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Minimum Subscription §5.000
Hurdle Rate N/A
Distribution to 809 of net income on a quarterly basis
Investors -
Class A - afee of 5% of NAV in vear 1.
decreasing by 1% every year: no fee
Eedemption after vear 3/ Class C & Class F - afee
of 2% within 6 months and no fee after
that
20% p.a. of NAV on Classes A and C
Management Fee units / 1.0% p.a. of NAV on Class F
umnits
Auditor Johnsen Archer LLP

FRC Rating

Yield (2020) 1% - 8%

Rating 2
Risk 3

*see back of report for rating definitions

Highlights

« Capital Direct I Income Trust’s (“trust”, “fund”) portfolio size
(gross mortgage receivables) hit a record high of $200 million
at the end of Q3-2019 (September 30, 2019), up 8% YTD.

« Revenues grew 14% YoY in 2019 (9M) to $16 million. Net
income grew 20% YoY to $11 million - the highest ever since
inception.

« Primary focus remains on mortgages to owner-occupied
residential units in VVancouver and Toronto. The fund maintains
a lower average loan size of $121Kk relative to its comparables’
average of $347k.

« At the end of Q3-2019, second mortgages were at 59% (58% at
the end of 2018), while the Loan-to-Value (“LTV”) remained
flat at 54%.

« We estimate that the trust’s investors received a dividend
(weighted average of all unit types) of 7.42% p.a. in 2019
(9M), versus 7.66% in 2018, due to a lower use of debt.

« In 2019 (9M), the trust reported approximately $0.31 million in
realized losses, or 0.16% of the total portfolio versus $0.42
million (0.24% of the portfolio) in 2018.

« With the Vancouver market showing signs of stabilization, we
have a cautiously optimistic outlook for new originations in
2020. Toronto’s residential market remains strong. This is
likely to be partially offset by a lower interest rate environment.

« We expect investors’ yield in 2020 to be in the 7% - 8% p.a.
range depending on the type of units held.
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Comparables The following table shows how Capital Direct’s portfolio compares to the average of nine
other direct comparables (lenders focused on mortgages to owner-occupied residential units).
All these entities have over $100 million in assets, with mortgages focused almost
exclusively on individual borrowers.

Capital Direct vs Comparables

Capital Direct Average

First Mortgage (%a) 38% 71%
B.C. 47.9% 59.0%
ON 43.6% 34 4%
AB 7.6% 4.6%
Others 1.0% 2.0%
LTV 34.0% 35.9%

Feld T.4% 7.6%
Debt to Capital 13% 17%
Average Loan Size $120.545 $347.152
Delinquent / Foreclosures 9.1% (end of 2018) 4.0%
Actual Loss 0.16% 0.14%
Provision 0.56% 0.73%

Source: Various Companies / FRC

As shown above, Capital Direct has a higher exposure to second mortgages, but we
believe the higher risk is partially offset by a significantly lower average loan size,
better diversification, and slightly lower LTV and debt to capital.

Toronto and The following chart shows average home prices in Vancouver and Toronto.

Vancouver
Market Update
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Home Index Price
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Vancouver’s real estate sales, which had declined every month on a YoY basis from
February 2018 to June 2019, reported double digit growth every month from July to
December 2019. Sales were up 55% YoY in November and 88% YoY in December 2019.
The average price, after recording MoM declines every month from June 2018 to September
2019, turned around in October with a 0.2% increase, followed by a 0.1% increase in
November, and a 0.7% increase in December. The sales to active ratio was 23% in
November 2019, versus 13% in November 2018.

Metro Vancouver

Residential Sales

New Listings

Active Listings

Sales to Listings

MLS Home Price Index
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Toronto MLS sales remain healthy, and were up 13% YoY in November 2019. Sales have
been up YoY every month since April 2019. The average price was up 7% YoY.

