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Disclaimer 
This report has been prepared solely for informative purposes as of its stated date and is not a 
solicitation, or an offer, to buy or sell any security. It does not purport to be a complete 
description of the securities, markets or developments referred to in the material. Information 
included in the report was obtained from internal and external sources which we consider 
reliable, but we have not independently verified such information and do not guarantee that it is 
accurate or complete. Such information is believed to be accurate on the date of issuance of the 
report, and all expressions of opinion apply on the date of issuance of the report. No subsequent 
publication or distribution of this report shall mean or imply that any such information or 
opinion remains current at any time after the stated date of the report. We do not undertake to 
advise you of any changes in any such information or opinion. Prices, yields, and availability are 
subject to change with the market. Nothing in this report is intended, or should be construed, as 
legal, accounting, regulatory or tax advice. 
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HCG Background: Canadian Housing Market 
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HCG Background: Canadian Housing Market 1990-2014 
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Canadian Housing Market 
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HCG Background: Canadian Housing Market Today 
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HCG Background: Canadian Housing Market Today (cont’d) 



| CONFIDENTIAL 7 

Potential of up to $960mm in fraudulent mortgages originated in 
2014 alone (and at least $1bn originated in prior years)… 
▪ Insufficient reserves for losses 
▪ Increasing on and off Balance Sheet risk 
▪ Increased reliance on Short Term funding 
▪ Mortgage fraud 
▪ Management credibility 
▪ Key resignations 
▪ Insider trading 
▪ EPS games 

HCG Key Facts 
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Insufficient Reserves 



| CONFIDENTIAL 9 

Change in Allowance

thousands of Canadian dollars (Unaudited) 2015 2015 2014 2014 2014 2014

Q2 Q1 Q4 Q3 Q2 Q1

Individual allowances

Allowance on loan principal

Balance at the beginning of the period $ 1,792     $ 2,103                   $ 2,638                  $ 1,744                    $ 1,669                    $ 1,638                   

Provision for credit losses 1,437     1,720                   2,761                   2,889                  2,440                  2,664                  

Write-offs (1,538)   (2,451)                (3,462)               (2,254)               (2,693)               (2,794)               

Recoveries 462        420                        166                         259                        328                        161                          

2,153     1,792                   2,103                   2,638                  1,744                   1,669                   

Allowance on accrued interest receivable

Balance at the beginning of the period 703        620                        795                        773                        781                         840                        

Provision for credit losses 229        83                            (175)                      22                            (8)                             (59)                         

932        703                        620                        795                        773                        781                         

Total individual allowance 3,085    2,495                  2,723                  3,433                  2,517                   2,450                  

Collective allowance

Balance at the beginning of the period 34,700  34,100               33,500              32,900              32,100               31,500               

Provision for credit losses 600        600                        600                        600                        800                        600                        

35,300  34,700              34,100               33,500              32,900              32,100               

Total allowance $ 38,385  $ 37,195               $ 36,823              $ 36,933               $ 35,417                $ 34,550              

Total provision $ 2,266    $ 2,403                  $ 3,186                   $ 3,511                     $ 3,232                   $ 3,205                  

Allowance for Credit Losses 

▪ $38mm Allowance on ~$18bn in loans, or ~0.20% 
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(000s, except %)
% of Gross % of Gross % of Gross % of Gross % of Gross % of Gross

Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1)

Provision (2)
Single-family residential mortgages $ 1,131    0.03% $ 1,493        0.05% $ 2,263       0.07% $ 2,646       0.09% $ 2,184        0.07% $ 2,414        0.09%
Residential commercial mortgages (3) (4)         (0.01)% 8                     0.01% 24                 0.04% -                      - -                      - (25)              (0.05)%
Non-residential commercial mortgages 321       0.10% 202             0.07% 81                  0.03% 92                 0.03% 20                 0.01% 77                 0.03%
Credit card loans 198       0.23% 94                 0.11% 128              0.15% 164              0.20% 170              0.22% 109              0.15%
Other consumer retail loans 20         0.03% 6                     0.01% 90                 0.19% 9                     0.01% 58                 0.06% 30                 0.03%
Securitized single-family residential mortgages -            - -                      - -                      - -                      - -                      - -                      -
Securitized multi-unit residential mortgages -            - -                      - -                      - -                      - -                      - -                      -
Total individual provision 1,666   0.04% 1,803        0.04% 2,586       0.06% 2,911         0.06% 2,432       0.05% 2,605       0.06%
Total collective provision 600      0.01% 600             0.01% 600             0.01% 600             0.01% 800             0.02% 600             0.01%
Total provision $ 2,266  0.05% $ 2,403       0.05% $ 3,186        0.07% $ 3,511         0.08% $ 3,232       0.07% $ 3,205       0.07%

