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Investment Analysis for Intelligent Investors
Three Point Capital Corp. Target Yield (2021):
6.0% - 6.5%
Minimally Impacted by COVID-19 mang’ 2
Sector / |ndUStry: Mortgage Investment Corporation Click here for more research on the company and to share your views
Highlights

» Despite the pandemic, Three Point expanded its gross mortgage Sid Rajeev, B.Tech, CFA, MBA
receivables by 20% YTD (year-to-date) to $92M, across 314  Headof Research
properties, by the end of Q3-2020. Three Point advanced $53M in
mortgages in 2020 (9M) vs $45M in 2019 (9M).

Tssuer Three Point Capital Corp

» The MIC’s portfolio remains healthy with below sector-average

delinquency rates. me;f d CIM::O
> As a precautionary measure, the MIC lowered its monthly dividend . .
starting March 2020. In 2020 (9M), the payout ratio was just 71% vs M Subscrption A
96%+ historically. The MIC intends to make a bonus dividend Distsibuton toInvestors Montity
payment at year-end, which will likely increase the 2020 yield to over Redempion (penaties)
6%, up from 4.6% in 2020 (9M). Management'’s target yield for 2021 55%4pa, a£NAY (AT
is 6.0% - 6.5%. oo 1.75%pa_<5;3:0h&)mu1\4<
S150M)

1.50% pa (AUM >5150 million)

» Three Pointremains focused on first mortgages on single family Sates Commissions wpto 1ops
residential properties. At the end of Q3, first mortgages accounted P Connt Thomton
for 93% of the total portfolio. The loan-to-value (“LTV”) remains low
at just 55%. The MIC has been diversifying its portfolio into Ontario
(“ON”). At the end of Q3, B.C. accounted for 62%, and ON
accounted for 29%.

» Despite the recent surge in COVID-19 cases in Canada, our outlook
on the economy has improved considering the recent
announcements surrounding vaccines. We also feel that businesses
are now better equipped to handle the second-wave. That said, we
expect a gradual recovery as the rollout of vaccines is expected to
take six to months.

Financial Summary 2017 2018 2019 2020 (9M)
Mortgage Investments (net) $57,125378  $69,167136  $76,376,262  $91,331,742
Debt as a % of Mortgage Outstanding 25% 15% 0% 13%
Revenues $2,577,701 $5,778,729 $7,085,110 $5,585,793
MNet Income $1,480 316 $3,659.283 $5,106,979 $3,876,436
Net Asset Value $0.998 $0.993 $0.992 $1.005
Investors' Returns (% of Invested Capital) 6.88% 7.06% 7.21% 4 69%

*See last page for important disclosures, rating and risk definitions. All figures in C$ unless otherwise specified.
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Portfolio Update
Mortgage Receivables (gross) in SM & No. of Mortgages
3100 $92.01 350
$90 204 200
Gross mortgage $20 $69.55
receivables up 20% $70 - 264 P7664 250
YTD to $92M $60 $57.12 200
$50
810 150
330 100
820
s10 50
s0
Dec-17 Dec-18 Dec-19
M ortgages Receivables [LHS) it of Mortgages (RHS)
Balance Sheet 2017 2018 2019 Q3-2020
Assets
Cash - - 2,239,158 -
Debt to capital of Accounts Receivable $139,830 $0
13% the end of Q3; Prepaid Expense $22 509 $20,596 16,722 13,008
Interest coverage Mortgage Investments (net) $57.125378 369167136 76376262 01331742
increased to 39x; Total Assets $57,287,717 $69,187,732 §$78,632,143 $§91,345,740
MICs of comparable
size have a debt to Liabilities
capital bet""eﬁg ;830 Loan Payable and accruals $11,052,914  $7.581,036
a ° LOC $12,171,645
Promissory Notes $3,429 664  §3,036,033
AP & Accrued Liabilities $259 956 $173,059 $194 630 $212 777
Dividends payable §573,106 §736.725
Total Liabilities $14,742,534 $11,363,234 $931,355 §12,384,422
Net Asset $42 545,183 $57.824 498 §77,700,788 §78,961,319
SE + Liabilities $57,287,717 $69,187,732 $78,632,143 $91,345,740
Debt to Capital 25% 16% 0% 13%
Debt as a % of Mortgage Outstanding 25% 15% 0% 13%
Interest Coverage Ratio 70 8.3 203 392

Source: Company / FRC
Management’s estimate for 2020 year-end portfolio size is $96M.