Residential Sales
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Active Listings
Sales to Listings
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Residential Sales Y X % 6961 6839 B % 6455

New Listings 15922 15816 -1%| 13,868 i %) 12,166 15920

Active Listings 20,844 19,655 -6%| 19.725 k -9%| 17.864 20,089

Sales to Listings 38.77% 08%| 3529% %) 38.28% . 59%) 3213% 35%|

MLS Home Price Index 5807871 X .1%|  §782.129 753 % $765270 X %% 5796786 115 % 5807340

Residential Sales |
New Listings 10,534 8.650
Active Listings 16,420 11958
Sales to Listings 38.07%
MLS Home Price Index 5788.345

Source: Toronto Real Estate Board

The sales to active ratio was 59% in November 2019, versus 38% in November 2018.
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Overall, we believe the Vancouver residential market is showing signs of stabilization. We
continue to expect strong originations in Toronto over the next 12 months. This is likely to
be partially offset by a lower interest rate environment. Despite the steady benchmark rate,

mortgage rates in Canada have been declining (as shown below), primarily due to the overall
weakness in the economy.

One Year Fixed Mortgage Rates
3.5

Jan'15 Jul'15 Jan'l6 Jul"1e Jan'17 Jul 17 Jan'18 Jul"1d Jan'1% Jui'19

Source: Ratehub
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Consensus estimates show that the Bank of Canada will likely implement a rate cut in early
2020.
When will the BoC cut the policy rate?

The next rate cut will occur on January 22, 2020 according to 7 panellists

January 22, 2020
March 4, 2020
April 15,2020
June 3,2020
July 15,2020

September 9, 2020
0 1 2 3 4 5 6 7 8 9 10
@ r:ll @ Nochange Rise

Source: Finder

Capiftall BIICWER The following section reviews Capital Direct’s 2019 (9M) results.
Portfolio

Update_and At the end of Q3-2019, the trust had $200 million in mortgage receivables (gross) across
Analysis 1,659 properties, up 8% YoY from $184 million across 1,586 properties at the end of 2018.
The following chart shows the portfolio’s growth since 2012.

Mortgage Receivables grossin SM & No. of Mortgages
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Source: FRC / Raw Data Source: Trust

Mortgages by Region: The fund’s exposure to ON (44%), B.C. (48%), and AB (7%) remain
relatively unchanged.
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Mortgages by Region
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Mortgages by Size: The average mortgage size at the end of Q3-2019 increased 4% YTD
to $121k. B.C. continues to have the highest average ($127Kk).

Average Mortgage Size
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Source: FRC / Raw Data Source: Trust

Mortgages by Duration: At the end of Q3-2019, approximately 51% of the portfolio had
terms of 12 months or less, unchanged versus end of 2018.
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Mortgages by Duration
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Mortgages by Priority: First mortgages accounted for 38% at the end of Q3-2019 (versus
40% at the end of 2018). Second mortgages were at 59% (58% at the end of 2018). An
increase in second mortgages typically reflects higher risk.

Mortgages by Priority
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Lending Rate: The following chart shows the distribution of rates by mortgages; most of the
mortgages fall within a 7% - 12% p.a. range.

Lending Rate
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Loan to Value (LTV): The portfolio’s LTV at the end of Q3-2019 was 54.0% versus 53.6%
at the end of 2018.

Loan to Value (LTV)
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Source: FRC / Raw Data Source: Trust

Property Type — Management has not disclosed the fund’s exposure by property type, but
did indicate to us that properties held by owner occupied single family units dominate the
portfolio — a segment we believe is of relatively lower risk versus other segments such as
residential development / construction and commercial mortgages.

Overall, we believe the trust portfolio’s risk profile has slightly increased. The following
chart summarizes the change in risk levels based on YoY changes in key parameters.

Parameter Risk Profile Comment
Total Portfolio Size T 8% mcrease
Average Mortgage t 4% increase
Diversification -
Duration -
Priority T 5% decline in exposure to first mortgages
LTV -
Defaults / Arrears - 2019 updated information to be included in YE statements
Property Type -
e red (green) indicates an increase (decrease) in risk level
Source: FRC
Financials At the end of Q3-2019, the fund had 18.06 million units outstanding, up 21% YoY.
© 2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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Units Outstanding 31-Dec-17 % of Total 31-Dec-18 % of Total 30-Sep-19 %o of Total

Class A 5% 6.855.073

Class C 4% 2.089.516

Class F 1% 5,983,612

12,877,175 100.0% 14,928,201
Data Source: Trust

100.0% 18,061,876 100.0%

» Class A (since inception) - offered to investors directly

» Class F (introduced in 2014) - offered to funds managed by portfolio managers and
other fee-based investment advisors.

