
 

LETTER FROM THE SOUTHEAST U.S.

Investment Update — Third Quarter 2019

In the third quarter and throughout 2019, we reinforced our reputation as the private commercial 
lending partner of choice throughout the Mid-Atlantic and Southeastern United States.

Our formula for success has been to strengthen affiliations with high-quality borrowers, always 
follow through on our commitments and utilize our on-the-ground presence to thoroughly 
understand local markets. Our efforts so far have helped to capture various repeat-business 
opportunities and generate a solid pipeline of new loan originations in the region. This quarter, we 
hope to hit $500 million in loans originated for the year, the same level as 2018. 

Honed in on markets insulated from downside risk
While we continue to experience steady growth in larger metropolitan areas with strong 
fundamentals, we remain cognizant of the macroeconomic climate. The current bull market has 
now extended into its ninth year, obscuring the outlook for sustained economic growth. Global 
trade uncertainty and lower inflation has pressed the U.S. Federal Reserve Board to lower its 
central interest rate twice so far in 2019. 

Lower interest rates of course bode well for housing overall, yet we remain sharply focused on 
specific markets that insulate us from downside risk during a potential downturn. That is why we 
have steered clear of higher-end luxury residential housing, since it is typically more impacted by 
slowdowns. We are instead highly engaged in affordably priced for-sale and for-rent residential 
projects, which come with larger buyer pools and downside protection throughout the cycle. 

Capitalizing on affordability in secondary, tertiary markets
Although we target strong primary markets, such as Miami, Atlanta or Charlotte, projects in 
these areas tend to be over-flooded with capital, and therefore require shouldering more risk. 
For this reason, Trez has found success among secondary and tertiary markets with sound job 
and population growth, driven by entry- or move-up level buyers looking for affordable homes. 
These promising markets include Greenville, South Carolina; the Raleigh-Durham corridor in North 
Carolina; Birmingham and Huntsville, Alabama; and various smaller cities in Florida.

We have also been heavily focused on investing in horizontal lot development in these growing 
communities – i.e., involving site preparation, groundwork, grading, etc. – for national and regional 
homebuilders already committed to construction. With a continuous eye on affordability, we target 
the development of moderately priced entry-level homes with built-in demand from a growing 
population.

Using local presence to unlock value of office space
Along with residential, Trez has also targeted cities in the Southeastern U.S. benefiting from higher 
employment and, in turn, requiring more office development. We believe that the office asset class 
is far from overbuilt and represents untapped value in smaller growing cities.

The $75 million loan provided to high-quality sponsor Lincoln Property Company for an office 
tower along Orlando’s light-rail line reflects Trez’ ability to efficiently gauge return potential and 
execute. Unlike the banks involved with the project, we did not require significant preleasing since 
we thoroughly understood the dynamics of the market through our on-the-ground relationships 
and knowledge. 

As of the third quarter, tower one is near completion, with a substantial portion of the office 
space leased to SunTrust Bank. Tower two, which Trez hopes to finance, is in predevelopment and 
represents repeat business with the Lincoln Property Company. 

Sincerely,

Brett Forman
CEO
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ECONOMIC UPDATE

Sources:  Trez Capital, CBRE, Bank of Canada, CREA, Real Capital Analytics, U.S. Bureau of Economic 
Analysis, Real Capital Analytics, U.S. Bureau of Labor Statistics, Federal Reserve Bank, Federal 
Reserve Bank of Atlanta, Oxford Economics, CBRE-EA, Freddie Mac, National Association of 
Realtors, Bureau of Census

Canadian Economy

U.S. Economy

After strong export activity boosted Canada’s gross domestic product 
(“GDP”) to a 3.7% annual pace in Q2, many analysts expect reduced 
exports and investment activity to slow overall growth in the second half 
of 2019. Canada’s commodity and manufacturing markets have been 
caught in the crosswinds of a weakening manufacturing sector globally, 
and the continuing U.S.-China trade war. While there have been positive 
signs of improved housing activity and job growth in recent months, 
these appeared to have been offset by relatively sluggish consumer 
spending gains. 

With some uncertainty regarding the global outlook, it is anticipated that 
the Bank of Canada (“BoC”) may follow other central banks and lower 
its short-term overnight policy interest rate, perhaps at its meeting in 
late October. The BoC has kept the policy rate steady at 1.75% since 
its last increase in October 2018. With the U.S. Federal Reserve Board 
(“Fed”) cutting short-term interest rates twice already this year, there is 
growing pressure on the BoC to lower rates to prevent upward pressure 
on the Canada/U.S. dollar exchange rate. A steep rise in the Canadian 
dollar could be detrimental to the competitiveness of exporters and 
manufacturers. 

