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Metropointe Mortgage Investment Corporation

A Relatively Low-Risk B.C. Focused MIC - Initiating Coverage

Sector: Mortgage Investment Corporations

September 13, 2023

Expected Yield
(FY2024): 8.4%
Rating*: 3
Risk*: 3

Click here for more research on the company and to share your views

Hig
>

hlights
Metropointe, formed in 2011, is a Mortgage Investment Corporation (MIC)
focused on offering short-term mortgages on residential properties in B.C.

Sid Rajeev, B.Tech, MBA, CFA
Head of Research

> At the end of June 2023 (Q3-FY2023), Metropointe managed $61M in
mortgages, with a weighted average Loan-to-Value (LTV) of 62%. Eighty-
nine percent were first mortgages, and 95% were fixed rate. The MIC does
not use leverage to enhance returns, reflecting management’s low risk
tolerance.
> Yields increased from 7.0% in 2021, to 7.5% in 2022, and to 9.2% in Q3-2023,
due to rising interest rates. We believe Metropointe’s yields are higher than s R oo™
that of comparable MICs focused on first mortgages. Securiios Ofered e
> Due to rising financial instability, and cooling inflation, we believe lending ... N
rates will start declining in H1-2024. We expect transaction volumes/lending p——— p—
to surge in 2024, driven by lower rates. Distrbution o Investore Quanery
> Nationwide mortgage delinquency rates were up from 0.14% in Q4-2022, to
0.15% in Q1-2023 (Source: CMHC). For conservatism, we are modelling ~ Reemeren®e o focicin period
higher loan loss allowances for all of the lenders under our coverage. Atthe . ..crenree 2% 52 of Morgages
end of Q3-FY2023, Metropointe had 0.4% in stage three (impaired) P P R;ed
mortgages. We believe Metropointe’s low LTV (62%) puts them in a e LLP
comfortable position.
» The housing market in Vancouver is showing signs of recovery. As of August
2023, residential real estate prices were up 2.5% YoY. Sales volumes were up
21% YoY.
> We are forecasting a yield of 8.4% in FY2024 vs management’s guidance
of 9%+, up from 7.5% in FY2022. As we anticipate rates to start declining in
H1-2024, we foresee an increase in demand for high-yielding funds, such
as Metropointe.
Risks
> Concentration — 100% of mortgages are in B.C.
» Competition
> A downturn in the real estate sector may impact the company’s deal flow
> Capital preservation is not guaranteed
> No guaranteed distributions
> Default rates can rise during recession
Key Financials /YE: Sept 30th
Mortgage Receivables $20212.881  $27.800473  $40140637  §54081,092  $63,000000  $70,000,000
Debt to Capital 0% 0% 0% 0% 0% 0%
Revenue $3,178,963 $3,232,895 $3,668,458 $4,988,148 $6,878,514 $7.481,250
Net Profit $2 380,557 $2,056,101 $2,609,523 $3,771,264 $5,323,103 $5,740,943
Dividend Yield 8.1% 6.6% 7.0% 7.5% 8.7% 8.4%

*See last page of this report for important disclosures, rating and risk definitions. All figures in C$ unless otherwise specified.
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Short-term loans
secured by real
estate

200 MICs managing
approximately $17B

An Overview of MICs

MICs provide short-term (typically one year) loans secured by real estate in
Canada. They do not have to conform to the lending guidelines of banks, and other
traditional lenders. MICs have more flexible lending guidelines, and therefore, can
offer individually structured/tailor-made loans to meet borrowers’ specific
requirements. Also, banks have lengthy due diligence processes, and are typically
unable to meet borrowers’ quick capital needs. The above reasons allow MICs to
charge higher interest rates compared to banks/traditional lenders.

