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SeaMiles Limited
Consolidated Balance Sheets

Unaudited
(in Canadian Dollars)

June 30 December 31
2008 2007
Assets
Current
Cash $339,730 $415,507
Accounts receivable 1,092,217 1,605,348
Deposits and prepaid expenses 1,235,204 1,216,037
Escrow bank account (Note 4) 21,186,650 17,132,178
Current assets of discontinued operations (Note 3) - 206,435
23,853,801 20,575,505
Other receivable 447,979 250,586
Equipment (Note 5) 215,031 219,887
Trademarks 6,931,497 6,906,801
Long-term assets of discontinued operations (Note 3) - 3,220,000
$31,448,308 $31,172,779
Liabilities and Shareholders' Equity
Current
Accounts payable and accrued liabilities $1,746,222 $1,554,398
Current portion of deferred revenue (Note 6) 1,277,786 1,242,158
Current portion of other long-term debt (Note 7) 135,321 132,835
Forward foreign exchange contracts - 11,944
Deposits 21,184,615 17,130,895
Current liabilities of discontinued operations (Note 3) - 147,374
Convertible debentures (Notes 8 and 17) - 3,000,000
24,343,944 23,219,604
Deferred revenue (Note 6) 625,154 1,229,938
Other long-term debt (Note 7) 500,163 1,109,273
Long-term liabilities of discontinued operations (Note 3) - 604,543
25,469,261 26,163,358
Shareholders' equity
Share capital (Note 9) 17,527,078 17,147,078
Contributed surplus 1,298,153 1,013,547

Deficit (12,846,184) (13,151,204)
5,979,047 5,009,421
$31,448,308 $31,172,779
On behalf of the Board
(signed) “Steven Wise” (signed) “Peter Rooney”
Chairman Director

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.



SeaMiles Limited
Consolidated Statements of Deficit

Unaudited
(in Canadian Dollars)

For the six months ended June 30 2008 2007
Deficit, beginning of period ($13,151,204) ($10,620,812)
Net income (loss) and comprehensive income (loss) for the period 305,020 (2,399,335)
Deficit, end of period ($12,846,184) ($13,020,147)

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.



SeaMiles Limited

Consolidated Statements of Operations and Comprehensive Income

Unaudited
(in Canadian Dollars)

Three Months Ended

June 30, 2008

June 30, 2007

Six Months Ended

June 30, 2008

June 30, 2007

Revenue
Loyalty program revenue $2,638,278 $2,195,691 $5,116,151 $4,330,599
Interest 83,242 156,837 179,612 306,594
2,721,520 2,352,528 5,295,763 4,637,193
Cost of goods sold
Loyalty program 1,756,647 1,465,630 3,531,515 2,893,252
Gross profit 964,873 886,898 1,764,248 1,743,941
Expenses
Advertising and promotion 62,478 52,848 116,517 99,447
Amortization of equipment 12,365 9,579 23,631 17,780
Amortization of deferred costs - 102 - 102
Bank charges and interest 1,518 3,759 2,638 4,898
Foreign exchange loss (gain) (24,926) 6,852 54,102 25,275
Interest on long-term debt 69,402 83,311 151,561 167,310
Management fees - 25,000 - 62,500
Occupancy costs 41,510 46,293 82,574 94,033
Professional fees 62,568 119,584 88,379 210,643
Selling, general and administrative 883,577 468,787 1,443,759 950,574
1,108,492 816,115 1,963,161 1,632,562
Income (loss) from operations (143,619) 70,783 (198,913) 111,379
Other Income
Debt forgiveness income 246,114 - 246,114 -
Income from continuing operations 102,495 70,783 47,201 111,379
Income (loss) from discontinued operations (Note 3) 306,722 (2,476,649) 257,819 (2,510,714)
Net income (loss) and comprehensive
income (loss) for the period $409,217 ($2,405,866) $305,020 ($2,399,335)
Earnings (loss) per share from continuing
operations - basic and diluted (Note 10) $0.01 $0.01 $0.00 $0.01
Earnings (loss) per share from discontinued
operations - basic and diluted (Note 10) $0.03 ($0.22) $0.02 ($0.22)
Earnings (loss) per share -
basic and diluted (Note 10) $0.04 ($0.21) $0.03 ($0.21)

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.



