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Investment Highlights
 Alitis Mortgage Plus Pool (“fund”) was formed in January 2014
with the objective of offering investors the potential to generate a
6% to 7% annual yield from a diversified portfolio of Mortgage
Investment Corporations (“MICs”) and similar income generating
investments.
 The fund of funds structure allows the fund to lower investmentspecific risks, by holding investments with a wide range of
mortgage types, geographic regions, and manager expertise.
 We believe the growing private lending market in Canada offers
attractive options for investors seeking income generating
investments. We are not aware of any other fund that is focused
primarily on MIC investments.
 The fund’s manager, Alitis Investment Counsel Inc., was formed in
2009, and currently manages a total of six funds with $253 million
under management.
 At the end of June 2017, the fund had $56.78 million in
investments, up from $30.42 million at the end of 2014.
 The Net Asset Value (“NAV”) was $10.43 per unit at the end of
June 2017, versus $9.99 per unit at the end of 2014.
 The total return on Class D units, including cash distributions and
the change in NAV, was 11.1% in 2016.
 We are initiating coverage with an overall rating of 2 and

risk rating of 2.

FRC Rating
Estd. Yield (2017)
Rating
Risk

10% - 11% p.a. (Class D)
2 (Very Good Return to Risk)
2 (Below Average)

*see back of report for rating definitions

Risks
 Investments will be impacted if housing prices drop significantly,
which will result in higher LTVs, and higher default risk.
 Shareholders’ principal is not guaranteed, as the NAV per unit
could decrease from current levels.
 MICs have the ability to use leverage, which would increase the
exposure of the fund to negative events.
 Redemptions are not guaranteed.
 Timely deployment of capital is crucial.
 There is no guaranteed return on investment.
 Volatility in share price of public investments.
 Investments in private MICs and funds are not as liquid as
investments in public companies.
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Overview and
Manager

The fund was created as an open-end investment trust in January 2014, with Alitis
Investment Counsel Inc. as the manager. The manager, incorporated in March 2009, is
principally owned by Cecil Baldry-White. The fund and the manager are based out of
Campbell River, B.C. Alitis is registered as:
 a portfolio manager with the securities commissions in British Columbia, Alberta,
Saskatchewan, and Manitoba, and
 an investment fund manager with the securities commission in British Columbia.
The manager currently manages six funds, as shown below. As of August 25, 2017, the
funds totaled $253 million in assets.
Funds

Inception

Size ($, M)

Focus

Target Return (p.a.)

Alitis Strategic Income Pool

Sep-09

$15.63

Mutual Funds, ETFs, closed-end funds,
etc.

3% - 5%

Alitis Income & Growth Pool

Sep-09

$118.41

Mutual Funds, ETFs, closed-end funds,
etc.

5% to 7%

Alitis Mortgage Plus Pool

Jan-14

$58.01

Diversified portfolio of mortgage-based
investments

6% - 7%

Alitis Growth Pool

Sep-09

$20.32

Mutual Funds, ETFs, closed-end funds,
etc.

7%+

Alitis Private REIT

Mar-16

$26.24

Real estate LPs, mutual funds, ETFs,
with a bias towards income-producing
residential real estate.

7% - 10%

Alitis Private Real Estate LP

Apr-17

$13.89

Real estate LPs, mutual funds, ETFs,
with a bias towards residential
development real estate.

