on April 1, 2007.  Each warrant entitled the holder to acquire one common share
of Points.com Inc. with an exercise price of US$1.96.

f) Fair Value

The weighted average grant date fair value of warrants granted were estimated at their grant date at
$0.21 using the Black Scholes option pricing model.  The pricing model assumed a weighted average risk
free interest rates of 3.8%, weighted average expected dividend yields of nil, weighted average expected
common stock price volatility of 30% and a weighted average expected life of 3 years.  During the year,
757,378 common share purchase warrants (valued at $156,020), issued in connection with the IAC/In-
terActiveCorp financing, were exercised for consideration of $628,624.

g) Contributed Surplus

The changes in contributed surplus are as follows:

2007 2006
Contributed Surplus – opening balance $ 8,703,518 $ 2,079,423

Compensation cost 583,934 366,980
Fair value of options exercised (1,341,819) (208,819)
Fair value of expired warrant (Note 14) – 2,572,000
Convertible debenture conversion into equity (Note 14) – 3,893,934

Contributed Surplus – ending balance $ 7,945,633 $ 8,703,518

18. OPERATING EXPENSES

Operating expenses are comprised of:
2007 2006

Office expenses, travel and personnel $ 1,365,295 $ 1,143,585
Professional fees 1,147,488 827,770
Insurance, bad debts and governance 646,231 768,172

$ 3,159,014 $ 2,739,528

19. LOSS PER SHARE

a) Loss per share

Loss per share is calculated on the basis of the weighted average number of common shares outstand-
ing for the year that amounted to 118,307,829 shares (2006 – 108,258,453).
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b) Diluted loss per share

The diluted loss per share is equal to basic loss per share as the effect of conversions, options and war-
rants would be anti dilutive.

20. STATEMENT OF CASH FLOWS

a) Changes in non cash balances related to operations are as follows:

2007 2006

(Increase) in security deposits $ (562,818) $ (245,421)
(Increase) in funds receivable from payment processors (1,835,560) (796,848)
(Increase) decrease in accounts receivable (1,351,431) 615,911
(Increase) decrease in deferred costs 76,844 (300,266)
Decrease (increase) in prepaids and sundry assets 7,964 (402,855)
Increase in accounts payable and accrued liabilities 391,350 1,018,760
Increase in deferred revenue 990,610 564,517
Increase in payable to loyalty program partners 13,414,361 4,780,260

$ 11,131,320 $ 5,234,058

b) Supplemental information

Interest and taxes 

Interest of $4,421 (2006   $20,341) was paid during the year. In addition to this, the Corporation paid capital
taxes of $40,279 (2006 - $37,113) in the year.  Interest revenue of $676,488 (2006   $218,667) was received dur-
ing the year.

Non cash transactions in 2007 were as follows:

(i) The currency is included in prepaid and sundry assets and the cost is recognized as the currency 
is used.

(ii) The certificates are valued at their average cost and are included in prepaid and sundry assets. 
The cost is recognized as the accommodation certificates are used.

(iii) The research services are valued at their market value and are included in prepaid and sundry as
sets.  The cost is recognized as the services are used.

(iv) The loyalty currency was valued at the purchase price of the miles and the amount included in pre
paid and sundry assets.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
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For the years ended December 31 2007 2006
Options exercised in Points.com Inc.
Number of options (Note 17(c)) 1,531,257 274,600
Common shares issued of Points International Ltd. 3,834,114 687,570
Fair value $1,025,222 180,883
Loyalty currency received as a reimbursement (i) – 184,552
Revenue earned for membership fees paid in one week accommodation cer-
tificates (ii) 37,322 146,322
Revenue earned for sign-up fees paid in research services for Points.com
web site (iii) – 50,000
Revenue earned for hosting services paid in loyalty currency (iv) – 17,008



21. FINANCIAL INSTRUMENTS

The fair values of short term financial assets and liabilities, including cash, short term deposits, interest receiv-
able and accounts payable and accrued liabilities, as presented in the balance sheet approximate their carrying
amounts due to the short period to maturity of these financial instruments.

The carrying value and estimated fair value of the Corporation’s financial instruments is their fair value which is
the amount that has been recorded in the financial statements.  

The Corporation has determined the estimated fair values of its financial instruments based on appropriate valu-
ation methodologies, as disclosed below.  However, considerable judgment can be required to develop certain of
these estimates.  Accordingly, these estimated values are not necessarily indicative of the amounts the Corpo-
ration could realize in a current market exchange.  The estimated fair value amounts can be materially affected
by the use of different assumptions or methodologies.  The methods and assumptions used to estimate the fair
value of each class of financial instruments are discussed below.

