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Recommendation: BUY
Target Price (1 Year): $17.50
Prior: $17.50
Total Return (1 Year): 25.4%
Risk: Low

Market Data

Current Price $15.43
52-Wk Range $11.48-16.64
Mkt. Cap. (mm) $222
Dividend (NTM)* $1.81
Yield (NTM*) 11.7%

Financial Data (as at September 30, 2010)

Fiscal Y/E December 31
Shares O/S (mm) 14.4
BVPS (Est.) $8.92
P/BVPS 1.7x
Capital Ratio Tier 1 22.0%
Total Assets (mm) $578.7
ROE Annualized 20.1%

Estimates

Year 2009A 2010A 2011E
EPS $1.73 $1.76 $1.95
Prior EPS - - $1.95
Dividends $1.44 $1.19 $1.81

Valuations

Year 2009A 2010A 2011E
P/E Mult. 8.9x 8.8x 7.9x

MCAN Mortgage Corporation

Chart Courtesy Big Charts

Robin Cornwell
416-910-7985
rcornwell@catalystresearch.ca

Notes:  
All figures in Canadian dollars, unless otherwise specified.
* Next twelve months

Please see the final pages of this document for important 
disclosure information.

MCAN MORTGAGE CORPORATION
(MKP - TSX    $15.43)

Q4/10 Earnings in Line With Expectations
$1.00 Per Share Dividend Declared For March 31, 2011 Payout

Regular Dividend Increased by 4% – NTM Yield Forecast at 11.7%

MCAN Mortgage Corporation (“MCAN”) operations are conducted so as to continuously 
qualify as a Mortgage Investment Corporation (“MIC”) for purposes of the Income Tax Act 
(Canada).  MCAN’s dividend policy is to pay out substantially all of its taxable income to 
shareholders.  These dividends are deductible for income tax purposes to the Company and are 
taxable in the shareholders’ hands as interest income.  In addition, a MIC can pay certain capital 
gains dividends which are taxed as capital gains in the shareholders’ hands.  These unique at-
tributes make MCAN an ideal investment for pension and other tax deferred accounts such as 
RRSP and RIF accounts and particularly attractive for non-taxable TFSA accounts.  

Conclusion:  BUY – 12-Month Target Maintained at $17.50
MCAN reported net income for Q4/10 of $6.1 million or $0.42 per share or basically unchanged 
from the prior year and slightly above our expectations.  In addition, management declared a first 
quarter dividend of $1.00 per share payable on March 31, 2011 (record date March 2, 2011).  The 
first quarter dividend consists of MCAN’s regular dividend of $0.27 per share, up from $0.26 per 
share previously plus an extra dividend of $0.73 per share.  The latter was significantly higher than 
the $0.50 to $0.60 per share we expected.  

The quarter benefited from a 43% Y/Y increase in mortgage loans offset by lower net interest 
spreads.  Overall, net investment income in the quarter was $8.1 million, flat Y/Y and in line with 
our estimate.  Securitization income was significantly lower in the quarter driven largely by the 
negative impact of fair value adjustments.  Equity income from MCLP was $1.8 million in Q4/10 
versus $0.5 million in the same period last year.  MCLP recorded strong income on its acquired 
portfolios and good gains on the sale of other assets.  Provisions for Credit Losses (PCL) of $46,000 
in the quarter was well below the $1.4 million reported in the same period last year.    

For the fiscal year-ended 2010, net income was reported at $25.4 million or $1.76 per share for 
a Y/Y gain of 3%.  Total assets increased by 14% Y/Y to $579 million from $507 million in fiscal 
2009.  Net investment income increased by 3% to $31.7 million and was principally driven by a 
13% Y/Y increase in net interest income (interest earned on loans less deposit cost).  The strong in-
crease in net interest income resulted from a wider net interest spread (sharply lower deposit costs) 
and a 43% Y/Y increase in mortgage loans outstanding.  Equity income from MCAN’s ownership 
in MCLP increased by almost 150% to $3.7 million in fiscal 2010.  MCAN also benefited from a 
$0.4 million PCL reversal versus a PCL of $2.0 million in fiscal 2009.  Offsetting some of these 
gains was lower securitization and fee income.     