8% - 12%

Total

$252.5

Brief biographies of the key management team of Alitis, as provided by the manager, follow:
Cecil Baldry-White, President & CEO / Director
Cecil Baldry-White has over 28 years’ experience in the financial services industry, almost
all of which has been focused on working with retail clients in Campbell River and other
areas of British Columbia. Prior to the formation of Alitis in 2009, Mr. Baldry-White was a
Branch Manager and Investment Advisor at the Campbell River Branch of Dundee
Securities Corporation and its predecessor companies, Cartier Partners Securities Inc. and
Great Pacific Management Co. Ltd. During his time with these firms, he has built the
business from a one-man operation to a team of 5 fully licensed financial advisors and a
support staff of 6 managing approximately $225 million in client assets. Mr. Baldry-White
has also served on the board of the Campbell River Community Foundation and the
Development Advisory Planning Commission of the city of Campbell River. Mr. BaldryWhite’s qualifications include the Canadian Investment Manager (CIM) designation,
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completion of the Branch Managers course, completion of the Options Supervisors course, a
Bachelor of Science in Forestry (BSc) degree from the University of British Columbia in
Vancouver, B.C., and the attainment of a Level II Life License.
Kevin Kirkwood - Chief Investment Officer and Director
Kevin Kirkwood has over 25 years’ experience in the financial services industry primarily in
the areas of investment analysis, portfolio design, and compliance. In addition to his roles as
Chief Investment Officer and Chief Compliance Officer with the Manager, Mr. Kirkwood is
also the President and part owner of Global Portfolio Review Inc., a consulting firm focused
on helping retail brokers design and manage investment portfolios for their clients. Prior to
starting Global Portfolio Review Inc. in 2005, Mr. Kirkwood was employed as an
Investment Advisor with Dundee Securities Corporation after that company acquired Cartier
Partners Securities Inc. (“CPS”) in 2004. At CPS, Mr. Kirkwood held the position of Chief
Operating Officer and Director, Investment Portfolios with Cartier Partners Portfolio
Management. Prior to these positions, Mr. Kirkwood was the Manager, Specialty
Investments for CPS and its predecessor firm, Great Pacific Management Co. Ltd. Mr.
Kirkwood’s qualifications include the Chartered Financial Analyst (CFA) designation, a
Master of Business Administration (MBA) degree from McMaster University in Hamilton,
Ontario, and a Bachelor of Arts (BA) degree from the University of British Columbia in
Vancouver, B.C.
Stacey Blyth MBA, CAMS - Chief Operations Officer / Chief Compliance Officer
Stacey Blyth is the Chief Compliance Officer and Chief Operating Officer of Alitis
Investment Counsel and has over 20 years’ experience in the financial services industry in
the areas of Regulatory and Anti-Money Laundering Compliance, Privacy and Operations.
Her specialty is working with firms through periods of strategic growth and change. She has
worked across a broad spectrum of financial industries including Securities, Insurance, Asset
Management, Retail and Commercial Banking, Alternative Lending and Internet Commerce.
Prior to joining Alitis Stacey worked regionally, nationally and internationally based out of
Vancouver, Toronto and the Caribbean, respectively. As an Investment Industry
Professional, Stacey completed multiple securities industry courses including CSC, BMQE,
PDO and number of others. She is a Certified Anti-Money Laundering Specialist (CAMS)
and associate member of the Association of Certified Fraud Examiners. Stacey completed a
Master of Business Administration (MBA) at Queens University in Kingston Ontario.
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. The fund currently has two
directors - Cecil Baldry-White and Kevin Kirkwood – both members are not
independent.
We believe that management teams with significant ownership of the same type of securities
as investors tend to have strong alignment of interest with investors. We have verified that
Cecil Baldry-White and his spouse have invested $0.58 million, and Kevin Kirkwood and
his spouse have invested $0.69 million in Alitis’ funds.
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Investment
Mandate

The fund was formed to offer investors the potential to generate a 6% to 7% annual yield
from a diversified portfolio of well managed MICs and similar income generating
investments. The following chart shows a summary of the fund’s business plan.

Source: Manager

The "Fund of Funds" structure allows the fund to lower investment-specific risks, by holding
investments with a wide range of mortgage types, geographic regions, and manager
expertise. The following chart shows a summary of the holdings since inception.
Fair Value

1
2
3
4
5
6
7

1
2
3
4
5
6
7
8
9

Public
Atrium Mortgage
MCAN Mortgage Fund
Firm Capital MIC
Timbercreek MIC
Timbercreek Senior MIC
Timbercreek Financial
Trez Capital MIC
Total Public
% of Total

2014

2015

2016

2017 (Q2)

% of Total

$3,215,520
$4,378,440
$2,082,496
$1,401,570

$3,682,062
$2,783,934
$3,225,290
$2,544,060

$4,696,960

$2,490,660
$5,364,000

4.4%
9.4%

$2,594,340
$13,672,366
44.9%

$3,682,410
$15,917,756
38.8%

$3,542,848
$15,211,448
29.3%

$5,059,800
$385,050
$13,299,510
23.4%

8.9%
0.7%
23.4%

$5,400,000
$5,400,000

$5,200,000
$5,650,000
$2,510,000
$5,950,000

$5,200,000
$6,150,000
$4,300,000
$5,950,000

$5,200,000
$6,150,000
$4,300,000
$5,950,000
$3,250,000
$6,815,750
$4,400,000
$3,168,220
$4,250,000
$43,483,970
76.6%

