
 

LETTER FROM TREZ’ CHIEF CREDIT OFFICER

Investment Update - First Quarter 2019

Consistent Application of Our Investment Thesis
As the world’s economic growth trajectory shifts in 2019, several factors are coming to bear on 
the real estate market. 

Changing Economic Trajectory
The broader Canadian economy is showing signs of a transition, prompted by lower oil prices 
and production levels. Buffeted by headwinds such as the geopolitical impasse between U.S. 
and China, Brexit and political uncertainty in Washington, we are also observing early signs 
of a parallel moderation taking shape in the United States, although economic fundamentals 
appear to remain on firm ground.

In the debt capital markets in which Trez operates, investors can expect more capital chasing 
fewer financings as the pace of new developments moderates.

Maintaining Our Risk Appetite
While yields are still very attractive, investors can expect some yield compression across the 
risk spectrum in the period ahead. We are seeing other lenders go up the risk spectrum — and 
taking on additional risk — to maintain yield. At Trez, we continue to favour an approach which 
must meet the test of our rigorous due diligence and credit risk guidelines. 

We are maintaining a cautious approach and will be carefully assessing the period of economic 
transition at hand in order to make prudent decisions that serve both our investors and 
borrowers. We have the protocols in place that allow us to pause and plan for an evolving 
macroeconomic field thoughtfully and consciously. 

A Quality Financing Pipeline is Critical
A high-quality financing pipeline is key in this environment, and we remain confident in our 
ability to access loans meeting our disciplined lending criteria. We have an extensive network 
from where we source financings, that has stemmed from our strategy of growing talented 
resources on the ground in our core markets. This is supported by the recent opening of our 
new office in Atlanta, Georgia. 

We also remain confident in the health of our core markets. In the United States, the states in 
which we’ve predominantly chosen to do business continue to exhibit strong net migration; 
demonstrate business-forward policies; and possess positive growth fundamentals in jobs 
and GDP. 

Committed to Quality and Capital Preservation
Thank you for your continued trust in us. We are confident that we will access quality 
opportunities for yield diversification through disciplined adherence to our strategy and 
processes, strong risk management, and direct, on-the-ground presence in high-potential 
growth markets. 

We believe that our conservative approach to financial and underwriting equips us well to 
deliver the attractive, consistent risk-adjusted yield our investors are seeking while managing 
the ongoing evolution in the real estate market. 

Sincerely,

Dean Kirkham
Chief Credit Officer
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ECONOMIC UPDATE

Sources:  Trez Capital, CBRE, Bank of Canada, U.S. Federal Reserve, CREA, Real Capital Analytics,  
U.S. Bureau of Census

Canadian Economy U.S. Economy

After a solid run of growth over the past several years, Canada’s economy 
hit a soft patch in late 2018. On the positive side, gross domestic product 
(“GDP”) advanced by 0.3% in January, offsetting declines in the previous 
two months. In addition, home sales and prices were particularly weak 
in February. Slower growth in Europe, the Middle East, and Africa 
(“EMEA”) and China, as well as the effect of U.S. tariffs on Canadian 
exports, appear to be lowering investment activity. Furthermore, lower 
oil prices have reduced energy investment in Alberta. 

Despite these obstacles, we believe that many of the recent effects on 
investment and consumer spending may be temporary, as the economy
absorbs the past effects of lower energy prices and higher interest rates. 
Consumer markets should benefit from the strong expansion in payrolls 
over the past year, which has kept the unemployment rate at 5.8% — 
close to the record low.

In addition, the slowdown in Canada’s interest-rate sensitive sectors 
such as housing and autos should be helped by the pause in interest rate 
increases. After increasing its policy rate five times since mid-2017 to 
the current level of 1.75%, the Bank of Canada (“BoC”) adopted a more 
cautious tone in late 2018. Many analysts believe that interest rates may 
remain at the current level for an extended period. 

Capital remains plentiful for investment, and credit spreads remain 
favourable across sectors. Despite the short-term risks to growth, the 
longer-term outlook for economic growth remains favourable. Industrial 
and multi-family real estate asset classes continue to be in high demand 
among investors and lenders, boding well for the core markets on which 
Trez focuses.