SeaMiles Limited
Consolidated Statements of Cash Flows

Unaudited
(in Canadian Dollars)

Cash provided by (used in)

Operating activities
Income (loss) from continuing operations
Items not affecting cash
Amortization of equipment
Amortization of deferred costs
Stock-based compensation
Debt forgiveness income

Changes in non-cash operating assets and liabilities

Accounts receivable

Deposits and prepaid expenses

Other receivable

Accounts payable and accrued liabilities
Notes payable

Forward foreign exchange contracts
Deferred revenue

Escrow bank account

Deposits

Investing activities
Purchase of equipment
Purchase of trademarks

Financing activities
Repayment of convertible debt
Proceeds from issue of share capital
Repayment of other long-term debt

Increase in cash from continuing operations

Decrease in cash from discontinued
operations (Note 3)

Cash, beginning of period

Cash, end of period

Supplementary cash flow information

Interest received

Interest paid

Three Months Ended

June 30, 2008

June 30, 2007

Six Months Ended

June 30, 2008

June 30, 2007

$102,495 $70,783 $47,201 $111,379
12,365 9,579 23,631 17,780
- 102 - 102
284,606 - 284,606 -
(246,114) - (246,114) -
(13,631) 314,421 513,131 (101,568)
20,065 32,566 (19,167) (9,951)
(130,124) - (197,393) -
(1,086,391) 165,659 191,824 773,676
- 522,043 - 522,043
- - (11,944) -
(334,735) - (569,156) -
(1,761,324) (727,282) (4,054,472) (2,504,178)
1,761,457 686,345 4,053,720 2,516,380
(1,391,331) 1,074,216 15,867 1,325,663
(9,234) (43,754) (18,775) (83,572)
(883) (7,898) (24,696) (21,496)
(10,117) (51,652) (43,471) (105,068)
(3,000,000) - (3,000,000) -
380,000 55,000 380,000 55,000
(374,967) (157,254) (360,510) (215,669)
(2,994,967) (102,254) (2,980,510) (160,669)
(4,396,415) 920,310 (3,008,114) 1,059,926
3,060,573 (74,312) 2,932,337 (188,541)
1,675,572 301,969 415,507 276,582
$339,730 $1,147,967 $339,730 $1,147,967
$92,264 $149,462 $246,509 $276,582
$69,654 $100,002 $152,065 $216,348

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

Nature of Business

SeaMiles Limited (the “Company”) is engaged in the cruise based loyalty program in both the United States of America
and Canada through its SeaMiles and SeaPoints programs respectively. The SeaMiles and SeaPoints programs provide
its commercial partners with loyalty marketing services and offers its members the ability to accumulate SeaMiles and
SeaPoints respectively through its partner network. Accumulated SeaMiles and SeaPoints may be redeemed for cruise
travel rewards from Solutions at Sea and for airfare from the Company’s wholly-owned subsidiary Seamiles, LLC in the
United States and from Encore Cruises in Canada.

The consolidated financial statements of the Company have been prepared in Canadian dollars and in accordance with
Canadian generally accepted accounting principles. The significant accounting policies are as follows:

1. Summary of Significant Accounting Policies

a) Adoption of New Accounting Policies

D)

ii)

Capital Disclosures

On January 1, 2008, the Company adopted Section 1535, Capital Disclosures. This Section established
standards for disclosing information about an entity’s capital and how it is managed to enable users of financial
statements to evaluate the entity’s objectives, policies and procedures for managing capital. This information is
provided in Note 13, Capital Disclosures.

Financial Instruments — Disclosure and Presentation

On January 1, 2008, the Company adopted two sections: Section 3862, Financial Instruments — Disclosures and
Section 3863, Financial Instruments — Presentation. These standards replace Section 3861, Financial
Instruments — Disclosure and Presentation.

Section 3862 describes the required disclosures related to the significance of financial instruments on the entity’s
financial position and performance and the nature and extent of risks arising from financial instruments to which
the entity is exposed and how the entity manages those risks. This Section complements the principles of
recognition, measurement and presentation of financial instruments of Sections 3855, Financial Instruments —
Recognition and Measurement, 3863, Financial Instruments — Presentation and 3865, Hedges. The adoption of
this Section implied that the Company now presents sensitivity analysis regarding foreign exchange risk, interest
rate risk, commodity prices risk and stock-based compensation costs risk. Comparative information about the
nature and extent of risks arising from financial instruments is not required in the year Section 3862 is adopted.

Section 3863 establishes standards for presentation of financial instruments and non-financial derivatives. This
information is provided in Note 14, Financial Instruments.

b) Basis of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated on consolidation.



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

1. Summary of Significant Accounting Policies (continued)
c) Revenue Recognition

SeaMiles meets the tests identified below and accordingly revenue from the SeaMiles loyalty program is recorded on a
gross basis in accordance with Abstract 123 of the Emerging Issues Committee (“EIC”) of the Canadian Institute of
Chartered Accountants (“CICA”), “Reporting Revenue Gross as a Principal Versus Net as an Agent”, with the exception of
redemption revenue.

