
Timbercreek Senior Mortgage Investment Corporation: Simple, Safe and High Yielding 
A buy recommendation written on January 13, 2016 by Ashvin Moorjani 

 

Key Points: 

• MTG (market cap: $237M, average daily volume: $230K) offers individual investors and small cap funds an 

8% yield and the potential for a 21% price appreciation up to book value as it is trading at a P/B of 0.82. 

 

• MTG provides mortgages to professional real estate investors in Canada. MTG’s mortgages have an average 

loan-to-value of 53% and an average term to maturity of 1.1 years as of September 30, 2015. 

 

• Only 9.5% of MTG’s mortgages are exposed to Alberta and at least 73% of these mortgages were made after 

oil prices started their downturn in mid-2014, thereby taking into account more recent economic conditions. 

 

• MTG’s debt covenants stipulate maximum allocations of 10% to a single property and 30% to a single 

borrower; however, MTG’s wide margin of safety overcomes its concentration risk. 

 

• When taking into account MTG's valuation, structure and LTVs, property prices would have to drop by >48% 

for a permanent impairment of capital to occur (demonstrated by book value dropping to market cap).

Description of Business 

Timbercreek Senior Mortgage Investment Corp. 

(TSE:MTG) is a non-bank lender that provides short-term 

mortgages to professional real estate investors in Canada. 

Compared to banks, MTG offers mid-sized real estate 

investors a shorter loan approval period, a higher amount 

of financing, more flexible pre-payment options and an 

option to make interest-only payments. In exchange for 

these benefits MTG charges higher interest rates than 

banks. Real estate investors typically use MTG as a 

source of capital to acquire and renovate multi-

residential, retail or office buildings. Once the renovation 

is complete and the building generates higher cash flows, 

the investor can then refinance the mortgage with another 

lender at a lower rate. After the investor closes new 

financing, MTG is paid back their mortgage in full. The 

table below, sourced from MTG’s most recent investor 

fact sheet, highlights how their mortgages differ from 

mortgages of financial institutions. 

Mortgage Portfolio 

MTG began operations in January 2012 and in its short 

history, it has not realized any principal impairments, 

meaning that it has recovered all its past mortgages. MTG 

mitigates the risk of impairment by only investing in first 

mortgages and by obtaining low loan-to-value ratios 

(“LTVs”) when lending. On average, MTG’s mortgages 

have a LTV of 53% as of 30/09/2015 and its highest LTV 

mortgages range from 66-70%, which represent 22% of 

total mortgages outstanding. This means that the value of 

the properties secured by MTG’s highest LTV mortgages 

would have to decline by more than 30% for those 

mortgages to be underwater. Until that decline happens, 

MTG is able to charge an average interest rate of 6.1%, 

adding a cushion to downside risk. 

 

MTG has positions in subordinated first mortgages (they 

don’t disclose the actual amount), which arise when MTG 

and third parties participate in a first mortgage and the 

third party acquires the more senior position. However, 

the value of these loans is likely small as out of MTG’s 

total gross mortgages of $506M, only $31M of more 

senior positions were offloaded to third parties (these 

offloaded mortgages are accounted for as syndication 

liabilities and MTG’s net mortgage portfolio is $475M). 

The LTVs take into account the senior and pari-passu 

positions; therefore, a significant buffer exists for MTG’s 

overall portfolio even when considering that some of its 

mortgages are subordinated firsts. 

 

In addition to having low LTVs, more than 85% of 

MTG’s mortgages are secured by income producing 

properties. According to MTG’s policies and debt 

covenants, not more than 25% of funded and committed 
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mortgages can be secured by i) non-income producing 

assets, which are mortgages that have a debt-service 

coverage of less than 1 either at the time the loan is 

advanced or as projected based on leases in-place, or ii) 

construction loans. MTG’s focus on cash-flowing 

properties adds an extra layer of security to its portfolio 

as it decreases the likelihood of borrower defaults and 

increases the marketability of the underlying properties in 

the event of foreclosure, which in turn adds to MTG’s 

ability to recover principal. 