For 2011, we have maintained our forecast EPS of $1.95 for a Y/Y increase of 11%.  MCAN 
has a record of loan loss recoveries such that actual losses have been virtually negligible at 10 bps 
(basis points) over the last four years.  However, key to MCAN’s growth is its current excess lend-
ing capacity of some $100 million which we expect will accommodate average asset growth of 15% 
annually over the next several years.  We expect MCAN, in addition to its regular dividend of $1.08 
per share, to potentially pay an extra dividend in the first quarter of fiscal 2012 of $0.25 to $0.35 per 
share.  This would imply a total payout in 2012 of approximately $1.40 per share.

We recommend MCAN as a BUY with an expected share price target of $17.50 per share.  We 
conclude that MCAN’s asset growth potential, when combined with its strong credit experience, 
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positions it as an overlooked investment opportunity with a very attractive sustainable yield potential.  MCAN will be ideal for pension and other 
tax deferred accounts such as RRSP and RIF accounts and particularly attractive for non-taxable TFSA accounts.  

Valuation
Our one-year target price of $17.50 per share implies a 9.0 times multiple on our 2011 EPS estimate of $1.95.  Our valuation comparisons are made 
against the average ratios of (i) three other similar companies; namely, Home Capital, Equitable Group and Firm Capital, (ii) the averages of the 
six major Canadian chartered banks and high yield corporate bonds funds (refer to Catalyst’s initiating report dated January 24, 2011).  Our valua-
tion for MCAN also includes five key factors; namely, (i) earnings potential, (ii) risk profile, including overall leverage, (iii) expected profitability 
including return on equity, (iv) share liquidity and (v) its long standing Board of Directors representing significant shareholdings.

Based on our dividend expectation for calendar 2011 of $1.81, our target share price would imply a trailing yield of 10.30%.  At this level, MCAN’s 
yield would imply a 860 bps premium over the current one-year Government of Canada bond yield.  When compared to a high yield corporate bond 
fund, such as MHY.UN (monthly payout with a current yield of 7.08%), MCAN would support a premium yield of over 300 bps.

Our 9.0 times earnings multiple for MCAN does not appear unreasonable given the current 11.0 times average earnings multiple supported by Firm 
Capital and First National and the 11.9 times average 2011 earnings multiple currently supported by Home Capital, Equitable Group and the major 
Canadian banks.  MCAN, at our target price of $17.50, would imply a price to tangible book value of 200% which is still well below the 280% price 
to tangible book supported by the banks and Home Capital.

Other Quarterly Highlights
• MCAN reported net income of $6.1 million or $0.42 per share for Q4/10, flat on a Y/Y basis.  Total assets as at December 31, 2010 were 

$579 million, up 14% Y/Y and driven by a 43% Y/Y increase in mortgage loans.  Average ROE for Q4/10 was 19.0% versus 22.0% in the 
same period of 2009.  

• Net investment income in the quarter was $8.1 million, flat Y/Y and in line with our estimate.  
• Net interest income (interest earned on loans less deposit cost) in Q4/10 was $5.7 million.  The net interest income was helped by the 43% 

Y/Y increase in the total loan portfolio but offset by lower net interest spreads.  The average yield on mortgage loans in the quarter decreased 
to an estimated 7.07% from 8.65% in the same period last year.  The average cost of term deposits decreased less to an estimated 1.88% 
from 2.19% for a 1.27% narrowing of net interest spread.  