Fair value is the amount of consideration that would be agreed upon in an arm’s length transaction between
knowledgeable, willing parties who are under no compulsion to act.  Fair value is determined by reference to
quoted bid or ask prices, as appropriate, in the most advantageous active market for that instrument to which the
Corporation has immediate access.  When bid and ask prices are unavailable, the Corporation uses the closing
price of the most recent transaction of that instrument.  In the absence of an active market, the Corporation would
determine fair value based on internal or external valuation models, such as option-pricing models, and dis-
counted cash flow analysis, using observable market-based inputs.

Credit risk

The Corporation’s cash and cash equivalents subject the Corporation to credit risk.  The Corporation has guar-
anteed investment certificates, as per its practice of protecting its capital rather than maximizing investment yield.
The Corporation manages credit risk by investing in cash equivalents, term deposits and short term investments
rated as A or R1 or above.

The Corporation, in the normal course of business, is exposed to credit risk from its customers and the accounts
receivable are subject to normal industry risks.  The Corporation attempts to manage these risks by dealing with
credit-worthy customers.

Interest rate risk

The Corporation does not believe that the results of operations or cash flows would be affected to any significant
degree by a sudden change in market interest rates, relative to interest rates on the investments, owing to the short
term nature of the investments.  Interest rates, maturities and security affecting the currency, interest and credit
risk of the Corporation's financial assets and liabilities have been disclosed in Note 2 (p).

Currency risk

The Corporation has customers and suppliers that are not based in Canada which gives rise to a risk that earn-
ings and cash flows may be adversely affected by fluctuations in foreign currency exchange rates.  The Corpo-
ration is primarily exposed to the US dollar.  The Corporation currently does not use financial instruments to hedge
these risks.  
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Balances denominated in foreign currencies that are considered financial instruments are as follows:

As of December 31, 2007 CAD$ Total US$ GBP EUR CHF
FX Rates used to translate to CAD $ 0.982 1.96 1.4464 0.872

Financial assets (in thousands of dollars)
Cash and cash equivalents $ 21,148 16,391 1,056 1,483 22
Funds receivable from payment processor 5,034 3,932 325 359 4
Short term investments 7,272 7,100 – – –
Security deposits 1,533 1,394 24 74 –
Accounts receivable 3,293 2,785 27 15 –
Total $ 38,280 US$31,602 GBP 1,432 EUR 1,931 CHF 26

Financial liabilities
Accounts payable and accrued liabilities $ 3,425 1,448 8 – –
Payable to loyalty program partners 30,196 26,593 1,011 1,444 11
Convertible Preferred Shares 20,307 – – – –
Total $ 53,928 US$ 28,041 GBP 1,019 EUR 1,444 CHF 11

22. INCOME TAXES

The total provision for income taxes differs from that amount which would be computed by applying the Cana-
dian federal income tax rate to the loss before provision for income taxes.  The reasons for these differences are
as follows:

2007 2006
Income tax recovery at statutory rate of 36.12% $ (1,602,000) $ (2,856,000)
Increase (decrease) in income taxes resulting from:
Lower effective income tax rates in foreign jurisdictions 20,000 –
Lower effective income tax rate on future taxes 51,000 –
Tax cost of non-deductible items 816,000 12,000
Losses for which no benefit has been recorded 715,000 1,774,000
Change in valuation allowance – 1,070,000
Actual income tax expense (recovery) $ – $ –

The Corporation has non capital losses carry forward for income tax purposes in the amount of approximately 
$33,792,000 which may be applied against future years' taxable income.  The losses may be used to reduce fu-
ture years' taxable income and expire approximately as follows:

Jurisdiction
Year Total CAD Canada United Kingdom United States
2008 $ 6,035,000 $ 6,035,000 $ – $ –
2009 5,917,000 5,917,000 – –
2010 3,597,000 3,597,000 – –
2011 5,427,000 5,427,000 – –
2015 5,596,000 5,596,000 – –
2022-2025 781,000 – – 781,000
2026 3,629,000 3,292,000 – 337,000
2027 1,838,000 1,714,000 – 124,000
No expiry 972,000 – 972,000 –
Total $ 33,792,000 $ 31,578,000 $ 972,000 $ 1,242,000
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The nature and tax effects of the items that give rise to significant portions of the future income tax assets and
future income tax liabilities are as follows:

Future income tax assets are comprised of: 2007 2006
Losses carried forward $ 9,853,000 $ 13,230,000
Property and equipment 2,662,000 2,647,000
Share issue costs 189,000 1,156,000

12,704,000 17,033,000
Valuation allowance (12,114,000) (16,443,000)
Net future income tax asset $ 590,000 $ 590,000

23. RELATED PARTY TRANSACTIONS

The following are the transactions and balances with related parties:

In fiscal 2007 and 2006, certain officers and directors exercised stock options in the Corporation and the Corpo-
ration’s subsidiary Points.com Inc. (Note 16 (ii) and Note 16 (v)).  These transactions were part of the normal
course of business and have been recorded at the exchange amount.  There are no amounts receivable or
payable from these transactions.