Net Write-Offs (2)
Single-family residential mortgages $ 882      0.03% $ 1,867        0.06% $ 3,054       0.10% $ 1,638        0.05% $ 2,031        0.07% $ 2,376       0.09%
Residential commercial mortgages (3) (4)         (0.01)% 8                     0.01% 24                 0.04% -                      - -                      - -                      -
Non-residential commercial mortgages (4)         (0.00)% 9                     0.00% 56                 0.02% 107              0.04% 12                  0.00% 27                 0.01%
Credit card loans 152       0.18% 152              0.18% 114               0.14% 179              0.22% 231              0.30% 168              0.22%
Other consumer retail loans 50         0.09% (5)                  (0.01)% 48                 0.10% 71                  0.07% 91                  0.10% 62                 0.07%
Securitized single-family residential mortgages -            - -                      - -                      - -                      - -                      - -                      -
Securitized multi-unit residential mortgages -            - -                      - -                      - -                      - -                      - -                      -
Net write-offs $ 1,076   0.02% $ 2,031        0.04% $ 3,296       0.07% $ 1,995        0.04% $ 2,365       0.05% $ 2,633       0.06%

2014
Q1

Amount

2014
Q3

2014
Q2Q2 Q1 Q4

2015 2015 2014

Provision for Credit Losses  

▪ Even with fraud exposed, the Provision hasn’t increased 
– It has actually decreased! 

▪ Provisions of 0.05% of Gross Loans 
▪ Every 1% increase in provisions equals 7.9% decrease in equity 
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Increasing On and Off Balance Sheet Risk 
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Credit Risk: Mortgage Portfolio On Balance Sheet
(000s, except %) 2015 2015 2014 2014 2014 2014

Q2 Q1 Q4 Q3 Q2 Q1

Total mortgage portfolio balance (net of individual allowance) $ 17,387,281 $ 17,589,031 $ 17,746,378 $ 17,725,745 $ 17,305,488 $ 17,119,866

Percentage of residential mortgages 92.4% 93.2% 93.8% 94.0% 94.1% 94.2%

Percentage of non-residential mortgages 7.6% 6.8% 6.2% 6.0% 5.9% 5.8%

Percentage of mortgage portfolio insured (1) 24.0% 25.7% 27.7% 29.6% 32.2% 34.6%

Percentage of mortgages current 98.0% 98.1% 97.9% 98.0% 97.9% 97.8%

Percentage of total mortgages over 90 days past due 0.28% 0.29% 0.34% 0.34% 0.38% 0.37%

(1) Insured loans are loans insured against default by CMHC or another approved insurer either individually at origination or by portfolio.

Uninsured Mortgages are now 76% of the portfolio 

▪ HCG is taking more Balance Sheet risk  
– Uninsured mortgages increased from 65% in 

Q1 2014 to 76% in Q2 2015 
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HELOC or Home Equity Credit Card? 

 HCG offers a Visa card secured by the equity in your home  
(now you really can use your home as a credit card!) 

 Unpaid Principal Balance is Only $34mm 
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▪ Over the past 2.5 years, HCG originated $3.6bn in Insured Loans 
– Insured Loans typically have a 5-year maturity 

▪ 2014 Insured Originations were $1.79bn 
– Fired brokers originated 32% of these 2014 Insured Loans 
– We don’t know how much was originated in 2013 and 2015 

▪ If these loans default, the insurer can put them back to HCG 
▪ This risk is undisclosed and unquantified 

Potential Undisclosed Off Balance Sheet Liability 
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Reliance on Short Term Funding 
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▪ Floating liabilities now exceeds HCG’s Book 
Value of Equity  
– Have more than doubled in the last year 

▪ This increases the risk of a bank run 
 

Increasing Reliance on Short Term Deposits 

Quarter Year Floating 0-3 Months 3 Months - 1 Year 1 to 5 Years 5+ Years
Q1 2016 2,221,738 3,289,852 5,774,737 7,325,386 496
Q4 2015 1,819,881 2,385,079 6,646,785 7,585,441 0
Q3 2015 1,663,838 3,921,779 5,044,946 7,641,677 80,176
Q2 2015 1,515,564 4,472,913 4,866,542 7,601,287 80,997
Q1 2015 1,093,393 4,542,324 4,851,287 8,068,697 83,865
Q4 2014 898,909 3,934,508 5,853,264 7,051,045 494,757
Q3 2014 784,068 4,581,100 5,729,587 7,756,631 0
Q2 2014 577,053 4,830,956 5,817,828 7,599,114 0

