Research Corp. May 28, 2024
Investment Analysis for Intelligent Investors
Capital Direct | Income Trust gztoi/mated Yield (2024):
4%
Record-Breaking 2023 Sets Stage for Continued Growth in 2024 Eat:(qgg 2-
ISK™:
Sector: Mortgage Investment Entities Click here for more research on the company and to share your views
Highlights
» Capital Direct | Income Trust is one of the larger Mortgage Sid Rajeev, B.Tech, CFA, MBA

Investment Entities (MIEs) in Canada. The MIE is focused on  Headof Research

first/second mortgages for single family residential units in B.C.
and ON.

» In 2023, mortgage receivables were up 8% to $393M vs our forecast
of $398M. In Q1-2024, receivables increased 7% YTD to $418M -
the highest in Capital Direct’s history.

Issuer Capital Direct | Income Trust

> The yield on class F units increased from 7.5% in 2022, to 8.6% Seeuites Oferec Glass F st Unis
in 2023 (our forecast was 8.0%), and to 9.4% in Q1-2024. nit Price 10

> In 2023, the fund achieved record revenue and net income. Net Minimum Subscipton $5.000
income was up 23% YoY, beating our estimate by 6%, due to Disribution o Imestors 80% 07 net income on 2
higher lending rates. Net income was up 23% YoY in Q1-2024 as qu:%'ybpp‘m
well. Redemption within the first & months,

with no fee thereafter

» As of March 2024, 42% of mortgages were in B.C., and 40% in
Ontario. First mortgages accounted for 55% of the portfolio.
» In 2023, stage three (impaired) mortgages increased 4.2 pp YoY Auditor s
to 7.4% of mortgages. However, management lowered loan loss
allowances by 3 bp to 0.33% of mortgages, indicating they foresee
no significant losses. We believe the fund is comfortably
positioned with a low LTV of 53%.
» In spite of a sharp decline in real estate activity in 2023, residential
property prices have remained resilient. We anticipate transaction
volumes picking up in H2-2024, driven by lower interest rates.
» Anticipating lower rates, we find high-yielding funds, such as Capital
Direct, increasingly appealing. We are projecting ayield of 9.4% in
2024 (2023: 8.6%) vs management’s guidance of 9.5%-10.0%.

Management Fee 1.0% p.a. of NAV

Mortgage Investments (net) $334,081,715  $364,338,646  $392617,096 $431,878,806  $453 472,746
Debt as a % of Mortgage Outstanding 29% 28% 30% 28% 30%
Revenue $25,402,829 $30,199,267 $40,371,531 $45,347.275 $43,160,888
Met Income $17,564,199 $21,397,295 $26,423,407 $29,627,989 $28,264,578
MNet Asset Value $10.00 $10.00 $10.00 $10.00 $10.00
Yield (Class F) 7.06% 7.45% 8.63% 9.35% 8.58%

*See last page for important disclosures, rating and risk definitions. All figures in C$ unless otherwise specified.
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Capital Direct has
lower first
mortgages, average
mortgage size, and
LTV

Debt to capital is
higher

Yield is higher even
though management
pays a performance
fee in addition to
management fees;
most comparable
MIC do not charge
performance-based
fees

In 2023, mortgage
receivables were up
8% to $393M vs our

forecast of $398M

In Q1-2024,
receivables
increased 7% YTD
to $418M

The following table shows how Capital Direct’s portfolio compares to that of other
MIEs (with AUM of $100M+) focused on single-family residential units.