As a result of the pandemic, the MIC offered mortgage payment deferral plans to
17 mortgages, accounting for 4% of its portfolio. Currently, none are on deferral.

www.researchfrc.com
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$53M in mortgages
advanced in 2020
(9M) vs $45M in
2019 (9M)

Focus remains on
single family
residential
properties

Exposure to first
mortgages
increased from 92%
to 93%
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Source: Company / FRC
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100.0% -
Loan to Value (LTV)
20.0% |
LTV increased from 60.0% Bfi. U% BE. O% 53. 9% B4. 0%
54% to 55%
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Mortgages by Region
100%
Diversifies portfolio
. 80%
to ON, while
lowering exposure to
60%
B.C.; management
estimates B.C. and 20%
ON account for
approximately 90% 20%
of portfolio
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Source: Company / FRC
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Increasing exposure
to larger size
mortgages

Duration increased,
but most mortgages
are due within 12M

Lending rates
declined with market
rates; note that
lending rates of
MICs are typically
more stable as the
market is less
competitive relative
to conventional
lenders

We expect market
rates to remain low;
management
expects the MIC’s
rates to stay flat
over the next 12M

No realized losses in
2020, but loan loss
provision increased

from 0.58% at the
end of 2019, to

0.75% by the end of

Q3

Mortgages by Size
100%
80%
60%
40%
20%
0%
Dec-17 Dec-18 Dec-19 Sep-20
H<$0.25M W S0.25M - $0.50M M S0.50M - $1M M S1M - 52M
Mortgages by Maturity
100.0% 10.0%

80.0%

60.0%

40.0%

20.0%

0.0%

Dec-17 Dec-18 Dec-19

B Under 12 months W Over 12 months

Sep-20

Weighted Average Interest rate 8.35% 8.50% 8.66% 8.18%
2017 2018 2019 2020 (SM)
Actual Losses - 17,239 9,852 -
Actual Losses (% of mortgage receivable) 0.00% 0.03% 0.02% 0.00%
Loan loss reported $185,833 $210175 $75,966 $235,766
Loan loss provision (year/quarter ended) $185,833 $378,769 $444 883 $680,649
Provision % of Receivable 0.33% 0.55% 0.58% 0.75%

Source: Company / FRC
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Risk profile
marginally higher

At the end of Q3, 4% of the portfolio, or 15 mortgages ($3.5M) were in default
(60+ days delinquent) vs 3%, or 10 mortgages ($2.4M) at the end of 2019.
Management does not expect any losses from the mortgages in default. We
estimate that Three Point’'s default rate is slightly lower than than the sector
average of 4.2%.

We also note that mortgage delinquency rates have remained relatively stable
across financial institutions in Canada during the pandemic, due to mortgage
deferral programs offered by banks, and other government benefits provided to
consumers.

90-Day Delinquency Rates Across Canadian Mortgage Lenders
040
0.35
0.30
0.25
0.20
0.15
0.10
0.05
0.00

Big & Banks Other Bank  Credit Unicns ~ Other Mortgage
Lenders
W 201902 W 202002
Source: CMHC

Overall, we believe Three Point portfolio’s risk profile has marginally
increased; the positive impact from enhanced diversification and higher
percentage of first mortgages, were more than offset by higher average
mortgage size, LTV, and defaults. The following chart summarizes the change in
risk levels based on YoY changes in key parameters.