Quarter Year Floating 0-3 Months 3 Months - 1 Year 1 to 5 Years 5+ Years
Q1 2016 11.937% 17.676% 31.027% 39.358% 0.003%
Q4 2015 9.871% 12.936% 36.051% 41.142% 0.000%
Q3 2015 9.066% 21.369% 27.489% 41.639% 0.437%
Q2 2015 8.176% 24.129% 26.253% 41.005% 0.437%
Q1 2015 5.866% 24.369% 26.027% 43.288% 0.450%
Q4 2014 4.930% 21.580% 32.103% 38.673% 2.714%
Q3 2014 4.159% 24.301% 30.393% 41.146% 0.000%
Q2 2014 3.065% 25.663% 30.905% 40.367% 0.000%

% of Total
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▪ Why is Oaken (HCG Subsidiary) willing to pay significantly 
more than other institutions for 90 day deposits?  
 

Which of These is Not Like the Others? 

Source:  Ratehub.ca  
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Historical GIC Rates - 2015 

Source:  Ratehub.ca  
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Mortgage Fraud 
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Announced Q2 2015 origination numbers on July 10, 2015… 
▪ Originated $1.3bn in uninsured mortgages 

– Street expectations were $2.0bn 
▪ Originated $280mm in insured mortgages 

– Street expectations were $450mm 
▪ Expected EPS of $1.03 for Q2 

– Street expectations were $1.11 
▪ No mention of firing brokers 

– Only mentioned an “ongoing review of it business partners” 

July 10, 2015:  Preannouncement … “First Cockroach” 
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Ontario Securities Commission requested that HCG disclose 
Income Verification Fraud on July 29, 2015… 
▪ Management admitted to knowledge of Income Verification 

Fraud since September 2014 
▪ However, management did not think it was material enough to 

disclose (this lack of “materiality” becomes a pattern later) 
▪ HCG disclosed that it had suspended 45 brokers to date 

– These brokers originated $960.4mm in loans for 2014 (~10.85% 
of all 2014 originations) 
▫ 6.5% of 2014 Uninsured originations 
▫  32% of 2014 Insured originations 

– Management has not disclosed originations for these brokers 
for years prior to 2014 or for 2015 

July 29, 2015:  Fraud Announcement… “Roach Infestation” 
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Who Are These Fired Brokers?  

HCG President Martin Reid told The Financial Post on July 18 
that Interfinance Mortgage Corp. had been fired 
▪ Interfinance is run by Kiran Kaushal 
▪ Kaushal also runs the Shayam Kaushal 

Charitable Foundation (SKCF) 
▪ HCG has been a benefactor of SKCF for 

several years 
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HCG has raised over $100,000 for the SKCF… 

HCG and Shayam Kaushal Charitable Foundation 
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HCG President Martin Reid has been honored many times by SKCF 

HCG and Shayam Kaushal Charitable Foundation (cont’d) 
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HCG VP of Residential Mortgage Lending, Pino Decina, 
has also been honored by SKCF 

HCG and Shayam Kaushal Charitable Foundation (cont’d) 
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HCG and Interfinance appear to have had a long and 
profitable relationship 

▪ Relationship dates back at least to 2011 
▪ HCG was Premium Title Sponsor of SKCF in 2012 
▪ Kaushal said this to the Financial Post on July 18 (and 

then quickly ended the interview): 
– “I am a broker, I don’t work with Home Capital.” 

▪ When we asked Martin Reid about Interfinance, he said: 
– “ I can’t comment on the names.” 
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Gerry Soloway on Mortgage Fraud - 2010 

 

http://www.macleans.ca/economy/business/the-ideal-crime/ 
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Management Credibility 
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Management has also publicly downplayed other material pieces of 
information… 

▪ It blamed “weather” (i.e. snow in Canada) and a “conservative approach” for Q1 
2015 originations shortfall 
– We have to believe that fired brokers contributed significantly to this shortfall 

Management has repeatedly lied…. 
▪ Management shared with me that 12-24 brokers were cut off  

– press release stated 45 
▪ Management said during a Q2 conference call that a “very small portion” of its 

$960mm in mortgages (from fired brokers) had falsified documents 
– The following day, HCG issued a press release clarifying that the “very small 

portion” refers to its overall mortgage portfolio! 
▪ Management stated that the bulk of the fraudulent loans were originated in 2014 

(was actually less than half) 

Management has shared false information on many occasions 

“When it becomes serious, you have to lie”    ~Jean-Claude Juncker~ 
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New Disclosures:  Other Meeting Fees 

 Notice the “Other Meeting Fees” column (this was new for 2014) 
 The “Ad Hoc Committee” cost HCG a total of $12,583 
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New Disclosures:  Other Meetings Fees (cont’d) 

