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Letter from Trez Capital’s Chief Credit Officer
On the eve of the U.S. presidential election, the third quarter saw 
the continuation of market volatility driven by geopolitical and 
pandemic-related factors. Questions remain about the longer term 
effects of COVID-19. In this climate, we remain cautiously optimis-
tic as we prudently manage our investors’ capital. 

Trez’ strong performance and steady growth in key markets since 
inception, as well as our resilience through the uncertain economic 
climate of 2020, continue to be driven by our disciplined capital-de-
ployment strategy. There are two key components that guide how 
we pursue opportunities and allocate capital: our well-defined 
market focus and strong underwriting standards. 

We have been well-served by focusing on the real estate market 
segments that hold the least amount of risk and the strongest fun-
damentals. As such, residential and industrial properties continue 
to represent the majority of our portfolio. 

Centred on affordable residential properties
Our residential strategy is centred on the affordable end to middle 
of the market, which is supported by broad based demand from 
renters, less expensive construction costs and quicker construction 
timelines. We tend to avoid high-end luxury residential housing, as 
it’s more vulnerable to economic slowdowns.

As a result of our tremendous growth over the last five years, we 
have been able to maintain our risk profile and diversify across a 
wider range of markets, including large U.S. metropolitan areas 
with strong, long-term fundamentals. We favour markets such as 
the Dallas-Fort Worth area. This market boasts high net migration 
and a business-friendly political environment driving investment 
and employment across a well diversified set of industries that are 
the source of jobs. 

Increased selectivity and stress testing
Despite the volatility over the last quarter, there has been ample 
demand for capital from high-quality sponsors, due in part to the 
limited supply of credit during the downturn. These conditions have 
provided us with a strong pipeline of high-calibre opportunities and 
have afforded us the ability to be more selective with the invest-
ments we pursue.

While we have remained sharply focused on our core markets and 
have applied the same rigorous underwriting standards, we are un-
dergoing more stringent stress testing in the current environment. 
Any financing that we decide to pursue must demonstrate strong 
resilience to potential risks.

Focused on strong fundamentals in a time of uncertainty
Despite market uncertainties, we firmly believe the asset classes 
we chose to finance will continue to be driven by long-term demand 
factors, and our approach will provide stable returns that are less 
correlated to volatile public equity markets. 

We remain confident in the strength and conservative positioning 
of our portfolio. With our proven capital-deployment strategy 
and ability to capitalize on steady real estate demand in our core 
markets, we believe we are positioning our investors and partners 
favourably in an uncertain market.

Sincerely,

Dean Kirkham
Chief Credit Officer



ARIZONA
Construction loan representing  
75% of estimated project cost on a  
165-unit multi-family development.

Amount $28,500,000 USD

Property Type Residential

Location Gilbert

Lien 1st Mortgage

TEXAS
Construction loan for the 
development of 209 single-family 
detached residential lots and 
necessary infrastructure on a  
98.7-acre property.

Amount $14,035,841 USD

Property Type Residential

Location Houston

Lien 1st Mortgage

2020 transactions to-date

FLORIDA
Acquisition and subsequent 
development of a 40.7-acre piece of 
land into 155 single-family lots.

Amount $7,407,701 USD

Property Type Residential

Location Ruskin

Lien 1st Mortgage
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Trez’ Financings
As at September 30, 2020
Trez Capital continued to prioritize  

high-growth and affordable markets 

across a number of states and provinces 

in the third quarter of 2020.
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A conservative short-term 
commercial mortgage strategy 

A diversified, balanced short-term 
commercial mortgage strategy 

Trez Capital Prime Trust’s (“Trust”) U.S. exposure 
remained steady at nearly 50% at the end of the third 
quarter. With the positive response from unitholders on 
the proxy vote to remove the 50% exposure limit on U.S. 
assets, effective August 11, the Trust no longer has a set 
limit on the proportion of its assets that can be held in U.S. 
loans. As a result, as lending activity gradually resumes, 
the Portfolio Manager anticipates that U.S. exposure will 
progressively increase given the quality of the financing 
opportunities that are available in the main U.S. markets 
in which the Trust lends.

In the third quarter, the Trust continued to be primarily 
focused on servicing ongoing funding obligations 
to borrowers and meeting the liquidity needs of 
unitholders. Positive cash inflows continued to result 
from loan paydown activity. The most notable change 
in the portfolio composition was the decrease in Florida 
exposure (-5.1%), which resulted from a substantial 
payoff of an office financing transaction in Orlando.