• Securitization income decreased to $37,000 from $1.8 million in the same quarter last year.  The decrease was primarily due to an increase 
in the net negative fair value adjustments to CMB-related financial instruments from $207,000 in the prior year to $1.1 million this quarter.  
The negative impact of the fair value adjustments this quarter was offset in part by an increase in refinancing and renewal gains. 

• Equity income from MCLP was $1.8 million in Q4/10 versus $0.5 million in the same period last year.  MCLP recorded strong income on 
its acquired portfolios and good gains on the sale of other assets.

• PCL of $46,000 in the quarter was well below the $1.4 million reported in the same period last year.  This quarter reflected a general mort-
gage provision of $141,000 and a reversal of $95,000 while last year reflected an increase to a specific mortgage provision.

• Impaired loans were $13 million as at the end of the period or 3.06% of total mortgages versus $13 million or 3.40% of total mortgages as 
at the end of last quarter and $17 million or 5.81% of total mortgages as at the same time last year.  

• Total mortgage arrears were $31 million as at December 31, 2010, down from $47 million as at the end of last quarter and unchanged from 
that of December 31, 2009.

Review of Fiscal 2010
For the fiscal year-ended 2010, net income was reported at $25.4 million or $1.76 per share for a Y/Y gain of 3%.  Total assets increased by 
14% Y/Y to $579 million from $507 million in fiscal 2009.  ROE decreased to 20.1% from 20.7% due to a higher level of common shareholders 
equity. 

• Net investment income increased by 3% to $31.7 million and was principally driven by a 13% Y/Y increase in net interest income.  The 
strong increase in net interest income resulted from a wider net interest spread (sharply lower deposit costs) and a 43% Y/Y increase in 
mortgage loans outstanding.  

• Net investment income was also helped by a net recovery in PCL of $0.4 million versus PCL of $2.0 million in fiscal 2009.
• Securitization income decreased to $3.9 million from $7.6 million as this activity is being de-emphasized.  Fee income declined by 31% 

Y/Y to $5.6 million largely due to lower fees received from MCLP.  Fee income also includes commitment, extension, renewal and letter 
of credit fees, and securitization income from its participation in the Canada Mortgage Bonds (“CMB”) program.     

• Equity income from MCAN’s ownership in MCLP increased by approximately 150% to $3.7 million in fiscal 2010.  The increase resulted 
in part from one-time gains at MCLP.

• Operating expenses increased by 7% Y/Y.  The operating expense ratio increased to 20.2% from 18.1% last year.
• ROE is estimated to have decreased to 20.1% from 20.7% in 2009, largely due to the increase in shareholders equity throughout the year.
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• Basel II Tier 1 Ratio is estimated at 22.0%, down from 27.7% as at the end of 2009.  The lower ratio was largely the result of the loan growth 
in the year.

• MCAN is estimated to have unused lending capacity as at the end of December 31, 2010 of approximately $100 million after adjusting for 
its March 2011 dividend.

MCAN Condensed Income Statement & Forecast

            3 Months Ended                                                       Years Ended

31-Dec 31-Dec 31-Dec 31-Dec 31-Dec 31-Dec 31-Dec
Income Statement 2010 2009 2007 2008 2009 2010 2011E

Interest & Securities Revenue
  Mortgage Interest 7,521,000$     7,413,000$     28,669,000$   33,429,000$   27,420,000$   25,828,000$    
  Loan & Investment Interest 309,000$        910,000$        5,728,000$     5,617,000$     3,878,000$     2,507,000$      
  Marketable Securities 31,000$          -$                    956,000$        (97,000)$         -$                    31,000$           
  Other Interest 105,000$        34,000$          1,299,000$     1,109,000$     234,000$        230,000$         
Interest & Securities Revenue 7,966,000$     8,357,000$     36,652,000$   40,058,000$   31,532,000$   28,596,000$   35,000,000$   

