
 
 

 
 
Executive Summary        

 
Company Description 
Equitable Group Inc. (EQB) is a growing Canadian 
Alternative mortgage provider that operates 
through its wholly owned subsidiary, Equitable 
Bank. The company operate on a branchless 
business model. Effectively, this reduces their 
operating costs significantly and the value 
created from this is passed on to their clientele 
through better rates on their products and 
services as compared to larger banks. EQB serve 
both retail and commercial customers across the 
Canadian market.  

Company Assessment Summary 

Scorecard (Best = 1, Worst = 5): 

  

  

Competitive Position 4.5 Portfolio Manager: Jack Duff 

Growth 4 Analysts: Sowad Alam 

Dividend Yield & Sustainability 1  Kieran Mulroy 

Dividend Growth 1  Usman Khan 

Management 4   

Quantitative 4   

Technical 3   

Company Name 
Last Price (11/27/17): $65.50 
52 Week Range: $36.15-

$74.93 
Market Capitalization ($MM): 1,087.6 
Enterprise Value ($MM): 8,425.3 
Shares Outstanding (MM): 16.4 
Avg. Daily Volume (000s): 23.16 
Cash ($MM): 724.3 
Debt ($MM): 7,989.4 
Net Debt ($MM): 7,265.1 
Dividend Yield: 1.56% 
Fiscal Year End: Dec-31 

Equitable Group 
(EQB-CA: $65.50) 
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Initiating Coverage 
Investment Thesis 
The summer of 2017 saw a run on the bank for Canada’s 
alternative lenders, during this time EQB saw a 50.75% drop 
from their 52-week high. While the company has almost 
fully recovered we believe that EQB is poised for quality, 
risk-managed growth through market share gain 
opportunity and strong capital allocation.  

 
 
Valuation 
On an excess return basis, our 5-year target price for 
the stock is $97.19 a 32.6% return to the current share 
price. Using an assigned multiple method our derived 
2018 target price is $76.96 based on 8% core loan 
growth and a 1x p/bv multiple. 
 
 
 
Recommendation 
We recommend EQB as a core holding for the portfolio 
with a 3-5 year time horizon. Our 5-year target price 
implies a 32.6% return to current value with and 
additional ~1.5% annual dividend yield. 
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Company Overview 

 
The reason why we are pitching EQB is due to the events that unfolded in summer 2016. Their share price 
experienced a severe decline, solely to the fact that their main rivals, Home Capital, were alleged to be publishing 
misleading disclosure on their financial statements. The reason for the spillover effects on EQB shares was due to 
investors assuming that similar practices were being carried out at EQB. As this event rattled investor confidence, 
EQB shares fell below their intrinsic value. After the drop, EQB reassured investors by disclosing $2B in standby 
financing from a syndicate of Canada’s big six banks and released increased disclosure on the company practices 
and how business was conducted within EQB. We believe that this event is the catalyst for us to buy EQB as the 
decline in price has not been fully recovered. Proof of this is that EQB shares have rallied quite well as investor 
confidence has been restored in the business model. 
 
Their revenue breakdown primarily involves 69% from core lending, 24% from securitization financing and 
remainder from other activities. It is important to note that only 5% of revenue comes from non-interest income. 
EQB’s mortgage loan book shows that 70% of mortgages outstanding are from core lending (58% single-family 
lending and 12% commercial). The remaining 30% of the loan book is securitization financing (21% Prime single 
family residential and 9% multi-unit residential). 

 
                                                                                                  Source: Company Reports                                                                                 Source: Company Reports 

 
 
The current structure is a result of a shift in strategy for EQB, over the past five years EQB has changed the 
structure of core lending. What was a 50/50 split between commercial lending and single-family lending is now 
75% single family to 25% commercial. The reason behind the transition is the shift in market trends supported 
single family loans over commercial loans and the fact that single family loans tend to be higher yielding on an 
ROE basis than commercial loans. 
 