The Trust continued to accept and meet redemption 
requests from unitholders and reports strong 
performance on its underlying portfolio of loans, with no 
new defaults during the quarter. As of quarter end, the 
Trust had a defaulted $5.9 million mixed-use development 
loan in the western U.S. as well as an investment in a 
foreclosed property relating to a $4.7 million Quebec 
mortgage. The total value of these challenged loans in the 
Trust is approximately $10.6 million or 3.2% of unitholder 
capital. The Portfolio Manager believes the value of the 
underlying security is sufficient to ensure that no losses 
will be incurred on these mortgages. All other mortgage 
assets were performing as of September 30, 2020.

At quarter end, the Trust complied with all investment 
objectives and restrictions set out in the Offering 
Memorandum dated April 30, 2020.

Total Fund Assets $380,209,187 CAD

Average Mortgage Size $4,371,093 CAD

Average Loan to Value 52.5%

Average Term-to-Maturity (Months) 10.37

Percent of First Mortgages 100%

Total Fund Assets $1,266,077,552 CAD

Average Mortgage Size $5,325,455 CAD

Average Loan to Value 71.0%

Average Term-to-Maturity (Months) 9.91

Percent of First Mortgages 72.4%

Prime Trust Yield Trust Yield TrustPrime Trust

Residential (66.4%) Residential (66.9%)British Columbia (31.3%) Alberta (34.4%)

Other (0.2%)
Arizona (5.6%)

U.S. West Region - Other  (8.7%)
Industrial (8.2%) Retail (6.6%)

Georgia (8.3%)

Oregon (4.3%)

U.S. South Region - Other (1.2%)

Hotel (10.9%) Industrial (11.6%)Alberta (18.0%) British Columbia (21.3%)

North Carolina (5.5%)

Eastern Canada (7.6%)
Retail (4.5%) Hotel (6.3%)

Washington (6.5%)

U.S. South Region - Other (11.6%)
Office (10.0%) Office (8.4%)Texas (13.4%) Texas (12.1%)

US West Region  - Other (8.4%)

Asset Allocation Asset AllocationGeographic Allocation Geographic Allocation

Trez Capital Yield Trust’s (“Trust”) U.S. exposure 
held steady at approximately 37% over the third 
quarter. The overall portfolio composition remained 
well balanced with no significant shifts in exposures, 
given the continued focus on meeting ongoing funding 
obligations to borrowers as well as the liquidity needs 
of unitholders. 

Loan paydowns were robust and included the payoff 
of a construction financing on a 15-storey multi-family 
rental building in Hollywood, Florida, in which the 
Trust held a US$14.8 million investment. Loan sharing 
activity continued with the successful closing of a 
loan sharing arrangement on an industrial loan in the 
Edmonton, Alberta area, resulting in nearly $15 million 
in proceeds to the Trust. Later in the third quarter, 
the Trust started to selectively lend on transactions 
including the financing of the construction of a 165-
unit multi-family development in the Phoenix MSA of 
Arizona. 

The Trust continued to accept and meet redemption 
requests from unitholders and reports strong 
performance on its underlying portfolio of loans, with 
no new defaults over the quarter.

As of quarter end, the Trust had the following seven 
defaulted mortgages totaling approximately $37.7 
million:

• $24.2 million relating to six Strategic Group loans;

• $9.8 million in a multi-family rental construction 
loan in the southern U.S.; and

• $3.7 million in a mixed-use development loan in the 
western U.S.

Additionally, the Trust has an investment in a 
foreclosed property relating to a $0.7 million Texas lot 
development loan. 

The total value of these challenged loans in the Trust 
is approximately $38.4 million or 3.3% of unitholder 
capital. The Portfolio Manager believes the value of 
the underlying security is sufficient to ensure that no 
additional losses will be incurred on these mortgages. 
All other mortgage assets were performing as of 
September 30, 2020.

At quarter end, the Trust complied with all investment 
objectives and restrictions set out in the Offering 
Memorandum dated April 30, 2020.

Eastern Canada (1.8%)
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An opportunistic, short-term commercial 
financing strategy denominated in USD 
focused on U.S. markets

An opportunistic, short-term commercial 
financing strategy denominated in CAD 
focused on U.S. markets 

Trez Capital Yield Trust U.S. (“Trust”) continued to be 
primarily weighted in single-family lot development 
loans (58.5%) with multi-family residential exposure at 
25.2% of the total asset composition. The single-family 
lot development loans are concentrated in Texas (73.1%) 
with continued diversification into Georgia (13.4%) and 
Arizona (8.1%), providing geographic diversification 
within the asset class. 

