Siddharth Rajeev, B.Tech, MBA, CFA
Analyst

July 6, 2017

Fisgard Capital Corporation – Established MIC with a long track record
Sector/Industry: Real Estate Mortgages

www.fisgard.com
Investment Highlights
• Formed in 1994, Fisgard Capital Corporation (“fund”) is one of
the most established Mortgage Investment Corporations
(“MICs”) in the country.
• Management’s extensive experience in the space is the
offering’s primary strength.
• The fund has a low to moderate risk profile with a high
percentage of first mortgages (90%+). At the end of 2016, the
fund held $185 million in mortgages. Approximately 79% of
the fund was invested in residential mortgages. The average
loan to value (“LTV”) was 57%.
• British Columbia (“BC”), Alberta (“AB”) and Ontario (“ON”)
accounted for 97% of the portfolio.
• The fund offers three classes of non-voting shares with
maturity terms ranging from 1 to 5 years. According to
management, the fund has never defaulted on an interest or
principal repayment to investors.
• Operating expenses and management fees of the fund are in
line with comparable MICs of similar size.
• We are initiating coverage on the MIC with an overall rating of
3+ and risk rating of 2.
Risks
• BC accounted for 66% of the portfolio at the end of 2016.
• Although the focus is on first mortgages, the fund may invest
in second mortgages which carry higher risk.
• Volatility in real estate prices.
• Timely deployment of capital is crucial.
• Like any MIC, shareholders’ principal is not guaranteed, as the
Net Asset Value (“NAV”) could decrease from the current
price as a result of loan losses.
• Redemptions are not guaranteed.
• The fund has the ability to use leverage, which would increase
the exposure of the fund to negative events. Note that the fund
uses much lower leverage than its peers.

*see back of report for rating definitions
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Overview of
MICs

The Government of Canada introduced MICs in 1973, through the Residential Mortgage
Financing Act, to make it easier for small investors to participate in the residential mortgage
and real estate markets. A MIC typically provides short-term (typically 9 months - 24
months) loans secured by real estate properties in Canada. MICs, like other non-bank
lenders, do not conform within the strict lending guidelines of banks and other traditional
lenders. MICs are more flexible in their lending guidelines, and therefore, can offer
individually structured / tailor made loans to meet the specific requirements of a borrower.
Also, banks have lengthy due diligence processes, and are typically not able to meet
borrowers’ quick capital needs. All the above reasons allow non-bank lenders, including
MICs, to charge a higher interest rate on their loans compared to banks / institutional
lenders.
The following chart shows the business model of a typical MIC:

Source: CMHC
• Almost all MICs are externally managed by the founders through a separate management
company, which originates and manages mortgages for the MIC. In return, the management
company earns an asset management fees and/or a performance from the MIC, and usually
receives 100%, or a portion of the origination fees received from the borrower. In Fisgard’s
case, 100% of the origination fees are passed on to the fund.
• MICs earn interest and fees (origination, renewal and cancelation) from borrowers.
• MICs finance their mortgage portfolio through debt (banks) and equity (investors).
• After deducting management / origination fees, loan interest and other operational
expenses, MICs pay out net income as dividends to investors.
MICs pay no corporate tax and act as a flow-through entity. In order to avoid entity level
taxation, a MIC has to pay 100% of all of its income as dividends to investors. MIC
dividends are treated as interest income for tax purposes. A key benefit of MIC shares for
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investors is that they are eligible for registered plans such as RRSPs, RESPs, TFSA, etc. As
100% of the income is distributed, the value of a MIC’s share should remain the same
(allowing for capital preservation) unless the MIC suffers a capital loss.
MICs are governed by Section 130.1 of the Income Tax Act. In order for an entity to
maintain its status as a MIC, it has to comply with several rules; a few of the key rules are
listed below.
• Invest at least 50% of the assets in residential mortgage loans, cash and CDIC (Canada
Deposit Insurance Corporation) insured deposits.
• Have a minimum of 20 shareholders, and no shareholder can own over 25% of the total
outstanding shares.
• All MIC investments must be in Canada.
• May invest up to 25% of its assets directly in real estate, but cannot be involved in
managing or development.
The following section provides a background on the fund and its manager.
Manager

The fund was created in April 1994, with Fisgard Asset Management Corporation as
the manager. The manager, incorporated in 1991, is 100% owned by Wayne Strandlund,
who has been in the mortgage lending and investing business since 1968. The fund and the
manager are based out of Victoria, BC, and were named after the Fisgard Lighthouse in
Victoria, the first lighthouse on the west coast of Canada. The manager is also a licensed
mortgage broker and an Exempt Market Dealer (“EMD”), registered in BC, AB, SK,
MB and ON.
The manager has managed a total of five MICs since 1994.

