Y
\. \.§ "’

Spendliee

5 Year Canadian
Residential Real Estate
Returns

(2010-2015)
PREPARED BY BRIAN RUTHERFORD, CFA



Strong Returns for Residential Investing in Most Markets

Given all of the recent media attention on the growth of property prices in Toronto and
Vancouver, it would be easy to assume that these were the top property investment markets in
Canada over the last few years. The reality, however, is that most discussions of property returns
overlook smaller cities and often neglect to consider the actual income component of returns, or
what would have been generated from renting out the property. When factoring in the income
potential and considering all Canadian cities over 100,000%, our analysis found that Thunder Bay,
Oshawa and Windsor represented the top cities for residential investors over the last 5 years.

Thunder Bay led Canadian cities in estimated home appreciation, as well as average annual net
cash flow from renting over the 5 year period. It was a different story in cities like Toronto and
Vancouver where appreciation was strong, but investors would be lucky if a property’s pre-
financing cash flow covered its mortgage costs. Markets in Atlantic Canada generally offered
strong income, but weak to no price appreciation. In markets like Kelowna and Victoria, we
actually found that in addition to property prices falling over the 5 year period, the low yield on
investment made these markets very weak from an investment standpoint.

Our study considered a hypothetical investment made in each of 34 markets in 2010 and exited
in 2015. Returns assumed each investment carried a mortgage representing 80% of the purchase
price atan interest rate of 3.5% and amortized over 25 years. Returns were considered on a pre-
tax basis. Full study methodology, assumptions and findings are included in the appendix.

It is important to note that our study was based on aggregate market data sourced from various
organizations and not based on analyses of any individual properties. Specificinvestment returns
in these individual markets may differ considerably from the estimates we calculated.

1Based on Statistics Canada’s mostrecent list of Census Metropolitan Areas.
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Estimated Residential Investment Returns (2010-2015)

K ¢ i Est. 5Y Pre-Tax lllustrative $100,000 Investment
Ran ensus Metropolitan Area IRR? Multiple3 | 5YIncome | 5Y Cap. Gain | Avg. Annual CF*

1 ThunderBay 42% 4.4x $160,427 $191,621 $7,906
2 Oshawa 29% 3.4x $75,851 $168,858 $3,400
3 Windsor 27% 2.8x $132,099 $55,300 $6,051
4 Winnipeg 25% 2.7x $110,248 $73,705 $6,288
5 Barrie 24% 2.7x $96,078 $83,599 $5,721
6 St.Catharines- Niagara 22% 2.4x $103,266 $51,582 $5,214
7 Toronto 22% 2.7x $55,069 $127,349 $1,375
8 Hamilton 21% 2.6x $62,439 $104,131 $1,687
9 Kingston 21% 2.3x $112,396 $27,685 $6,895
10 Brantford 21% 2.4x $90,309 $59,467 $4,144
11 Guelph 21% 2.5x $75,579 $79,574 $3,314
12 Regina 21% 2.3x $106,706 $29,712 $5,970
13 London 20% 2.3x $105,892 $32,052 $5,697
14 Moncton 20% 2.1x $131,813 ($9,579) $5,665
15 St.John’s 20% 2.4x $79,506 $65,585 $2,932
16 Quebec 19% 2.3x $72,051 $70,083 $2,349
17 GreaterSudbury/Grand Sudbury 19% 2.1x $109,227 $12,883 $5,882
18 Peterborough 18% 2.1x $93,035 $28,048 $4,765
19 Calgary 18% 2.2x $69,455 $56,613 $2,711
20 Halifax 17% 2.0x $96,886 $17,400 $5,511
21 Kitchener-Cambridge-Wateroo 17% 2.1x $74,191 $45,557 $3,094
22 Edmonton 16% 2.0x $86,236 $21,709 $4,616
23 Saskatoon 16% 2.0x $87,884 $18,517 $4,416
24 Ottawa 15% 1.9x $83,245 $17,178 $4,767
25 Trois-Rivieres 15% 1.9x $88,120 $9,613 $2,748
26 Saguenay 14% 1.8x $80,165 $14,465 $2,390
27 Gatineau 13% 1.8x $80,471 $7,867 $3,006
28 Vancouver 12% 1.9x $19,546 $76,873 ($9,036)
29 Montreal 11% 1.7x $42,357 $35,085 ($1,008)
30 SaintJohn 10% 1.5x $98,253 ($38,881) $3,713
31 Sherbrooke 9% 1.5x $56,819 $5,001 $689