Capital Direct Average
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Balance Sheet 2019 2020 2021 2022 2023 Q1-2024
In 2023, debt to  Assets
LRI ICa oY coourss Recovan s SO0 Soasn o009 Semmrss  $3oraird
pp to 30%, in line ccounts Receivable ,004, , 100, ,429, 916, ,883, 275,
ith th f Assets held for sale $834,499
with that o Mortgage Investments (net) §200,483,054 $259,760,322 $334,981715 $364338646 $392617,096 $418 245 805
comparables (20%-  Total Assets $219,727,483 $274,880,760 $351,952,260 $383,875,195 $412,804,021 $431,306,493
40%)
Liabilities
Debt §22 355427 $62,380,903 $98,320,737 $101459633 $116,662,856 $129 650966
The interest _Accounts Payable & Accured Liabilties ~ $13,726,630 ~ $7,791655 $12267,106  $9,383013  $8522326  $5371546
N Total Liabilities $36,082,066 $70,172,558 $110,587,843 $110,842,646 §125,185,182 $135,022,512
coverage ratio is
also in line with that Net Asset $183,645,417 $204,708,202 $241,364,417 $273,032,549 $287,618,839 $296,283,981
of comparables (3x-  SE + Liabilities $219,727,483 $274,880,760 $351,952,260 $383,875,195 $412,804,021 $431,306,493
5x)
Debt to Capital 11% 23% 29% 27% 29% 30%
Debt as a % of Mortgage Outstanding 11% 24% 29% 28% 30% 31%
Interest Coverage Ratio 109 16.8 8.1 50 43 40

Mortgages by Priority

100%

. 80%
No material changes
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0.00% - T T T T T T T
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Source: Company / FRC
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Mortgages by Region
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Source: Company / FRC
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No material realized

losses 2020 2021 2022 2023 Q1-2024
Actual Losses $666,711 $312,001 $49,472 $48,916 $12,925
In 2023, stage three | 0.29% 0.10% 0.01% 0.01% 0.00%
. el Dictributions $13,240,835  $14,717,145  $17.905517  $22175017  $B,384,485
increased 4.2 pp Reinvested $8.571,974 $9,734.434  $11177839  $13666,988  $4,032,053
YoY to 7.4% of ~ Renvest of 1, 134, ATT, /066, 032,
mortgages Reinvested (as a % of Distributions) 64% 66% 62% 62% 63%
Redemptions $20,027,958  $17,699,880  $32,631,059  $33,399,916  $5,088,063
However,  Redemption (% of invested capital) 10% 8% 13% 12% 2%
management  stage Three (impaired) nia $8,823177  $11756400  $29,072,130 n/a
lowered loan loss g ¢ peceivabie nia 26% 3.2% 7.4% na
SlEnEEes [ 2l Loan| isi $494,703 $669,271 $197,366 $59,042 $267,235
t0 0.33% of oan loss provisions , , , , - ,
mortgages, Loan loss allowance (year/quarter ended) $798,962 $1,156,232 $1,304,126 $1,315,152 $1,034,002
indicating they % of Receivable 0.31% 0.35% 0.36% 0.33% 0.25%
foresee no Source: Company / FRC

significant losses

Parameter Risk Profile

In summary, we Average Mortgage -
believe the Di ificati .
portfolio’s risk profile LI LELLLL
has increased (one Priority N
green vs two red _ _
signals), primarily Property Type (lower-risk properties) -
driven by higher
stage three LTV -
mortgages Stage Three Mortgages 1