The fund and Fisgard Capital II Corporation are currently active, while the other three MICs
were wound up between 2002 and 2007, as shown in the above table. According to
management, approximately 90% of the funds from these funds were moved to Fisgard
Capital. Although we have not reviewed the financial statements of the three MICs,
management has indicated that investors received 100% of the capital plus any accrued
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dividends. According to management, none of their MICs have defaulted on a single
dividend distribution or redemption request since inception, which we believe is very
positive, and shows management’s ability and willingness to operate in the best interest
of investors.
The manager sources its mortgages through third-party brokers (>95%) and occasionally
through their six in-house mortgage brokers (<5%). The manager does not originate or
administer loans for third-parties. As per management, the manager has originated
approximately $1.5 billion in mortgages since 1994, and currently originates
approximately $175 million per year.
The manager receives a management fee of 1.95% p.a. of the sum of the investors’ capital
and bank debt, and a 1% fee for capital raised, but receives no fee for origination of each
loan. The origination fees are passed on to the fund. Although the management fee is slightly
higher than comparable MICs, most of the comparable MICs do not receive the origination
fees. The management fee, trailer fee and operating expenses of the fund, net of revenues
from the origination fees received, were approximately 2.0% of the mortgage receivables
outstanding in 2016. We estimate that the fees of comparables MICs are typically in the
1.5% to 2.0% p.a. range.
Brief biographies of the directors of the fund, as provided by the manager, follow:
Wayne Strandlund, President & CEO / Director
Wayne Strandlund is the founder, Director and Chief Executive Officer of FAMC and
Fisgard Capital Corporation, as well as a member of the credit committee of the Fisgard
Asset Management. An Honors graduate of the University of Victoria, Wayne has spent his
entire career in the real estate, mortgage lending and investment business. Wayne has been
licensed under the British Columbia Real Estate Act and the British Columbia Mortgage
Brokers Act since June 1968. In addition to being a member (and former president) of the
Victoria Real Estate Board, a member (and former president) of the British Columbia Real
Estate Association, the Canadian Real Estate Association, the Mortgage Brokers Association
of British Columbia, the Mortgage Investment Association of British Columbia and the
Canadian Association of Mortgage Professionals, Wayne also served six years as a member
of the British Columbia Real Estate Council, a regulatory body, and six years as a governor
of the Notary Foundation of British Columbia. He is presently the Chancellor and Chairman
of the Board of Governors of Royal Roads University while previously serving on the
Finance & Audit Committee, the Governance & Nominating Committee and the Program &
Research Council.
Joel Rosenberg, Chief Operating Officer / Director
Joel Rosenberg is both a Director and Chairman of the Board of the Fisgard Capital
Corporation, the Chief Operating Officer and member of the credit committee of the FAMC.
Prior to joining the FAMC in September 2012, Joel served Coast Capital Savings Credit
Union as its Chief Operating Officer and Chief Information Officer for eighteen years. Joel
was a senior member of the executive team that developed Coast Capital Savings into the
second largest credit union in Canada while strengthening its focus on helping members and
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their communities by offering innovative products and services. Joel was a key member of
the executive team that merged Pacific Coast Savings in Victoria with Richmond Savings in
Richmond, and later Surrey Metro Savings. As the Chief Operating Officer, Joel was the
responsible for all customer facing touch points within the branch network (51) including
retail lending, commercial lending, financial planning including mutual fund investments,
leasing and property/auto insurance operations. Joel is a graduate of the University of
Saskatchewan with a B.Sc. in Computational Science. He also holds a Masters of Business
Administration in Leadership from Royal Roads University in Victoria and is a Fellow of the
Life Management Institute. Joel has served as a member of the Royal Roads University
Board of Governors as well as chair of the Finance & Audit Committee, chairman of the
