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New Haven Mortgage Income Fund (1) Inc.
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Sector / Industry: Mortgage Investment Corporations

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

Investment Highlights
➢ New Haven Mortgage Income Fund (1) Inc. (“NHMIF”) is a Mortgage
Investment Corporation (“MIC”) focused on offering short-term residential
mortgages to homeowners.
➢ Despite the pandemic, mortgages outstanding increased 15% YoY to
$77M by the end of 2020, up 202% in the past five years. First
mortgages accounted for 66% of the portfolio. 100% of the mortgages are
in Ontario. The weighted average loan-to-value was 67% at the end of
2020.
➢ The company’s manager has been in the mortgage business since 1994.
In addition to the MIC, the manager also originates/manages $75M in
mortgages for private investors.
➢ 2020 dividend yield was 7.6% vs the 2015-2020 average of 8.3%. We
note that these yields are in line with comparable MICs.
➢ Considering the rollout of vaccines, we expect an economic recovery in H22021. As we expect interest rates to remain low for most of the year,
we believe the MIC offers an attractive high-yield opportunity. We are
expecting 2021 dividend yield to be in the 7.5% – 8.0% range.

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

Key Risks
➢ Diversification risks – 100% of the MIC’s mortgages are located in
Ontario.
➢ A drop in housing prices will result in higher LTVs, as the value of collateral
decreases.
➢ Interest rate risks are minimal as mortgages are short-term.
➢ Currently, the MIC does not have an independent board of directors,
However, our discussions with management indicate that they are in the
process of forming a board.
➢ Timely deployment of capital is critical.

*See last page of this report for important disclosures, rating and risk definitions. All figures in C$ unless otherwise specified.
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Overview of MICs
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 one year) loans secured by real estate in Canada. MICs, like other nonShort-term loans bank lenders, do not conform within the strict lending guidelines of banks, and other
secured by real
traditional lenders. MICs are more flexible in their lending guidelines, and therefore,
estate
can offer individually structured/tailor-made loans to meet borrowers’ specific
requirements. Also, banks have lengthy due diligence processes, and are typically
not able to meet borrowers’ quick capital needs. All the above reasons allow nonbank lenders, including MICs, to charge a higher interest rate on their loans
compared to banks / institutional lenders.
The following chart shows the business model of a typical MIC:

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
performance fees from the MIC, and usually receives 100% or a portion of the
origination fees received from the borrower.

➢

A MIC’s revenue primarily comes in the form of interest earned 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.
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Flow-through entities

We estimate that
there are
approximately 200
MICs in the country
managing
approximately $12B

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.

➢

May invest up to 25% of its assets directly in real estate, but cannot be involved
in development or construction.

Approximately 85% - 90% of the mortgages in Canada are originated by federally
or provincially regulated entities such as chartered banks, credit unions and caisses
populaires. The remaining mortgages are originated by lenders that are either
partially regulated or totally unregulated. MICs account for a major share of the
unregulated mortgage lending sector in the country. They are considered
unregulated as they are not subject to federal government mortgage lending rules,
such as reserve requirements and loan to value limits. This is primarily because,
unlike banks and the other major financial institutions, MICs do not take deposits.
Note that MICs are audited/regulated by their respective provincial securities
commissions, so the term ‘unregulated’ only applies to the federal mortgage lending
rules. In a recent market study conducted for the Canada Mortgage Housing
Corporation (“CMHC”), we estimated that there are approximately 200 MICs
in the country managing approximately $12B.