Given the Trust’s continued focus on servicing ongoing 
funding obligations to borrowers and generating liquidity 
in the Trust, the portfolio did not have significant shifts 
in its composition, with the most notable change being 
a reduction in office asset class exposure (-7.7%) and 
Florida geographic concentration (-5.1%). This was driven 
by the payoff of a US$10.8 million investment that the 
Trust held in an office mortgage in Orlando. 

Moreover, the Trust successfully executed on its mandate 
to build liquidity, which allowed for the clearing of pending 
redemptions from the March halt. These redemptions 

were paid out in early October and the Trust is pleased 
to announce it is accepting new redemptions from 
unitholders on a restricted basis.

The loan portfolio has continued to remain strong with 
no new defaults reported during the quarter. The multi-
family residential loan in the southern U.S., which was 
in default at the end of the second quarter, has been 
resolved. As of quarter end, the Trust’s sole challenged 
loan was an investment in a foreclosed property relating 
to a US$0.6 million Texas lot development loan, which 
equates to approximately 0.4% of unitholder capital. All 
other mortgage assets were performing as of September 
30, 2020. 

At quarter end, the Trust complied with all investment 
objectives and restrictions set out in the Offering 
Memorandum dated April 30, 2020. 

Total Fund Assets $169,016,500 USD

Average Mortgage Size $1,638,898 USD

Average Loan to Value 70.2%

Average Term-to-Maturity (Months) 11.38

Percent of First Mortgages 84.9%

Total Fund Assets $844,870,026 CAD

Average Mortgage Size $4,498,561 CAD

Average Loan to Value 69.9%

Average Term-to-Maturity (Months) 11.35

Percent of First Mortgages 80.0%

Yield Trust U.S. (USD) Yield Trust U.S. (USD) Yield Trust U.S. (CAD)Yield Trust U.S. (CAD)

Residential (91.7%) Residential (90.1%)Texas (52.1%) Texas (73.1%)

Arizona (5.9%)

U.S. South Region - Other (6.2%)
Other (1.8%)North Carolina (7.9%)

Office (2.4%)
Office (4.4%)Georgia (10.2%)

North Carolina (5.4%)

U.S. Northeast Region - Other (0.6%)

Washington (7.9%)

U.S. West Region - Other (10.0%)Other (5.9%)
Retail (3.7%)Florida (8.1%)

South Carolina (4.7%)

Asset Allocation Asset AllocationGeographic Allocation Geographic Allocation

Trez Capital Yield Trust U.S. (CAD) (“Trust”) continued 
to be primarily weighted in single-family lot development 
loans (58.3%) with multi-family residential exposure 
remaining steady at 29.1% of the total asset composition. 
Texas continued to be the leading geographic exposure at 
over 65% by the end of the third quarter.

The portfolio had limited changes in its composition 
as the emphasis was on continuing to service ongoing 
funding obligations to borrowers as well as meeting the 
liquidity needs of unitholders. The most notable change 
was the reduction in Florida exposure (-6.2%), which 
resulted from the payoff of three loan financings in the 
region. Later in the third quarter, the Trust started to 
selectively lend on transactions with the financing of a 
155 single-family lot development project in the Austin 
MSA of Texas. 

The underlying portfolio of loans continued to perform 
with no new defaults over the quarter and the successful 
resolution of the multi-family residential loan in the 

southern U.S. that was in default at the end of the second 
quarter. As of quarter end, the Trust had a defaulted 
loan on a $3.5 million mixed-use development in the 
western U.S. as well as an investment in a foreclosed 
property relating to a $1.1 million Texas lot development 
loan. The total value of these challenged loans in the 
Trust is approximately $4.6 million or 0.6% of unitholder 
capital. The Portfolio Manager believes the value of the 
underlying security is sufficient to ensure that no losses 
will be incurred on these mortgages. All other mortgage 
assets were performing as of September 30, 2020.

At quarter end, the Trust complied with all investment 
objectives and restrictions set out in the Offering 
Memorandum dated April 30, 2020.

U.S. South Region - Other (3.5%)
U.S. West Region - Other (4.4%)



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.

