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HOT STOCK

'Home (apital thrives onbad credit

Sub-prim 5 lender
targets clients
banks don’t want

By Jasox CHOw

Home Capital Ine. may be lend-
ing money to those with beat-up
credit ratings, but its own bal-
ance sheet looks absolutely solid.

The numbers are impressive:

have grown continually
for the past 22 quarters and the
company projects another 20%
increase this year. Return on eq-
uity over the past year was 24.8%
versus the banks' average of
17.6%.

All of this seems not to have
gone unnoticed by the market.
The stock has been on a continu-
al upswing gince August, adding
more than 60% to its share value
in the past eight months and
boasts a 75% one-year total re-
turn. The stock (HCGh/TSE) closed

at $6.90 yesterday, unchanged.

“I think it's a real gem,” said an-
alyst Bob Leshl:lum of North-
ern Securities.

But it wasn"t too long ago the
Toronto-based company looked
more like a lump of coal when
small, independent commercial
lenders were drowned in red ink
during the recession of the early
1990s.

Home Capital decided to

change and in 1990 began focus-
ing exclusively on residential

It didn't turn a profit again un-
til 1995, but it's been plotting a

Hatdymmnfmmn.gﬁgrmrth'

ever since.

Today, Home Capital and its
wholly owned subsidiary, Home
Trust Inc., specialize in providi
m to those who don't

ify for traditional bank loans
— many who are self-employed
or have once been bankrupt.

Since September, the company
has begun issuing secured credit
cards, also to bank rejects.

“They're fairly unique. Most of
the banks are focused on their
own criteria and when people
slip through that, that’s when
Home Capital steps in,” said
Leigh Gardner, analyst at Sprott
Securities.

Though the company lends to
high-risk clients, it maintains a
low level of delinqueney on its
loans with only one loan out of
5,000 ending in default. Its loan
loss provision is only 0.33% of
loans compared to the banks’ av-
erage of 0.46%.

According to the analysts, the
company does rigorous research
on the properties it lends on and
is diligent in collecting jts
payments.

“They collect like crazy. If you
have a problem you get hit with a
power of sale very quickly,” said
Mr. Leshchyshen

Look at its retumun equity and
you'll see what makes the ana-
lysts giddy — Home Capital's
number is 41% higher than the

HOME CAPITAL GROUP INC. Technicat analysis by Roman Franko
The MACD peaked mid-Hovember, 1997, and made a lower high during May, 1998, a
buying pressure was waning and that a period of price weakmness could be expecied.
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better than the banks’ average
ratio of 62%. In other words, the
company is generating cash,
keeps expenses low and isn't is-
suing any more shares to dilute
the value.

But what if the current economic
slowdown starts looking like 1990
again? Neither the company nor
the analysts are very worried.

“We haven't seen much of a
slowdown in the housing market,”
said Mr. Schendel.

Ms. Gardner said she's keeping
her eye on unemployment num-
bers, especially in Ontario where
most of Home Capital’s business
is located. She believes a rise in
unemployment would hurt con-
sumer confidence in the housing
market.

“The first quarter locks good and
we're confident it'll be a good

predicted 84¢, but said he would
er after the first-quarter results
are released.

JUST ONE OUT OF
5,000 LOANS ENDS
UP IN DEFAULT

Mr. Schendel sees much poten-
tial for the company’s stock and
expects the company to double
earnings by 2004 - a figure Mr.
w said he is comfortable

“The stock is still cheap, incredi-
bly cheap,” said Mr. Schendel, “It’s
not a high flyer by any stretch — it
carries alow multiple”

stock’s value would increase by
about 20%.

But Mr. Soloway said the com-
pany has no plans to change the
ownership structure in the near
future.

For all its successes, Home Capi-
tal remains small and quiet. It's
market capitalization is only
$81.2-million. Its average daily
Wlum.ﬂﬁ mthg and only
two cover the company.

According to Mr. Schertdel, the
company keeps a low profile, part-
ly due torits own success.

“The stock doesn't trade a lot, s0
there’s no commission dollars for
brokers to be had off it. And
there’s no underwriting that
needs to be done because they
have more cash than they need.”
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