Recent business trends include rising non-interest expenses 32.4% YOY. The reason behind this is that EQB has 
consistently been increasing their level of investment to expand their customer base. These expenses include 
Growth of Franchise costs such as compensation, tech and regulatory fees that make up around 59% of the cost 
increase. The remainder is due to set up of digital banking call centres and marketing costs. The increases in non-
interest expenses are set to slow as EQB is drawing near the end of a marketing initiative to draw in more funding 
for newly established EQ bank savings plus accounts. 
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Company Overview 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Company Reports 

 
Management 
  
Andrew Moor: President & CEO, joined in 2007 and lead EQB through the financial crisis, holds 0.82% of shares 
outstanding 
 
Tim Wilson: VP & CFO, joined in 2012, holds 0.02% of shares outstanding 
 
Ron Tratch: VP & CRO, previously served as VP with GE Capital Canada 
 
This is an experienced management team that has valuable experience from serving during the financial crisis. 
Another thing we like about management is the fact that over the course of their tenure ROE has consistently 
come in higher than cost of equity. 

 

 
                                Source: Company Reports                                                   Source: Company Reports 
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EQB has made an effort over the last several years to diversify their sources of funding. In 2012 the company only 
offered fixed term and cashable GIC’s as a form of deposits, fast forward to 2017 and EQB now offers Deposit 
Notes, EQ Banks Savings Plus Accounts, GIC’s and Brokered High Interest Savings Accounts. EQB also experienced 
a slight run on deposits in 2Q17, all funding sources posted positive growth in 3Q17 resolving that issue for the 
most part. An Important thing to note is that the majority of EQB’s deposit funding comes from GIC’s, this protects 
the company as they are the most sheltered from a run on deposits. While they may be higher in cost than savings 
accounts they are still a low cost option for liquidity. EQ Bank Savings Plus accounts were launched in 2016 to 
diversify deposit principal, they have been positively received and have since grown to 15.1% of total deposits, a 
successful initiative 

  
 
 
 
 
 
 
EQB’s CET1 ratio was maintained over the last quarter at 14.8%, the minimum standard enforced by OSFI is 7% 
and the Big Six average 11%. The company’s leverage ratio stands at 5.3% while the Tier 1 Capital ratio comes in 
at 15.8%. We believe EQB has a very strong capital position. A notable event that happened effecting capital ratios 
was a private issuance of 809,585 shares to OMERS (4.9% of shares outstanding). The issuance was worth $50 
million and went towards growing the loan book and the EQ Banks Savings Plus accounts. This action also 
materially increased the share count. 
 
This year has seen Equitable increase liquid assets as a percentage of total assets on the balance sheet, this was 
to secure liquidity after the company experienced a slight run on deposits. Management has stated that they 
aren’t rushing into deploying this capital right away but will instead be unwinding it off the balance sheet over the 
upcoming quarters, this plays into a catalyst for NIM expansion. 
 

Competitive Position 
 
EQB holds a very strong competitive position, their subsection of alternative lending is very attractive and the 
company has an opportunity to steal significant market share from the number one player. EQB serves a niche 
market of customers just out of the credit range of the Big Six, within this segment they are one of the two major 
players. This means that EQB doesn’t directly compete with the Big Six, this is advantageous to EQB because they 
are dwarfed in size. It also means that among their true competition they have far more capital than the 
comparatively smaller players in the alternative lending space. Only one other company in the alternative space 
matches up with EQB, Home Capital Group. Home Capital recently saw a run on their deposits in the early summer 
leaving an opportunity for EQB to come in and steal share, management of EQB noted on the 2Q17 conference 
call that the company was seeing a flood of applicants migrating from the competition. Below is a figure showing 
how EQB has been able to grow their uninsured loan book vs all Canadian banks over the last decade plus. 
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Source: CIBC World Markets and OSFI                                                                                                                                                                               

 
 
The Home Capital event came at a very opportune time for EQB with the oncoming implementation of B20. The 
new regulation will raise renewal rates as customers will most likely stay with their current lender to avoid being 
stress tested at the BOC rate or at 2% higher than their current rate. If EQB can execute and take these customers 
on board they could “permanently” steal share from Home Capital. This will be a trend to watch for in the 4Q17 
earnings, when asked on the 3Q17 earnings call management stated that they had not yet begun to see a huge 
wave of originations.  
 