MICs pay out 100% of their net profit to investors every year. The following chart
shows the business model of a typical MIC:
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Bank
—— Loans
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Corporation
Loan Interest Share Capital

|>

Mortgage Fees & Mortgage
Interest Penalties Loans

I Mortgage Portfolio I

Source: CMHC

Most MICs are externally managed by their founders through separate
management companies. In return, the management company earns
management fees, and/or performance fees from the MIC, and a portion of the
origination fee received from a borrower.

v

MICs generate revenue from interest earned from borrowers

A\

MICs finance their mortgages through debt (banks/traditional lenders), and
equity (investors)

A\

MICs are audited/regulated by their respective provincial securities commissions.
However, they are not subject to federal government mortgage lending rules,
such as reserve requirements and loan to value limits. This is because, unlike
banks and the other financial institutions, MICs do not take deposits.

In a recent market study conducted for the Canada Mortgage and Housing
Corporation (“CMHC”), we estimated that there are approximately 200 MICs in the
country managing approximately $17B, accounting for 0.8% of the total
residential mortgage credit in Canada ($2.1T).
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Offices in Vancouver
and Surrey

Mortgages are
sourced through a
network of third-
party brokers

The founders own
2.2% of the MIC’s
preferred shares

Focused on short-
term loans on
properties in B.C.

Company Overview and Administrator Background

Founded in 2011, and based out of Surrey, B.C., the fund is managed by
Metropointe Capital Management Inc. (the Manager). The Manager is owned by
the four founders listed below.

Management Team Profile

21 years of real estate finance experience in residential and commercial

Barinder Sekhon, Director
markets

Gurpinder Lally, CPA, CA, 18 years of experience in accounting, taxation, and business advisary

Director services; a former partner of an accounting firm in Surrey

Lakhbir Toor, CPA, CA, 18 years of experience in accounting, taxation, and business advisory
Director services; partner of an accounting firm in Surrey

Sukhvir Gill, CPA, CGA, 25 years of experience in accounting, taxation, and business advisory
Director services; a former partner of an accounting firm in Surrey

Source: FRC / Company

The Manager does not source/manage mortgages for third parties. In return for
managing the MIC, the Manager receives 2% p.a. of assets as
management/administration fees, and nil performance fees. Overall, we believe
that the Manager’s fees are in line with that of comparables of similar size.

Investment Strategy

Primarily focused on first mortgages on residential properties in B.C.
Loan sizes typically range between $1M and $2M

No single borrower will account for more than 15% of AUM

Typical mortgage terms are 12 months

Funds will not be loaned to a property in which a director or officer has a
direct or indirect interest

The MIC has yet to use leverage to enhance returns

VVVYY

A\

The following table shows how Metropointe’s portfolio compares to that of other
similar MICs focused on single-family residential units.

©2023 Fundamental Research Corp. “20+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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In FY2022,
Metropointe’s yield
was higher than that
of comparables

Metropointe does
not use leverage,
and has higher
exposure to first
mortgages, with
lower stage three
(impaired)
mortgages

Receivables
increased from
$19M at the end of
FY2017, to $61M by
the end of Q3-
FY2023

The average
mortgage size has
been increasing
every year

MetroPointe Average

First Mortgage 89% 81%
B.C. 100% 41%
ON 0% 46%
AB 0% 6%
Others 0% 7%
LTV 62% 59%
Yield (2022) 7.5% 7.0%
Debt to Capital 0% 24%
Average Loan Size $1,693 252 $591 970
Stage Three (impaired) % of Receivables 0.4% 2.0%
Allowance % of Receivables 0.7% 0.5%

Source: FRC / Various

Portfolio Details (YE: September 30™")

Balance Sheet (YE - Sep 30)