The basis for gross revenue reporting as a principal is based on an evaluation of the following indicators:
o The enterprise is the primary obligor in the arrangement
o0 The enterprise has latitude in establishing price
o The enterprise changes the product or performs part of the service
o0 The enterprise has discretion in supplier selection
o The enterprise is involved in the determination of product or service specifications

Revenue from the SeaMiles loyalty program is derived from the sale of a MasterCard or VISA card to its members, from the
sale of SeaMiles through MasterCard or VISA card purchases, breakage and interest on its escrow account. Gross
proceeds received on the resale of SeaMiles net of the commissions earned and SeaMiles issued for promotional purposes,
at a discount or no value, are included in deposits in the attached consolidated balance sheet until SeaMiles are redeemed
by members or in accordance with the accounting policy for breakage. Breakage represents the estimated SeaMiles that
are not expected to be redeemed by members. Breakage is estimated by the Company based on the terms and conditions
of membership and historical accumulation and redemption patterns as adjusted for changes to any terms and conditions
that affect members’ redemption practices. The current breakage factor is 17% with breakage recognized ratably over a
period of 30 months, the estimated life of a SeaMile. The Company continuously reviews the redemption factors used to
calculate breakage and, if there are any changes in the breakage factor, they are accounted for as follows: in the period of
change, the deferred revenue balance is adjusted as if the revised estimate had been used in prior periods with the
offsetting amount recorded as an adjustment to revenue; and for subsequent periods, the revised estimate is used.

Redemption revenue earned from the sale of SeaMiles through MasterCard or VISA card purchases are netted against the
cost of rewards representing the amount paid by the Company to Solutions at Sea or other redemption partners. The
Company'’s role as an agent in the transaction is determined by the contractual arrangement in place with the loyalty
program partner.

The Company assumes minimal credit and inventory risk with each transaction processed. Redemption revenue is recorded
on a net basis in accordance with EIC-123.

Deferred revenue represents payments received for revenue not yet earned. Revenue is recognized as it is earned under
the terms of each contract.

d) Foreign Exchange Translation

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the rates in effect
at the consolidated balance sheet dates. Non-monetary assets are translated at the historical exchange rates for the
respective transactions. Revenues and expenses are translated at the rates prevailing at the respective transaction dates.
Exchange gains or losses are included in expenses.



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

1. Summary of Significant Accounting Policies (continued)

e) Foreign Currency Exchange Contracts

The Company periodically purchases forward contracts when it enters into a transaction to buy or sell foreign currency in
the future. These contracts are short term in nature, are in the regular course of business and are used to manage foreign
exchange exposures.

Foreign exchange contracts are not hedges. They are recorded using the mark-to-market method of accounting whereby
foreign exchange contracts are recorded on the Company’s balance sheet as either an asset or liability with changes in fair
value recorded to net earnings. Foreign exchange translation gains and losses on these instruments are recognized as an
adjustment of revenues when the sale is recorded.

f) Escrow Bank Account

In conjunction with the issuance of SeaMiles and SeaPoints, the Company has established a redemption reserve to fund
redemptions. The funds are invested primarily in a portfolio of U.S. Treasury securities maturing in 180 days or less.
Interest earned is paid to the Company and is included in interest revenue. The amount to be held in the reserve, as well
as the types of securities it may be invested in, are consistent with the Company’s obligations with its partners, and are
reviewed periodically.

g) Deferred Costs
Financing costs incurred in connection with current and long-term debt have been deferred and are recorded as a reduction

to the principal amount of the associated current and long-term debt. The costs are amortized over the term of the related
debt using the effective interest rate method.

h) Property Held for Sale

Property held for sale includes real estate properties held for future development. The Company capitalizes all costs
relating to the acquisition, development and construction of these properties. The Company reduces the cost of the
property held for sale for any ancillary revenues earned.

i) Equipment

Equipment is stated at cost less accumulated amortization. Amortization based on the estimated useful life of the asset is
calculated as follows:

Computer equipment: 20% diminishing balance basis
Furniture and fixtures: 20% diminishing balance basis
Leasehold improvements: straight-line over the term of the lease
Website development: 30% diminishing balance basis

j) Trademarks

The Company capitalizes all trademark application costs. The trademarks have been determined to have an indefinite life.
If the trademark applications are not renewed or abandoned, they will be charged to operations immediately.

Trademarks are tested for impairment annually or more frequently if events or changes in circumstances indicate that the
trademarks might be impaired. When the carrying amount exceeds the fair value, an impairment loss is recognized in the
statement of operations and comprehensive income in an amount equal to the excess.



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

1. Summary of Significant Accounting Policies (continued)

k) Impairment of Long-lived Assets

The Company reviews, on an annual basis, long-lived assets such as real estate property and equipment for impairment to see
if there are events or changes in circumstances which indicate that the carrying amount may not be recoverable. If the total of
the expected undiscounted future cash flows is less than the carrying amount of the asset, a loss is recognized for the excess of
the carrying amount over the fair value of the asset.

