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Investment Update - Second Quarter 2019

Strategies In-Sync with Housing Trends
This quarter, I am pleased to share that Trez Capital’s consistent focus on affordably priced real 
estate projects in strong and growing U.S. markets is well-aligned with a number of important 
economic and residential trends. 

Over the second quarter, the trade dispute between the U.S. and China caused market volatility and 
a notable shift in central bank policy, affecting real estate affordability in various ways. In response 
to muted economic growth and trade uncertainty, the U.S. Federal Reserve’s (“Fed”) struck a more 
dovish tone towards the end of the quarter, delaying additional short-term interest rate increases 
and hinting at a possible rate reduction in 2019.

Low Rates, Job Growth Spurring Market 
The higher probability of continued low interest rates, and a potential rate reduction in the near 
future, bodes well for housing, particularly among first-time and move-up home buyers – segments 
which Trez has traditionally focused on. In addition, the U.S. labour market has been particularly 
strong this quarter, as the national unemployment rate hit a 49-year low in April. 

The confluence of lower mortgage rates, higher employment and rising incomes has provided a 
welcome jolt in new home sales, particularly in our core markets. In Texas and the Southwestern 
States, Trez is focused on larger metropolitan areas, which enjoy above-national average rates of 
job, gross domestic product (“GDP”) and population growth. In fact, the Dallas-Fort Worth area, 
where Trez has a considerable presence, led the U.S. in job growth in 2018 and is poised for greater 
residential market performance for the remainder of 2019.

Bridging the Affordability Gap
While lower interest rates and a solid labour market are better positioning home buyers, housing 
affordability still remains a challenge, especially for maturing millennials. Increasingly, however, 
home builders are responding to this market gap and making housing affordability a higher priority.

Since the Financial Crisis, home values have risen at a significant rate and outpaced income levels. 
While the majority of builders have been focused on producing more expensive and luxury homes 
over the last 10 years, there is now a greater shift towards constructing housing with a broader 
appeal. Most notably, builders have been taking part in a greater number of ‘build-to-rent’ projects 
in Trez’ core U.S. markets.

Ideally Positioned to Capitalize on Opportunity
Trez has been at the forefront of these structural shifts, given our sharp focus on affordably priced 
for-sale and for-rent projects in high-growth U.S. markets. Our recent financing of an acquisition 
of a mall in Plano, Texas, reflects our strategic focus. The land will be redeveloped into a mixed use 
asset consisting of affordable residential, hotel, office, retail and restaurant properties, designed to 
appeal to a broader market on the rise.

I would like to thank you for your strong, ongoing trust in us. We recognize the importance of 
delivering measurable results in a thoughtful manner, as demonstrated by our strategic focus on 
affordably priced projects in flourishing residential markets. Our organization remains staunchly 
focused on protecting and preserving our partners’ capital, and delivering on our target returns and 
a best-in-class experience.

Sincerely,

John D. Hutchinson 
President, Central & Southwestern U.S.
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ECONOMIC UPDATE

Sources:  Trez Capital, CBRE, Bank of Canada, CREA, Real Capital Analytics, U.S. Bureau of Census, Real 
Capital Analytics, U.S. Bureau of Labor Statistics, Federal Reserve Bank of St. Louis, Oxford 
Economics, CBRE-EA, Freddie Mac

Canadian Economy

U.S. Economy

Canada’s economy appears to have navigated through a soft patch, 
with several recent indicators pointing upward. In Q4 2018 and Q1 
2019, GDP growth averaged less than 0.4% – the weakest two quarter 
performance since the 2015 recession as exports weakened and 
residential investment slid. However, recent economic reports indicate 
a rebound in export activity, retail and wholesale trade, home sales, and 
job growth. As a result, economic growth is expected to track higher 
over the remainder of 2019. Solid job growth pushed the unemployment 
rate down to a record low of 5.4% in May. The strength of the labour 
market bodes well for consumer and housing markets.

However, trade protectionism remains a key risk to the outlook. While 
the U.S. and Canada lifted metal tariffs in May in anticipation of the 
approval of the U.S.-Mexico-Canada Agreement, its passage remains 
delayed in the U.S. Congress. Furthermore, the ongoing trade dispute 
between the U.S. and China has negative implications for Canada’s 
export demand. Growth in China has slowed recently, due in part to the 
effect of U.S. tariffs on Chinese goods. 

In response, the Bank of Canada announced that it would maintain its 
overnight lending rate at 1.75% in early July. Some analysts expect a 
rate cut sometime later in 2019, especially if the U.S. Federal Reserve 
follows through with an anticipated reduction in mid-summer. This shift 
resulted in a decline in long-term government bond yields. The yield on 
the benchmark 10-year Government of Canada bond fell below 1.5% in 
late June, after reaching the 2% level in January. The decline in rates 
is likely to support growth in the overall economy and prove especially 
beneficial to the continued expansion of the key economic centres of 
Canada. This should bode well for Trez’ focus in these markets. 