51,567,230

Cash and Equivalents 5404615 $2,264,083 $2,754,059 $1,049,272 $3.408,284 52,089,709
Accrued Interest Receivable $189,888 $231,530 $662,074 $822.723 $524.719 $266.711 $296,922
Prepaid Expenses and Other Assets 545,39 545,31 54531 345,31 $45.31 30 $643.423
Mortgage Receiables (net) $18,662,372 526,443 434 $29.212 881 $27.800,473 540,149,637 554,081,092 560,957,077
Advances to related parties 30 $3.494 $2,594 $1,984,707 $1,797,236 $1,564,216 $1,454 219
Total Assets $19,302,266 $28,987,932 $32,676,999 $31,702,566 $45,925,267 $58,000,728 $64,918,871
Accts Payable and Accrued Liabs $126,186 $183.837 $37.580 $31.333 $25,692 $51.81 §22 868
Dividends Payable $126,746 $128 351 5144 918 $127 220 $112,939 $151,308 $204,838
Prepaid mortgage interest $31,804 $104,922 $3.542 $164,625 $252,208 $783,180 $775,000
Fees, advances, & mortgage holdbacks $20,272 346,149 $0 $0 $219.331 $112,492 $330,019
Preferred Shares $18,996,658 528,524,073 $32,490,359 $31,378,788 $45,314,497 $66,901,257 $63,585,546
Total Liabilities $19,301,666 $28,987,332 $32,676,399 $31,701,966 $45,924,667 $58,000,128 $64,918,271
Common Shares 5600 5600 5600 5600 $600 $600 5600
Total SE 3600 $600 $600 $600 $600 $600 5600
Total Liabilities and SE $19,302,266 $28,987,932 $32,676,999 $31,702,566 $45,925,267 $58,000,728 $64,918,871
Debt to Capital 0% 0% 0% 0% 0% 0% 0%
Interest Coverage nfa nia nia nia nfa nfa nia
Average Mortgage Size
$1,800,000 $1,693,252
$1,600,000
$1,400,000
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000
S0

2017 2018 2019 2020 2021 2022

Source: Company / FRC

Q3-2023
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. Mortgage Orignations / Payouts (SM)
Originations were up $60,000,000
26% YoY in FY2022; . 548,257,500
repayments were up 790,000,000
o $40,000,000
32%
$30,000,000
In FY2023 (9M), $20,000,000 . $12,280,304 $13,940,196
originations were $10,000,000 - $3,117,532 l
down 71% YoY, and - mn
repayments were -$10,000,000
down 75% YoY -$20,000,000
-$30,000,000
-$40,000,000 -$34,317,304
MW Originations ™ Payouts mNet
Mortgages by Priority
At the end of Q3- 100.00%
FY2023, first 90'00%
mortgages )
accounted for 89% 50.00%
of outstanding 70.00%
mortgages B0-00%
50.00%
40.00%
30.00%
All of Metropointe’s 20.00%
mortgages had 10.00%
terms of <=12 0.00%
months Q3-2023
MW First M Second
Mortgages by Type
100.00%
At the end of Q3- 90.00%
FY2023, residential 80.00%
properties accounted 70.00%
for 96% of 60.00%
OUtStanding 50.00%
mortgages 40.00%
30.00%
20.00%
' Already-bqllt 10.00%
residential properties 0.00%
accounted for 64% Q3-2023
M Residential (Land+Construction)
Source: Company / FRC
©2023 Fundamental Research Corp. “20+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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Mortgages by Region

100%
80%
60%
The Greater
Vancouver area s 1 1 1
accounted for 86%
20%
0%

2018 2019 2020 2021 2022 Q3-2023

B Greater Vancouver B Other BC

Loan to Value

100.00%

80.00%

The weighted  60.00%
average LTV was
62% at the end of ~ 40.00%

Q3-FY2023
20.00%

0.00%
2020 2021 2022 Q3-2023

Weighted Average Interest Rates
12.00%

.89%
10.00%

. . 8.00%
Lending rates spiked

in FY2023
6.00%

4.00%
2.00%

0.00%
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Q3-2023

Source: Company / FRC
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Stage three
(impaired)
mortgages
accounted for 0.4%
of the portfolio