32 Abbotsford-Mission 2% 1.1x $14,424 $6,551 ($7,047)
33 | Victoria (4%) 0.8x $29,098 (541,626) (54,596)
34 | Kelowna (5%) 0.7x $15,601 ($32,876) ($7,937)

2Internal Rate of Return represents a money and time weighted return measure.
3Cash Multiplerepresents the total of all pre-tax cash flows divided by the initial cash investment.
4Cashflows arenet of assumed mortgage payments.
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Estimated Residential Property Price Appreciation (2010-2015)

Rank Census Metropolitan Area 2014 Avg. Home Sale Price® | 2010-2015 Est. Change in Value®
1 Thunder Bay $227,262 51.2%
2 Oshawa $388,610 44.4%
3 Toronto $566,491 35.9%
4 Hamilton $406,366 29.3%
5 Barrie $341,023 24.6%
6 Guelph $358,583 23.7%
7 Vancouver $812,653 23.2%
8 Winnipeg $273,363 22.7%
9 Quebec $264,564 21.6%
10 St. John’s $306,405 19.9%
11 Brantford $270,776 19.2%
12 Windsor $187,283 18.5%
13 Calgary $460,584 17.6%
14 St. Catharines —Niagara $251,297 17.3%
15 Kitchener — Cambridge — Waterloo $337,806 15.8%
16 Montreal $331,081 13.4%
17 London $255,452 12.8%
18 Regina $314,968 11.9%
19 Peterborough $280,686 11.8%
20 Kingston $281,980 11.7%
21 Edmonton $362,657 10.0%
22 Halifax $274,004 9.4%
23 Saskatoon $341,061 9.4%
24 Ottawa $363,161 9.2%
25 | Saguenay $189,724 8.7%
26 Greater Sudbury $249,960 8.3%
27 Trois-Riviéres $163,550 7.6%
28 Gatineau $240,776 7.1%
29 Abbotsford — Mission $517,718 6.8%
30 Sherbrooke $222,204 6.4%
31 Moncton $162,300 3.0%
32 Kelowna $541,970 (2.4%)
33 SaintJohn $287,150 (3.8%)
34 Victoria $496,473 (4.5%)

5Based on MLS or Centris (Quebec) data availablevia CMHC Housing Market Outlook Reports.
5Methodology behind estimate provided in Appendix.
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About SpendTree

SpendTree aims to change North American residential real estate investing by empowering
individual investors with an easy to understand online tool that provides the relevant analyses to
make better investment decisions. Utlizing a combination of user-generated and external data,
the SpendTree tool can provide a more thorough analysis of investment properties than what
most individual investors are used to. This includes metrics that most real estate investors are
familiar with, but also provides capabilities that have generally been the domain of professional
and more sophisticated investors such as detailed sensitivities, hold period analyses, pro-formas,
and market benchmarking. SpendTree is a proudly Canadian company that is the brainchild of
professional investors looking to bring sophistication to the retail property market. The
SpendTree tool can be found at https://spendtree.com.

Contact Information

For any questions, feedback or concerns please contact:

Brian Rutherford, CFA
Brian@SpendTree.com
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APPENDIX: Methodology

This study analyzed the 34 Census Metropolitan Areas as defined by Statistics Canada. In
determining returns, the study considered investment appreciation as well as property income
and assumedthe use of financing. Data was sourced from a variety of different organizations and
fed into a model that computed total returns.