Unclear how much time and money has been spent on 
investigating fraud… 
▪ Management has not said who they hired, and how much time 

and money they have spent on the fraud investigation 
▪ Total Board meetings increased from 21 in 2013 to 26 in 2014 
▪ Meetings attended by the CEO (i.e. traditional Board meetings, 

not committee meetings) also increased by 5  
– 10 meetings in 2013 and 15 meetings in 2014 

▪ This implies that none of the additional Board meetings were for 
the Ad Hoc Committee 

▪ Paid time spent by Board member James Baillie (lawyer and 
member of the Ad Hoc Committee) on investigation of fraud 
appears to be less than 8 hours 
– Assuming top lawyer hourly rate of $400+ and Ad Hoc 

Committee expense for Baillie of $3,000 
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New Disclosures: Q1 2015 LTV Changes 

As at As at Difference

March 31 March 31

2015 2015

Weighted-Average Weighted-Average

Current LTV (1) Current LTV (1)

75% 65% 75% 65%

British Columbia 64.4% 86.7% 48.8% British Columbia 57.6% 90.2% 60.4% -6.8%
Alberta 63.8% 82.7% 50.4% Alberta 56.5% 89.1% 64.2% -7.3%
Ontario 67.0% 73.6% 36.8% Ontario 61.0% 79.7% 49.1% -6.0%
Quebec 65.6% 89.0% 41.6% Quebec 63.2% 89.2% 45.4% -2.4%
Other 64.4% 84.3% 49.3% Other 61.4% 85.9% 53.4% -3.0%
Total 66.7% 75.1% 38.1% Total 60.7% 81.0% 50.1% -6.0%
(1) Weighted-average LTV is calculated by dividing the sum of the products of LTVs and loan balances by the sum of the loan balances.

As Reported Q2 2015 As Reported Q1 2015

Percentage of Total Value of 
Outstanding Mortgages with 

Current LTV less than or Equal to

Percentage of Total Value of 
Outstanding Mortgages with 

Current LTV less than or Equal 
to

▪ Management failed to correct what it described as a “non-material double 
counting” error in its Q1 2015 LTV calculations 

– This “error” made the LTVs in Q1 2015 look better than they actually were 
▪ Management specifically commented on the LTV of oil-producing regions in its Q1 

2015 earnings press release 

– Stated LTV of 55.7%, which is mathematically impossible based on actual LTVs 
for each region (all greater than 55.7%) 
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Key Resignations 
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▪ CFO resigned in November 2014 but he remains on the Board 
▪ Chief Risk Officer left unannounced, with a replacement CRO 

appointed in January 2015 
▪ Board Member James Baillie resigned in July 2015 

– He was the former head of Ontario Securities Commission 
(SEC equivalent) and a part of the “Ad Hoc Committee” 

– Two days after his departure HCG admitted mortgage fraud 
– Management said it would replace him by the end of Q3 2015 

but no one has been appointed yet 

Key Resignations/Firings 
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Insider Trading 
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▪ Mortgage fraud was known in September 2014 
▪ The fraud was not disclosed though until July 29, 2015, but 

management personally sold stock before disclosure 

Insider Trading on Top of Mortgage Fraud 
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Gerald Soloway (CEO) and John Marsh (Board member) have had 
similar insider trading dealings together in the past… 
▪ Fleet Corp tendered to repurchase 22% of its shares in 1987 

– Repurchase price was $10.75 per share (50% above the then Fleet 
share price) 

▪ Soloway and Marsh were Fleet Corp. Directors and/or Officers at the 
time, and Home Capital was a large shareholder 
– Fleet stated that no insiders would tender shares, but all three men as 

well as HCG sold into the tender 
– Soloway was banned from trading for one year by OSC 

▪ Fleet Corp ended up selling for pennies in 1988 

Insider Trading– Not Their First Rodeo 
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EPS Games 



| CONFIDENTIAL 39 

Hiding Losses in AOCI? 

▪ HCG is not recognizing Mark-to-Market Losses on the Income Statement 
– This is allowable per IFRS 

▪ HCG says this is due to their Preferred Stock holdings declining in value 
▪ How much worse do the losses need to be for HCG to recognize an 

impairment charge? 
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Relying on Securitization Income 

▪ Q2 2015 Securitization Income was up 23% YoY 
– This was ~10% of Pretax Income 

▪ Excluding this increase, EPS would have been $0.02 lower than reported 
▪ Securitization gains should decrease going forward as the volume of 

Insured Mortgages has decreased 
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Updated as of December 18, 2015 

Addendum 
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Fired Broker Exposure:  New Disclosures 

 $960mm originated in 2014 (according to management) 

 Now claiming it had $1.9bn on its Balance Sheet in Q2 2015 

 Q3 2015 Balance Sheet exposure is now $1.7bn 

 How were these numbers not disclosed in Q2 2015?  