 

MTG’s debt covenants also state the following exposure 

requirements: A 100% allocation to first mortgages; not 

more than 10% of the mortgages can be allocated to any 

one property; and not more than 30% of the mortgages 

can be allocated to any one borrower. MTG will not 

disclose their borrower exposure and although borrower 

concentration may exist, it is mitigated by the following 

factors: a) MTG’s 100% allocation to 1st mortgages; b) 

the low LTVs of MTG’s mortgages; c) management’s 

lending track record; and d) MTG’s current valuation. 

Factors c) and d) will be elaborated upon shortly.  

 

As a lender, interest rate risk is a concern for MTG and it 

mitigates this risk by making short-term mortgages. The 

average length of MTG’s mortgages when they were 

made was 2.4 years and the average term to maturity was 

1.1 years as of 30/09/2015. This means that if rates rise, 

MTG will be able to lend at those new higher rates within 

a short period of time. 

 

MTG is also cognizant of the risk caused by low oil prices 

and as such, only 9.5% of its mortgages are allocated to 

Alberta and none of these mortgages are exposed to office 

space, which is suffering more due to oil firms cutting 

square footage. Also, MTG’s allocation to Alberta has 

increased to $45M as of 30/09/2015 from $12.3M as of 

30/06/2014 (before oil prices started to decline) and this 

recent increase, along with the short-term nature of its 

mortgages, indicates that the majority of MTG’s Alberta 

mortgages were made after property values and economic 

outlooks took into account lower oil prices. Saskatchewan 

currently makes up 10.3% or $49M of MTG’s portfolio 

but it also was less significant as of 30/06/2014 with an 

allocation of $26M at that time. By having at least 73% 

(($45-$12.3)/$45) of its Alberta mortgages and 47% 

(($49-$26)/$49) of its Saskatchewan mortgages made 

after oil prices started to decline, MTG’s mortgages are 

not as inherently risky as one may initially assume. 

 

The tables in the next column show MTG’s exposures by 

Region and Asset Type as of 30/09/2015. No mortgages 

are impaired on an individual basis and the company has 

recorded a collective impairment allowance of $175K. 

Province # of Mortgages % of Mortgages 

ON 25 38.9% 

QC 17 30.8% 

SK 6 10.3% 

AB 4 9.5% 

BC 6 6.8% 

MB 4 2.0% 

NS 1 1.7% 

Total 63 100.0% 

   

Type # of Mortgages % of Mortgages 

Multi-Res 36 38.6% 

Retail 6 23.6% 

Office 7 11.9% 

Other Res 3 6.4% 

Retirement 1 6.0% 

Land 5 5.4% 

Hotels 1 4.5% 

Industrial 3 1.9% 

Single-Res 1 1.7% 

Total 63 100.00% 

 

Capital Structure 

MTG is financing its mortgage portfolio with $288M of 

equity and $186M from a credit facility. MTG initially 

issued redeemable shares, which could be sold back to 

MTG at NAV subject to certain restrictions. In November 

2013, the redeemable shares were converted to regular 

common stock and since then, no additional shares have 

been issued. 

 

The credit facility is syndicated by TD, National Bank, 

RBC, CIBC, BMO, Scotia and Raymond James and 

carries an interest rate of the TD prime rate +1 (currently 

3.7%) or the Banker’s Acceptance (“BA”) rate plus a 2% 

stamping fee, which is currently lower than the TD prime 

rate + 1. Most of MTG’s credit facility has been drawn 

using BAs so the overall cost of its debt is less than 3.7%. 

 

The facility has a maximum drawing capacity of 40% of 

the company’s assets or $190M and it expires on June 23, 

2016. Refinancing risk does exist; however, the credit 

facility has already been extended in March 2014 and was 

expanded from $145M to its current limit of $190M in 

December 2014, showing a willingness on the part of 

MTG’s creditors to provide more debt. In addition, MTG 

is scheduled to receive $261M in principal repayments 

from September 30th, 2015 to the end of 2016, which 

would allow it to negotiate favourable repayment terms 

or simply repay the whole facility outright. 
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The Management Company 

MTG has no employees on its payroll and is managed by 

Timbercreek Asset Management Inc. (“the Manager”). 