Parameter Risk Profile
Total Portfolio Size T
Average Mortgage T
Diversification 1
Duration 1
Priority 1
Property Type -
LTV 1
Default T

e red (green) indicates an increase (decrease) in risk level

Source: FRC
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Financials
Revenue up 5% Income Statement 2017 2019 2020 (9M)
YoY, and net Feb 22 - Dec 31
. . . Jan 1 - Sept
income up 2% in (operations Jan 1 - Dec 31 Jan 1 - Dec 31 30
2020 (gM) started in June)
Revenues
Interest Income $2305911  $5197158  $6,355245  $5071,011
Due to lower Iending Fees & penalties $271,790 $681,571 $729,865 $501,770
rates, higher loan Interest re: investments and bank $13.012
oS prOViSionS, I B $2,577,701 $5,778,729 $7,085,110 $5,585,793
lower use of debt, e e " -
net profit as a Expenses
percentage of G8A $95 762 $125187 $117,499 $128,708
mortgage receivable
declined 0.9 Management Fees $570,923 $1,281,610 $1,519,888 $1,243,355
percentage points in Loan Loss Provision $185,833 $210,175 $75,966 $235,766
2020 (9|\/|) Interest on Loan Payable $244 867 $502 474 $264 778 $101,528
$1,097,385 $2,119,446 $1,978,131 $1,709,357
As a precau“onary Net Income $1,480,316 $3,659,283 $5,106,979 $3,876,436
measure, the MIC
lowered monthly Dividends $1,466,796  $3,558,809  $4.923754  $2,761,952
dividends starting Net Asset Value $0.998 $0.993 $0.992 $1.00
March 2020,
resulting in a net Shares Outstanding 42,610,755 58212515  78,319.904 78,569,395
annualized y|e|d of Payout Ratio 99% 97% 96% 71%
or
4'67/3/”.] Zggfg(s()flvll)l % of Mortgage Receivable 2017 2018 2019 2020 (9M)"
VS 01N u
year), Interest Income 8.07% 8.23% 8.73% 8.06%
Fees & penalties 0.95% 0.92% 1.00% 0.80%
The payout ratio in Interest Income + Others 9.02% 9.15% 9.74% 8.88%
2020 (9M) was just
71% in 2020 (9M) vs ,
. ) ess:
96%-+ historically. If
the payout was Management Fee -2.00% -2.03% -2.09% -1.98%
) G&A Expenses -0.34% -0.20% -0.16% -0.20%
96%, 2020 (9M) the
ield would have
beeﬁ 6.3%: the MIC Loan Loss Provision -0.65% -0.33% -0.10% -0.37%
intends to make a Interest -0.86% -0.80% -0.36% -0.16%
bonus dividend Trailer
payment a.t y.ear- Net 5.18% 5.79% 7.02% 6.16%
end, which will likely
Inc(:jr'eijse 5020 total Investors’ Returns (% of Invested 6.88% 7.06% 7.21% 4.69%
ividends to over Capital) 88% .06% 21% 69%
0
6% Actual Dividends 7.08% 7.17% 7.03% 4.61%

* annualized

Note that the above figures may be slightly different from the figures reported by Three Point 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: Company / FRC
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Management’s target yield for 2020 and 2021 are 6.0%, and 6.0%-6.5%,
respectively, which we believe are realistic.

Market Update

Sales of residential units in Toronto and Vancouver have rebounded sharply, with
double digit YoY growth rates every month since July 2020. Prices were up 14%
YoY in Toronto, and 5% in Vancouver in October 2020. The sales to active ratios

in both cities are also up YoY. The following charts show average home prices in
Vancouver and Toronto.