) Stock-Based Compensation

The Company grants stock options to officers, directors, employees and consultants pursuant to a stock option plan. The
Company accounts for the stock-based compensation using the fair value as at the grant date. Under this method,
compensation expense related to option grants is recorded in the consolidated statement of operations and comprehensive
income over the vesting period of the options with an offset to contributed surplus. When options are exercised, the
corresponding contributed surplus and the proceeds received by the Company are credited to share capital. The compensation
expense amount is based on the fair value of the option as estimated using the Black-Scholes option pricing model. The
assumptions used in calculating the value of the stock options include the Company’s best estimate, as of the date of grant, of
the expected share price volatility over the term of the stock option and expected option life. As such, the amounts reported as
compensation expense are subject to measurement uncertainty as the expense amount may vary significantly based on the
assumptions used.

m) Financial Instruments

Financial Instruments are required to be measured at fair value on initial recognition of the instrument, except for certain related
party transactions. After initial recognition, financial instruments are measured at their fair values, except for financial assets
classified as held-to-maturity on loans and receivables and other financial liabilities, which are measured at cost or amortized
cost using the effective interest rate method.

The Company has made the following classifications:

e Cash, escrow bank account and deposits are classified as “assets held for trading” and are measured at fair value.
Gains and losses resulting from the periodic revaluations are recorded in net income.

e Accounts receivable are classified as “loans and receivables” and are recorded at amortized cost, which upon their
initial measurement is equal to their fair value. Subsequent measurements are recorded at amortized cost using the
effective interest rate method.

e Accounts payable and accrued liabilities and current and long-term debts are classified as “other financial liabilities” and
are initially measured at their fair value. Subsequent measurements are recorded at amortized cost using the effective
interest rate method.

Unless otherwise noted, the Company is of the opinion that it is not exposed to significant interest, currency or credit risks
arising from its financial instruments and their carrying values approximate fair values.

n) Fair Value of Financial Instruments

The fair value of financial instruments represents the amounts that would have been received from or paid to counterparties to
settle these instruments. The carrying amount of all financial instruments classified as current approximates their fair value
because of the short maturities and normal trade terms of these instruments. The fair value of other financial instruments
disclosed in the financial statements are based on the Company’'s best estimates using present value and other valuation
techniques that are significantly affected by the assumptions used concerning the amounts and timing of estimated cash flows
and discounted rates which reflect varying degrees of risk.



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

1. Summary of Significant Accounting Policies (continued)
0) Derivative Financial Instruments

Derivative financial instruments are measured at their fair value upon initial recognition and on each subsequent reporting
date. The fair value of quoted derivatives is equal to their positive or negative market value. If a market value is not
available, the fair value is calculated using standard financial valuation models, such as discounted cash flow or option
pricing models. Derivatives are carried as assets when the fair value is positive and as liabilities when the fair value is
negative. Changes in fair value are recorded in income at each reporting period. The Company does not enter into
derivative financial agreements for trading or speculative purposes.

p) Compound Financial Instruments

The convertible debentures contain both a liability component and an equity component, represented by the conversion
feature and are presented in the financial statements in its component parts, measured using the residual method at the
time of issue. The initial value of the debt component was calculated as the present value of the required interest and
principal payments, discounted at a rate approximating the interest rate that would have been applicable to non-convertible
debt at the time the debentures were issued. The difference between the debt component and the face value of the
debentures was determined to be insignificant and therefore there was no classification to equity.

q) Income Taxes

The Company follows the liability method of tax allocation in accounting for income taxes. Under this method, future income
tax assets and liabilities are determined based on differences between the financial reporting and tax bases of assets and
liabilities, and measured using the substantively enacted tax rates and laws expected to be in effect when the differences
are expected to reverse. Future income tax assets are recognized to the extent it is more likely than not they will be
realized.

r) Earnings (loss) per Share

Basic earnings (loss) per share is calculated by dividing the net income (loss) and comprehensive income (loss) available to
common shareholders by the weighted average number of common shares outstanding during the period. Diluted income
(loss) per share is calculated using the treasury stock method, which assumes that all outstanding stock option grants and
warrants are exercised and that all outstanding convertible debt are converted, if dilutive, and the assumed proceeds are
used to purchase the Company’s common shares at the average market price during the period. Diluted income (loss) per
share is not presented if the effect would be anti-dilutive.

s) Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires the
Company to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenue and expenses
during the reporting period. Actual results could differ from these estimates.

t) Other Receivable

Other receivable represents the estimated SeaMiles that are not expected to be redeemed by members. Breakage is
estimated by the Company based on the terms and conditions of membership and historical accumulation and redemption
patterns as adjusted for changes to any terms and conditions that affect members’ redemption practices. The current
breakage factor is 17% with breakage recognized ratably over a period of 30 months, the estimated life of a SeaMile. Other
receivable is comprised of the estimated long-term receivable portion of breakage.

10



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

1. Summary of Significant Accounting Policies (continued)

u) New Accounting Pronouncements
Goodwill and Intangible Assets
In February 2008, the CICA published Section 3064, Goodwill and Intangible Assets. This Section establishes standards
for the recognition, measurement, presentation and disclosure of goodwill and intangible assets and replaces Section

3062, Goodwill and Other Intangible Assets. This new standard will be effective for interim periods and annual financial
statements starting October 1, 2008. The Company is presently evaluating the impact of this new standard.