» Class C (introduced in 2016) - offered to investors who purchase units through
Dealers (IIROC and Exempt Market Dealers).

Management’s share ownership at the end of September 2019 was 0.42% of the total
outstanding, up from 0.33% at the end of 2018.

Dec-15
Richard F M. Nichols 9132
Derek B. Tripp

%o of Total Dec-16 %0 of Total Dec-17 %o of Total Dec-18 %0 of Total Sep-19 % of Total

52,520 0.42%0
* Tim Wittig also has $1 million (0.7% of the total fund) invested in CDIT through other investments
Data Source: Trust

Revenues grew 14% YoY in 2019 (9M) to $16 million. Net income grew 20% YoY to $11
million - the highest ever since inception.

© 2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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Income Statement 2018 (9M) 2019 (9M)
Revenues
Interest Income $6.155,599  $5.857.086 $13.802,934 $16.839.706 $11.592.445 $13.466.476
Other Income $661.990  $1.185920 1537565  $1,772.579 $2,037,648 $2,119.730
$6,817,580 §11,043,006 515,340,499 $18,612,285| 513,630,093 515,586,206
Expenses
Audit Fees $94.134 $98.204 $89.317 $169.451
Bank Charges $131.60% $188.392 $378.936 $423.218 $358.801 $258.383
Interest on Loan Payable $1.051.910  $1.163.928  $1510.707  $1.604.631 $1.173.033 $1.272.742
Legal Fees $216.601 $390.689 $89.317 $169.451 $298.413 $379.273
Management Fees $647.100 51282154  §1.894574  3$2.180.673 $1.605.295 $1.947.699
Loan Loss Provision $916.110 $477.919 $971.133 $613.053 $583.058 $237.545
Trustee Fees $68.618 $102.291 $126.887 $136.129 $10.500 $10,500
§3,126,082 853,703,577 85,060,870 $5,296.606 54,020,101 54,106,143
Net Income $3,691,507 57,339,420 510,279,629 $13,315.679 $0,600,902  511.480,064
Net Asset Value $10.00 $10.00 $10.00 $10.00 $10.00
Units Qutstanding 3338206 10670521 12877.175 14928201 18.061.876
Distributions
Investors 3215496 6,075,876 9.251,666 10,652,543 $7.680,793 $9.184,070
Management 476,011 1,263,553 1,027.963 2,663,136 $1.920,198 $2.296,012
Investors' Share 87.1% 82.8% 90.0% 80.0% 80.0% 80.0%

“Legal Fees” reported for 9M period included legal and audit fees / YE — December 31%
Data Source: Trust

The fund paid out 80% of net income to unit holders (quarterly payments). From Q4-2016 to
the end of Q4-2017, the fund had paid out 90% of net income to incentivize investors. Note
that there is no guarantee the fund will pay out 90% any time in the future, as management
has the right to stay at 80%, as per the OM.

The management fee is 2% of NAV for Classes A and C units, and 1% of NAV for Class F
units.

Interest + Other income as a percentage of mortgage receivables was 10.94% p.a. in 2019
(9M) versus 10.70% in 2018. Although the average lending rate dropped in 2019, “Other
Income”, which includes origination / prepayment fees, etc. were higher. The dividend yield
(dividends as a percentage of invested capital) was 7.42% p.a. in 2019 (9M), versus
7.66% in 2018. The reduction in yield was due to lower use of debt in 2019 (discussed later

© 2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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in this report).