The U.S. Federal Reserve’s (“Fed”) decision to delay additional 
short-term interest rate increases marked a notable shift in central bank 
policy, in response to growing evidence that global and U.S. economic 
conditions were weakening, especially in China and the EMEA. Despite 
the slow start to the year, the U.S. economy demonstrated its strength 
with the just-reported 3.2% annual growth in first quarter GDP. As much 
of this was to the result of rising exports and falling imports, downside 
pressures remain given weakening consumer spending and business 
investment trends. 

While an inverted yield curve has historically been an indicator of a 
recession, we think that there are reasons to believe that growth will 
continue to remain positive, albeit at a slower rate. Inflation is low in 
advanced economies, while central banks have moved quickly to reverse 
the trend of interest rate increases. 

In addition, U.S. labour markets remain on solid footing, with a 
strong unemployment rate that held steady at 3.8%. Healthy but non 
accelerating wage gains, along with low inflation levels, will continue to 
give the Fed the ability to hold off on continued interest rate increases 
This will support market fundamentals and investment activity across 
property types. 

On balance, we believe that growth will remain positive, with the best 
opportunities focused on the strong primary and secondary markets 
of Texas and the West and Southeast. Trez’ disciplined focus on the 
areas with consistent, durable above-national rates of growth in 
population,jobs and GDP should help protect against the effects of any 
potential slowdown.

Canadian Real Estate U.S. Real Estate

Following a volatile fourth quarter of 2018, Canadian equity markets 
stabilized on the news that the BoC decided to leave short-term interest 
rates unchanged in December. At the same time, long-term yields 
declined, reflecting investors’ expectations of more moderate growth 
and inflation. The benchmark 10-year Government of Canada interest 
rate fell by 34 basis points (“bps”) over the quarter, to close at 1.62% at 
the end of March. As in the U.S., the yield curve became flat to slightly 
inverted, raising expectations that the next interest rate change from the 
BoC and other central banks would be downward rather than upward. 

With mortgage spreads remaining relatively tight, such changes in 
interest rates and central bank policy should support commercial real 
estate transactions and valuations. Capitalization rates remain tight 
across most sectors, and many investors expect they will remain flat to 
declining over the next several months. 

The strong expansion in employment over the past year has translated 
into higher levels of space demand and healthy rent increases. In the 
first quarter, the overall office vacancy rate dropped by 40 bps to reach 
a national average of 11.5%, as leasing activity in suburban markets was 
favourable. The demand for industrial space exceeded supply for the 
11th consecutive quarter, forcing down the national availability rate to a 
new historic low of 3.0%. 

The recent pause in the for-sale residential and commercial transaction 
markets may be regarded as an adjustment toward more sustainable 
levels of volume, especially when viewed against the strong fundamentals 
of Canada’s residential and commercial markets. 

Continued low vacancy rates in both office and industrial is offering 
opportunities for Trez to provide construction financing in each of 
these asset classes. Low vacancy rates are driving demand for strata 
product, bolstering valuations. The improving economics of conversion 
and value-add projects is leading to additional attractive lending 
opportunities for Trez.

While the fourth quarter of 2018 was an active quarter for commercial 
transactions, the effect of renewed investor caution became more 
apparent in the first quarter of 2019. According to preliminary figures from 
Real  Capital Analytics, first quarter U.S. commercial transactions were 
down 22% from the levels of one year earlier. 

However, despite increases in mortgage rates that took place over the 
latter half of 2018, capitalization rates have remained firm, generally 
moving sideways over the past year — a trend that appeared to remain in 
place during the first quarter of 2019. Capital remains plentiful for equity 
and debt, and investors remain active in value-added and transitional 
property deals. 

The nation’s strong job market over the year has boosted the demand 
for office and residential space, and the rapid shift toward e-commerce 
has kept industrial demand at unexpectedly high levels and pushed 
availability rates to their lowest levels in decades. In general, however, 
we have seen a modest reduction in vacancy declines and rent increases 
in recent quarters. 

While for-sale housing affordability remains challenging for some 
households, the recent decline in mortgage rates appears to have 
provided a much-needed jolt to new home sales. With the prospect of 
favourable job and wage gains — and continued low mortgage rates — we 
are optimistic about residential market performance for the remainder 
of 2019, especially in the entry level and mid-price point levels. 