Other Revenues
Securitization  Income 37,000$          1,801,000$     1,190,000$     7,761,000$     7,558,000$     3,949,000$      
Fees 1,382,000$     1,893,000$     3,384,000$     5,051,000$     8,024,000$     5,561,000$      
Equity Income MCLP 1,779,000$     523,000$        890,000$        3,025,000$     1,456,000$     3,743,000$      
Gain on Sale of Mortgages -$                    -$                    22,000$          5,326,000$     -$                      
Total Other Revenues 3,198,000$     4,217,000$     5,486,000$     21,163,000$   17,038,000$   13,253,000$   11,600,000$   

Total Revenue 11,164,000$   12,574,000$   42,138,000$   61,221,000$   48,570,000$   41,849,000$   46,600,000$   

Financial Expenses
  Term Deposit Interest 2,134,000$     2,525,000$     18,996,000$   20,684,000$   13,133,000$   7,619,000$      
  Mortgage Expenses 882,000$        615,000$        3,699,000$     3,524,000$     2,761,000$     2,921,000$      
  Total 3,016,000$     3,140,000$     22,695,000$   24,208,000$   15,894,000$   10,540,000$   11,900,000$   

Provision for Credit Loss 46,000$          1,378,000$     517,000$        931,000$        2,035,000$     (387,000)$       400,000$        

Net Investment Income 8,102,000$     8,056,000$     18,926,000$   36,082,000$   30,641,000$   31,696,000$   34,300,000$   

Operating Expenses
  Salaries & Benefits 1,038,000$     933,000$        1,878,000$     2,226,000$     2,587,000$     2,711,000$     2,300,000$     
  General & Administrative 978,000$        1,019,000$     2,231,000$     3,508,000$     3,312,000$     3,620,000$     4,000,000$     

  Total Operating Expenses 2,016,000$     1,952,000$     4,109,000$     5,734,000$     5,899,000$     6,331,000$     6,300,000$     

Operating Income 6,086,000$     6,104,000$     14,817,000$   30,348,000$   24,742,000$   25,365,000$   28,000,000$   
Provision For Income Tax -$                    -$                    (26,000)$         -$                    -$                    -$                    -$                    

Net Income 6,086,000$     6,104,000$     14,843,000$   30,348,000$   24,742,000$   25,365,000$   28,000,000$   
  EPS - Basic & FD 0.42$              0.43$              1.12$              2.14$              1.73$              1.76$              1.95$              
Dividend Paid 0.26$              0.26$              1.00$              0.96$              1.44$              1.19$              -$                

Net Interest Income & Assets

Net Interest Income (1) 5,696,000$     5,798,000$     15,401,000$   18,362,000$   18,165,000$   20,716,000$   26,200,000$   
Mortgages 422,393,000$ 295,415,000$ 412,685,000$ 393,010,000$ 295,415,000$ 422,393,000$ 515,000,000$
Loans Receivable & Other 10,079,000$   16,885,000$   71,286,000$   35,624,000$   16,885,000$   10,079,000$   18,000,000$   
Securitizations 13,605,000$   73,590,000$   36,381,000$   39,743,000$   73,590,000$   13,605,000$   8,000,000$     
Total Assets 578,702,000$ 506,683,000$ 557,425,000$ 570,154,000$ 506,683,000$ 578,702,000$ 635,000,000$

Interest Margins (2)

Yield on Mortgages & Loans 7.07% 8.65% 7.31% 7.66% 7.48% 7.27% 7.40%
Cost of Term Deposits 1.88% 2.19% 4.43% 4.39% 3.12% 1.84% 1.85%
Net Spread 5.19% 6.46% 2.88% 3.27% 4.36% 5.43% 5.55%