 Did Management not know them in July? 

 It’s been more than a year since the fraud was 

discovered 

 Does HCG have the systems to track originations by 

broker? 

 Is HCG deliberately dragging its feet hoping to dribble out 

bad news over longer period of time? 



| CONFIDENTIAL 43 

HCG’s Portfolio is Riskier Than it Wants to Admit 

 HCG hasn’t written down the mortgages from 

fired brokers that it said it wouldn’t renew (~10%) 

 HCG relies on LTV as the primary factor in 

determining write-downs 

 HCG doesn’t know the source of down payments 

(e.g., 2nd/3rd mortgages) 
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Q3 2015 Uninsured Mortgages now 76.5% of Portfolio  

The Balance Sheet continues to get riskier… 
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Provision for Credit Losses in Q3 2015  

Provision for Credit Losses  and Net Write-Offs as a Percent of Gross Loans on an Annualized Basis

(000s, except %)
% of Gross % of Gross % of Gross % of Gross % of Gross % of Gross % of Gross

Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1) Amount Loans (1)

Provision (2)
Single-family residential mortgages $ 1,805   0.06% $ 1,131          0.03% $ 1,493        0.05% $ 2,263       0.07% $ 2,646       0.09% $ 2,184        0.07% $ 2,414        0.09%
Residential commercial mortgages (3) -            - (4)                  (0.01)% 8                     0.01% 24                 0.04% -                      - -                      - (25)              (0.05)%
Non-residential commercial mortgages 237      0.06% 321              0.10% 202             0.07% 81                  0.03% 92                 0.03% 20                 0.01% 77                 0.03%
Credit card loans 163       0.19% 198              0.23% 94                 0.11% 128              0.15% 164              0.20% 170              0.22% 109              0.15%
Other consumer retail loans 44         0.07% 20                 0.03% 6                     0.01% 90                 0.19% 9                     0.01% 58                 0.06% 30                 0.03%
Securitized single-family residential mortgages -            - -                      - -                      - -                      - -                      - -                      - -                      -
Securitized multi-unit residential mortgages -            - -                      - -                      - -                      - -                      - -                      - -                      -
Total individual provision 2,249  0.05% 1,666        0.04% 1,803        0.04% 2,586       0.06% 2,911         0.06% 2,432       0.05% 2,605       0.06%
Total collective provision 600      0.01% 600             0.01% 600             0.01% 600             0.01% 600             0.01% 800             0.02% 600             0.01%
Total provision $ 2,849  0.06% $ 2,266       0.05% $ 2,403       0.05% $ 3,186        0.07% $ 3,511         0.08% $ 3,232       0.07% $ 3,205       0.07%

Amount

2014
Q4

2014
Q3Q3 Q2 Q1

2015 2015 2015
Q1

2014
Q2

2014

▪ Even with more than double the amount of questionable 
mortgages, the Provision increased by 1 basis point 
 

▪ Provisions of 0.06% of Gross Loans 
– Still lower than Q3 2014 
 
 



| CONFIDENTIAL 46 

Allowance for Credit Losses in Q3 2015 

$39mm Allowance on ~$18bn in loans, or ~0.21% 
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AOCI Update 

▪ Unrealized losses increased 50% to $68mm in Q3 2015, from 
$47.5mm in Q2 2015 

▪ AOCI continues to deteriorate as mark to market losses are not 
realized and run through the income statement 

▪ When will HCG recognize the impairment? 
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Fitch Maintains Rating, Downgrades HCG Outlook 

 Fitch was unable to quantify Insured Mortgage Put 

Back risk  

 Fitch Analyst had minimal contact with management 

― When there was contact, Management did not 

answer Fitch’s questions to its satisfaction 

 We believe the Audit Committee should speak with 

the Fitch Analyst 



| CONFIDENTIAL 49 

Martin Reid on BNN 12/07/2015 

“Come Q2 [2016], we will be back on track with our growth”… 

 Soloway on Q2 2015 call: 

“Looking ahead, our focus remains on generating 
future growth that is sustainable and prudent, and 
are making the investments in our business that 
will help us achieve that goal. So to long suffering 
shareholders I say stick with us because we are 
committed to delivering and over the next 
few quarters, we will demonstrate that.” 