Company and Manager Background
New Haven Mortgage Income Fund (1) was established in 2008. The MIC’s
The Manager is manager is New Haven Mortgage Corp., which was formed by David Vyner and
owned by three Jason Vyner in 1994. The Manager has 35 employees. In addition to the MIC, the
individuals Manager manages $75M in mortgages for private investors. The Manager is owned
by its senior management, comprised of Jason Vyner, Andrea Vyner, and Arjun
Saraf.
Currently, the MIC does not have an independent board of directors, however, our
discussions with management indicate that they are in the process of forming a
board. We typically like to see an independent board to ensure management and
investors’ interests are aligned.
The Manager receives management fees from the MIC amounting to 1.5% p.a. of
the AUM, 100% of the origination/lending fees charged to borrowers (which is
typically 2% of the mortgage, paid upfront), and a performance fee of 50% of the
annual yield over 10%. We note that MICs with a high percentage of first mortgages
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rarely achieve yields of over 10%, and therefore, the MIC has never paid a
performance fee. We estimate that the management fee and operating
expenses of the MIC are approximately 2% of mortgage receivables – which
is in line with comparables of similar size.
Management holds 1.93M preferred shares, or 3% of the total outstanding.

Management owns
3% of the
outstanding shares

Source: Company

Brief biographies of the management team, as provided by the company, follow.
Jason Vyner – President and Director
Jason Vyner is a registered mortgage professional in good standing in Ontario since
1983. Jason has been involved in all aspects of the mortgage industry since that
time, including being engaged in brokering, underwriting, syndicating, and
administering residential and commercial mortgages.
Andrea Vyner – Secretary-Treasurer and Director
Andrea Vyner is a registered mortgage professional with over 25 years’ experience.
In addition to a mortgage brokers license, Andrea is a licensed real estate agent.
Stephen Dineley – Chief Financial Officer
Stephen Dineley is a retired partner of the accounting firm KPMG LLP, where he
was employed as a senior audit partner. Stephen has over 30 years’ experience in
the financial institution sector and has been providing consulting services to the
Fund since 2014.
Arjun Saraf – VP Finance and Mortgage Administrator
Arjun completed his undergraduate degree at Carleton University in Prelaw and
Economics and went on to achieve his CA designation. He also holds an Exempt
Market Dealer License and a Mortgage Broker license.
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Strategy
•
•
•
•
•

Primary focus is on first and second residential mortgages, with minimal
exposure to commercial mortgages.
Maximum LTV of 80%.
Terms of two years or less
Interest only and amortized mortgages; currently 44% are interest-only
mortgages.
100% focus on Ontario.

Portfolio Details
$77M across 372
mortgages at the
end of 2020, up 15%
YoY (despite the
pandemic), and
202% in the past five
years; Management
expects to reach
$100M by the end of
2021
First mortgages
accounted for 66%
at the end of 2020 vs
the historic average
of 60%

Average mortgage
size of $203k

Source: Company / FRC
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Focus on already
built single family
residential units

Exclusively focused
on ON; management
expects to remain
focused on ON

At the end of 2020,
the GTA accounted
for 42%, while the
remaining 58% was
spread across
Ottawa and secondtier cities such as
Hamilton, London,
Kitchener Waterloo,
etc.

67% LTV at the end
of 2020 vs the
historic average of
68%

Source: Company / FRC
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Majority of the
portfolio will mature
within 12 months

Lending rates have
been on a declining
trend since 2017 due
to increasing focus
on first mortgages,
declining market
rates, and increasing
competition

Source: Company / FRC

Like most MICs, NHMIF offered mortgage deferral plans to 51 borrowers; this
program ended in November 2020.
No realized loss in
2020

Loan loss provision
of 0.29% of 2020
year-end portfolio,
which we note is on
the lower end of
comparables
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3.2% of total
mortgages were in
default (30+ past
due) vs a 2015-2020
average of 3%
We believe the
default rates are in
line with
comparables

Source: Company / FRC

At the end of 2020, the MIC had $4.2M in mortgages in default (30+ past due).
However, this includes a $1.7M mortgage that is currently in dispute with its
borrower. The borrower took out the mortgage in 2018, stopped making payments
in 2019, and filed a claim against the Manager and other parties involved in the
transaction. Although the Manager filed a motion to dismiss, they have not been
able to see it through as the courts are closed due to the pandemic. As the MIC
has title on the property, and the mortgage is at 70% LTV, management does not
expect any loss. We note that the MIC’s accountant, KPMG, has not allocated any
loan loss provisions for this mortgage, implying their positive assessment.