Typically, Mortgage Investment Corporations (“MICs”) 

like MTG have management agreements with other 

entities, which gives these other entities decision making 

power over the MIC. In exchange for their services, MIC 

managers receive a fee based on the value of the MIC’s 

assets and in MTG’s case this fee is 85 basis points, which 

is on the low end of the standard in the MIC industry. 

 

MTG’s manager was founded in 1999 and it has an AUM 

of $4.8B. It manages $2.9B of private equity, $1.1B of 

private debt (which includes MTG) and $0.8B of publicly 

traded securities. Over 80% of the Manager’s AUM is 

focused on real estate related investments and this focus 

has allowed the Manager to develop relationships with 

many potential borrowers, which serves to help it 

generate deal flow for MTG. Over 90% of MTG’s 

mortgages are done as co-investments with other entities 

overseen by the Manager or entities sourced by 

independent directors. It should be pointed out that some 

of MTG’s mortgages are made to borrowers which are 

partially owned by related parties, but the total of such 

transactions only amounts to 7.5% of its mortgages. The 

biggest of these accounted for 5.3% of MTG’s total 

mortgages and it was made to a borrower that one of 

MTG’s independent directors had a stake in. 

 

I believe the risk posed by conflicts of interest due to 

related party transactions is low because a) the current 

amount lent to related parties is small, b) MTG is the 

Manager’s largest publicly traded structure by assets and 

if it were to perform poorly, it would not bode well for the 

Manager’s future capital raising ability, and c) another 

MIC run by the Manager, which we will delve into next, 

underwent similar transactions and has performed well. 

 

Management’s Track Record 

While MTG has done well so far, it does not have a long 

track record that can be assessed. To get a better 

understanding of MTG’s risks, we can look at the 

performance of another MIC run by the Manager, 

Timbercreek Mortgage Investment Corp. (TSE: TMC).  

 

TMC was incorporated in April 2008, and since then it 

has made 370+ mortgages worth an approximate 

$1,900M. Out of this, TMC has been fully repaid 

$1,409M in principal and has a current amount of 

mortgages outstanding of $444M. The remaining ~$47M 

resulted in foreclosures and about $34M of these 

foreclosures were recovered and the other $13M of 

foreclosed properties are being held for sale as of 

30/09/2015. If we were to very conservatively assume 

that TMC’s current foreclosed properties are worth $0, it 

would result in a loss rate of 0.68%. But, TMC expects to 

recover all principal from its foreclosed properties and 

has no principal impairments since inception. Because 

TMC has made prudent loans in the past and is managed 

with a less conservative mandate than MTG (TMC is not 

limited to only making first mortgages and has a current 

LTV of 72.3%), MTG is unlikely to experience heavy 

losses due to poor lending practices. 

 

The CEO of both MTG and TMC is Andrew Jones, who 

is actually employed by the Manager. Prior to joining the 

Manager, Mr. Jones co-founded CMSI, which is a 

commercial mortgage brokerage operating out of BC, 

Alberta and Ontario. Before his work with CMSI, he held 

different roles in the mortgage and real estate industry. He 

joined the Manager in 2007, where he is currently the 

Managing Director of Debt Investments and owns an 

8.74% stake.  

 

In addition to Andrew Jones being with the Manager since 

before TMC began, the Manager’s senior most executives 

are its founders and, therefore, have been with the 

Manager since 1999. Because TMC’s key decision 

makers have been retained since inception, its past 

performance is highly relevant and the fact that these key 

decision makers all own stakes in the Manager, increases 

the likelihood of them being retained going forward. 

 

All in all, this analysis of management’s track record 

leads me to believe that TMC’s strong performance is 

applicable to MTG, and the strong underwriting practices 

of the past are likely to continue going forward. 