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

Economic Update
Canadian Economy and Real Estate Market
The Canadian economy showed promising signs as third quarter 
gross domestic product (“GDP”) was estimated to rebound by 
10.3%, following a sharp 11.5% contraction in the second quarter, 
caused by lockdown measures taken to curtail the spread of 
COVID-19. The recovery in the third quarter followed easing 
lockdown restrictions and the re-opening of many retail and services 
businesses. However, Canada, along with other nations, experienced 
an uptick in COVID-19 infections over the third quarter. While the 
increase was concentrated in Ontario and Quebec, there were 
concerns that more restrictions could slow the pace of the economic 
rebound during the winter season.  

Canada’s labour market continued to recover steadily, with 378,200 
jobs added between August and September. The labour market 
regained close to 2.3 million of the nearly 3.0 million jobs lost 
between February and April. The unemployment rate was 9.0% in 
September, down from a peak of 13.7% in May. While the risks of 
rising debt levels, low energy prices and higher COVID-19 infections 
could stall the pace of the recovery, renewed fiscal and monetary 
support may help to steady the course. For instance, the federal 
government announced plans to expand the Employment Insurance 
program and the Bank of Canada continued its bond purchases as 
part of its quantitative easing program. 

The effects of the pandemic on commercial real estate sectors were 
mixed. The retail and office sectors experienced weak demand, 
while the industrial and residential sectors rebounded sharply over 
the third quarter. With many leasing plans put on hold, the national 
office vacancy rate rose to 12.0% in the third quarter from 10.9% 
in the second quarter, as demand turned negative in all major office 
markets except Halifax and London. Available space for sublets 
increased by over 2.0 million square feet in the third quarter. In 
contrast, industrial leasing rebounded sharply in the third quarter, 
after a weak second quarter. Close to 6.5 million square feet of space 
was absorbed in the third quarter, which held the overall national 
availability rate at a tight 3.5%. In addition, the combination of low 
mortgage rates and pent-up demand pushed home sales to a new 
record in September. A lack of inventory continued to place upward 
pressure on prices, as home prices increased 10.3% on a year-over-
year basis, as of September.

U.S. Economy and Real Estate Market
After promising signs for a recovery over the summer, which 
followed significant lockdown measures in March and April, U.S. 
economic momentum slowed over the third quarter. In September, 
employment increased by 661,000, the slowest increase in five 
months, as the unemployment rate reached 7.9%. Reports of rising 
COVID-19 infections in several midwestern states tempered 
optimism that retail and restaurant establishments, which were 
significantly affected in the spring, would continue to add jobs. In 
addition, several factors weighed negatively on the prospects for 
a near-term recovery in consumer spending, a large component of 
the U.S. economy: the expiration of supplemental unemployment 
benefits, which coincided with a rise in the percentage of 
permanently unemployed; uncertainty over the U.S. presidential 
election; and the inability of Congress and the U.S. administration 
to pass a comprehensive fiscal relief package. Nonetheless, there 
were some promising signs that the recovery would continue, albeit 
at a slightly slower than anticipated pace. The U.S. Federal Reserve 
Board announced plans, following its September policy meeting, to 
abandon its 2.0% inflation threshold for pre-emptive federal funds 
rate increases, raising the prospect that interest rates would remain 
low for an extended period.  

The pandemic has created a clear demarcation in performance 
and investor preferences by property type, with industrial and 
apartments leading, and retail and hospitality lagging far behind. 
Loan distress began to accumulate in the retail and hospitality 
sectors, where CMBS delinquencies were 14.6% and 21.8%, 
respectively, in August. On a quarter-over-quarter basis, preliminary 
third-quarter statistics from CBRE-EA indicated that the overall 
office vacancy rate rose 100 basis points (“bps”) to 14%; the 
neighborhood and community centre retail availability rate rose 34 
bps to 9.37%; the industrial availability rate was unchanged at 7.6%; 
and the apartment vacancy rate fell 20 bps to 4.4%.  

Investment activity remained largely stalled, as acquisition bid/
ask spreads on stabilized property were wide and distressed sales 
limited. According to Real Capital Analytics, overall investment 
volume was down 35% year to date, as of August, while commercial 
property prices remained close to their March levels. Debt 
availability remained good for apartments and stabilized deals, 
and loan pricing continued to tighten in the latter part of the third 
quarter.  However, the market environment remained somewhat 
challenging for underwriting tenant credit and transitional deals.  

Sources: Sources: Statistics Canada, Oxford Economics, Bank of Canada, CBRE, 

U.S. Bureau of Labor Statistics, Federal Reserve Bank, Trepp LLC, CBRE-EA, Real 

Capital Analytics.