While commercial transaction activity was off to a slow start in the first 
quarter, we believe that momentum is likely to improve over the course 
of 2019. The recent decline in benchmark interest rates, coupled with 
favourable spreads, will remain attractive to borrowers. Trez is in a strong 
position to focus on the most compelling transactions in the primary and 
secondary markets on which we focus, facilitated by our 30+ boots on 
the ground. With an established on-the-ground infrastructure, we are 
able to keep a real-time finger on the pulse in key markets and react 
quickly to market trends, swings and opportunities.
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FUND OVERVIEW

TREZ CAPITAL YIELD TRUST U.S. ($USD)* 
An opportunistic, short-term commercial financing strategy denominated in USD focused on U.S. markets 

TREZ CAPITAL YIELD TRUST* 
A diversified, balanced short-term commercial mortgage strategy  

TREZ CAPITAL YIELD TRUST U.S. ($CAD)* 
An opportunistic, short-term commercial financing strategy denominated in CAD focused on U.S. markets 

TREZ CAPITAL PRIME TRUST* 
A conservative short-term commercial mortgage strategy 

Total Fund Assets  $209,145,275 

Average Mortgage Size  $3,863,081 

Average Loan to Value 47.1%

Total Units Outstanding  19,789,970 

Net Asset Value per Unit  $10.00 

Total Fund Assets  $977,581,942 

Average Mortgage Size  $5,280,919 

Average Loan to Value 72.0%

Total Units Outstanding  90,304,183 

Net Asset Value per Unit  $10.00 

Total Fund Assets  US$141,713,967 

Average Mortgage Size  US$1,617,643 

Average Loan to Value 67.5%

Total Units Outstanding  11,137,037 

Net Asset Value per Unit  $10.00 

Total Fund Assets  $597,900,826 

Average Mortgage Size  $5,414,352 

Average Loan to Value 67.1%

Total Units Outstanding  51,204,309 

Net Asset Value per Unit  $10.00 

During the first quarter, Trez Capital Prime Trust (“Trust”) reached a milestone, exceeding 
the $200 million mark in AUM as the Trust continued to attract capital, favouring its 
conservative profile. The Trust continued to have a slight overweight in B.C. exposure with 
the majority of the geographic exposure concentrated in the key markets of B.C., Alberta and 
Texas. In the first quarter, the portfolio maintained its U.S. weighting with nearly 30% in U.S. 
assets with further increases anticipated during the year. Originations during the quarter 
allowed for the deployment into mortgages that fit the requirements of the Trust.

All mortgage assets were performing at March 31, 2019, with the exception of one mortgage 
with a value of $4.2 million. The court hearing to takeover this property from the borrower 
was held in March and Trez will now be able to proceed with listing the property for sale. The 
manager believes the value of the underlying security is sufficient to ensure that no loss will 
be incurred on the mortgage.

Trez Capital Yield Trust (“Trust”) continued to generate consistent capital activity with 
AUM approaching the $980 million mark at the end of the first quarter. Cash increased to 
approximately 6% of total assets due to paydown activity on loans and a rebuilding of the 
origination pipeline following a concentrated push of loan closings at year-end. However, 
it is expected that cash will move towards near-full deployment during the second quarter. 
Aligning with its open investment mandate, the Trust is well-diversified into the four key 
markets of Alberta, B.C., Texas and Florida with a comparatively lower concentration in 
the residential asset class. Additionally, with the growth and ongoing strength of the U.S. 
origination, the Trust continued to exceed 30% of its portfolio in U.S. exposure with sustained 
growth expected during the year.

In 2018, the Trust foreclosed on a property for US$0.6 million that was in default. All other 
mortgage assets were performing as at March 31, 2019.

Trez Capital Yield Trust U.S. (“Trust”) continued to maintain its steady AUM with increasing 
diversification being seen in the portfolio composition. Although still primarily weighted in 
single-family lot development loans, largely in Texas, increased multi-family financing has 
shifted nearly 50% of the residential exposure to the multi-family asset class. Additionally, 
the continued expansion of our footprint into select U.S. markets has created additional 
geographic diversification with Florida, North Carolina and Georgia, accounting for well over 
30% of geographic exposure on a combined basis.

In 2018, the Trust foreclosed on a property for US$0.7 million that was in default. All other 
mortgage assets were performing at March 31, 2019.