11



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

2. Restatement of Previously Issued Financial Statements

During the fourth quarter ended December 31, 2007, the Company reevaluated its position on EIC — 123, “Reporting Revenue
Gross as a Principal versus Net as an Agent.” Under this EIC, revenues for loyalty rewards redeemed are reported on a net
basis whereas the revenue and cost sources were previously reported on a gross basis. The impact of this change was to
decrease loyalty program revenue and loyalty program costs by $453,915 and $453,915 respectively for the three months
ended June 30, 2007 and $975,134 and $975,134 respectively for the six months ended June 30, 2007. Net loss was not
impacted by this change.

3. Discontinued Operations

During the fourth quarter of 2007, the Company made the decision to divest its remaining real estate assets. On March 27,
2008, the Company signed an agreement of purchase and sale to sell its remaining assets. The properties sold, all of which are
located in the Muskoka region of Ontario, consist of the Greene Slate Inn, the Ports development project and three residential
houses. Accordingly, the Company has reflected its real estate division as a discontinued operation. The sale closed on June
16, 2008.The aggregate cash purchase price was $3,715,854 and was satisfied by the cancellation of $1,500,000 in convertible
debentures previously issued by the Company, the assumption by the purchaser of existing mortgages of $607,549 and a cash
payment by the purchaser to the Company of $1,608,305, which was primarily used to retire the remaining $1,500,000 of
convertible debentures outstanding following the sale. These consolidated financial statements have adopted the
recommendations of CICA Handbook Section 3475, Disposal of Long-lived Assets and Discontinued Operations. The
Company'’s results of operations related to discontinued operations for the three and six months ended June 30, 2008 and 2007
and the Company’s assets and liabilities related to discontinued operations as at June 30, 2008 and December 31, 2007 are
shown in the following tables, with the 2007 figures restated:

Consolidated Statements of Operations and Comprehensive Income

Three months ended June 30 Six months ended June 30
2008 2007 2008 2007
Revenue
Rental income $ - $ - $ - $ -
Expenses
Amortization of deferred costs - 7,500 - 15,000
Bank charges and interest 88 22,812 184 45,710
Professional fees 7,160 - 36,614 -
Selling, general and administrative 642 5,930 1,284 9,597
7,890 36,242 38,082 70,307
Loss from discontinued operations
before undernoted (7,890) (36,242) (38,082) (70,307)
Write down of property held for sale (11,945) (2,440,407) (30,656) (2,440,407)
Gain from disposal of property held for sale 326,557 - 326,557 -
Net income (loss) from discontinued operations $306,722 ($2,476,649) $257,819 ($2,510,714)

12



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

3. Discontinued Operations (continued)

The gain from disposal of property held for sale was calculated as follows:

Cash proceeds
Assumption of accounts payable

Gross proceeds
Selling expenses

Net book value of properties sold
Deposits paid by the purchaser
Deposits assumed by the purchaser

Gain from disposal of property held for sale

Consolidated Balance Sheets
Assets
Current Assets

Accounts receivable
Deposits and prepaid expenses

Property held for sale

Liabilities
Current liabilities

Accounts payable and accrued liabilities
Current portion of mortgages payable, net of deferred costs

Mortgages payable

Cash provided by (used in) discontinued operations

Cash provided by (used in) operating activities
Cash provided by (used in) investing activities
Cash provided by (used in) financing activities

Net cash flows provided by (used in) discontinued
operations

Three months ended June 30

$ 3,715,854
47,002
3,762,856
(23,809)
3,739,047
3,220,000
95,854
96,636
3,412,490
S 326557
June 30 December 31
2008 2007
$ - $1,702
- 204,733
- 206,435
- 3,220,000
$ - $3,426,435
$ - $137,074
- 10,300
- 147,374
- 604,543
$ - $751,917

Six months ended June 30

2008 2007 2008 2007
$184,676 ($23,607) $78,281 ($28,987)
3,487,610 (177,982) 3,468,899 (277,969)
(611,713) 127,277 (614,843) 118,415
$3,060,573 ($74,312) $2,932,337 ($188,541)

13



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

4. Escrow Bank Account

The escrow bank account consists of funds primarily invested in a U.S. money market fund comprising a portfolio of U.S. treasury
securities maturing in 180 days or less.