Appreciation

In Canada there are two major publishers of Home Prices Indices:

Teranet-National Bank House Price Index ™: This is a collaborative effort by Teranet, the
provider of online property registration in Canada, and the National Bank of Canada. This
index considers 11 markets in Canada and is computed monthly by analyzing recently sold
properties for which historic sale prices are available. Current and historic values of this
index can be found at http://www.housepriceindex.ca/.

MLS ® Home Price Index: This is a product of the Canadian Real Estate Association, based
on a model developed by the Altus Group. It covers 12 Canadian markets and relies on a
sophisticated model that considers dozens of factors in estimating changes in home
prices. Current and historic values of this index can be found at
http://homepriceindex.ca/.

Apr 2010 and Apr 2015 values for the indices are listed, as well as the computed five year growth:

Teranet-National Bank HPI ™ MLS © HPI

Bt Apr 2010 | Apr2014 | 5YA | Apr 2010 | Apr 2014 | 5YA Comments
Vancouver Island 155.0 151.4 (2.3%) Not CMA
Victoria 144.26 139.47 (3.3%) 1534 144.8 (5.6%)
LowerMainland 147.8 167.6 13.4%
Vancouver 153.59 189.20 23.2% 151.6 176.1 16.2% Greater Vancouverin MLS
Abbotsford-Mission 139.8 149.3 6.8% FraserValleyin MLS
Calgary 156.70 184.85 18.0% 177.5 208.2 17.3%
Edmonton 166.40 183.11 10.0%
Regina 240.7 269.3 11.9%
Saskatoon 213.7 233.7 9.4%
Winnipeg 160.57 197.00 22.7%
Hamilton 121.37 156.99 29.3%
Toronto 122.43 166.44 35.9% 133.0 178.7 34.4% GreaterToronto in MLS
Ottawa 124.55 136.30 9.4% 1354 147.9 9.2% Ottawa-GatineauinT-NB
Montreal 131.33 148.92 13.4% 139.7 158.4 13.4% Greater Montreal in MLS
Quebec 147.29 179.12 21.6%
Halifax 127.39 139.39 9.4%
Moncton 120.1 123.7 3.0% Greater Monctonin MLS



http://www.housepriceindex.ca/
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For the 13 markets that approximated Statistics Canada CMAs, the 5 year appreciation was
assumed to be equal to the average change in HPI from each index”’.

For the other 21 markets, a change in home prices was approximated by relying on the change
in average sale prices as published by the various listing services and reported by CMHC3. In order
to validate this methodology a comparison between the 13 CMA’s with HPI data and their change
in MLS average sale price between 2010 and 2014 was conducted. It was found that the data had
a strong correlation of over 0.9 and that on average, the growth in average MLS sales data
overstated the HPI growth by 2.3%. As such, the 5 year growth in MLS average price was reduced
in the 21 markets by 2.3% to estimate appreciation.

Income

To calculate the yield component of Canadian property markets, our study first turned to outside
research. We collected the latest Canadian capitalizationrate survey results from both CBRE?®and
Colliers International 1 related to low-rise and high-rise multifamily housing. This provided a base
estimate range for 10 Canadian markets. We averaged these results to estimate Q1 2015 cap
rates for these 10 markets. We then compared these estimates to a value we calculated that was
equal to the average October 2014 rent estimate for a two bedroom unit!! for each CMA
multiplied by (1 —Vacancy Rate?) multiplied by 12 months and then divided by the 2014 Average
Home Sale Price. We found, as expected that the market cap rates were significantly higher the
values we calculated (as the average home sold in Canada is bigger than 2 bedrooms). The scale
factor that we calculated was 1.6. We applied this scaling to the values calculated for all markets
between 2010 and 2014 and found the following (next page):

7 For Toronto and Vancouver, only the Teranet-National Bank HPI was used as the MLS HPI included broader areas
that encompassed other CMAs.