Such a move towards a more accommodative monetary policy stance 
is likely to provide a buffer against the negative threats of trade 
protectionism on the Canadian economy, while stabilizing the interest 
rate-sensitive consumer and housing markets. Despite the short-
term risks to the economic outlook related to trade, there are several 
favourable factors that are likely to support steady, sustainable growth 
over the longer term: continued immigration and favourable population 
gains, access to the U.S. market to export services and commodities, 
and prudent government fiscal management. 

In Q3, there were new signs that a slowing global economy and trade 
tensions were beginning to weigh negatively on the U.S. manufacturing 
and agricultural sectors. Financial markets, which have been quite 
sensitive to news of slower economic growth, were volatile in August 
and September. 

Despite global economic headwinds, the U.S. labour market remained 
relatively strong. In September, employers added 136,000 jobs, while 
previous figures for July and August were revised upward. Although job 
growth has slowed from the trend a year ago, the labour market became 
increasingly tight and was partially responsible for the slowing pace of 
hiring. In September, the jobless rate fell to a mere 3.5% – a 50-year low. 

Job gains have helped to buffer the U.S. economy against manufacturing 
weakness and fears that an economic slowdown will deepen. With a 
growing job base, consumer confidence and spending have generally 
been bright spots, and are likely to be a source of positive momentum 
for the remainder of the year. U.S. Q3 GDP growth has been tracking 
at 1.8%, down from the 2.0% growth rate in Q2 and 3.1% in Q1. This 
appears to be consistent with the view of moderate growth, rather than 
a sharp turn towards recession. 

In addition, the Fed lowered its benchmark federal funds rate by a quarter 
point in July and September, in an effort to cushion the U.S. economy 
against slowing global economic growth and trade fears. Additional 
rate cuts are possible in coming months, which should support several 
sectors, including the housing market. 

Canadian Real Estate

U.S. Real Estate

The fundamentals of Canada’s commercial real estate markets remained 
healthy, with low vacancy and continued market rental appreciation. For 
instance, according to preliminary Q3 statistics from CBRE, the national 
office vacancy rate fell 20 bps to 11% from Q2, while the national 
industrial availability rate edged up 20 bps to a mere 3.3%. While new 
building completions have increased in response to the tight market 
conditions and strong tenant demand in the industrial sector, office 
completions have yet to catch up with demand. 

Canada’s housing market has shown signs of improvement in recent 
months. As of August, national home sales were up 5.0% over year-
earlier levels, while average sales prices increased by 3.9%. This pushed 
the inventory of homes for sale to a 4.6 month’s supply, the lowest level 
since 2017. However, there appears to be some regional disparity in the 
housing market’s performance, as prices eased in Vancouver and parts 
of western Canada, while prices firmed in Ontario and eastern Canada. 
Apartment conditions remained quite strong, with national vacancies at 
2.4% as of Q2, and strong rental growth, particularly in the Vancouver 
and Toronto markets. 

After a slow start to 2019, investment activity revived in Q2, marking the 
fourth strongest quarterly investment volume on record, according to 
CBRE. With a strong transaction pipeline for the remainder of the year, 
investment activity should remain favourable. The combination of low 
interest rates, a relatively healthy economic outlook, strong property 
fundamentals and investor interest should continue to support growth 
in property values. Canada’s commercial property prices increased 
by 2.8% for the year ended in Q2, according to Real Capital Analytics 
Commercial Property Price Index (CPPI).

Through the first half of the year, national commercial real estate 
fundamentals were relatively balanced, with demand either matching or 
exceeding supply across most sectors. This has allowed market rents to 
continue to increase at favourable rates. For instance, national office and 
industrial rents, according to CBRE-EA, have both increased by 4.0% for 
the year ended in Q2. Such rent growth conditions are quite encouraging, 
as new supply growth remains relatively subdued at this stage of the real 
estate cycle.