The U.S. economy has reached a milestone of ten years of uninterrupted 
growth – its longest expansion on record. However, there have been 
growing fears among some observers that economic headwinds will 
pose risks to the continuation of the expansion. These headwinds include 
the waning effect of tax cuts on business investment and consumer 
spending, a potentially cooling job market, and the potential negative 
effects of a protracted trade dispute with China. 

However, the U.S. economy maintains positive momentum. The pace 
of hiring rebounded in June after a soft May. The job market added an 
impressive 224,000 jobs, despite the economic obstacles and a tight 
labour market, which held the overall unemployment rate to just 3.7%. 
Despite the growing shortage of labour in many occupations, wage 
growth has yet to accelerate and overall inflation remains low. 

In the face of softer global economic conditions and trade tensions, the 
U.S. Federal Reserve has indicated that it is closely monitoring conditions 
to cut its short-term policy rate. The strong June headline employment 
number does modestly weaken the case for 2019 rate cuts, but the bond 
market is strongly expecting a 25-basis point cut in July and at least one 
more rate cut later this year. Long-term rates have fallen sharply, with 
the yield on the benchmark 10-year Treasury bond reaching a 2% yield 
at the end of June, down from a recent peak of 2.6% in mid-April. 

Overall, June’s employment report supports the view that the U.S. 
economy remains healthy. Even as average monthly jobs growth cools 
and risks to the global outlook remain, we expect economic conditions in 
the U.S. to remain broadly supportive of property market fundamentals 
during the second half of 2019. We expect this will bode well for the 
high-growth primary and secondary markets in which Trez focuses in 
Texas and the West and Southeast.

Canadian Real Estate

U.S. Real Estate

Canada’s commercial real estate market benefits from low vacancy, 
limited new supply, and modest increases in property values. According 
to new statistics from CBRE Canada, the national office vacancy rate 
was 11.3% in Q2 2019, down 20 basis points from Q1. Record market 
fundamentals exist in the Vancouver and Toronto downtown markets, 
which now boast the lowest downtown office vacancy rates in North 
America at 2.6%. Industrial market fundamentals remain quite strong, 
with the overall national availability rate holding at 3.1% in Q2. The 
development of e-commerce supply chains in Canada’s gateway markets 
has resulting in strong competition for high-quality logistics assets. As 
a result, the national average net asking lease rate has increased at 
double-digit rates over the past year. 

Despite sluggish economic statistics in late 2018 and early 2019, overall 
commercial property price appreciation remains positive, posting a 
2.1% year-over-year increase as of Q1, according to the Real Capital 
Analytics/Commercial Property Price Index (“CPPI”). 

Home sales and prices continue to be monitored closely, especially 
in the “hot” markets of Vancouver and Toronto. National home prices 
appeared to have peaked last year and have inched lower in recent 
months. According to the Canadian Real Estate Association, the national 
home price index declined for the fifth consecutive month in May and is 
down 0.6% from year-earlier levels. Of note is the once-lofty Vancouver 
market, which lost $22.5 billion in value in the first six months of 2019 
from the same period three years ago, driven by lower prices and fewer 
transactions. However, with the moderation in prices and low mortgage 
rates, home sales began to recover over the last three months, raising 
expectations that the housing market will stabilize over the remainder 
of 2019. 

Overall liquidity and pricing for commercial real estate assets remains 
good. Despite some softness in commercial transaction activity over 
the first half of 2019, Canadian commercial real estate fundamentals 
are positive and financing conditions for borrowers should remain 
favourable. Due to the mixed market signals, Trez continues to focus 
on financing high-quality projects across the office, industrial and  
multi-family residential sectors, with conversions continuing to provide 
an attractive source of opportunity.

The continued expansion in jobs has been good for real estate demand. 
Despite increases in building completions, especially in the industrial 
and multi-family sectors, the expansion of most commercial property 
segments remains balanced. Overall, vacancy rates across all property 
sectors continue to decline in many markets to record lows. Market 
rents have been increasing at healthy rates as well. 

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 
further job and wage gains — and continued low mortgage rates — we 
are optimistic about the for-sale residential market performance for the 
remainder of 2019, especially in the entry and mid-price point levels in 
the growth markets on which we focus. 

The decline in long-term rates, along with the prospect of short-term 
interest rate cuts from the Fed should provide a supportive backdrop 
for commercial real estate values. With equity valuations at high levels, 
investors are likely to be attracted to commercial real estate’s steady 
returns. As of May, commercial property prices, according to the Real 
Capital Analytics’ CPPI, had increased by 7.2% on a year-over-year 
basis. With plentiful debt and equity capital available for transactions, 
we anticipate that commercial property prices will continue to 
appreciate at steady rates over the remainder of 2019. With a strong and 
expanding origination team in the U.S., Trez is at the forefront of these 
market trends. This enables us to quickly seize on compelling financing 
opportunities involving affordably priced for-sale and for-rent projects in 
the high-growth markets in which we focus. 
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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  $232,989,629 CAD 