Why the return to growth in Q2 2016?  What has changed? 
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ROE Target Revision 

 On December 7, 2015, HCG lowered its 

Medium Term ROE target from 20% to 16% 

 In July 2015, Soloway said: 

“We at Home continue to expect that Home 
will meet its three to five year mid-term 
targets, reflecting the continued strength of 
the overall business, its diverse source of 
growth and the company's expectation of 
improving originating volumes for the 
remainder of the year and going forward.” 
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Soloway says that Insurers will cover losses from fraud 

 Q2 2015 HCG Earnings Call on 7/30/2015 
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Genworth Canada (MIC) Disagrees 

 MIC CEO Stuart Levings on 8/05/205 
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Genworth Canada (MIC) Commentary on HCG 

 MIC management has suggested the following 

during private meetings: 

― MIC will not insure any new HCG mortgages 

― HCG’s systems are not adequate for vetting and 

tracking mortgage originations 

― MIC likely would not pay an HCG claim 

― MIC does not understand why HCG loan review 

is taking so long 
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Loan Review: Why Is It Taking So Long? 

 Reid says it will be finished by the end of 2016 … but why will 

it take this long? 

 Average loan balance is $300,000 

― Implies ~5,600 mortgages (based on $1.7bn loan exposure) 

― Assume one person makes 30 calls per day 

― 12 people making calls would result in 360 calls per day 

(which would mean all employers would be called within 

15 days!) 
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Continued Insider Selling and Lack of Insider Buying 

 Soloway exercised 40,000 options and then immediately sold 

them 

― He could have sold a portion to pay taxes and held the rest… 

Why did he sell them all? 

― Soloway knew about the fraud and sold anyway in 

November of 2014 

 If the company is buying back shares, why won’t executives do 

the same? 

― Reid claims he bought stock, but he actually exercised options 

with an ~$8 strike price 
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Regulatory Reserves Likely to Increase 

Jeremy Rudin – Superintendent OSFI: 

Source: http://www.theglobeandmail.com/report-on-business/economy/housing/mortgage-fraud-poses-key-threat-in-canadian-

housing-market-osfi/article27750486/ 
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Updated as of February 29, 2016 

Addendum 
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Fired Broker Mortgage Update - Q4 2015 

 Quality of the loans is deteriorating 

― Only 86% of loans reviewed in Q4 are eligible for renewal 

 Approximately 40% through with review 
― Now state that ~90% are eligible for renewal (vs. 92-93% as 

stated on Q3 call) 
 Total Value now $1.55bn vs. $1.72bn in Q3 

% Reviewed % Eligible for Renewal Wtd Average
Q3 2015 25.00% 92.50% 23.13%
Q4 2015 15.00% 85.83% 12.88%
Total 40.00% 90.00% 36.00%
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Increasing Balance Sheet Risk:  Record Low Provisions 

HCG Provisions are a paltry 0.03% … 

… even after more suspect loans would not be refinanced 
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Increasing Balance Sheet Risk:  Commercial Mortgages 

Writing riskier Commercial Mortgages 
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Increasing Balance Sheet Risk:  Other Loans 
Other Loans up 11% sequentially to hit origination targets 
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Increasing Balance Sheet Risk:  Increased Alberta exposure 

HCG actually increased its Alberta loan exposure 20 bps 
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Q4 15 Mortgage Originations declined, contrary to Q3 call 

Soloway misled investors on the Q3 call 

Originations were down sequentially and YoY in Q4 
HCG Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
($MM) 2013 2014 2014 2014 2014 2015 2015 2015 2015
Uninsured Gross Originations $1,230.0 $1,480.0 $1,530.0 $1,780.0 $1,480.0 $960.0 $1,290.0 $1,510.0 $1,304.3
Insured Gross Originations $357.1 $353.0 $619.6 $522.9 $353.0 $180.0 $279.5 $416.3 $515.9
Total Originations $1,587.1 $1,833.0 $2,149.6 $2,302.9 $1,833.0 $1,140.0 $1,569.5 $1,926.3 $1,820.2

YoY Change
Uninsured Gross Originations 6.03% 49.49% 23.39% 35.88% 20.33% -35.14% -15.69% -15.17% -11.87%
Insured Gross Originations 104.99% 59.66% 138.03% 91.82% -1.15% -49.01% -54.89% -20.39% 46.15%
Total Originations 18.96% 51.35% 43.28% 45.51% 15.49% -37.81% -26.99% -16.35% -0.70%
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HCG recognized gain from acquisition accounting 

 Non-Cash Gain from Deferred Tax Assets was recognized 
from the acquisition of CFF Bank 
― DTA increased by $15mm for Q4 
― DTA increased by $13.7mm in December alone 

 
 CFF Retained Earnings increased by ~$13mm in Q4 

― HCG recognized this gain in their income statement  
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AOCI Update 

HCG continues to hide losses in AOCI 
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AOCI Update:  HCG’s Preferred Portfolio is under water 

Soloway stated that all Preferreds are Investment Grade… 

… this was a lie… less than half are actually Investment Grade 
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AOCI Update:  HCG refuses to recognize loss on Preferreds 

Why hasn’t HCG impaired its Preferreds?  