5. Equipment
June 30
2008
Accumulated Net Carrying
Cost Amortization Value
Computer equipment $94,672 $37,922 $56,750
Furniture and fixtures 24,877 7,295 17,582
Leasehold improvements 76,451 14,306 62,145
Website development 149,938 71,384 78,554
$345,938 $130,907 $215,031
December 31
2007
Accumulated Net Carrying
Cost Amortization Value
Computer equipment $76,841 $32,834 $44,007
Furniture and fixtures 24,877 5,545 19,332
Leasehold improvements 75,507 10,594 64,913
Website development 149,938 58,303 91,635
$327,163 $107,276 $219,887

6. Deferred Revenue

In the fourth quarter of 2007, SeaMiles, LLC and Barclays Bank (“Barclays”) agreed to a one-time payment by Barclays to
SeaMiles, LLC of $2,500,000 U.S. This payment will be recognized as revenue over 24 months and is subject to the
continuation of the SeaMiles rewards platform currently operated through the Barclays issued Carnival SeaMiles credit card.
SeaMiles, LLC also has a further $95,343 U.S. in deferred revenue from another contract which it received in 2007. Revenue
will be recognized as it is earned under the terms of the contract.

The Canadian dollar equivalent of total deferred revenue is $1,902,940 as of June 30, 2008 (December 31, 2007 -
$2,472,096). Revenue is recognized under the terms of the contracts as follows:

June 30 December 31

2008 2007

Current portion $1,277,786 $1,242,158
Long-term portion 625,154 1,229,938
$1,902,940 $2,472,096

14



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

7. Other Long-term Debt

June 30 December 31

2008 2007
Other long-term debt, non-interest bearing, due February 2010, monthly principal

payments of $3,000 U.S., unsecured $57,043 $70,721
Other long-term debt, non-interest bearing, no fixed repayment date, unsecured - 339,329
Note payable, 10% per annum, unsecured - 227,999

Other long-term debt, non-interest bearing, repayable monthly in varying amounts based
on previous loyalty program commitments, unsecured 578,441 604,059
635,484 1,242,108
Less: Current portion 135,321 132,835
$500,163 $1,109,273

The long-term debt due February 2010 was discounted at an interest rate of 8% per annum.

During the second quarter of 2008, the Company reached agreements with certain creditors to eliminate $626,114 of pre-
acquisition debt of SeaMiles, LLC. Under the agreements, $380,000 worth of debt will be exchanged for 190,000 shares of
the Company at a price of $2.00 per share (Note 9). The remaining debt of $246,114 was forgiven and has been recognized
as debt forgiveness income in the consolidated statements of operations and comprehensive income.

8. Convertible Debentures

June 30 December 31

2008

2007

10% Convertible debentures $ -

$3,000,000

The convertible debentures were retired in June 2008 (Note 3).

15



SeaMiles Limited
Notes to Consolidated Financial Statements

Unaudited
(in Canadian Dollars)

9. Share Capital

Authorized:
Unlimited number of voting common shares
Unlimited number of non-voting common shares

Issued: common shares and common share purchase warrants

Number of $
Common
Voting Share Voting
Common Purchase Common
Shares Warrants Shares
Balance as at December 31, 2006 11,271,399 612,498 $16,585,047
Expired common share purchase warrants - (612,498) -
Issued through the exercise of stock options 165,000 - 306,438
Issued through private placement 130,000 - 255,593
Balance at December 31, 2007 11,566,399 - $17,147,078
Shares to be issued 190,000 - 380,000
Balance at June 30, 2008 11,756,399 - $17,527,078

During the second quarter of 2008, the Company reached agreements with certain creditors to eliminate $626,114 of pre-
acquisition debt of SeaMiles, LLC. Under the agreements, $380,000 of debt will be exchanged for 190,000 shares of the
Company at a price of $2.00, with the remaining debt of $246,114 being forgiven. The closing of these transactions is subject to
certain conditions including, but not limited to, the receipt of all necessary regulatory approvals, including the approval of the
TSX Venture Exchange.

Stock Options

The Company’s Stock Option Plan provides for the issuance of up to a maximum of 10% of its issued and outstanding common
shares at an exercise price fixed by the Company’s Board of Directors at the time of grant. The option period for the Stock
Option Plan is a maximum of five years. Options granted may be vested over certain time periods within the option period,
which will limit the number of options exercisable during each option year. Each stock option is exercisable into one common
share of the Company at the price specified in the terms of the option. As at June 30, 2008, options to purchase 760,000
common shares have been granted and options to purchase 396,639 common shares remain available to be granted under the
Stock Option Plan.

The following table summarizes the changes in stock options outstanding during the six months ended June 30, 2008:

2008
Balance, beginning of period 905,000
Cancelled (505,000)
Granted 360,000
Balance as at June 30, 2008 760,000
Exercisable at June 30, 2008 760,000
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9. Share Capital (continued)

The following table summarizes the weighted average exercise price and the weighted average remaining contractual life of the
options outstanding and exercisable as at June 30, 2008:

Range of exercise prices $2.00 - $3.25
Options outstanding 760,000
Weighted average remaining contractual life 490 days
Options exercisable 760,000
Weighted average exercise price $2.18

The following table summarizes the stock options outstanding as at June 30, 2008:

Date Stock Exercise Expiry
of Grant Options (#) Price Date
August 24, 2006 100,000 $3.25 August 24, 2008
August 21, 2007 300,000 $2.00 August 21, 2009
April 30, 2008 275,000 $2.00 April 30, 2010
May 15, 2008 85,000 $2.15 May 15, 2010
760,000

10. Earnings (loss) per Share

Earnings per share is calculated using the weighted average number of common shares outstanding during the three and
six months ended June 30, 2008, which is 11,566,399 (2007 — 11,291,179) and 11,566,399 (2007 — 11,281,344) shares,
respectively. Diluted loss per share has not been presented since the potential conversions of convertible debentures are
anti-dilutive.