Average Mortgage Size  $3,791,243 CAD 

Average Loan to Value 48.1%

Total Units Outstanding  21,877,883 

Net Asset Value per Unit  $10 

Total Fund Assets  $1,157,068,032 CAD 

Average Mortgage Size  $5,369,811 CAD 

Average Loan to Value 71.7%

Total Units Outstanding  102,873,988 

Net Asset Value per Unit  $10 

Total Fund Assets  $167,429,204 USD 

Average Mortgage Size  $1,455,373 USD 

Average Loan to Value 66.6%

Total Units Outstanding  11,811,867 

Net Asset Value per Unit  $10 

Total Fund Assets  $696,824,292 CAD 

Average Mortgage Size  $4,607,557 CAD 

Average Loan to Value 66.3%

Total Units Outstanding  56,795,588 

Net Asset Value per Unit  $10 

Trez Capital Prime Trust (“Trust”) continues to have a slight overweight in B.C. although 
continued growth in U.S. originations will serve to further increase U.S. exposure leading to a 
more balanced geographic concentration. U.S. exposure is up to nearly 33% with Texas and 
the Western U.S. accounting for the majority of this exposure. Cash was slightly higher at 7% 
at quarter end due to significant paydown activity during the quarter although the pipeline of 
opportunities remains robust to redeploy these proceeds in the near term.

A mortgage with a carrying value of $6.7 million defaulted during the second quarter of 2019. 
The loan is secured by 21 substantially completed single-family residential lots as well as an 
additional adjacent property. In addition, the Trust is finalizing the process of taking title to a 
property related to a previously defaulted $4.6 million mortgage, after which the property will 
be listed for sale. The Manager believes the value of both the underlying securities is sufficient 
to ensure that no losses will be incurred on either of these mortgages. With the exception of 
these two mortgages, all other mortgage assets were performing at June 30, 2019.

Trez Capital Yield Trust (“Trust”) reached a milestone during the second quarter achieving over 
$1 billion in capital and in excess of $1.1 billion in AUM. As anticipated, the majority of the cash 
position was deployed during the quarter thereby resulting in optimal cash levels in the Trust 
by the end of the second quarter.

The Trust continued to exceed 30% of its portfolio in U.S. exposure with sustained growth 
expected during the year as exposure ticked up to nearly 33%. Additionally, a notable change in 
the portfolio composition relates to the increased retail exposure, which largely resulted from 
the funding of a bridge mortgage to an income-producing enclosed mall located in Ontario. 

A mortgage with a carrying value of $5.6 million defaulted during the second quarter of 2019. 
The loan is secured by 21 substantially completed single-family residential lots as well as an 
additional adjacent property. The Manager believes the collateral value of the land exceeds the 
mortgage amount and as such no loss provision has been recognized. With the exception of 
this mortgage, all mortgage assets were performing at June 30, 2019; however, the Trust also 
has an investment in a foreclosed property for $0.6 USD million. 

Trez Capital Yield Trust U.S. (“Trust”) continues to be primarily weighted in single-family lot 
development loans, largely in Texas, although it has maintained approximately 45% exposure 
to the multi-family asset class within its residential composition as the portfolio has grown. 
Similarly, geographic diversification has also been maintained, with Florida, North Carolina 
and Georgia accounting for nearly 30% of geographic exposure on a combined basis, as the 
mortgage portfolio continues to grow.

All mortgage assets were performing at June 30, 2019; however, the Trust also has an 
investment in a foreclosed property for $0.7 USD million. 

Trez Capital Yield Trust U.S. (CAD) (“Trust”) continues to be primarily weighted in single-family 
lot development loans, making up over two-thirds of the residential portfolio composition and 
with a key concentration in Texas. However, diversification in the Trust has been maintained 
as the mortgage portfolio grows, with multi-family exposure accounting for nearly 25% of the 
residential portfolio composition. On a combined basis, Florida, North Carolina and Georgia 
comprised 30% of the Trust’s geographic exposure, reinforcing its geographic diversification. 
Additionally, the Trust continues to see robust growth in AUM having reached nearly $700 
million at the end of the second quarter.

All mortgage assets were performing at June 30, 2019; however, the Trust also has an 
investment in a foreclosed property for $0.9 USD million. 

*  During the quarter ended June 30, 2019 the Trust complied with 
all investment objectives and restrictions set out in the Offering 
Memorandum dated May 1, 2019.
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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 

BRITISH COLUMBIA
Construction loan for a 6-storey, 93-unit multi-family rental building.

ALBERTA
Conversion of a 12-storey office building into a rental apartment building, and the construction 
of a six-storey purpose-built rental apartment building on the excess land.

FLORIDA
Acquisition and renovation loan for an existing 106-unit rental apartment complex.

Amount $45,450,000 CAD Loan Interest > of 6.97% & PR + 3.02%

Location Edmonton LTV 66.3%

Property Type Residential Lien 1st mortgage construction loan 

Amount $8,100,000 USD Loan Interest > of 7.50% & PR + 2.00%

Location Jacksonville LTV 63.3%

Property Type Residential Lien 1st mortgage renovation loan

Amount $33,250,000 CAD Loan Interest > of 7.25% & PR + 3.30%

Location Vancouver LTV 69.0%

Property Type Residential Lien 1st mortgage construction loan