Board for Inovera Solutions in Vancouver, as a member of Central One Credit Union’s
Operations Committee and as a member of BC Central Credit Union’s Technology
Committee. While at Coast Capital Savings he was selected and named by Computerworld
Magazine as one of the ‘Top 100 Premier IT Leaders’ for his innovative efforts in the
application and development of software for financial institutions.
Dawn Paniz, Chief Financial Officer / Director
Dawn Paniz is the Corporate Secretary/Treasurer of the fund, Chief Financial Officer as well
as a member of the credit committee of the FAMC. Dawn is also the Senior Vice-President,
Investment Markets and has worked for the FAMC since 1994. She oversees all the FCAP’s
activities including securities reporting, accounting, audit procedures, management of
judicial and private trusts and Registered Plans, investment strategy and mortgage
investment selection. She is a former member of the Victoria Real Estate Board, the British
Columbia Real Estate Association, the Canadian Real Estate Association and the Canadian
Home Builders Association. Dawn is currently licensed with the Mortgage Brokers
Association of British Columbia and has held this license since January 1997. Dawn also is
President and Chairman of the Board of the British Columbia MIC Manager Association and
has served on the board for the past four years.
Hali Noble, Senior Vice President, Residential Mortgage Investments & Broker
Relations / Director
Hali Noble, Wayne Strandlund’s daughter, is a Director and the Past President of the fund.
Hali is also Senior Vice President, Residential Mortgage Investments & Broker Relations of
Fisgard Asset Management. Hali has spent her entire professional career, since 1989, in the
real estate, property management, mortgage brokerage, underwriting and investment
business. She also has an extensive background in construction and land development. Hali
specializes in mortgage financing, and has underwritten and managed mortgages. She is the
Manager’s liaison with the mortgage brokerage community and alternative lending
institutions. She has been a licensee under the Real Estate Act and Mortgage Brokers Act in
British Columbia since 1989. She is a Past Chair of the Canadian Association of Accredited
Mortgage Professionals (CAAMP), a Past President of the Mortgage Brokers Association of
British Columbia (MBABC), a past Director of the Mortgage Investment Association of BC
(MIABC) and Canadian Home Builders Association (CHBA). Related industry memberships
include the BC MIC Managers Association (BCMMA), the Alberta Mortgage Brokers
Association (AMBA), the Victoria Real Estate Board, the British Columbia Real Estate
Association and the Canadian Real Estate Association. Hali was recognized in 2013 as one
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of “Canada’s 100 Most Powerful Women” leaders in the private, public and not-for-profit
sectors by the Women’s Executive Network.
Alan (Arvid) Frydenlund, Independent Director
Alan Frydenlund is a lawyer who practices commercial law with a specialty in real estate
security realization and perfection. Alan graduated from Simon Fraser University in 1979,
with B.A. in Economics and Commerce, and from the University of Victoria with his law
degree in 1982. Called to the bar in 1983, he is a shareholder of Owen Bird Law Corporation
in Vancouver, B.C. Alan's clients include Canadian Chartered Banks, Foreign Banks, Trust
Companies, Savings and Loan Companies, Finance Companies, Life Insurance Companies,
Crown Corporations, Mortgage Investment Companies, Credit Unions, Pension Funds,
REITs, Receivers, Trustees, Real Estate Developers, Hotels, Time Share Corporations,
lawyers and high net worth individuals. He also has experience in real estate and resort
development, time shares and fractional real estate ownership. Alan is also a Director of a
number of private companies and is a former Director of Glacier National Life Insurance
Company.
We believe that the board of a company should include independent or unrelated directors
who are free of any relationships or business that could materially interfere with the
director’s ability to act in the best interests of the company. One of the fund’s five directors
are independent and do not hold any management position. The directors own a total of
266,966 shares, or 0.13% of the total outstanding non-voting shares. The first four members,
in the table below, have been with the fund since inception in 1994. We consider
management’s extensive experience in the sector as one of the primary strengths of the
offering.