8 CMHC publishes annual MLS and Centris average pricedata as part of their Housing Market Outlook Reports.

9 CBRE: Q12015 Canadian Cap Rates & Investment Insights

10 Colliers International Valuation & Advisory Services Canada: Capitalization RateReport Q1 2015

11 As providedin CMHC’s Fall 2014 Rental Market Statistics Reportfor October 2014

12 As provided in CMHC’s Fall



. Estimated Capitalization Rates

Census Metropolitan Area

2010 2011 2012 2013 2014
Abbotsford-Mission 3.1% 2.9% 3.1% 3.1% 3.0%
Barrie 6.4% 6.6% 6.5% 6.1% 6.2%
Brantford 6.3% 6.3% 6.3% 5.9% 5.9%
Calgary 5.0% 5.1% 5.3% 5.3% 5.4%
Edmonton 5.7% 5.9% 6.0% 6.3% 6.4%
Gatineau 6.1% 5.9% 5.8% 5.6% 5.6%
Greater Sudbury 7.1% 7.2% 7.1% 6.9% 6.8%
Guelph 5.6% 5.6% 5.5% 5.2% 5.2%
Halifax 6.6% 6.7% 6.6% 6.7% 6.8%
Hamilton 5.1% 4.9% 4.6% 4.5% 4.4%
Kelowna 3.2% 3.4% 3.4% 3.7% 3.4%
Kingston 7.1% 7.0% 7.0% 7.1% 7.2%
Kitchener-Cambridge-Waterloo 5.6% 5.6% 5.4% 5.5% 5.4%
London 7.0% 7.0% 7.0% 6.9% 6.9%
Moncton 8.4% 8.3% 8.3% 8.1% 8.2%
Montreal 4.4% 4.3% 4.1% 4.2% 4.1%
Oshawa 5.6% 5.6% 5.3% 5.2% 4.9%
Ottawa 6.0% 6.0% 5.9% 5.9% 5.8%
Peterborough 6.6% 6.5% 6.4% 6.2% 6.3%
Quebec 5.5% 5.5% 5.4% 5.3% 5.5%
Regina 6.5% 6.4% 6.2% 6.1% 6.4%
Saguenay 6.0% 5.9% 5.6% 5.5% 5.8%
SaintJohn 6.9% 7.1% 7.1% 6.8% 4.3%
Saskatoon 5.9% 6.0% 5.9% 5.9% 5.9%
Sherbrooke 5.1% 4.9% 4.9% 4.7% 4.9%
St. Catharines - Niagara 6.9% 6.9% 6.8% 6.7% 6.6%
St. John’s 5.5% 5.4% 5.2% 5.3% 5.3%
Thunder Bay 9.2% 8.6% 8.0% 7.6% 7.3%
Toronto 4.9% 4.7% 4.5% 4.4% 4.2%
Trois-Rivieres 6.5% 6.5% 6.5% 6.4% 6.3%
Vancouver 3.3% 3.0% 3.3% 3.2% 3.1%
Victoria 3.8% 3.9% 4.1% 4.1% 4.2%
Windsor 8.1% 8.0% 8.1% 7.9% 7.8%
Winnipeg 7.0% 6.9% 6.7% 6.8% 7.0%

A cash flow model was developed applying these estimates, as well as the assumption of a 25
year amortizing mortgage with a 3.5% interest rate. The model assumed non-financeable closing
fees of $3,000 on the initial purchase (e.g. lawyer fees, home inspection, etc.) in addition to the
particular jurisdiction’s land transfer tax. A 5% closing cost was applied on the sale of the
property. Mortgage payment calculations were computed with Microsoft Excel’s IPMT and PPMT
built-in functions. IRR calculations were done on an annual basis with Excel’s IRR function.

For any questions or concerns, please contact Brian Rutherford, CFA at Brian@SpendTree.com.
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