FY2023 (9M)
revenue was up 28%
YoY; dividends/unit
(paid quarterly) were
up 25% Yoy,
primarily due to
higher lending rates

Yields increased
from 7.02% in
FY2021, to 8.50% in
FY2023 (9M)

Loan loss allowances (end of period) 30 50 $348,084 $500,000 $143,085 $151,826 $415,841
% of Total Mortages 0.00% 0.00% 1.19% 1.80% 0.36% 0.28% 0.68%
Actual/Realized Losses 30 50 $81,916 5864 418 §751,480 $198 428 30
% of Total Mortages 0.0% 0.0% 0.3% 3.0% 2.2% 0.4% 0.0%
Impaired Mortgages (Stage 3) 50 0 $604,750 $838,055  $1,898,491 $262,918 $262,918
% of Total Mortages 0.0% 0.0% 21% 3.0% 4.7% 0.5% 0.4%

Financials

Income Statement (YE - Sep 30) 1)
54,274 672

Interest Income $1,580,999 52,148,644 $2,790,875 $2,860,380 $2,939.028 54,127 520

Fees and Other Income $288.002 $349.210 $388.088 5372 515 $729.430 3860628 $507 483
Revenue $1,869,001 $2,497,854 $3,178,963 $3,232,895 $3,668,458 $4,988,148 $4,782,155
G&A $404,996 $535,514 $367,068 $158,133 $662.230 51,005,338 $817.472
Bank Charges and Interest 55,652 $19,063 $1,338 $2,327 52,140 34,377 51,788
Bad Debt 0 50 50 $178,142 $106.391 311,01 $155,619
Impairment of Mortgage Receivable $0 50 30 $245,372 30 30 50
Provision for Loss $0 50 $430,000 $592,820 $288.174 $196.158 ‘556,693
Expenses $410,648 $554,577 $798,406 $1,176,794 $1,058,935 $1,216,884 $1,031,572
Operating Income 51,458,353 51,943,277 $2,380,557 $2,086,101 $2,609,523 $3.771,264 $3.750,583
Preferred Dividends $1,458,353 $1,943,277 $2,380,557 $2,056,101 $2,609,523 $3,771,264 $3,750,583
Net Income (Loss) $0 $0 $0 $0 $0 $0 $0
Common Shares 600 600 600 600 600 600 600
Preferred Shares 18,996,658 28,524,073 32,490,359 31,378,788 45,314 497 56,901,257 63,585,546
Dividend/Preferred Share $0.093 $0.093 $0.078 $0.066 $0.058 $0.074 $0.062
NAV per Share (Preferred) $1.00 $1.00 $1.00 $1.00 $1.00 $1.00 $1.00

Revenues 11.63% 11.08% 11.42% 11.34% 10.80% 10.59%

Less:

G&A 2.50% 2.37T% 1.32% 0.55% 1.95% 213% 2.02%
Bank Charges and Interest 0.03% 0.08% 0.00% 0.01% 0.01% 0.01% 0.00%
Loan Loss Provisions/Others 0.00% 0.00% 1.55% 3.87% 1.16% 0.44% 0.52%
Net Income 9.00% 8.62% 8.55% 1.21% 7.68% 8.00% 9.25%
Investors” Retums 8.92% 8.18% 7.680% 6.44% 6.81% 7.38% 6.07%

Note that the above figures may be slightly different from the figures reported by the MIC due to differences in the method of
calculation. We used the average of the opening and year-end balances of mortgages outstanding and invested capital.