Investment
Mandate

With a strong focus on first mortgages, we believe management has a clear mandate to
maintain the risk profile of the fund to a low to moderate level. The following points
highlight management’s key investment strategy for the fund:
• Primary focus on single family detached houses, townhouses and condominiums (over
60% of the portfolio). Secondary focus on residential construction financing, commercial,
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industrial or land development mortgages.
• Focus on first mortgages (over 90% of the portfolio).
• Focus on lending to recognized communities in BC, AB, and ON, with minor exposure to
MB and SK.
• Maximum LTV of 75% at the time of origination.
• Individual mortgages over $5 million will need to receive approval from the Board of
Directors.
• Like most MICs, the fund tends to renew terms once or twice per borrower. According to
management, typically, 20% to 30% of the loans get renewed at least once.
• Unlike most MICs, the fund does not explicitly state that they will not offer loans to related
parties. In 2015, the fund provided a loan to a company controlled by a close family
member of one of the directors, which management indicated to us was on standard terms
and matures in 2017. In related party cases, the Board of Directors (absent any related
parties) considers the mortgage, its terms and conditions, and decides on approval or
disapproval.
• Single residential mortgage over $5 million will require approval from the board of
directors.
Portfolio’s Key
Parameters

The following section presents a detailed analysis of the fund portfolio’s key parameters.
As of 2016, the fund had $185 million in mortgage receivables secured by 409 properties.
The following chart shows the portfolio size at the end of ever year since inception.

Management was able to consistently grow the portfolio every year since inception until
2010, when the portfolio reached a record high of $236 million. However, a $5.97 million
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(2.8% of the mortgage receivables) impairment loss in 2011 prompted the company to focus
on cost-cutting and reduce the portfolio size. Management lowered their management fee by
46% to $2.58 million (1.2% of the mortgage receivable) in 2013, from a high of $4.76
million (2.2% of the mortgage receivable) in 2011. Investors of the fund were not
significantly impacted from the 2011 loss as a result of the subsequent dramatic costcutting efforts from 2012 to 2015, and careful managment of the fund by reducing the
portfolio’s risk-profile. The portfolio size dropped by 0.2% YoY to $185 million by the end
of 2016. Management has not provided any guidance on their estimated portfoio size by the
end of 2017.
Type of Mortgage: Approximately 79% of the mortgages were secured by residential
properties (including residential construction and residential land development) at the end of
2016, versus the average of 70% since 2009 (range: 56.8% to 79.3%).

The following charts shows the mortgages by type within the residential and commercial
categories. Approximately 70% of the residential mortgages were tied to single family units
and the remaining 30% were tied to residential land development and construction projects.
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With regard to commercial mortgages, retail (50%) and industrial (25%) accounted for the
major portion of the mortgages.

Mortgage Size: The average mortgage size was $392k for residential and $1.16 million for
commercial, as of December 31, 2016. A key positive is that the average loan size has
decreased significantly since 2010, as shown in the chart below.
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As of December 31, 2016, 55% of the portfolio had mortgages under $1 million, and 13% of
the portfolio had mortgages over $5 million. The following chart shows that the contribution
of mortgages under $1 million has been increasing since 2009, while reducing the exposure
to mortgages over $5 million, indicating management’s mandate to lower the portfolio’s risk
profile.

The largest loan in the portfolio was a $6.5 million loan.
Mortgage by Security: First mortgages accounted for 95.3% of the portfolio as of
December 31, 2016. Since 2009, first mortgages have averaged 96.7% of the portfolio
(range: 92.8% to 99.3%).
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Mortgage Term: As of December 31, 2016, approximately 92% of the portfolio had
mortgages with terms less than 12 months, versus the average of 84% since 2009.

The duration has been on a decreasing trend since 2011, from 15.0 months to the current
12.6 months. Note that lower duration implies lower risk as it allows the fund to more
frequenly re-adjust lending rates.
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Loan to Value (LTV) – The portfolio's LTV has also declined from a high of 68.1% as of
2011 to 57.4% as of December 31, 2016. The rise in real estate prices, coupled with
management’s effort to lower the portfolio’s risk profile, were the primary reasons for the
declining LTV.
Geographical Diversification: The chart below outlines the fund portfolio’s distribution of
mortgages by location. As a result of the softness in Alberta’s economy, the fund has
recently reduced their exposure to the province. As of December 31, 2016, approximately
66.0% of the portfolio was secured by properties in BC, and 17.8% secured by properties in
AB. The fund has been gradually increasing its exposure to ON, which was at 12.9% as of
December 31, 2016.
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Although MICs tend to geographically diversify their portfolios as they expand, our
discussions with management indicated that they will continue to have a strong focus on BC,
AB and ON.
Private
Lending
Market

The following section provides an overview of the mortgage lending market.
The total residential mortgage credit in Canada (outstanding balance of the major private
institutional lenders) increased from $0.43 trillion in 2000, to $1.43 trillion by October 2016,
reflecting a compounded annual growth rate (“CAGR”) of 7.8%, and a 7.4% YOY increase.