11. Related Party Transactions

Related party transactions are in the normal course of operations and are measured at the exchange value (the amount of
consideration established and agreed to by the related parties), which approximates the arm’s length equivalent for the
services.

12. Segmented Information

As the Company has divested its real estate assets, the Company will only be operating in the loyalty program segment
going forward. Accordingly, only segmented balance sheet information is provided. The table below summarizes the
segmented balance sheet information as at June 30, 2008 and December 31, 2007.

The designation of segments is based on the nature of the products and services provided and the information used by the
Chief Operating Decision Maker. The accounting policies followed by the segments are the same as those described in the
summary of significant accounting policies.

Loyalty Program Discontinued Operations Consolidated
June 30 December 31 June 30 December 31 June 30 December 31
2008 2007 2008 2007 2008 2007
Identifiable assets  $31,372,131  $27,652,797 $ - $3,426,435 $31,372,131 $31,079,232
Corporate assets 76,177 93,547
Total assets $31,448,308 $31,172,779
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13. Capital Disclosures
The Company definites its capital as follows:
i) Other long-term debt
i) Convertible debentures
iii) Shareholders' equity
iv) Cash and cash equivalents

The amounts included in the Company's capital are as follows:

June 30 December 31

2008 2007
Other long-term debt $635,484 $1,242,108
Convertible debentures - 3,000,000
Shareholders' equity 5,979,047 5,009,421
Cash and cash equivalents 339,730 415,507
Escrow bank account 21,186,650 17,132,178

The Company’s objectives when managing capital are to maintain a flexible capital structure to allow the Company the
ability to respond to changes in economic conditions and the risk characteristics of the underlying assets and ensure
sufficient liquidity to implement its strategic initiatives, meet anticipated working capital requirements and other capital
expenditures. The Company'’s financing decisions are made on a specific transaction basis and depend on such things as
the Company’s needs, and market and economic conditions at the time of the transaction.

In conjunction with the issuance of SeaMiles and SeaPoints, the Company has established a redemption reserve to fund
redemptions. The funds are invested primarily in a portfolio of U.S. Treasury securities maturing in 180 days or less.
Interest earned is paid to the Company and is included in interest revenue. The amount to be held in the reserve, as well
as the types of securities it may be invested in, are consistent with the Company’s obligations with its partners, and are
reviewed periodically. The Company assumes minimal credit and inventory risk with each transaction processed.

There were no changes in the Company’s approach to capital management during the period.

14. Financial Instruments

i) Fair Value

The fair values of short term financial assets and liabilities, including cash and cash equivalents, accounts
receivable, escrow bank account, accounts payable and accrued liabilities, deposits, current and long term debts,
mortgages payable and convertible debentures, 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 Company’s financial instruments is their fair value which is the

amount that has been recorded in the financial statements.

The Company has determined the estimated fair values of its financial instruments based on appropriate valuation
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 Company 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.
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14. Financial Instruments (continued)

D)

ii)

iii)

iv)

Fair Value (continued)

The fair value of financial instruments represents the amounts that would have been received from or paid to
counterparties to settle these instruments. The carrying amount of all financial instruments classified as current
approximates their fair value because of the short maturities and normal trade terms of these instruments. The fair
value of other financial instruments disclosed in the financial statements are based on the Company’'s best
estimates using present value and other valuation techniques that are significantly affected by the assumptions
used concerning the amounts and timing of estimated cash flows and discounted rates which reflect varying
degrees of risk.

Credit Risk

The Company’'s maximum exposure to credit risk on its financial assets is limited to their respective carrying
amounts. Funds from the escrow bank account are invested primarily in a portfolio of U.S. Treasury securities
maturing in 180 days or less. The amount to be held in the escrow bank account, as well as the types of securities
it may be invested in, are consistent with the Company’s obligations with its partners, and are reviewed periodically.
Excess cash, included in cash and cash equivalents, are invested in bank term deposits, as per the Company’'s
practice of protecting its capital rather than maximizing investment yield.

Historically, the Company has not experienced bad debts on its accounts receivable balances.
Interest Rate Risk

The Company 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. Based on management’s knowledge and experience of the financial markets,
management does not believe that the Company’s current financial instruments will not be affected by interest rate
risk in the near future.