Source: Company / FRC
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As with most MICs,
Metropointe’s
differential (yield net
of prime) has been
declining due to
increased
competition

We are projecting a
yield of 8.4% in
FY2024 vs
management’s
guidance of 9%+

Our forecast is
conservative as we
are modelling higher
loan loss allowances

Page 8 of 12
Historical Returns
Fiscal Year End Return

September 30, 2022 7.49%
September 30, 2021 7.02%|
September 30, 2020 6.63%
September 30, 2019 8.14%|
September 30, 2018 9.02%)|
September 30, 2017 9.01%
September 30, 2016 9.43%
September 30, 2015 9.42%
September 30, 2014 8.22%
September 30, 2013 6.54%
September 30, 2012 7.05%)
Average last S vears 7.66%
Average last 10 vears 8.09%
Average since inception 8.00%

Yields
10.00%

9.42%

9.43%

9.00%

8.00%

7.00%

6.00%

5.00%

4.00%

3.00%

2.00%
1.00%

0.00%

2015 2016 2017 2018 2019 2020 2021 2022 2023 (9M)

—Yields —Prime —Differential

Source: Company / FRC

FRC Projections and Rating

Key Financials /YE: Sept 30th

Mortgage Receivables $40,149637  $54,081,092  $63,000,000  §70,000,000

Debt to Capital 0% 0% 0% 0%

Revenue $3.668,458  $4088148  $6,878514  $7,481250

Net Profit $2.609523  $3771264  $5323103  $5740,943

Dividend Yield 7.0% 7.5% 8.7% 8.4%
Source: FRC

©2023 Fundamental Research Corp.

“20+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com



Fundamental
Research
Corp.

Equity Research
Page 9 of 12

We are assuming
loan loss allowances
will increase by
100% in the next 12
months; we note that
banks and
conventional lenders
had raised their
allowances by
100%-200% during
past recessions

Our estimate for the
FY2024 yield varies
between 7.7% and
8.7%, using various
assumptions for loan
loss allowances

Loan Loss Allowances
(% of Mortgages)

FY2024E Yield

0.0% B.74%
50.0% 8 57%
200 0% 8 04%
300.0% 7.69%
Source: FRC

We are initiating coverage with an overall rating of 3, and a risk rating of 3.
We believe a major highlight of Metropointe is its relatively low risk-profile, reflected
by a higher percentage of first mortgages, and nil use of leverage. As we anticipate
rates to start declining in H1-2024, we foresee an increase in demand for high-
yielding funds, such as Metropointe. Key risks include a softer mortgage
origination market, and higher default rates.

Expected Yield (FY2024E) 8.4%
Rating 3
Risk 3

Risks
We believe the fund is exposed to the following key risks (not exhaustive):

Concentration — 100%+ of mortgages are in B.C.

Competition

Investments in mortgages are typically impacted by macroeconomic conditions,
and local real estate markets

A downturn in the real estate sector may impact the company’s deal flow
Capital preservation is not guaranteed

No guaranteed distributions

Timely deployment of capital is critical

Default rates can rise during recession

VVVVY VVV
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APPENDIX

Income Statement (YE - Sep 30)

Interest Income $1,580.999 52148644 52,790,875 52,860,380 52,939,028  54.127.520 $6,053.092 $6.583.500
Fees and Other Income $288.,002 $349.210 $386.088 §372.815 £729.430 $860,628 $825,422 $897.750
Revenue $1,869,001 $2,497,854 $3,178,963 $3,232,895 $3,668,458 $4,988,148 $6,878,514 $7.,481,250
G&A $404,996 $535,514 $367,068 $158,133 $662,230 51,005,338 $1,182,519 $1.343.300
Bank Charges and Interest 55,652 519,063 51,338 52,327 52,140 34,377 52,384 52,623
Bad Debt 30 50 30 178,142 5106,391 511,011 5155619 5155,619
Provision for Loss 30 50 $430,000 5592.820 5288.174 5196.,158 5214889 5238,765
Expenses $410,648 $554,577 $798,406  $1,176,794  $1,058,935  $1,216,884 $1,555,411 $1,740,307
Operating Income $1.458.353  $1.943.277  $2.380557 52,056,101 32609523  53.771.264 $5,323.103 55,740,943
Preferred Dividends $1,458,353  $1,943,277  $2,380,557  $2,056,101  $2,609,523  $3,771,264 $5,323,103 $5,740,943
Net Income (Loss) $0 $0 $0 $0 $0 $0 $0 $0
Common Shares 600 600 600 600 600 600 600 600
Preferred Shares 18,996,658 28524073 32,490,359 313787858 45,314,497 56,901,257 64,901,257 71,901,257
Dividend/Preferred Share $0.093 $0.093 $0.078 $0.066 $0.058 30.074 $0.087 $0.084
NAV per Share (Preferred) $1.00 $1.00 $1.00 $1.00 $1.00 $1.00 $1.00 $1.00