9.2%
10.8%
7.6%
10.5%
5.7%
12.0%
7.7%
5.6%
7.5%
76.6%

$56,783,480

100.0%

$6,971,640

Private
Antrim Balanced Mortgage Fund
Cambridge MIC Class B shares
Capital Direct I Income Trust
KV Mortgage Fund
Magenta III MIC
Romspen Mortgage fund
Ryan MIC
Sprott Bridging Income Fund
YTM Capital Mortgage fund, class F
Total Private
% of Total

$16,750,000
55.1%

$25,136,854
61.2%

$6,162,800
$4,400,000
$1,971,509
$2,500,000
$36,634,309
70.7%

Total

$30,422,366

$41,054,610

$51,845,757

$5,950,000

$4,000,000
$1,826,854

At the end of June 2017, the fund had $57 million in investments across 13 investments.
Approximately 23% of the portfolio was invested in publicly traded MICs and the remaining
77% was invested in privately held companies.
The following charts show the consolidated fund investments’ diversification across
mortgage type, security and geographical location.
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Source: Manager

The following points highlight management’s key strategies for the fund:
 The portfolio will hold at least ten investments at a given time.
 Investments in privately held companies will always be at least 50% of the portfolio.
Minimum

Strtegic
Allocation

Maximum

-25%

0%

100%

Private Mortgage Investments

50%

75%

100%

Public Mortgage Investments

0%

25%

50%

Other

0%

0%

25%

Property Type
Cash

 Managers of privately held companies must have a minimum track record of 3 years
in mortgage investments, and at least $30 million in assets under management.
 At least 50% of the portfolio will be in residential mortgages.
Property Type
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0%
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 MICs with an average LTV (loan – to – value) typically in the 60% to 70% range.
 Maximum weighted average time to liquidity of 1 year for the portfolio; the
maximum time to liquidity for an investment shall be 5 years.
 At least 50% of the portfolio will be in Canadian mortgages.
Property Type

Minimum

Maximum

50%

100%

U.S.

0%

50%

Other

0%

25%

Canada

 The fund does not intend to use debt to leverage performance, but does use debt from
time-to-time to fund redemptions until the sale of underlying investments has been
completed.
 As per the Offering Memorandum, management monitors and reviews the fund’s
investments on a regular basis, and will align / realign the weighting of each
investment based on their investment strategy.
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.
Overview of
MICs

The following chart shows the business model of a typical MIC:
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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 asset management fees and/or a performance fee from the MIC, and usually
receives 100%, or a portion of the origination fees received from the borrower.
 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
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.
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 May invest up to 25% of its assets directly in real estate, but cannot be involved in
managing or development.
Private
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 $1.39 trillion by the end of
2016, reflecting a compounded annual growth rate (“CAGR”) of 7.6%, and a 6.3% YOY
increase.

Source: Statistics Canada

At the end of 2016, mortgage credit accounted for 71%, and consumer credit accounted for
the remaining 29%, of total household debt.
The following chart shows the annual growth rate of mortgage credit. As shown below, the
growth rates have been increasing since 2014, primarily because of the low interest rate
environment and the strong increase in housing prices.

 2017 Fundamental Research Corp.

“10+ Years of Bringing Undiscovered Investment Opportunities to the Forefront “

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 9

Source: Statistics Canada

Recent Industry With regard to the financing required for a purchase, buyers have historically financed 67%
Developments
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.
The tighter lending policies set by banks and conventional lenders have been encouraging
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 the 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.



New reporting rules for the primary residence capital gains exemption.



The government is considering options to shift some of the risk of default 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. We see these
 2017 Fundamental Research Corp.

“10+ Years of Bringing Undiscovered Investment Opportunities to the Forefront “

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 10

changes as likely to drive more borrowers to MICs and other private lenders
The other factors that have been contributing to the 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 national average has dropped considerably since 2010, as shown in the chart
below.