% of Mortgage

5 oA
Receivable 2019 (9M)
Interest Income 8.65% 8.36% 8.83% 5.68% 9.45%
Other Income 0.93% 1.01% 0.98% 1.02% 1.49%
Interest Income + Others 9.58% 9.37% 9.81% 10.70% 10.94%
Less:
Management Fee -0.91% -1.09% -1.21% -1.25% -1.37%
Gé& A Expenses -0.72% -0.66% -0.44% -0.52% -0.45%
Loan Loss Provision -1.29% -0.41% -0.62% -0.35% -0.17%
Interest -1.48% -0.99% -0.97% -0.92% -0.89%
Net 5.19% 6.23% 6.57% 7.66% 8.06%
Investors' Returns (% of

929 590 .869 669 429
Invested Capital) 7.92% 7.59% 7.86% 7.66% 7.42%
* annualized

Note that the above figures may be slightly different from the figures reported by Capital Direct 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.

Source: FRC / Raw Data Source: Trust

The following charts show investors’ yield relative to GOC 2-year bonds:

Capital Direct | Income Trust Annual Rate of Return
- Net of Management Fee + Income Participation**
071242
12.0 1 Current Year

(Annualized Retums)

Yield (%)

30|30 §2.79|2790 57 | 27 | 2.7 287|287 | 287 hd | | I | |

l112l
[ |

| |
99 1.99 | 1599 | |68 .65 |68 5] 1.50 | 150 148 .49 [£49

Capital Direct Annualized Rate of Return:  mm Class A I Class F I Class C

——— Canada Chartered Banks Prime Lending Rate

Sowrce: Bank of Canada and Trading Economics

Source: Trust

Yield on Gov. of Canada 2-year Bond

The chart below shows the realized losses and the loan loss provision as a percentage of
mortgage receivables since 2013.
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Realized Loss % of Portfolio vs Provision % of Mortgage Receivables
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Source: FRC / Raw Data Source: Trust

In 2019 (9M), the trust reported approximately $0.31 million in realized losses, or 0.16% of
the total portfolio versus $0.42 million (0.24% of the portfolio) in 2018.

2019 (9M)

Actual Losses 106052 465260 511711 654748 494257 424001 312975
Actual Losses (% of mort

ctual Losses (% of mortgage 0.38% 1L04%  0.72% 0.56% 032% 0.24% 0.16%
receivable)
Distributions $1382.595 $1977.754 $3215496  $6075.876  $9.251666 $10652543|  $9.184.070
Reivested $690.083 SL118.084 $1900488  $3.739.538  $5.554651  $6.430.896|  $5.443.844
Reinvested (as a % of Distributions) 50% 57% 59% 62% 60% 60% 59%
Redemptions $636516 $1.661.741 $1419586  $3210287  $7408860  $7.157.098|  $8.667.582
Redemption (% of invested capital) 4% % 3% 4% 6% 5% 8%
Loan loss provision (year/quarter $86310  $309.192  $713591  §536762  $1.013638  $1202.670|  $1117.240
ended)
T O i Tes 079%  058%  0.80% 0.36% 0.61% 0.66% 0.56%

Source: FRC / Raw Data Source: Trust

At the end of Q3-2019, the trust had a loan loss provision of $1.20 million, or 0.56% of
the portfolio (0.66% at the end of 2018). We estimate that comparable MIEs typically
assign 0.75% - 1.25% of their portfolios to loan loss provisions.

At the end of 2018, $16.61 million in mortgages were in arrears, or 9.12% of the total. Of
this, $9.68 million were 60+ days past due, or 5.32% of the total. The fund has not
disclosed updated arrears at September 30, 2019, so we will have to wait for the 2019
year-end financial statements for updated information. As the fund’s arrears at the end of
2018 was higher than comparable MIEs, we will be closely monitoring this paramter.