 
Industry Analysis 
 
The most impactful news to the industry is the impending changes to the B-20 regulations. The current guidelines 
set out five fundamental principles for sound residential mortgage underwriting which can be viewed in the table 
on the next page. 
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These principles were kept in place with some modifications that occurred on January 1st 2017. The key changes 
to the rules will make it slightly more difficult to qualify for mortgages and are largely put in place to benefit 
consumers over a longer-term horizon. They are put in place to target mortgage insurance providers which is 
required of all buyers who are paying less than 20% down. Some of the changes important changes are the 
following: Incentive bonus’ and rebates will no longer count towards a down payment. Mortgage default 
insurance premiums will be increased. Maximum amortization periods for insured mortgages are decreased from 
40 to 25. This has minimal effect on EQB as the majority of their loans are uninsured and the bulk of loans are 20-
25 years periods. The maximum gross debt service (GDS) ratio is limited at 39% and total debt service (TDS) ratio 
is limited at 45%. If a home is purchased between $500,000 and $999,999 a 15% down payment is required. 
Refinancing is limited to 80% of the value of the home as opposed to 95%. Mortgage insurance will now be 
required on HELOC’s. A 20% down payment is now required on all non-owner-occupied properties. All banks are 
currently required to qualify consumers at the Bank of Canada’s conventional 5-year fixed rate, which is almost 
always higher than the rate they will actually pay. This will be replaced by having to qualify consumers will a 200-
basis point increase over what they actually pay. 

 
 
 
 
 

Principle 1- FRFI’s engaged in residential mortgage underwriting or the acquisition of residential mortgage loan assets need a comprehensive Residential Mortgage Underwriting 
Policy (RMUP).

- This is in place so that each company has a board approved framework for risk appetite 

- FRFI’s must review and discuss their RMUP

Principle 2- FRFI’s must perform reasonable due diligence to record and assess the borrower’s identity, background and willingness to service his debt obligations in a timely 
fashion.

- Complete documentation on information that led to mortgage approval, purpose of the loan, employment status, verification of income, debt service ratio calculations, LTV   --
ratios, property valuation and appraisal documentation, credit bureau reports, source of down payment. This should be collected at origination.

Principle 3-FRFI’s should adequately assess the borrower’s capacity to service his debt obligations on a timely basis.

- Have a maximum amortization period, and the average amortization period must be less than the maximum. 

- Vary underlying income and take sufficient credit due diligence steps

- HELOC’s with a LTV rate of less than 65% do not need to be amortized

Principle 4- FRFI’s should have sound collateral management and appraisal processes for the underlying mortgage properties.

- FRFI’s must have clear and transparent valuation policies and procedures for valuing underlying properties. 

- Adhere to maximum LTV ratios

- Must be insured with the LTV ratios are greater than 80%.

- Impose a maximum LTV ratio of less than or equal to 65% for non-conforming residential mortgages

Principle 5-FRFI’s should have effective credit and counterparty risk management procedures.

- This includes mortgage underwriting, loan asset portfolio management and, when appropriate, mortgage insurance
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The rule change that will have the largest is the requirement for all mortgages to now undergo a 
stress test. This is likely to affect the mortgage market because consumers who were over extending 
to reach the 20% down payment threshold which did not require will now be required to undergo the test. 
Renewal levels will likely be increased as customers do not have to undergo stress testing if they stay will their 
current financial institutions. These new requirements will likely mean a shift from consumers in the prime market 
to the alternative market. This will present a unique opportunity for the alternative lenders to capitalize on. EQB 
is in a unique position being a diversified lender. If the new regulations have a negative impact of alternative 
single-family originations they can shift focus to commercial lending. This will likely create some downward 
pressure on the industry in short and medium term but long-term growth prospects for EQB and the industry as 
a whole are promising. 
 
Besides B20 the industry is seeing credit quality improving, the figure below shows Mortgage arrears rates based 
on the size of the loan at origination. We are currently waiting on the 2017 data to see if the downward trend 
continues bringing a more stable lending market with it. 