Source: CMHC

The national average was 0.28% in Q1-2017, versus 0.43% in 2010. This is significantly
lower than the default rates in the U.S. (see chart below).
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Source: CMHC

The following table shows the average, minimum and maximum mortgage arrear rates in
Canada since 2002. British Columbia’s (“BC”) rate of 0.20% in Q1-2017, was well below
the historical average of 0.34%. Ontario’s (“ON”) rate of 0.12% in Q1-2017, was well below
the historical average 0.27%. The U.S. national average was 0.70% in Q1-2017.
%
Canada
Alberta
Atlantic
British Columbia
Manitoba
Ontario
Quebec
Saskatchewan
U.S.

2002 - 2016
(Average)
0.32
0.43
0.48
0.34
0.34
0.27
0.29
0.36
2.07

Low

High Q1-2017

0.25
0.16
0.38
0.14
0.21
0.14
0.17
0.24
0.87

0.43
0.79
0.63
0.55
0.67
0.42
0.36
0.61
4.43

0.28
0.47
0.62
0.20
0.33
0.12
0.35
0.70
1.37

Data Source: CMHC

On September 6, 2017, the Bank of Canada announced a 0.25% increase in the overnight
lending rate to 1%. The following chart shows the historical overnight lending rate.
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We expect this to result in a gradual increase in mortgage rates over the coming quarters. A
significant increase in the GOC (1 to 3 year) bond yields confirms this outlook.

Source: Bank of Canada

We expect the recent Home Capital Group (TSX: HCG) incident to drive more
borrowers towards private lenders. HCG primarily focuses on residential mortgages
and operates in the space between the banks and private lenders. Its more conservative
lending post the recent financing issues has been driving more borrowers to private
lenders. Note that HCG’s issues were a result of company specific events, and do not reflect
the mortgage lending space. Warren Buffett’s Berkshire Hathaway Inc (NYSE: BRK) made
a $400 million equity investment in Home Capital and offered a $2 billion line of credit in
June 2017.
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Toronto RE
Market Update

The Ontario government’s move to add a 15% tax on non-resident buyers of properties in the
Greater Golden Horseshoe area resulted in a significant slowdown in real estate sales.
Toronto MLS sales dropped by 20% YoY in May, 37% YoY in June, 40% YoY in July, and
then by 35% in August, after reporting a significant YoY increase in the first three months of
the year. Despite the drop in sales, the average price was up 3% YoY in July. The price in
August was down 20% from the record highs in April. The table below summarizes the key
parameters.

Source: Toronto Real Estate Board

An indicator of the health of the real estate market is the sales to active listings ratio – which
dropped from a record high of 154% in March to 38% by July.
The following table shows that sales dropped across almost all property types in the past few
months:

Source: Toronto Real Estate Board
 2017 Fundamental Research Corp.

“10+ Years of Bringing Undiscovered Investment Opportunities to the Forefront “

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 14

We maintain a cautious outlook on the Toronto real estate market, and believe that it has
become riskier.
Vancouver RE
Market Update

Vancouver’s real estate market is on a recovery. Sales increased YoY by 22% after a
reported YoY decline in the first seven months of the year.

Source: Real Estate Board of Greater Vancouver

The decline in Vancouver’s real estate sales was primarily a result of the B.C. government’s
announcement in July 2016, to add a 15% property transfer tax on foreign nationals buying
real estate in Metro Vancouver. Another factor that contributed to the slowdown is the
federal government’s announcement to increase the required down payment for properties
over $500k.
As shown in the table above, property prices continue to rise despite the drop in sales. The
sales to active ratio was 35% in August 2017, versus 29% in August 2016. We consider this
a positive development as it indicates a stabilization of the market.
The following table shows the rise in sales across all property types in August.

Source: Real Estate Board of Greater Vancouver
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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$. In summary, although we have a
cautious outlook, we believe Vancouver’s housing market is reasonably healthy in the nearterm (due to low supply), and do not expect a major correction.
Structure

The fund offers three types of units to investors:

Units

Management fee

17.5% performance fee above
the following hurdle rate

Class D

0%

7.00%

Class E

1.10%

6.00%

Class F

0.75%

6.00%

Class F units are offered through securities dealers, while Class D and Class E units are
offered through Alitis to its private clients. Class D units are held by clients with over $1
million with Alitis. Management fees of these units are charged at individual account levels.
The units have voting rights, which we believe is positive as most direct investments with
MICs do not offer investors any voting rights.
Management Fees – Management fees (paid monthly) range between 0.75% and 1.10% p.a.
depending on the type of units. Management also receives a performance bonus of 17.5% of
the returns in excess of the hurdle rates shown in the table above.
At the end of June 2017, 5.51 million units were outstanding, of which, 30% of them were
Class D units and the remaining 70% were Class E units.
Units Oustanding