Market Update
Sales of residential units in Toronto have rebounded sharply, with double digit YoY
growth rates every month since July 2020. Prices were up 15% YoY, and 8% MoM,
in February 2021. The sales to active ratio is also up YoY.

Strong rebound in
real estate sales
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Source: TREB and REBGV

Considering the rollout of vaccines, we expect an economic recovery in H22021. Lack of new immigrants and international students had a significant impact
on the country’s rental market. However, we expect a surge in both new immigrants
and students once travel restrictions are relaxed and conditions normalize. The
Federal Government recently increased its immigration targets for the next
three years to make up for last year’s decline due to the pandemic.
Moody’s estimates housing prices across the country will decline 7% in 2021, while
Royal LePage expects prices to appreciate 5.5%. We believe the low interest rate
environment will support residential sales and prices.
Moody’s and RPS Housing Price Forecast for 2021
Mixed forecasts for
real estate prices in
2021; we have a
positive outlook

Source: National Post, RPS Real Property & Moody’s
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As work-from-home culture is prompting people to move out of downtown areas,
we expect stronger demand and price growth in suburban areas. We also expect
the demand for office space to decline, which will prompt landlords to
reposition/convert their office space to residential units, bringing more supply to the
market. The low duration of MICs (as their mortgages are short-term) is a major
advantage, as it will allow them to adapt to changing demand and trends.

Financials
Management owns 100% of the voting shares, and these shares do not have any
rights to distributed cash flows. Investors and management hold preferred shares.
Currently, Class C and O shares are being offered. Class O is a recently formed
share class, offered to investors seeking exposure to lower LTV (<55%)
mortagages. Management’s target for 2021 is 5.5% for Class O and 7.5% for Class
A and Class C holders. Management and all other fees are the same for all share
classes.

Source: Company / FRC

Shareholders can request for redemptons any time on a 120 days notice, with no
penalties. This is an attractive feature as most MICs apply penalties for early
redemption.
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Revenue up 16%
YoY, and net income
up 21% YoY in 2020
due to higher
mortgage
receivables

NAV per share at $1

Note that the above figures may be slightly different from the figures reported by NHMIF (1) Inc. 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, Company

7.6% yield in 2020
vs 2015–2020
average of 8.3%;
Yields have declined
due to lower lending
rates

Dividends paid out
monthly

Source: FRC / Company
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Debt to capital at just
4%, implying
potential to enhance
yields; comparables
typically have a debt
to capital of 10%

The MIC has a $10M line of credit (prime + 1% p.a.) with the TD Bank (TSX: TD).

Risks
We believe the MIC is exposed to the following key risks:
➢ Diversification risks – 100% of the MIC’s mortgages are located in Ontario.
➢ A drop in housing prices will result in higher LTVs, as the value of collateral
decreases.
➢ Interest rate risks are minimal as most of the mortgages are short-term —
within 12 to 24 months.
➢ A downturn in the real estate sector may impact the company’s deal flow.
➢ Timely deployment of capital is critical.
➢ Investments in mortgages are typically affected by macroeconomic
conditions, and local real estate markets.

Rating
Based on our review of the MIC’s portfolio and its Manager’s track record and
mandate, we are initiating coverage on NMIF with an overall rating of 2-, and a
risk rating of 3. With interest rates expected to remain low over the next six to
12 months, we believe that NMIF’s 7.5% - 8.0% yield from a portfolio dominated
by single-family properties, and a LTV of 67%, offers an attractive risk adjusted
return.
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FRC Rating

Yield (2021)
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Rating

2-

Risk

3
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APPENDIX
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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.
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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