Source: Statistics Canada
 2017 Fundamental Research Corp.
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As of October 2016, mortgage credit accounted for 72%, and consumer credit accounted for
the remaining 28% of total household debt.
The following chart shows the annual growth rate of mortgage credit. As shown below, the
growth rates increased significantly in 2016, primarily because of the low interest rate
environment and the strong increase in housing prices.

Source: Statistics Canada

With regard to the financing required for a purchase, buyers have historically financed 67%
of their purchase through a mortgage and/or a home equity line of credit, ranging from 81%
for first-time buyers, to 67% for second-time buyers, and 50% for those purchasing their
third or subsequent home.
Recent Industry The tighter lending policies set by banks and conventional lenders have been encouraging
Developments
more and more unregulated private lenders to enter the market over the last decade. On
October 17, 2016, the federal government announced four key changes to existing mortgage
rules:
• All new insured mortgages will need to undergo a stress test; implying that a home buyer
would not only need to qualify at the loan rate, but also at the Bank of Canada’s five-year
fixed posted mortgage rate, which is currently (4.64%) much higher than the rates offered
by mortgage lenders.
• Insurance for low-ratio mortgages (down payment of over 20%) will only be provided by
government backed lenders for the following: purchase price of under $1 million, a
maximum amortization period of 25 years, a minimum credit score of 600, and the property
must be owner-occupied.
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• New reporting rules for the primary residence capital gains exemption.
• The government is considering options to shift some of the risk of defaults against insured
mortgages to lenders.
We believe the above changes clearly indicate the government’s intent to stabilize the real
estate market in the country, and avoid a major downturn, similar to the U.S. The finance
department estimates home sales could fall by up to 8% in 2017, before rebounding. We see
these changes as likely to drive more borrowers to MICs and other private lenders.
The other factors that have been contributing to increased lending are the strong growth in
housing prices, decreasing unemployment rates (see chart below), a low interest rate
environment, and the relatively low default rates.

Although there was a rise in mortgage arrears during the recession (mid-1990s and 20082009), the rates have dropped considerably since 2010, as shown in the chart below.
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Source: CMHC

The national average was 0.28% in Q3-2016, versus 0.43% in 2010. This is significantly
lower than the default rates in the U.S. (see chart below).

Source: CMHC

The following table shows the average, minimum and maximum rates in Canada since 2002.
British Columbia’s (“BC” ) rate of 0.24% in Q3-2016, is well below the historical average of
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0.34%. The U.S. national average was 1.41% in Q3-2016.

Data Source: CMHC

As mentioned earlier, the low interest rate environment is another factor that is driving
lending. The following chart shows the overnight lending rate since 2007.
Overnight Lending Rate

We believe that all of the above factors indicate strong deal flow for MICs and private
lenders in 2017.
Vancouver RE
Market Update

Vancouver’s real estate sales have experienced a dramatic slowdown in the past 12 months
primarily because of the B.C. government’s announcement in July 2016, that it would add a
15% property transfer tax on foreign nationals buying real estate in Metro Vancouver.
Another factor that we believe is contributing to the slowdown is the federal government’s
announcement to increase the required down payment for properties over $500k. The
following chart shows the YOY decline in sales in 2016.
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Source: REGBV

Sales continued to drop, but at a lower rate in May, compared to the first four months of the
year. Property prices continue to rise despite the drop in sales.

Source: Real Estate Board of Greater Vancouver

The sales to active ratio increased from 45% in April to 48% in May 2017. We consider this
as positive as it indicates a stabilization of the market as the ratio had dropped during the
same time last year from 63% to 62%. The home price index was up by 9% YoY.
Detached properties continued to experience the steepest decline in sales volumes.

Source: Real Estate Board of Greater Vancouver

In summary, although we have a cautious outlook, we believe Vancouver’s housing market
is reasonably healthy in the near-term (due to low supply), and do not expect a major
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correction. Immigration and foreign investment is expected to continue due to the city’s
global appeal, Canada’s economic stability, and the weakness in the C$.
Structure

The following table shows the structure of the fund:

Management owns 75% of the Class A voting common shares of the fund. The other 25% is
owned by a former investor (unrelated to management). Investors receive non-voting Class
B, Class D, and Class F shares. Class F is issued for a term of 1 year, Class D for 3 years,
and Class B for 5 years. Due to their longer term, Class B shares have the highest dividend
rate. Class D shares receive 1% p.a. lesser, and Class F shares receive 2% p.a. less than Class
B shares.