Trez Capital Yield Trust U.S. (CAD) (“Trust”) is primarily weighted in single-family lot 
development loans, which account for over two-thirds of the residential portfolio composition, 
with a large concentration of these loans situated in Texas. Notable diversification has been 
made through the continued expansion of our footprint into select U.S. markets with Florida, 
North Carolina and Georgia accounting for over 30% of the portfolio on a combined basis and 
multi-family exposure growing to nearly one-third of the residential portfolio composition.

A key decision was made to cut the distribution rate of the Trust from 65 basis points 
(“bps”) per month to 61 bps per month effective at the start of the second quarter, with the 
contemporaneous downward resetting of the target return from 8.00% to 7.50%. These 
revisions were necessary due to the continuing pressures on yield compression and the 
tightening of our credit guidelines in response to recessionary clouds on the horizon, as well 
as persistently high hedging costs due to the continued spreads between the Canadian and 
U.S. interest rate differential. Trez found it prudent to revise investor expectations given the 
manager’s unwillingness to increase the risk profile in the Trust by chasing yields to maintain 
current return expectations.

In 2018, the Trust foreclosed on a property for US$0.9 million that was in default. All other 
mortgage assets were performing at March 31, 2019, following the full repayment of the 
US$2.4 million loan that was in default at year-end.

*  During the quarter ended March 31, 2019 the Trust complied with 
all investment objectives and restrictions set out in the Offering 
Memorandum dated May 1, 2018.
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Information presented in this material is for informational purposes only and does not constitute an offer to buy or sell in any jurisdiction. This information must 
not be relied upon in making any investment decision. Trez Capital Fund Management Limited Partnership cannot be held responsible for any type of loss incurred 
by applying any of the information presented. This material cannot be distributed, altered or communicated without the prior written consent of Trez Capital Fund 
Management Limited Partnership.

This material may contain assumptions that are “forward-looking statements”, which are based on certain assumptions of future events. Actual events are difficult 
to predict and may differ from those assumed. There can be no assurance that forward-looking statements will materialize or that actual returns or results will not 
be materially different from those described in the present material. 

Views expressed in this material are as of the date indicated, based on the information available at that time and may change based on market and other conditions. 
Trez Capital Fund Management Limited Partnership does not assume responsibility to update any of the information. Trez Capital Fund Management Limited 
Partnership cannot guarantee the completeness and accuracy of third party information it may use.

When investing in a fund, neither asset allocation nor diversification ensures a profit or guarantees against a loss. Past performance is not indicative of future 
performance and cannot be solely relied upon. Before investing, consider the fund’s investment objectives, risks, charges, and expenses. Please consult the offering 
memorandum containing this information. Please read those documents carefully prior to investing.

VANCOUVER
1700-745 Thurlow St.
Vancouver, BC V6E 0C5
T: 604.689.0821
TF: 1.877.689.0821
F: 604.638.2775

TORONTO
1404-401 Bay St.
P.O. Box 44
Toronto, ON M5H 2Y4 
T: 416.350.1224
F: 416.350.1268

DALLAS
5055 Keller Springs Rd.
Suite 500
Addison, TX 75001
T: 214.545.0951
F: 214.545.0960

PALM BEACH
1501 Corporate Dr. 
Suite 240
Boynton Beach, FL 33426
T: 561.588.0132
F: 561.588.0133

ATLANTA
3414 Peachtree Rd. NE 
Suite 270
Atlanta, GA 30326
T: 470.206.7001

For further information,  
please contact:
Investor Services
T: 1.877.689.0821
E: investor-services@trezcapital.com
Visit us at: www.trezcapital.com

RECENT HIGHLIGHTED TRANSACTIONS 

ARIZONA
Construction loan for a 128-room, four-storey limited service hotel branded SpringHill 
Suites, Marriott.

WASHINGTON STATE
Construction loan for a 243-unit, six-storey multi-family rental residential building with ground 
floor retail space and underground parking.

GEORGIA
Acquisition and development of 30.5-acres of land into 131 single-family lots.

Amount US$50,756,000 Loan Interest > 9.49% & PR + 4.24%

Location Seattle LTV 55.8%

Property Type Residential Lien 1st mortgage 

Amount US$10,552,492 Loan Interest > of 12.00% & PR+5.00%

Location Atlanta LTV 77.8%

Property Type Residential Lien 1st mortgage

Amount US$15,000,000 Loan Interest > 9.00% & PR + 4.00%

Location Phoenix LTV 61.2%

Property Type Hotel Lien 1st mortgage