2014

2015

2016

2017 (6M)

% of Total

Class D Units

563,596

1,108,293

1,424,740

1,636,843

29.7%

Class E Units

2,664,582

3,246,372

3,888,696

3,878,129

70.3%

Class R Units

70,770

14,575

3,298,948

4,369,240

5,313,436

5,514,972

100%

Total

*Class R units were issued through Alitis to its private clients. These units were reserved for
those clients who were referred to Alitis under a referral program. This program has been
discontinued.
There is no market or exchange that the units trade on. The units are non-transferable. They
are eligible for redemption, at the NAV, upon submitting a redemption request. A
redemption penalty of 3% applies if the request is made within the first six months of
investment. We believe this is a good feature as most comparable funds have redemption
penalties in the first few years.
The fund has arrangements with the following third parties. The financial statements are
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audited by KPMG LLP. The NAV of each class of units is calculated every month by SGGG
Fund Services Inc.
Service Providers

Trustee

Custodian

NAV Calculations

Auditor

BNY Trust Company of
Canada
Qtrade Institutional Services
/ BMO Capital Markets

SGGG Fund Services Inc.

KPMG LLP

SGGG also handles unitholder recordkeeping as well as the general fund administration for
the pool.
Financials

The following table shows a summary of the income statement since inception. We have
reviewed all the audited financial statements.
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YE – Dec 31st

Revenues grew from $1.04 million in 2014 to $3.06 million in the first six months of 2017.
Interest revenues were $2.08 million in the first six months of 2017. Since inception, the
company has reported total realized gain on sale of investments of $1.10 million. The change
in valuation of investments is a result of the fluctuation in the share price of publicly listed
companies in the portfolio.
Net income increased from $0.74 million ($0.45 per unit) in 2014 to $2.57 million ($0.47 per
unit) in the first six months of 2017.
The distribution policy of the fund is to distribute net realized income on a quarterly
basis and net realized capital gains annually (at the end of the year).
Revenues from interest + fee rebates as a percentage of investments were 11.09% p.a. in the
first six months of 2017. The net income was 9.29% p.a. of investments.

 2017 Fundamental Research Corp.

“10+ Years of Bringing Undiscovered Investment Opportunities to the Forefront “

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 18

 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 investments, and invested capital, to arrive at the above figures.
 2017 (6M) distributions to investors as a percentage of invested capital includes the distributions made in the
first six months and the realized gain in the first six months. Note that the realized capital gains are only
distributed at the end of every year.

We estimate that distributions as a percentage of invested capital was 6.7% in 2016. The
total return on Class D units, including cash distribution and the change in NAV, was 11.1%
in 2016. This is a key benefit and risk of the company – the exposure to publicly listed
MICs has the potential to generated significantly high returns if management makes
the right calls.
The following table shows the total returns (distribution plus change in NAV) since
inception are shown below:
Returns
Class D
Class E
Benchmark

2014
5.67%
4.55%
6.03%

2015
6.83%
5.60%
3.52%

2016
11.14%
10.12%
1.66%

2017 (6M)
5.12%
4.54%
2.36%

Standard Deviation
Class D
Benchmark

1 year
2.04%
3.52%

2 years
2.19%
3.19%

3 years
2.29%
3.95%

Since Inception
2.19%
3.74%

Class E
Benchmark

2.31%
3.95%

2.21%
3.19%

2.05%
3.52%

2.21%
3.74%

 Benchmark is the FTSE TMX Canada Universe Bond Index
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 The standard deviation shown above is the annualized standard deviation of monthly returns.