Margins & ROE

Operating Expense Ratio (3) 24.7% 20.7% 21.1% 15.5% 18.1% 20.2% 18.2%
Return on Equity (4) 19.0% 20.0% 15.8% 28.1% 20.7% 20.1% 22.3%
Book Value Per Share 8.92$              8.58$              7.31$              8.20$              8.58$              8.92$               
Average Shares O/S 14,447,000     14,321,000     13,306,000     14,192,000     14,294,000     14,389,000     14,550,000     
Total Shareholders Equity 129,369,000$ 122,879,000$ 103,007,000$ 116,609,000$ 122,879,000$ 129,369,000$ 128,000,000$

     
Capital Ratios (4)

Regulatory Capital Mult. (5) 4.85x 4.61 5.66x 5.35x 4.61x 4.85  
Tier 1 Ratio (Basel II) 22.0% 27.7% 21.5% 23.7% 27.7% 22.0% 22.0%

(1) Net Interest Income is interest on mortages and other loans & investments less term deposit interest.
(2) As stated by MCAN and estimated for Dec. 31, 2010 quarter & year-end
(3) SG&A as a % of Net Investment Income before PCL.
(4) Average quarterly and estimated for Dec. 31, 2010 quarter & year-end.
(5) Regulated OSFI asset to capital multiple.
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Forecast For Year-Ended December 31, 2011
Mortgage loan growth is expected to slow in 2011 particularly in residential home construction.  However, the slowing is not expected to be mate-
rial.  We expect competition from the banking sector to ease especially in Ontario and British Columbia which will improve risk adjusted returns 
and allow for more volume growth.  In addition, MCAN has diversified further in Canada by moving away from its traditional markets of Ontario 
and Alberta.  We expect MCAN to more fully utilize its excess lending capacity in 2011.  We are forecasting mortgage growth of $75 to $85 million 
for the year or about 20% Y/Y.  Securitization assets are expected to remain basically unchanged as MCAN probably runs-off the portfolio.

Interest spreads on the loan portfolio are expected to show some widening, albeit mosdest.  The yield on average loans is expected to increase by 15 
bps while the cost of deposits remains basically unchanged.  We estimate that the net spread between the yield on mortgage loans and other loans 
and the cost of deposits to increase to slightly to 5.55% from 5.43% in fiscal 2010.

MCAN’s net investment income is forecast to increase by about 10% Y/Y.  The higher income is directly the result of the expected increase in 
the size of the mortgage portfolio.  Fee income and the equity income from MCLP are expected to decline slightly Y/Y.  Operating expenses are 
expected to be higher by about 7% Y/Y.  

Overall, credit quality is expected to stabilize.  PCL is forecast to increase to $0.4 million from the net reversal of $0.4 million in 2010.  Exclud-
ing the $2.0 million recovery in 2010, PCL is expected to trend lower.  Impaired loans net of specific allowances are expected to be about 3.00% 
compared to 3.06% for 2010.  

Net income is forecast to increase by approximately 11% Y/Y to an estimated $28.0 million or about $1.95 per share.  We expect the ROE to average 
22.3%, up from 20.2% in 2010.  We expect MCAN’s regular dividend to be maintained at $1.08 per share in 2012 with an extra dividend payable in 
the first quarter of fiscal 2012 of $0.25 to $0.35 per share.  This would imply a total payout in 2012 of approximately $1.40 per share.

Review of MCAN’s Business Model
MCAN’s business model is designed to generate a steady and reliable stream of income by investing in a portfolio of mortgages (including single 
family residential, residential construction, non-residential construction and commercial loans) as well as other types of loans and investments, real 
estate and securitization investments.  

MCAN employs leverage on its invested capital by issuing term deposits eligible for Canada Deposit Insurance Corporation (“CDIC”) deposit 
insurance.  The term deposits are sourced through a network of independent financial agents.  MCAN invests its own equity capital and the funds 
derived from the term deposits in eligible investments such as residential mortgages.  

MCAN derives its income from fees as well as net interest revenue which is the difference or spread between revenue earned on assets and the cost 
of the term deposits issued.  Consequently, the size of MCAN’s investment portfolio is important to its total earning capacity.
 