Note that, as with all MICs, the fund’s management has total discretion to suspend or accrue
dividend payments, in circumstances that require them to preserve cash flow.
As of February 28, 2017, the fund had a total of 200.30 million non-voting shares, all of
which were issued at, and currently priced at, $1 per share. Approximately 91% of the shares
were Class B shares. According to management, currently, approximately 1% of the capital
is raised through IIROC dealers, 1% through third-party EMDs and the remaining 98%
internally. The fund is offering EMDs a commission of up to 7% for raising capital.
There is no market or exchange that the trust units trade on. The units are non-transferable.
According to management, the fund has never defaulted on an interest or principal
repayment to investors.
Management Fees – As per the OM, the fund incurs a total fee of 1.95% p.a. (paid monthly)
of the sum of the investors’ capital and bank debt, which includes a management fee of 1.8%
p.a. paid to the manager, and a trademark license fee of 0.15% p.a. paid to Strandlund
Investments Ltd. (owned by Wayne Strandlund – this fee is for use of the “Fisgard”
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Trademark). Management does not charge any performance based fee, which we believe is a
common practice adopted by managers of low-risk funds focused primarily on first
mortgages.
As a result of the loss in 2011 (details of the loss are mentioned later in the report),
management made a decision to slash their fees significantly in order to preserve investors’
returns:
• The management fee was lowered to $215k per month from April 2012 onwards.
Subsequently, in May 2015, the fee was increased to $225k per month. In 2016, the fee was
increased to the normal 1.8% p.a. as the retained earnings deficit was extinguished.
• Management decided to waive the 0.15% p.a. trademark licensing in 2011, and the waiver
is still in effect.
• The manager also decided to waive any potential commissions related to capital raising
(equity or debt) in July 2011 to May 2017.
We were impressed with the above measures as it shows management’s willingness to
put investors interest above theirs by slashing own fees for an extended period to help
absorb losses.
The fund’s financial statements are audited by Schell & Associates, a Victoria based
accounting firm.
Financials

Revenues grew from $25k in 1996, to $15.86 million in 2016. The following table shows a
summary of the income statement since 2009. We have reviewed all the audited financial
statements since 1996.
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YE – Dec 31st

Interest + Other income as a percentage of mortgage receivables were 8.57% p.a. in
2016.The current first mortgage rates charged by the fund to borrowers range between
7.40% p.a. and 8.85% p.a., and the second mortgage rate ranges between 9.85% p.a.
and 12.85% p.a. – these rates are in line with comparables.

• Note that the above figures may be slightly different from the figures reported by the fund due to the
difference in the method of calculation. We used the average of the opening balance, and year-end balance of
the mortgages outstanding, and invested capital, to arrive at the above figures.
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The net income was 5.43% p.a. in 2016. As shown in the chart below, except for 2011, the
fund has generated a yield of over 5.0% every year since inception.

Impairment loss in 2011 and subsequent recovery: In 2011, the fund wrote-off $5.97
million (2.8% of the mortgage receivables) over two commercial development properties.
The fund had announced 2011 dividends prior to reporting these losses; therefore, investors
did not experience any significantly decline in yields in 2011. As mentioned earlier, in order
to compensate for these losses, management took drastic cost-cutting measures. Operating
expenses (financing + management + General and Administrative) were reduced from $5.86
million in 2011, to $3.60 million in 2012, and maintained in the $3.0 to $3.3 million per year
range during 2013 to 2015. The operating expenses dropped from 2.5% to 3.0% p.a. prior to
2011 to approx. 1.5% to 1.7% p.a. of the mortgage receivables during 2012 to 2015.
The following chart shows the realized and unrealized losses, and a few other key parameters
of the portfolio since inception.

The realized loss was $12.09 million in 2011, or 5.4% of the mortgages receivables. The
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annual loss rate has ranged between 0.09% and 2.27% since 2011. Our research indicates
that the MIC’s loss rates prior to 2015 were higher than comparable MICs.
As of February 28, 2017, 12 mortgages (3.08% by number and 5.94% by value of the
portfolio) were in foreclosure or non-performing.