The following chart shows the reinvested distributions and redemptions.
Reinvested
Reinvested (as a % of Distributions)
Redemptions

2014

2015

2016

2017 (6M)

$1,174,366

$2,778,979

$3,259,928

$1,540,448

99.8%

99.9%

99.9%

99.9%

$228,074

$5,159,131

$12,962,256

$5,615,415

1.4%

13.6%

23.8%

9.8%

Redemption (% of invested capital)

Investors have reinvested almost all of the distributions since inception, which we believe is
a sign that existing investors are pleased with management. Approximately 10% of the
invested capital was redeemed in the first six months of 2017. Management indicated to us
that a large percentage of the redemptions was due to clients switching from Class E units to
Class D units.
The following table shows a summary of the fund’s balance sheet.
Balance Sheet (YE - Dec 31st)
Assets
Cash & cash equivalents
Investments
Interest and dividend receivable
Receivables for investments sold
Fee rebate
Subscription receivable
Prepaid Expenses
Total Assets
Liabilities
Management Fees Payable
Accounts Payable and Accrued
Liabilities
Distribution Payable
Performance Fees Payable
Redemptions Payable
Liabilities

2015

2016

2017 (Q2)

725,115
30,422,366
393,330

1,447,428
41,054,610
801,995
39,268
5,053

1,678,222
51,845,757
985,397

114,271
56,783,480
725,125
17,899
49,393
1,134,440
820
$58,825,428

5,039
1,605,949
$33,151,799

$43,348,354

19,833
1,086,834
1,093
$55,617,136

24,829

30,596

38,131

39,590

36,263

33,430

31,953

38,951

827

1,090

142,002
203,921

150,000
215,116

971
81,840
1,108,403
1,261,298

652
2,441
1,247,615
1,329,249

Net Assets attributable to class D
Net Assets attributable to class E
Net Assets attributable to class R
Net Assets

5,645,419
26,599,406
703,053
$32,947,878

11,015,669
31,976,031
141,538
$43,133,238

14,689,084
39,666,804

17,199,444
40,296,735

$54,355,838

$57,496,179

Investments + Related
Investments + Cash
Total Assets
Shareholders' Equity (SE) + Debt

$30,820,735
$33,151,799
$33,151,799
$32,947,878

$41,900,926
$43,348,354
$43,348,354
$43,133,238

$52,850,987
$55,616,043
$55,617,136
$54,355,888

$57,575,897
$58,824,608
$58,825,428
$57,496,179

Net Asset Value (SE)
NAV per Unit

$32,947,878
$9.99

$43,133,238
$9.87

$54,355,888
$10.23

$57,496,179
$10.43

$0
0%

$0
0%

$0
0%

$0
0%

Debt
Debt to Capital

 2017 Fundamental Research Corp.

2014

“10+ Years of Bringing Undiscovered Investment Opportunities to the Forefront “

www.researchfrc.com

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Page 20

At the end of June 2017, the fund had $56.78 million in investments, up from $30.42 million
at the end of 2014. The fund had no debt, and management does not intend to use debt in the
near-term.
The NAV was $10.43 per unit at the end of June 2017, versus $9.99 per unit at the end of
2014.
NAV

2014

2015

2016

2017 (6M)

Class D

$5,645,419

$11,015,669

$14,689,034

$17,199,444

Class E

$26,599,406

$31,976,031

$39,866,084

$40,296,735

Class R

$703,053

$141,538

32,947,878

43,133,238

54,555,118

57,496,179

2014

2015

2016

2017 (6M)

Class D Units

563,596

1,108,293

1,424,740

1,636,843

Class E Units

2,664,582

3,246,372

3,888,696

3,878,129

Class R Units

70,770

14,575

3,298,948

4,369,240

5,313,436

5,514,972

Class D NAV

$10.02

$9.94

$10.31

$10.51

Class E NAV

$9.98

$9.85

$10.25

$10.39

Class R NAV

$9.93

$9.71

Weighted Average

$9.99

$9.87

$10.27

$10.43

Total
Units Oustanding

Total
NAV per Unit

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):
 Investments will be impacted if housing prices drop significantly, which will result in
higher LTVs, and higher default risk.
 Shareholders’ principal is not guaranteed, as the NAV per unit could decrease from
current levels.
 MICs have the ability to use leverage, which would increase the exposure of the fund
to negative events.
 Redemptions are not guaranteed.
 Timely deployment of capital is crucial.
 There is no guaranteed return on investment.
 Volatility in share price of public investments.
 Investments in private MICs and funds are not as liquid as investments in public
companies.

Rating

We are initiating coverage with an overall rating of 2 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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