… only 40.4% are investment grade vs. 51.4% in 2014 and 55.7% in 2013 

How is this not evidence of a credit event? 

Martin Reid says only a credit event would make them impaired… 
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AOCI Update:  HCG refuses to recognize loss on Preferreds 

HCG will not identify their Preferred Stock Holdings 
Question from Q1 2016 earnings call 

If “very little are in BBB+” how can only 40.4% be investment grade? 
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S&P lowered its Credit Outlook on HCG to Negative 

 Potential credit downgrade if capital levels fall 
― Payoff of debt and buyback of stock would lower 

capital ratios 
 

 HCG hasn’t “fired” S&P 
― It claimed Fitch outlook downgrade didn’t matter 

because Fitch was fired by HCG 
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Management misspoke yet again 

In Q4, Soloway said that no succession planning action was imminent… 

… 18 days later HCG announces Martin Reid will succeed as CEO 
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Updated as of July 21, 2016 

Addendum 
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Dutch Tender announced on 2/11/2016 Stock was $25.36 

HCG bought back $150mm in stock at $37.80 on 4/15/2016  

Martin Reid sells 30,000 shares of stock at $34.30 on 5/26/2016 
 

HCG paid a 49% premium to unaffected price...but why? 

John Marsh sells $5mm in stock at $28.74 from 9/08/16-9/12/16 
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Dutch Tender continued 
HCG bought back $150mm in stock at $37.80 on 4/15/2016  

Dutch Tender 

Announced 

Dutch Tender 

Completed 
Martin Reid 

sells $1mm in 

stock 

HCG stock is now $29.26 

John Marsh 

sells $5mm in 

stock 

HCG reauthorizes share repurchase of up to $3.25mm shares on 9/14/16 
 – 2 days after John Marsh sells $5mm in stock he votes to authorize more buybacks 
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Home Capital Employee Departures 2015   -   23 Employees 

Shaun Goruk – Sr. Mortgage Underwriter – Left Dec 2015
Matt Laferriere – Mortgage Underwriter – Left Dec 2015
Lu Timdale – Solutions Architect – Left Dec 2015 
Lucy Proteau – Program Director, Advancing Risk & Compliance Culture – Left Dec 2015
John Alexander – Market Risk Analyst – ERM – Left Dec 2015
Brenda McFadyen – Mortgage Underwriter – Left Nov 2015
Thomas Campbell – Mortgage Underwriter – Left Nov 2015
Sati Singh – Sr. Business Analyst – Left Nov 2015
Tannis Brissett – Bus Development Manager – Left Nov 2015
Dhruve Khanna – Sr. Business Risk Analyst – Left Nov 2015
Julie Kraemer – Mortgage Underwriter – Left Oct 2015
Trevor Johnston – Underwriter – Left Oct 2015
Andy Alexandru – Mortgage Officer – Left Oct 2015
Christine and Tandy De Angelis– Business Development Manager – Left Oct 2015
Mohammad Musharaf – AVP Finance – Left Sept 2015
Yasaswini Ikkurthi – Sr. Java Consultant – Left Sept 2015 
Andrea Iskandar – Jr. Compliance Analyst – Left Sept 2015
Natalie Weber – Customer Service Specialist – Left Sept 2015
Pierre Taschereau – Credit Manager – Left Sept 2015
Vijay Batavia – Manager – Left Aug 2015
Cassandra Printzios – Compliance Analyst – Left Aug 2015
Marissa Lauder – Sr. VP Finance – Left Jun 2015
Anthony H Park – Sr. Market Risk Analyst, ERM – Left 2015
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Home Capital Employee Departures 2016   -   33 Employees 