At the end of 2016, management had assigned a total allowance for loan loss of $1.64
million, or 0.88% of the receivables. We estimate that larger MICs tend to assign a general
provision of 0.75% to 1.00% of the portfolio.
The following table shows a summary of the fund’s balance sheet.
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At the end of 2016, the fund had $213 million in investments, including $184 million (net of
allowance) in mortgages, and $28.26 million in investments in LPs that hold four foreclosed
properties. Approximately 13.3% of the total investments were held by the LPs. The Net
Asset Value (“NAV”) was $1.00 per share at the end of 2016. Approximately $0.86 per
share is associated with the current mortgages, and the remaining $0.14 per share reflects
investments in LPs.
Line of credit – The fund has a line of credit with the Canadian Western Bank for $40
million. The interest rate is prime + 0.80% p.a. As of December 31, 2016, the fund had used
$14.39 million, reflecting a debt to capital of 7%. Larger MICs, we estimate, tend to use a
higher debt to capital in the 20% to 40% range.
Risk

We believe the following are the key risks of this offering (most of the risks mentioned
below are industry specific and impact comparable MICs as well):
• There is no guaranteed return on investment.
• Loans are short term and need to be sourced and replaced quickly.
• Concentration in BC.
• Timely deployment of capital is crucial.
• A drop in housing prices will result in higher LTVs, and higher default risk as the value of
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collateral decreases.
• Volatility in real estate prices.
• The redeemable shares do not have any voting rights.
• High average loan size.
• Shareholders’ principal is not guaranteed, as the NAV per unit could decrease from current
levels (as a result of loan losses).
• Loans are primarily interest only loans.
• The fund has the ability to use leverage, which would increase the exposure of the fund to
negative events. Note that the fund uses much lower leverage than its peers.
• Although the focus is on first mortgages, the fund may invest in second and third
mortgages which carry higher risk.
• Redemptions are not guaranteed; the fund has never defaulted in the past.
Rating

We are initiating coverage with an overall rating of 3+ and risk rating of 2.
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Fundamental Research Corp. Rating Scale:
Rating – 1: Excellent Return to Risk Ratio
Rating – 2: Very Good Return to Risk Ratio
Rating – 3: Good Return to Risk Ratio
Rating – 4: Average Return to Risk Ratio
Rating – 5: Weak Return to Risk Ratio
Rating – 6: Very Weak Return to Risk Ratio
Rating – 7: Poor Return to Risk Ratio
A “+” indicates the rating is in the top third of the category, A “-“ indicates the lower third and no “+” or “-“ indicates the middle third of the category.
Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk)
2 (Below Average Risk)
3 (Average Risk)
4 (Speculative)
5 (Highly Speculative)

Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates and opinions based upon
information that was provided and that we believe to be correct, but we have not independently verified with respect to truth or correctness. There is no guarantee that our forecasts will
materialize. Actual results will likely vary. The analyst and Fundamental Research Corp. “FRC” does not own any shares of the subject company, does not make a market or offer shares for
sale of the subject company, and does not have any investment banking business with the subject company. Fees have been paid by the issuer to FRC to issue this report. The purpose of the
fee is to subsidize the high costs of research and monitoring. FRC takes steps to ensure independence including setting fees in advance and utilizing analysts who must abide by CFA Institute
Code of Ethics and Standards of Professional Conduct. Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release of the
reports, and release of liability for negative reports are protected contractually. Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on this
report then made available to delayed access users through various other channels for a limited time. The performance of FRC’s research is ranked by Investars. Full rankings and are available
at www.investars.com.
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscription.htm for subscription options. This report contains "forward looking" statements. Forward-looking
statements regarding the Company and/or stock’s performance inherently involve risks and uncertainties that could cause actual results to differ from such forward-looking statements. Factors
that would cause or contribute to such differences include, but are not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of
the Company's new product lines/services; competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other
risks discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators. By making these
forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these statements for revisions or changes after the date of this
report. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent updates because the subject company is likely to be
in earlier stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS INFORMATION AND
MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT ASSUMES FULL RESPONSIBILITY FOR
WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.
ALWAYS TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU
INVEST. WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS,
ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY
PARTICULAR SECURITY FOR INCLUSION IN YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is
not intended as being a complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report were independently prepared
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional information is available upon request. THIS
REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION. Please give proper credit, including citing Fundamental Research Corp
and/or the analyst, when quoting information from this report.
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity in any jurisdiction where
such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction
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