24. COMMITMENTS

The Corporation is obligated under various operating leases for premises, purchase commitments and equip-
ment and service agreements for web hosting services expiring through 2012 to aggregate annual rentals as fol-
lows:

2008 $ 1,773,503
2009 993,604
2010 613,149
2011 21,347
2012 14,040

In relation to principal revenue, the Corporation has made contractual guarantees on the minimum value of trans-
actions processed over the term of its agreements with certain loyalty program partners.  These guarantees have
a maximum potential value by fiscal year as follows and have not been recognized in the financial statements:

2008 $ 1,506,429
2009 5,962,885
2010 6,206,289

25. SEGMENTED INFORMATION

a) Reportable segments

The Corporation has only one operating segment, the portfolio of technology solutions to the loyalty pro-
gram industry in each of 2007 and 2006 whose operating results were regularly reviewed by the Corpo-
ration's chief operating decision maker and for which complete and discrete financial information is
available.  
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b) Enterprise wide disclosures - Geographic information

$30,102,199 (2006   $10,327,127), representing 95% of the Corporation's revenue, was generated in the
U.S., $374,863 (2006 - $414,647), representing 1%, was generated in Canada and the remaining revenue
was generated outside North America. 

At December 31, 2007 and 2006, substantially all of the Corporation's assets were in Canada.

26. MAJOR CUSTOMERS

For the year ended December 31, 2007, there were three customers who individually represented more than
10% of the Corporation’s total revenue.  In aggregate these three customers represented 75% (three customers
in 2006 represented 58%) of the Corporation’s total revenue.  In addition, 65% (2006 - 65%) of the Corporation's
amount Payable to loyalty program partners are due to these three customers.

27. COMPARATIVE FIGURES

Certain comparative figures have been reclassified in accordance with the current year's presentation.

28. UNITED STATES GAAP (“US GAAP”) RECONCILIATION

Canadian and United States Accounting Policy Differences

The consolidated financial statements of the Corporation have been prepared in accordance with Canadian GAAP.
The significant differences between Canadian GAAP and US GAAP, and their effect on the consolidated finan-
cial statements of the Corporation, are described below.

Consolidated statements of operations:

The following table reconciles net loss as reported in the accompanying consolidated statements of loss to net
loss that would have been reported had the financial statements been prepared in accordance with US GAAP:

Years ended December 31
2007 2006 - Restated

Net loss in accordance with Canadian GAAP $ (4,436,335) $ (8,186,063)
Web site development amortization (a) 98,528 98,528

Net loss in accordance with US GAAP $ (4,337,807) $ (8,087,535)
Loss per share $ (0.04) $ (0.07)

The cumulative effect of these adjustments on shareholders’ deficiency is as follows:

As at December 31
2007 2006 - Restated

Shareholders’ deficiency in accordance with Canadian GAAP $ (7,063,157) $ (4,656,028)
Web site development (a) (819,400) (819,400)
Web site development amortization (a) 794,767 696,239 

Shareholders’ deficiency in accordance with US GAAP $ (7,087,790) $ (4,779,189)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS DECEMBER 31, 2007 AND 2006
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The cumulative effect of these adjustments on the Corporation’s reported assets is as follows:

As at December 31
2007 2006 - Restated

Assets in accordance with Canadian GAAP $ 48,850,568 $ 40,431,054
Web site Development Costs (a) (819,400) (819,400)
Web site Development Amortization (a) 794,7676 96,239

Assets in accordance with US GAAP $ 48,825,935 $ 40,307,893

There is no difference in cash flows under US GAAP.

a) Web Site Development Costs

Canadian GAAP allows the capitalization and amortization of web site development costs incurred, sub-
ject to there being reasonable assurance that future benefits will be realized.  Under US GAAP, Ameri-
can Institute of Certified Public Accountants, Statement of Position “SOP”  98-1 provides specific guidance
on when capitalization may commence, and what direct costs may be capitalized.  For US GAAP pur-
poses, costs incurred in the preliminary project phase have been expensed at the time the costs were in-
curred and the amortization recorded under Canadian GAAP would have been reversed.