Balance Sheet (YE - Sep 30)

Cash and Equivalents 5404615 $2,264,083 $2,754.059 $1,049.272 $3.408.284 $2,089.709 $822.469 $709,952
Accrued Interest Receivable $189.888 $231.530 $662,074 §822,723 $524,719 $265,711 $292,282 $321,510
Prepaid Expenses and Other Assets 545,31 545,31 545,391 545391 545,391 50 $321,712 $353.883
Mortgage Receiables (net) $18,662,372 $26.,443,434 $29.212,881 $27.800.473 $40,149,637 $54.081.092 $63.000,000 $70.000,000
Advances to related parties 50 53,494 52,594 51,984,707 $1.797 236 $1.564.216 $1,720,638 $1,892.701
Total Assets $19,302,266 $28,987,932 $32,676,999 $31,702,566 $45,925,267 $58,000,728 $66,157,100 $73,278,046
Accts Payable and Accrued Liabs $126,186 $183.837 $37.580 $31.333 $256.692 551,89 557,080 562,788
Dividends Payable $126,746 $128.351 5144918 $127.220 $112,939 $151.308 $212,924 $229,638
Prepaid mortgage interest $31.804 $104,922 $3.642 $164.625 $252.208 $783.180 $861.498 5947648
Fees, advances. & mortgage holdbacks 520,272 546,149 50 50 5219331 112,492 123,741 $136.115
Preferred Shares $18,996,658 $28.,524,073 $32.490,359 $31,378.788 $45,314,497 $56,901.257 $64,901,257 $71.901.257
Total Liabilities $19,301,666 $28,987,332 $32,676,399 $31,701,966 $45,924,667 $58,000,128 $66,156,500 $73,277,446
Common Shares 5600 5600 5600 5600 5600 5600 5600 5600
Total SE 5600 5600 5600 5600 5600 5600 5600 5600
Total Liabilities and SE $19,302,266 $28,987,932 $32,676,999 $31,702,566 $45,925,267 $58,000,728 $66,157,100 $73,278,046
Debt to Capital 0% 0% 0% 0% 0% 0% 0% 0%
Interest Coverage n/a nfa n/a nfa nfa nfa nfa n/a

©2023 Fundamental Research Corp.
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Cash Flow (YE - Sep 30)

Met Income (Loss) $5,323,103 55,740,943
Mon-Cash ltems

Change in WC -5348,332 -5112.518
Cash from Operating Activities $4,974,7T1 $5,628,425
Equity 55,000,000 57,000,000
Debt

Others -55,323,103 -55.740,943
Cash from Financing Activities $2,676,897 $1,259,057
Increase in mortgage loans (net) -$8,918,908 -5$7.000,000
Cash from Investing Activities -$8,918,908 -$7,000,000

©2023 Fundamental Research Corp. “20+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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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)

FRC Distribution of Ratings

Rating - 1 0% Risk - 1 0%
Rating - 2 32% Risk - 2 10%
Rating - 3 46% Risk - 3 41%
Rating -4 8% Risk -4 32%
Rating - & 4% Risk - & 8%
Rating - 6 1% Suspended 10%
Rating - 7 0%

Suspended 9%

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
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