 

Why is MTG trading at a discount? 

MTG looks great so far but what’s with the 18% discount 

to book value? There isn’t an obvious fundamental reason 

and as a disclaimer, the following arguments should be 

taken with a grain of salt as trying to determine what the 

market is thinking can bring about speculative arguments. 

 

Management believes the following could be causing 

MTG’s low price: 1) the sell-off in Canadian REITs could 

be causing an aversion to real estate related investments 

(the price returns for the Canadian Capped REIT index 

and MTG were -12% and -13% over the last year, 

respectively); 2) the low interest rate environment could 

be causing investors to question MTG’s ability to 

maintain its dividend; and 3) the market could be 

assigning equity like risk to MTG, despite it being more 

like a levered bond portfolio.  

 

To close the valuation gap, management has instituted a 

share buyback and has repurchased a total of $750,000 
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worth of shares. This small amount is reflective of the 

problem with share repurchases: buybacks reduce 

portfolio size. This is because MTG must use principal 

repayments for buybacks as it cannot use earnings for 

repurchases due to its MIC structure, which prohibits 

earnings from being retained. 

 

Another strategy that MTG is pursuing is to increase 

insider ownership. Currently only 1% of MTG’s shares 

are held by insiders and this figure is unlikely to grow 

quickly as there are restrictions on insider purchases 

during share buyback periods. However, MTG’s directors 

have elected to receive 89% of their compensation in 

Deferred Share Units; therefore, some form of an increase 

in insider ownership has taken place.   

 

The last strategy discussed by management to close the 

valuation gap is to simply focus on operations. I believe 

that if management continues to find good opportunities, 

make prudent underwriting decisions and service the 

mortgages well, the valuation gap should close over the 

long term and if it doesn’t, at least investors would receive 

a high dividend, currently at 8%, while they wait.   

 

Margin of Safety 

So far so good, but what if the lending environment turns 

against MTG? Specifically, what if MTG’s mortgage 

portfolio starts to shrink because of a lack of mortgage 

demand and/or because other institutions start taking 

MTG’s business? 

 

An unfavourable lending environment could occur and if 

it does, MTG would have the following options: a) it 

could start moving up the risk curve and perhaps make 

less secure mortgages; b) it could wait for the lending 

environment to become more favourable and in the 

process let its mortgages run-off, cut its dividend and pay 

down its credit facility; or c) it could wind down 

operations. Option a) is unlikely to occur due to the 

Manager’s track record and the credit facility’s restrictive 

covenants and option b) would result in investors holding 

a stock that is trading at a 18% discount to net cash value 

(cash less total liabilities). This discount to net cash value 

would occur because MTG is trading at a 18% discount 

to book value as of 13/01/2016 and if its mortgages were 

to be held until repaid, MTG would be left with only cash, 

hence giving it a 18% discount to net cash value. This 

discount would then cushion investors from the erosion 

of book value that would occur due to management fees 

while the Manager waits for appropriate lending 

opportunities to arise. In the case of c), a liquidation 

would likely result in a gain of 21%, also because of 

MTG’s discount to book value, as capital is returned to 

investors in the form of dividends. 

MTG’s book value is $288M and it has a market 

capitalization of $237M, giving it a price to book of 0.82. 

What does this discount to book imply in practical terms? 

The following mutually exclusive scenarios would result 

in MTG’s book value dropping to its market value, 

thereby causing investors to suffer a permanent 

impairment of capital: 1) more than 10% of MTG’s 

mortgages turn out to be worth $0; 2) property prices drop 

by more than 48%, MTG forecloses on the mortgages that 

are underwater and sells the foreclosed properties at the 

new lower prices; and 3) the maximum exposure of 30% 

to a single borrower is reached, the large borrower 

defaults on MTG’s highest LTV mortgages and MTG is 

only able to sell the underlying properties at a discount 

greater than 55% of their original value. To put these 

scenarios in context, U.S housing prices dropped by 36% 

in real terms from peak in late 2005 to trough in early 

2012 (retrieved from the “US Home Prices 1890-Present" 

data set at  http://www.econ.yale.edu/~shiller/data.htm). 