Restatement or Previously Issued Financial Statements

The US GAAP reconciliation has been reconciled to give effect to the restatement adjustment in the Cor-
poration’s previously issued financial statements.  The Canadian GAAP results have been restated and
this has resulted in a decrease of $221,888 from $40,652,942 in the Corporation’s total assets at the end
of 2006 and an increase in the shareholder’s deficiency of $1,261,827 from a negative $55,335,455.  The
net loss for the year ended has increased by $279,368 from a previously reported $7,906,695 to a restated
net loss of $8,186,063.  

Guidance for Quantifying Financial Statement Misstatements

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current
Year Financial Statements (“SAB 108”).  SEC staff issued SAB 108 to address what they identified as di-
versity in practice whereby entities were using either an income statement approach or a balance sheet
approach, but not both, when evaluating whether an error is material to an entity’s financial statements.
SAB 108 requires that in quantifying and analyzing misstatements, both the income statement approach
and the balance sheet approach should be used to evaluate the materiality of financial statement mis-
statements. SAB 108 became effective for the Corporation commencing with the year ended December
31, 2006.  

Accounting for Uncertainty in Income Taxes 

In June 2006, the FASB issued FIN 48, “Accounting for Uncertainty in Income Taxes – an interpretation
of FASB Statement No. 109” (“FIN 48”).  FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in an entity’s financial statements in accordance with SFAS No. 109, “Accounting for Income
Taxes” (“SFAS 109”).  The interpretation prescribes a recognition threshold and measurement attribute
for the financial statement recognition and measurement of a tax position taken or expected to be taken
in a tax return.  FIN 48 also provides accounting guidance on de-recognition, classification, interest and
penalties, accounting in interim periods, disclosure and transition.  The evaluation of tax positions under
FIN 48 is a two-step process, whereby (1) Points determines whether it is more likely than not that the
tax positions will be sustained based on the technical merits of the position and (2) for those tax positions
that meet the more-likely-than-not recognition threshold, the Corporation would recognize the largest
amount of tax benefit that is greater than fifty percent likely of being realized upon ultimate settlement with
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the related tax authority.  The Corporation has not adopted FIN 48 for Canadian GAAP purposes.  Based
on the Corporation’s assessment, the adoption of  FIN 48 had no impact on its statement of position or
results of operations, prepared in accordance with U.S. GAAP

Impact of Accounting Pronouncements Not Yet Adopted

Fair Value Measurements

In September 2006, the FASB issued SFAS 157 Fair Value Measurements. SFAS 157 clarifies the defi-
nition of fair value, establishes a framework for measurement of fair value, and expands disclosure about
fair value measurements. SFAS 157 is effective for fiscal years beginning after December 15, 2007 and
the Corporation will be required to adopt the standard in the first quarter of fiscal 2008.  The Corporation
is currently evaluating what impact, if any, SFAS 157 will have on its consolidated financial statements.

The Fair Value Option for Financial Assets and Financial Liabilities 

In February 2007, the FASB issued SFAS 159 The Fair Value Option for Financial Assets and Financial
Liabilities -Including an Amendment of SFAS 115. SFAS 159 permits entities to measure many financial
instruments and certain other items at fair value that currently are not required to be measured at fair
value. If elected, unrealized gains or losses on certain items will be reported in earnings at each subse-
quent reporting period. SFAS 159 is effective for the Corporation as of the beginning of its 2008 fiscal year.
The Corporation has not determined whether it will elect to adopt the fair value measurement provisions
of this statement, or what impact it will have on its consolidated financial statements.

Business Combinations

In December 2007, the FASB issued SFAS 141(R) Business Combinations. SFAS 141(R) replaces SFAS
141 Business Combinations.  SFAS 141(R) is broader in scope than SFAS 141 which applied only to
business combinations in which control was obtained by transferring consideration. SFAS 141(R) applies
to all transactions and other events in which one entity obtains control over one or more other businesses.
SFAS 141(R) is effective for fiscal years beginning after December 15, 2008 and the Company will be re-
quired to adopt the standard in the first quarter of fiscal 2009. The Company has not determined what im-
pact SFAS 141(R) will have on its consolidated financial statements.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 160 ("FAS 160"), Noncontrolling Interests in Consolidated Financial Statements, which
establishes accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. FAS 160 is effective for financial statements issued for fiscal years be-
ginning on or after December 15, 2008, and interim periods within those fiscal years.  The Company
presently does not expect FAS 160 to have an effect on its financial statements.
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