MCAN, like the Canadian chartered banks, is federally regulated by the Office of the Superintendent of Financial Institutions (“OSFI”).  For regu-
latory purposes, OSFI has provided MCAN with a consolidated regulatory leverage maximum on capital employed which limits the amount of 
assets MCAN may acquire.  However, in addition, MCAN as a MIC is also limited by the Income Tax Act (Canada) (“Tax Act”) which enforces a 
liabilities to capital ratio of 5:1 (or an assets to capital ratio of 6:1) based on MCAN’s non-consolidated balance sheet measured at its tax value.  The 
maximum leverage permitted under the Tax Act is actually more constraining on the Company than the regulatory assets to capital ratio mandated 
by OSFI.  For this reason, MCAN manages its assets to a level of 5.75 times capital based on its non-consolidated balance sheet at its tax value to 
provide a prudent cushion between the maximum and total actual assets.

In actual fact, MCAN’s leverage ratio is very conservative when compared to the over 21:1 ratio currently supported by the major Canadian char-
tered banks.  Furthermore, MCAN’s Tier 1 Ratio as defined by Basil II (international bank capital guidelines) is 23.8% compared to the Canadian 
bank average of 13.1%, implying that MCAN has almost double the capital supporting its assets and liabilities. 



Catalyst Equity Research Inc.  17567 Centreville Creek Road, Caledon, ON Canada L7K 2L9
Tel:  (416) 910-7985     www.catalystresearch.ca

Page 5 March 07, 2011

Definition of Risk Rankings
Low:  Low financial and operational risk, high predictability of financial results with stronger than average balance sheet and strong free cash flows.  Company may 
pay substantial dividends or have an active share repurchase program. 
Medium:  Moderate financial and operational risk, moderate predictability of financial results, positive free cash flows and may or may not pay a dividend.
High:  High financial and/or operational risk, low predictability of financial results.  Limited financial history, negative free cash flows, adequate working capital and 
no dividends.

Definition of Research Ratings
The Catalyst research recommendation structure consists of the following categories:
Buy:  The stock’s total return, including dividends paid, is expected to exceed a minimum of 15% on a risk-adjusted basis, over the next 12 months.
Hold:  The stock’s total return, including dividends paid, is expected to be between 0% and 15%, on a risk-adjusted basis, over the next 12 months.
Sell:  The stock’s total return, including dividends paid, is expected to be negative over the next 12 months.
Speculative:  The stock’s total return is expected to exceed 30% over the next 12 months; however, there is material event risk associated with the investment that 
could result in significant loss.
Note:  Analysts have discretion within 500 basis points of the upper and lower limit of each rating to maintain the recommendation.

Analyst Certification
All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities or issuers.  No 
part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by the responsible analyst(s) in this report.

The information contained in this report has been compiled by Catalyst Equity Research Inc. (“Catalyst”) from sources believed to be reliable, but no representation 
or warranty, express or implied, is made by Catalyst, its affiliates or any other person as to its accuracy, completeness or correctness.  All opinions and estimates con-
tained in this report represent Catalyst’s judgment as of the date of this report and are subject to change without notice and are provided in good faith but without legal 
responsibility.  This report is not an offer to sell or a solicitation to buy any securities.  Catalyst and its affiliates may have a relationship or may receive compensation 
for services with some or all of the issuers mentioned.  Catalyst or its affiliates or officers, directors, representatives, associates may have a position in the securities 
mentioned herein, and may make purchases or sales of these securities from time to time in the open market or otherwise.  The securities discussed may not be eligible 
for sale in all jurisdictions.  To the full extent permitted by law neither Catalyst nor any of its affiliates, nor any other person, accepts any liability whatsoever for any 
direct or consequential loss arising from any use of this report or the information contained herein.  No matter contained in this document may be reproduced or copied 
by any means without the prior consent of Catalyst.  This report is not for distribution in the United States of America.
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