Alan Sturrock – Team Leader, Underwriting – Left Jun 2016 David Fernandes – Credit Review Analyst – Left Feb 2016
Brittney Channer – Funding Specialist/Fulfillment Officer – Left Jun 2016 Kimberly Laidis – Commercial Lending Officer – Left Feb 2016
Sunny Grewal – Mortgage Underwriter – May 2016 Lynda Zerbe Lalonde – Independent HR Consultant – Left Feb 2016
Robert Michael Fiorini – Mortgage Underwriter – Left May 2016 Ryan Scott – Operations Analyst – Left Feb 2016
S. Alexander – Risk Analyst – Left May 2016 Shawn Lyons – Sr. VP Finance – Left Jan 2016
Danny Antoniazzi – Sr. Manager, Operations & Credit – Left May 2016 Gary Amores – Sr. Legal Specialist – Left Jan 2016
Karimulla Mohammad – QA Lead – Left May 2016 Jennifer O'Heron – Sr. Manager, Financial Operations – Left Jan 2016
Dan Van Horne – VP, Project Management Office – Left Apr 2016 David Montoya – Mortgage Underwriter – Left Jan 2016
Joe Rosati – VP National Sales – Left Apr 2016 Jillian Almeida – Bus Development Manager – Left Jan 2016
Praveen Monga – Sr. Business Analyst/System Analyst – Left Apr 2016 Cristina Nicolia – Mortgage Underwriter – Left Jan 2016
Niki Pan – Mortgage Officer – Left Mar 2016 Caspar Sinnige – VP, Strategy and Regulatory Affairs – Left Jan 2016
Sean Cameron – Director Corporate Compliance – Left Mar 2016 Julie Soragnese – Sr. Manager, Mortgage Lending – Left Jan 2016
Jessica Russell – Compliance Analyst – Left Mar 2016 Corbin Raison – Business Development Manager – Left 2016
Chrisina Russo – Mortgage Renewals Specialist – Left Mar 2016 Sadeq Safarini – Sr. Financial Analyst – FP&A – Left 2016
Maria Judylyn Letargo – Mortgage Underwriter – Left Mar 2016 Jonathan Palmer – Sr. Market Risk Analyst – Left 2016
Gerry Nazaro – Commercial Lending Underwriter – Left Mar 2016 Michael Dulepka – Director, Policy & Procedures – Left 2016
Sandy Pandolfi – Credit Manager/Quality Control Manager – Left Mar 2016
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Increasing Balance Sheet Risk:  Record Low Provisions 

HCG Provisions are a paltry 0.03% … 
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Increasing Balance Sheet Risk:  Commercial Mortgages 

Writing riskier Commercial Mortgages 
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Increasing Balance Sheet Risk:  Other Loans 
Other Loans up 8% sequentially to hit origination targets 
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 Income Verification Fraud 
― OSFI is aware of income verification fraud 
― Lenders shouldn’t rely on LTV as replacement for 

income verification  
 Non-Conforming Loans 

― OSFI has seen poorer underwriting standards for 
loans above 65% LTV 

― Character and capacity to repay is more important 
than collateral value 

 Debt Service Ratios 
― Lenders should plan for impact of higher interest rates 

 Appraisals and LTV Calculation 
― Appraisals may be less reliable  

 Risk Appetite 
― Newer loans are riskier 

OSFI Mortgage Underwriting Update – 7-07-2016 
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 Changed Stress Test Variables 
― 50% decrease in Vancouver home prices 
― 40% decrease in Toronto home prices 
― 30% decrease in all other areas 

 OSFI Update indicates that OSFI see significant risk to 

housing market and mortgage lenders 

 40% decrease in Toronto and Vancouver valuations leads 

to over $1bn loss to HCG 

 HCG has only $1.6bn in Book Value of Equity 

 Significant price declines in Vancouver and Toronto 

would likely lead to run on HCG deposits 

OSFI Capital Adequacy Update– 7-26-2016 
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Commercial Construction Market Risk is Growing 

 Urbancorp 
― Issued $60mm in bonds and 5 months later went 

bankrupt 
― 1,058 homes under construction 

 
 Recently Failed/Restructured Construction Projects 

― Collier Centre 
― Brookdale at Avenue Road 
― SkyCity Winnipeg 
― Capital Pointe Regina 
― Port Place St. Catherines 
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AOCI Update 

HCG continues to hide losses in AOCI 
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Updated as of July 29, 2016 

Addendum 
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Increasing Balance Sheet Risk:  Miniscule Provisions 

HCG Provisions 0.06% … 
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Q2 2016 

 Toronto Home Prices +15% Yoy 
― HCG Ontario LTV is now 65.4% vs 67.5% a year ago 
― The LTV should have gone down more given the 

increase in home prices 
― Does this imply owners are taking cash out of their 

homes? 
 HCG provisions only 0.06% of loans 

 
 HCG Allowance is 0.21% of Loans 
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Q2 2016 Conference Call 

 CFO Robert Morton was not on the call 
― He had a prior commitment 
― Did he not know when the call was scheduled? 

 HCG says moving to a more digital process 

― HCG has had SAP systems for at least 4 years 

― See YouTube Videos of HCG’s testimonials 
 

 Martin Reid says Ace+ customers have verifiable incomes 
― This implies that Traditional customers do not 

― Fees are being reduced 
― Reid specifically calls out Late Fees 

― How often are these customers late with their 
payments? 
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Conclusion 

 Book Value is grossly overstated 

 Management lacks any credibility 

 HCG will need to hold more regulatory capital 

 Loan quality from fired brokers is deteriorating 

 Record low provisions 

 Increasing loans to Alberta 

 Increasing Other Loans and Commercial Mortgages 

 Management Turnover 

 Preferreds credit quality deteriorating 

 S&P lowers outlook 

 HCG can’t pass the new OSFI stress test 
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