May-19 May-20

YoY

Residential Sales 9,989 4.606 8.860 3 8.595 29%
New Listings 19.386 9.104 15.816 16.153 14.393 17.956 25%
Active Listings 20,017 11.484 19,655 14,001 17.938 15,018 -16%
Sales to Listings 49.90% 40.11% 45.08% 62.15% 47.92% 73.78%

MLS Home Price Index $838,540 $832,703 $806.755

Residential Sales

7.711 . 7.825 i 8.491 .
New Listings 11.789 18.491 15611 20420 13,050 17.802 36%
Active Listings 15,870 16.662 17.254 18.167 15,375 17.313 13%
Sales to Listings 48.39% 64.67% 45.35% 61.01% 55.23% 61.01%
MLS Home Price Index $792.611 $951.404 $843.115 $960,772 $8352,142 $968.318 14%

Metro Vancouver May-20
Residential Sales 2.578 1.485 42% 2,077 2,443 18% 2,357 3,128 22%
New Listings 3,861 3,684 37% 4751 3,787 12% 4613 3,048 20%
Active Listings 14,6835 0,927 -32% 14,968 11,424 -24% 14240 12,083 -13%
Sales to Listings 17.56% 14.96% 13.88% 2138% 17.96% 235.89%
MLE Home Price Index 51,006,400 51,028 400 2% SO08.700 51,023,300 3% 5003200 $1.031.400 4%
Metro Vancouver Aug-20 Sep-20
Residential Sales 2231 3,047 37% 2333 3634 36% 1,966 3,687 88%
New Listings 3,747 3.813 33% 4 866 6.402 32% 4074 557 37%
Active Listings 13,396 12,803 4% 12,439 13,096 3% 12236 12416 1%
Sales to Listings 16.65% 23.80% 18.76% 27.73% 16.07% 29.70%
MLS Home Price Index S003300 51,038,700 % $990.600 51,041,300 % 5902 900 51,045,100 3%
Home Index Price
41,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000
50
o G R SR S S @ p B P 2 I B I )
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——Vancouver ——Toronto

Source: TREB and REBGV
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Despite the recent surge in COVID-19 cases in Canada, our outlook on the
economy has improved considering the recent announcements surrounding
vaccines. We also feel that businesses are now better equipped to handle the
second-wave. Unemployment rates are also declining.

Canada Unemployment

13
12.3
12
10.9
10.2
10
9 8.9
7.8

8
5.9
_ 5.6 5.5 5.6 I 6
. . . . 4

Jan 2020 Apr 2020 Jul 2020 Oct 2020

That said, we expect a gradual recovery as the rollout of vaccines is expected to
take six months. As shown below, Moody’s estimates housing prices to decline 7%
in 2021. We believe Three Point’s low LTV of 55% implies they have a good
cushion, and can handle up to a 45% decline in property valuations (a highly
unlikely scenario). As work-from-home culture is prompting people to move out
of downtown areas, we expect stronger demand and price growth in suburban

areas. This will benefit Three Point as their primary target is suburban areas in B.C
and ON.
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Moody’s and RPS Housing Price Forecast for 2021
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Source: National Post, RPS Real Property & Moody’s

Risks
Investors of Three Point 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.

e Shareholders’ principal is not guaranteed, as the NAV per share could decrease
from current levels (as a result of loan losses). Shareholders are also not
guaranteed minimum distributions.

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

¢ Although the MIC’s primary focus is on first mortgages, it may invest in second
mortgages that carry higher risk.

e Annual redemptions may be limited to 10% of the total invested capital.

Rating

We are maintaining our overall rating at 2-, but raising our risk rating from 2
to 3 due to systematic risks related to the pandemic. With interest rates
expected to remain low over the next six to 12 months, we believe that Three
Point’s 6.0% - 6.5% yield from a portfolio dominated by first mortgages on single
family properties, with a low portfolio average LTV of 55%, offers an attractive risk

adjusted return.

Yield (2021) 6.0% - 6.5%
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)

FRC Distribution of Ratings

Rating - 1 0% Risk -1 0%
Rating - 2 30% Risk - 2 8%
Rating - 3 47% Risk - 3 40%
Rating - 4 9% Risk - 4 34%
Rating - 5 4% Risk - 5 8%
Rating - 6 1% Suspended 10%
Rating - 7 0%

Suspendec 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. 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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