Debt to Capital -

Duration 1

e red (green) indicates an increase (decrease) in risk level
Source: FRC
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Financials
Income Statement 2021 2022 2023 YoY Q1-2023 Q1-2024 YoY
Revenues
Interest Income $23392,286  $28,560,753  $38,633,064 35%| $8,198633  $11,234,118 7%
Other Income $2,010,543 $1,638,514 $1,738,467 6%| $781,787 -$709,153 191%
2023 revenue was  Total Revenue $25402,829  $30,199,267  $40,371,531 34%| $8,980,420  $10,524,965 17%
) up 34%_Y0Y1 Expenses
beating our estimate  Gaa $596,181 $532,299 $783,845 47%|  $126,798 $79,462 -37%
by 8%, due to higher Bank Charges $467,888 $448,918 $502,777 12% $76,224 $137,598 81%
lending rates Interest on Loan Payable $2,464,585 $4,954 360 $8,134,065 64%| $1,860658  $2,333,128 25%
Management Fees $3,640,705 $4,207,029 $4,396,632 5%| $1,100,079  $1,148,140 4%
Loan Loss Provision $669,271 $197,366 $59,942 -70% $24,892 -$267,235
Total Operating Expenses $7,838,630  $10,339,972  $13,877,261 34%| $3,198,651  $3,431,093 7%
Gain on financial instruments $1,538,000 -$70,863
Net Income $17,564,199  $21,397,295  $26,423,407 23%| $5781,769  $7,093,872 23%
Netincome was UpP  yetAsset Value $10.00 $10.00 $10.00 0% $10.00 $10.00 0%
23% YoY, beating
our estimate by 6%  Distributions
Investors $14717,145  S$17.905517  $22,175017 24%| $4914504  $6,384,485 30%
Management $2,847,054 $3.491,778 $4,248 390 22%|  $867,265 $709,387 -18%
Investors' Share 83.8% 83.7% 83.9% 85.0% 90.0%
% of Mortgage Receivable 2021 2022 2023 Q1-2024
Interest Income T.87% 8.17% 10.21% 11.08%
In Q1-20d24’ trgvenue Other Income 0.68% 0.47% 0.46% 0.70%
and net income Interest Income + Others 8.54% 8.64% 10.67% 10.38%
were up 17% YoY, Less:
and 23% Yoy, Management Fee 1.22% 1.20% 1.168% 1.13%
respectively G&A Expenses -0.26% -0.28% -0.24% -0.21%
Loan Loss Provision and Others -0.23% -0.06% -0.02% 0.26%
Interest -0.83% -1.42% -2.15% -2.30%
Net 5.91% 5.68% 7.00% 7.00%
Investors' Returns (% of Invested Capital) 6.60% 6.96% 7.91% 8.75%

The yield on class F
units increased from
7.5% in 2022, to
8.6% in 2023 (our
forecast was 8.0%),
and to 9.4% in Q1-
2024

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.

Capital Direct | Income Trust Annual Rate of Return
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30M units
outstanding at the
end of Q1-2024, up
9% YTD

We are projecting
yields of 9.4% in
2024, and 8.6% in
2024

Our estimate for the
2024 yield varies
between 8.9% and
9.5%, using various
YoY allowances

Units Outstanding and Ownership
Units Outstanding 31-Dec-21

31-Dec-22 31-Mar-24 % of Total

Class A 8,548,104 8,645,767 9,026,032
Class C 6,133,316 7,908,656 8,143,060
Class F 9,455,022 10,748,832 12,459 317

24,136,442 27,303,255
Source: Company

29,628,409

» Class A - offered to investors directly

» Class F - offered to funds managed by portfolio managers, and other fee-based
investment advisors.

» Class C - offered to investors who purchase units through dealers (IIROC and
Exempt Market Dealers)

FRC Projections and Rating

2024E (Introducing) 2025E (Introducing)

Mortgage Investments (net) $431,878,806 $453,472 746
Debt to Capital 29% 30%
Revenue $45 347 275 $43 160,888
Net Income $29,627,989 $28,264 578
Met Asset Value $10.00 $10.00
Yield (Class F) 8.35% 8.58%
(Total n..:Lri:l'eLE o S opp5) 2024 Yield (FRCEst)
0% 9.47%

25% 9. 42%

60% 9.35%

150% 9 16%

300% 8.86%

Source: Company/FRC

We are reiterating our overall rating of 2-, and arisk rating of 3. Anticipating lower
rates, we find high-yielding funds, such as Capital Direct, increasingly appealing.
Key risks include a softer mortgage origination market, and higher default rates.
We believe major highlights of Capital Direct are its above-average yield, a
geographically diversified portfolio, and a relatively low LTV.
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FRC Rating
Expected Yield (2024E) - Class F Units 8.40%
Rating 2-
Risk 3