 

 
                                                                                                                                                                          Source: CMHC 

Dividend & Capital Allocation 
 
EQB has a dividend yield of just 1.53% and a payout ratio just under 10%. The company pays a quarterly dividend 
which will come to $0.95/share annually in 2017. We foresee EQB slightly increasing their payout ratio and 
dividend in the future but don’t view at a material reason to invest in the company. It is important to note that 
we don’t forecast any net buybacks in our forecast period, share count will slowly increase for the foreseeable 
future through employee stock options, we don’t put it out of the question that EQB could do another private 
placement similar to the OMERS transaction in 2016 where EQB issued $50 million in equity, 4.9% of shares 
outstanding. 
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EQB is currently carrying a larger proportion of liquid assets on their balance, this decision stemmed 
from concerns over deposit security in the early summer. As the company unwinds the overweight liquid balance 
capital allocation will play a key role in futures ROE and NIM. With a stated focus on commercial loan growth we 
project ROE to contract to 11.5% in 2021, with NIM expanding to 1.7%. These figures stand to change should EQB 
switch their capital allocation plans, this will be something to watch moving forward.  
 

 

 
 
 
 
 
                                                         Source: Bloomberg 
 

 
Drivers of Growth 
 
EQB’s growth is driven mainly by three things, loan growth, net interest margin and credit quality. These three 
variables are what drive the excess returns model and warrant further investigation. Due to the uncertainty and 
volatility of these figures we have decided to use managements explicit forecast for the remainder of FY2017 and 
FY2018. Following these periods, we flatline growth to a conservative rate that EQB should be able to sustain.  
 
Single-Family Core Lending 

 
 
EQB is forecasting for single-family uninsured loans to grow 18-20% in Q417, we are forecasting lower than this 
with growth around 10% for the quarter. This would translate to 26.8% single-family loan growth for 2017 which 
we feel is highly attainable for EQB. 2018 presents a challenge for mortgage originations as the new B20 
regulations with significantly challenge growth, slightly offsetting this will be lower attrition rates as customers 
will be hard pressed to jump from lender to lender for their interests in avoiding stress testing. The projected run 
rate works out to 8%, given the uncertainty around this figure a sensitivity analysis is provided for single-family 
loan growth and p/bv and the effect on our 2018 target price. 
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Commercial Lending 

 
 
Management had originally forecast that outstanding commercial loans would be flat to down low single digits in 
2017 and 2018. This view changed as the implementation of B20 will force EQB to look outside on single-family 
core lending for growth. As management unwinds EQB’s large liquid asset balance over the next year commercial 
loans will see stronger growth than originally forecast. This turnaround showcases EQB’s capital allocation 
flexibility, while commercial loans are typically lower ROE yielding than single-family loans they will provide stable 
growth for the company while B20 works its way through the alternative lending market. Management has 
commented saying that they continue to find attractive opportunities within the space, they call for mid/high 
teens growth and see attrition remaining consistent with current levels. 

 
Securitization Financing 

 
 
Securitization Financing comprises of prime single-family loans and multi-unit residential loans. Prime single-
family loans and multi-unit residential loans. Management had originally come out with 25-30% growth 
projections for prime single family, newly introduced regulations has tempered expectations for industry activity 
30-40% lower. EQB has stated they will focus their efforts on retaining their market share and expect growth to 
be flat. On the other hand, multi-unit residential loans have been forecasted high single digit growth. This should 
help to offset the flat prime single-family growth leading to a mid-single digit growth rate for mortgages under 
management, we have used a run rate of 4.5%. 
 