In addition, the impact of these scenarios would be 

mitigated by interest generated. 

 

MTG may be trading at a discount due to uncertainty in 

the Canadian real estate market; however, as 

demonstrated, MTG’s wide margin of safety offers 

investors downside protection even in extremely bearish 

scenarios.  

 

Comparable Companies 

Other MICs are also trading at a discount to book value; 

however, MTG is the only one, other than TMC, that 

keeps all lender fees. Lender fees are generated by MIC 

managers for originating mortgages and they typically 

range from 0.5% to 1% of the principal value of the 

mortgage being made. The managers of other MICs retain 

all or a significant portion of lender fees for originating 

mortgages, thereby they are more incentivized to make 

mortgages and less incentivized to focus on credit quality 

compared to MTG. This difference in the treatment of 

lender fees better aligns the interests of MTG with its 

manager relative to other MICs. 

 

TMC is an obvious comparable and with a P/B of 0.84 

and a dividend yield of close to 10%, it has its appeal. 

After taking these benefits into consideration, I prefer 

MTG due to its more conservative mandate and more 

favourable fee structure. In addition to TMC having a 

higher base fee of 1.2% of assets, TMC pays the Manager 

an incentive fee based on yield, which may encourage the 

Manager to take excess risk. 

 

MTG’s closest comparable other than TMC is perhaps 

Trez Capital Senior Mortgage Investment Corporation 

(TSE:TZS). TZS has the lowest LTV out of any MIC at 

http://www.econ.yale.edu/~shiller/data/Fig3-1.xls
http://www.econ.yale.edu/~shiller/data.htm
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34.9%, has a lower maximum borrower concentration of 

25% and is trading at a similar price to book of 0.85. The 

factors that tip the scale in MTG’s favour are the 

following: a) TZS’s large exposure to Alberta of 26%, 

which was even larger before oil prices started to decline; 

b) the fact that 60% of TRZ’s lender fees are kept by the 

management company, thereby making the manager of 

TZS less aligned with shareholders; and c) as of 

30/09/2015, 12% of TZS’s mortgages were past due, 

whereas MTG had no mortgages in default, perhaps 

speaking to a difference in underwriting quality.  

 

Recommendation 

MTG provides investors with an 8% dividend yield with 

low downside risk and the potential for a 21% capital 

appreciation up to book value. In most cases, I place more 

importance on earnings than dividends, but MTG’s case 

is different because it pays out all of its earnings to avoid 

being taxed at the MIC level. Therefore, MTG’s earnings 

yield (the inverse of P/E) and dividend yield are the same 

barring small short term differences. 

 

A quick note: because of its structure, MTG’s dividends 

will be taxed as interest; therefore, placing MTG in a tax-

free or tax-deferred account would be advantageous. 

MTG also offers investors a Dividend Reinvestment Plan 

(“DRIP”), which allows investors to use their dividends 

to automatically purchase shares without transaction fees. 

Also, in accordance with the DRIP, investors may receive 

shares issued from MTG’s treasury at a 5% discount to 

market value; however, this is unlikely to occur until 

MTG’s market value rises to book value as per my 

conversation with MTG’s investor relations department. 

This makes sense because issuing treasury shares below 

book would be value destroying for existing shareholders. 

Because of the potential benefit of discounted treasury 

share distributions and the current valuation of MTG, 

enrolling in the DRIP would make sense. 

 

In summary, I recommend to buy MTG and sign up for 

its DRIP. I recommend to cancel the DRIP if MTG starts 

to trade at a 5% premium to its $9.16 book value per share 

and exit MTG if it starts to trade at a more significant 

premium to book value. 

 

To discuss MTG further, please contact me at 647-537-

3235 or via email at ashvin@themoorjanireport.com. 

 

Disclosure: I, Ashvin Moorjani, am long MTG. 
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