© 2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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30 - 56 days
60 - 89 days
90 - 119 days
120+ days
Total

Arrears as a % of Mortg

$6,181,123  $8.314069  $6.925879
$1367.825  $1486.133  $1347.042
$1.034.026  $1278972  §1338.727
$3.526,766  $3.795.623  $6.998.975
812,109,740 514,874,797 516,610,623

Receivable
30 - 56 days
60 - 89 days
90 - 119 days
120+ days
Total

4.20% 5.02% 3.80%
0.93% 0.90% 0.74%
0.70% 0.77% 0.73%
2.40% 229% 3.84%
8.23% 8.958% 9.12%

Page 13

Data Source: Trust

The following table shows a summary of the company’s balance sheet.

Balance Sheet 2017 2018 Q3-2019
Assets
Cash $194.106 $1.982 407 $4.004 562 $8.052.977 $7.103.734
Accounts Receivable $1.736.095 $5.226.,932 $3.223,329 §2.524.347 $5.003.209
Prepaid Expense
Assets held for sale £88.282
Mortgage Investments (net) $88.672.929  $147.121047 $165613,676 5182156694  $197.891 964
590,603,130 $5154,330,380 $5172,929.849 §5192,734,018 $5209,998,907
Liabilities
Loan Payable $35,619.549 $44,018.502 $38.915,187 $35,524 445 $26,367.751
Accounts Payable & Accured Liabilites  $1.601.517 $3.606.666 $5.242910 $7.927.563 $3.012.394
$37,221,066 $47.625.168 $44.158.097 $43.452.008 $29.380,145
Net Asset $53382.064  $106,705218  $128771.752 5149282010 $180.618.761
SE + Liabilities 500,603,130 $154,330,386 $172,929,849 $5192,734,018 $209,998,906
Debt to Capital 40% 29% 23% 19% 13%
Debt as a % of Mortgage Outstanding 40% 30% 23% 20% 13%
Interest Coverage Ratio 45 73 7.8 %3 10.0

Source: FRC / Raw Data Source: Trust

The fund had $7 million in cash, or 3% of assets, at the end of Q3-2019. This compares to
4% at the end of 2018, and 2% at the end of 2017. At the end of Q3, debt to capital at the end
of Q3 was $26 million, or 13% of capital. We expect the use of debt to increase in 2020 due
to the expected improvement in mortgage originations.

Investors are exposed to the following risks:

e Loans are short term and need to be sourced and replaced quickly.

e Timely deployment of capital is crucial.

e A drop in housing prices will result in higher LTVs, and higher default risk, as the value of
collateral decreases.

© 2020 Fundamental Research Corp. “16+ Years of Bringing Undiscovered Investment Opportunities to the Forefront” www.researchfrc.com
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e Unit holders’ principal is not guaranteed, as the NAV per unit could decrease from current
levels (as a result of loan losses). Unit holders are also not guaranteed minimum
distributions.

e No hurdle rate.

e The fund has the ability to use leverage, which would increase the exposure of the fund to
negative events.

e The fund invests in second and third mortgages (historically 50% to 60% of the portfolio)
which carry higher risks.

e Annual redemptions may be limited to 10% of the total invested capital, and may not be
paid in cash.

The fund’s focus remains on owner occupied single family units, which we believe has the
lowest risk profile among property types. Although second mortgages dominate the
portfolio, we believe the higher risk is partially offset by a significantly lower average loan
size, better diversification, and slightly lower LTV and debt to capital than comparable
funds.

Based on Toronto’s healthy residential market, and a potential recovery in Vancouver’s
market, we believe the MIE will have a healthy pipeline for new originations. This positive
impact will be partially offset by a low interest rate environment. We expect investors’ yield
in 2020 to be in the 7% - 8% p.a. range depending on the type of units held.

We are maintaining our overall rating at 2-, and the risk rating at 3.

Yield (2020) T% - 8%

Rating 2
Risk 3
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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)

FR.C Distnibution of Ratir

Rating - 1 0% Risk-1 0%
Rating - 2 30% Risk-2 8%
Rating - 3 4% Risk-3 41%
Rating - 4 %% Risk-4 33%
Rating - 3 4% Risk-3 8%
Rating - § 1% Suspended 10%
Rating - 7 %%

Suspended 10%%

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.

To subscribe for real-time access to research, visit https://www.researchfrc.com/website/subscribe/ 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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