Net Interest Margin (NIM) 
 
EQB had a NIM of 1.57% in 2016, for the most recent quarter, 3Q17, the company posted a 1.47% NIM. This can 
be mainly explained through to events: The first being that EQB significantly increased the weighting of liquid 
assets on the balance sheet to protect against a potential run on the bank in the early summer. These liquid assets 
are lower yielding than the mortgages that make up the bulk of EQB assets and placed downward pressure on 
NIM. The other factor is the amortization of upfront costs the company payed to amortize their mortgage 
portfolio. The plan is that they will be able to renew a majority of the insurance (timeline 2019-2020) at a much 
lower rate providing a future boost to NIM. The other side to this equation is the increase is commercial loans as 
a % of total loans. Commercial loans, although lower ROE yielding, are higher yielding on a NIM basis than single-
family loans, this will be a major catalyst to NIM expansion in the short to medium term. 
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 Source: Company Reports & Internal Projections 

Provision for Credit Losses 

 
EQB runs a provision for credit loss (PCL) that is far below the major banks. We believe that this is warranted based 
on some factors that make EQB’s book of loans less risky than the whole loan book of the big Canadian banks, a 
report from CIBC world markets outlines these factors.  
 

1. Residential mortgages tend to have relatively low loss rates: Since 1990 the Big Six have averaged 
residential mortgage loss rates of only 0.03%, EQB has averaged 0.08% over this same period. Since EQB’s 
portfolio has significantly more exposure to residential mortgages than the Big Six, 75% vs 43% of total 
loans, we can expect EQB to have lower a lower PCL ratio. 

 

2. EQB’s low write off ratio: Over the same time as mentioned above, EQB has average a write-off ratio of 
only 0.04%. This figure is only half of the average PCL for the time period, EQB has still has a strong 
coverage ratio even with a PCL of 0.08%. 
 

3. Low levels of Impaired loans: In the 3Q report EQB reported net impaired loans that were just 0.13% of 
total loans. This figure is down 0.03% QOQ and down 0.06% YOY. 

 
Another point to highlight is the general trend of loan-to-value (LTV) ratios and the credit strength of customers. 
The two figures below highlight the downward trend of LTV ratios and improving beacon scores of customers 
across all risk categories. Below is a sensitivity analysis to the implied BVPS using an excess returns model based 
off run-rate NIM and PCL. 
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Valuation 
 
Excess Returns Model 
 
The basis of this model is to discount additions to the company’s book value throughout the forecast period, this 
model assumes zero terminal growth. Once projected the additions to book value are discounted at the cost of 
equity since the intrinsic value is only based off the company’s equity. The discounted sum is added to the 
company’s current book value and divided by the diluted weighted average number of shares.Our Excess returns 
model on EQB generates an intrinsic value of $97.19, a 32.6% return to the stock’s current value. This is our 5 year 
target price. 
 
 

 
 
 
 
 
 
 
Comparative/Absolute Valuation 
This comparative analysis is more of a benchmark, we chose not to derive our 2018 target price. Our reasoning is 
that EQB lacks multiple true comps in terms of portfolio make-up and size, instead we chose to use an absolute 
valuation to generate our 2018 target price. 

 
Below is the five-year p/bv range that EQB has traded that, we see this a meaningful because of the mean 
regression. We have also done a sensitivity to our 2018 target price based on a forward p/bv, these values are 
from the range that we observed over the previous five-year period. The other variable in our sensitivity is 
single-family loan growth. We use our 8% single-family loan growth and a conservative 1x p/bv (low end of the 
range) to arrive at a target of $76.96, outlined in the sensitivity is the range we feel is most plausible to occur. 
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Risks 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Conclusion 
To sum up we recommend EQB with a five-year target price of $97.19 and a 2018 target price of $76.96 derived 
from an excess returns model and a book value projection with an applied p/bv multiple. We believe that EQB will 
execute on the market share opportunity that has opened and be able to adjust to a dynamic industry with their 
flexible capital allocation. EQB gives exceptional loan growth with limited credit risk and is poised to be a top 
player in the alternative lending market. 

Risk

Reduced access to funding leading to NIM 
compression

Lower than expected asset growth from regulatory 
requirements (B20)

Reduced Demand for deposit products

Mitigation

Secured a $2 billion backstop facility from syndicate of 
the big 6 Canadian banks

Diversified loan book with strong asset allocation, 
pivot to commercial loan growth

Establishment and strong growth of EQ bank plus 
savings account as well as heavy GIC deposit presence