Risks

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

e Lower housing prices will result in higher LTVs

e Investors’ principal is not guaranteed

e No guaranteed minimum distributions

e The fund has the ability to use leverage, increasing exposure to negative events
e Second mortgages carry higher risk

e Default rates can rise during recession
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APPENDIX
Income Statement 2021 2022 2023 2024E 2025E
Revenues
Interest Income $23,392 286 $28 560,753 $38,633,064 $44 316,655 $40,947 509
Other Income $2,010 543 $1,638514 $1,738 467 $1,030,620 $2213,379
Total Revenue $25,402,829 $30,199,267 $40,371,531 $45,347,275 $43,160,888
Expenses
G&A $596,181 $532 2099 $783 845 $823.037 $864 189
Bank Charges $467 888 $448 918 $502 777 $527 916 $554 312
Interest on Loan Payable $2,464 585 $4,954 360 $8,134,065 $8,087,357 §7,710,000
Management Fees $3,640,705 $4,207,029 $4,306,632 $4,046,975 $5,312,109
Loan Loss Provision $669,271 $197,366 $59,942 $434,000 $455 700
Total Operating Expenses $7,838,630 $10,339,972 $13,877,261 $15,719,286 $14,896,310
Gain on financial instruments $1,538,000 -$70,863
Net Income $17,564,199 $21,397,295 $26,423,407 $29,627,989 $28,264,578
Net Asset Value $10.00 $10.00 $10.00 $10.00 $10.00
Distributions
Investors $14,717 145 $17,905 517 $22 175,017 $24 828 255 $23 685716
Management $2 847 054 $3,491778 $4,248 390 $4,799 734 $4 578 862
Investars' Share 83.8% 83.7% 83.9% 83.8% 83.8%
Balance Sheet 2021 2022 2023 2024E 2025E
Assets
Cash $13,541,288 §13619660 $13,303,792 $92 041 $381,128
Accounts Receivable $3,429 247 $5,916,889 $6,883,133 §7,227 290 $7,588 654
Mortgage Investments (net) $334,981,7156 $364,338,646 $392617,096 $431,878,806 $453,472,746
Total Assets $351,952,260 $383,875,195 $412,804,021 $439,198,136 $461,442,528
Liabilities
Debt $98,320,737 $101,450633 $116,662,856 $123,000,000 $134,000,000
Accounts Payable & Accured Liabilites ~ $12 267 106 $9,383,013 $8,522 326 $8,048 442 $9,395 864
Total Liabilities $110,587,843 $110,842,646 $125,185,182 $131,948,442 $143,395,864

MNet Asset
SE + Liabilities

Debt to Capital

$241,364 417
$351,952,260

29%

$273,032,549
$383.875.195

27%

$287,618,839
$412,804,021

29%

$307,249,694
$439,198,136

29%

$318,046,664
$461,442,528

30%
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Cash Flow Statements 2024E 2025E
Operating Activities
$20,627 989 $28,264 578
Chnges in non-cash Working Capital
Accounts Receivable -$344 157 -$361,364
Accounts Payable and Accured Liabilities $426 116 $447 422
$81.960 $86,058
Cash from Operating Activities $29,709,948 $28,350,636
Investing Activities
Net Puchase of Mortgage Investments -$39 261 710 -521 593 940
Cash from Investing Activities -$39,261,710 -$21,593,940
Financing Activities
Distribution to unitholders (net of reinvestments) -$24 828,255 -$23,685,716
Distribution to Manager -$4, 799,734 -$4,578,862
Redemption $19,630,855 $10,796,970
Loan Payable $6,337,144 $11,000,000
Cash from Financing Activities -$3,659,9%0 -$6,467,608
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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 3% Risk - 2 10%
Rating - 3 45% 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
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. Itis 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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