Currency Risk

The Company’s primary focus is its cruise based loyalty program in the United States through its wholly owned
subsidiary, SeaMiles, LLC. This exposes the Company to the U.S. dollar as earnings and cash flows may be
adversely affected by the fluctuations in the exchange rate of the U.S. dollar relative to the Canadian dollar. The
Company currently does not use financial instruments to hedge these risks.

The Company holds balances in U.S. dollars that give rise to exposure to foreign exchange risk. Sensitivity to a +/-
10% movement in the Canadian dollar would result in a $113,203 variance in net liabilities of the Company as at
June 30, 2008.

As of June 30, 2008 CDN $ Total USD Total
FX Rates Used to Translate to USD $1.0197
Financial assets

Cash and cash equivalents $319,734 $313,557
Accounts receivable 1,067,317 1,046,697
Deposits and prepaid expenses 1,197,574 1,174,438
Escrow bank account 21,083,645 20,676,321
Other receivable 447,979 439,324
Total $24,116,249 $23,650,337
Financial liabilities

Accounts payable and accrued liabilities $1,649,490 $1,617,623
Deposits 21,082,664 20,675,359
Deferred revenue 1,902,940 1,866,176
Other long-term debt 635,484 623,207
Total $25,270,578 $24,782,365
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15. Commitments and Contingencies

a) Lease Commitments:

b)

c)

d)

The Company is committed to future minimum annual lease payments on certain non-cancelable operating
leases as follows:

2008 $94,000
2009 175,000
2010 159,000
2011 109,000
Thereafter 409,000

Lease commitments include related party transactions with companies owned by directors of the Company. These
transactions are recorded at the exchange value as established and agreed to by the related parties.

Under an agreement between SeaMiles, LLC and Carnival Cruise Lines, SeaMiles, LLC has certain financial
obligations which it must meet on an annual basis. Due to the confidentiality provisions of the agreement, the
Company is unable to disclose the terms of the financial obligations. All obligations incurred under the agreement
are recorded at the time they are incurred. SeaMiles, LLC has met its obligations to date under this agreement.

SeaMiles, LLC was previously a plaintiff and a defendant in various lawsuits, which arose in Miami-Dade County,
Florida (United States), against former president/former member. All pending lawsuits were settled pursuant to an
agreement dated September 26, 2005. As a compromise, SeaMiles, LLC agreed to pay its former president/former
member $787,500 U.S. for alleged damages arising under various state and federal lawsuits and for all interest the
former president/former member claimed to own in SeaMiles, LLC. This settlement amount was non-interest
bearing and was payable as follows: 5 payments of $17,500 U.S. payable on a quarterly basis commencing
September 2006; 10 annual payments of $70,000 U.S. commencing September 2008. Subsequent to the
settlement, SeaMiles, LLC filed a motion in the settled litigation to enforce a provision of the settlement agreement
which allowed SeaMiles, LLC to terminate future payments owed under the settlement agreement if the former
president/former member breached certain provisions of the settlement agreement. On December 14, 2006, the
Court ruled in favor of SeaMiles, LLC, finding that the former president/former member breached the settlement
agreement and the Court therefore terminated the $787,500 U.S. liability. The matter is now on appeal, which
should be resolved in 2008.

Subsequent to Court terminating the $787,500 U.S. liability, an individual claiming an indirect ownership interest in
SeaMiles, LLC, through a company owned and controlled by SeaMiles, LLC’s former president/former member, filed
suit in Miami-Dade County against SeaMiles, LLC and its former president/former member. This individual seeks
compensation for the reasonable value of his alleged indirect interest in SeaMiles, LLC. No amount has been
ascribed to the claim as of yet. SeaMiles, LLC has rejected the claim, as SeaMiles Limited (through its wholly
owned subsidiary) was a bona fide purchaser for value of one hundred percent of the membership interests of
SeaMiles, LLC. Furthermore, the claimant signed the September 26, 2005 settlement agreement acknowledging
that he owned no interest in SeaMiles, LLC. However, the individual claims he did not knowingly sign the settlement
agreement, and was instead tricked by the former president/former member into signing the signature page without
seeing the entire settlement agreement. In fact, the trial court ruled that SeaMiles, LLC’s former president/former
member made misrepresentations in the September 26, 2005 settlement agreement and that the claimant did not
knowingly sign the September 26, 2005 settlement agreement. However, whether the claimant’s signature on the
signature page of the September 26, 2005 settlement agreement defeats his pending claim is an open question
which will be resolved in the pending appeal between SeaMiles, LLC and its former president/former member. If
this holding is reversed on appeal, the claimant’s claim is worthless. If the holding is affirmed on appeal, SeaMiles,
LLC may not be able to argue that the claimant is bound by the September 26, 2005 settlement agreement;
however, SeaMiles, LLC has other defenses to the claimant’s claim.
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16. Comparitive Figures

Certain comparative figures have been reclassified to conform with the method of presentation adopted for the current year.
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