After a disappointing spring season, the nation’s housing market showed 
improvement during the summer months. Existing home sales climbed in 
July and August, reaching a pace that was 2.6% higher than a year earlier. 
New housing starts also jumped in August to their highest rate thus far in 
the nation’s 10-year economic expansion, reaching a level that was 6.6% 
higher than a year ago. The improved sales and construction are attributed 
to several factors – with improving affordability one of the most important. 
In particular, the 30-year fixed mortgage rate averaged 3.64% at the end of 
September, close to 100 basis points (“bps”) lower than the rate at the end 
of 2018, according to Freddie Mac. In addition, the strong labour market 
is allowing younger home buyers to enter the market in higher numbers, 
especially in the affordable-priced segment

Commercial real estate valuations should continue to increase over the near 
term, reflecting the combination of moderate economic growth, relatively 
balanced real estate fundamentals, rising rents and low interest rates. 
Despite lagging transaction activity — year-to-date overall commercial 
sales activity through August was down close to 11.0% compared to the 
same period a year ago — commercial property prices continued to 
increase. According to Real Capital Analytics’ Commercial Property Price 
Index (CPPI), prices have escalated by 6.7% over the past year. 
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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  $274,299,108 CAD 

Average Mortgage Size  $4,429,011 CAD 

Average Loan to Value 50.3%

Total Units Outstanding  25,681,960 

Net Asset Value per Unit  $10 

Total Fund Assets  $1,214,270,422 CAD 

Average Mortgage Size  $5,324,990 CAD 

Average Loan to Value 70.9%

Total Units Outstanding  107,837,847 

Net Asset Value per Unit  $10 

Total Fund Assets  $178,066,399 USD 

Average Mortgage Size  $1,558,228 USD 

Average Loan to Value 67.1%

Total Units Outstanding  12,494,313 

Net Asset Value per Unit  $10 

Total Fund Assets  $753,425,070 CAD 

Average Mortgage Size  $4,746,582 CAD 

Average Loan to Value 65.9%

Total Units Outstanding  61,082,917 

Net Asset Value per Unit  $10 

Trez Capital Prime Trust (“Trust”)’s portfolio experienced increased diversification through 
the quarter due to the continued strength and growth in the U.S. origination pipeline. The 
U.S. exposure has increased to over 40%. The Trust also continues to see exceptional 
growth in its assets as AUM approaches the $300 million mark. Sustained interest in the 
conservative mandate of the Trust has resulted in growth of nearly 100% compared to the 
third quarter of 2018. 

The Trust has one mortgage totaling $6.9 million that went into default in Q2 of 2019. 
Management is working through a repayment strategy on the defaulted mortgage, a lot 
development in B.C., with the anticipation that it will be resolved and repaid in full before 
the end of the year. The Manager believes the value of the underlying security is sufficient 
to ensure that no losses will be incurred on the mortgage. During the quarter, the Trust took 
title to a property of a previously defaulted $4.8 million Quebec mortgage and now has 
an investment in a foreclosed property. All other mortgage assets were performing as at 
September 30, 2019.

Trez Capital Yield Trust (“Trust”)’s U.S. exposure reached 33% with continued growth 
anticipated through to next year. Significant paydown activity during the quarter resulted in 
a cash position in excess of 6%. We continue to monitor the origination pipeline relative to 
repayment activity and new capital inflows to ensure a productive matching between inflows 
and outflows in the Trust.

The Trust has one mortgage totaling $5.8 million that went into default in Q2 of 2019. 
Management is working through a repayment strategy on the defaulted mortgage, a lot 
development in B.C., with the anticipation that it will be resolved and repaid in full before 
the end of the year. The Manager believes the value of the underlying security is sufficient 
to ensure that no losses will be incurred on the mortgage. The Trust also has an investment 
in a foreclosed property for US$0.6 million. All other mortgage assets were performing at 
September 30, 2019. 

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 an over 40% weighting to the 
multi-family asset class within its residential composition as the portfolio has grown. Texas 
exposure has notably dropped to below 55% with continued growth in origination activity 
being seen in the other key markets in the U.S., including Florida, North Carolina, and Georgia. 
The most notable increase was attributed to exposure to the Washington market with a record 
year of originations in the Pacific Northwest region.

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

Trez Capital Yield Trust U.S. (CAD) (“Trust”) continues to be primarily weighted in single-family 
lot development loans with a concentration in Texas. However, diversification in the Trust has 
increased with multi-family exposure nearing 30% of the residential portfolio composition. 
Overall, Texas exposure has notably dropped below 60% with continued growth in origination 
activity being seen in the other key markets in the U.S., including Florida, North Carolina, and 
Georgia. The most notable increases were attributed to exposure to the Washington and 
Oregon markets, with a record year of originations in the Pacific Northwest region.

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

*  During the quarter ended September 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
Refinancing for a 12-storey mixed-use building of 143 strata titled, for-rent residential units, 
ground level retail restaurant, and 87 underground parking stalls.

OREGON
Loan to repay existing land loan and to construct an apartment complex comprised of 9 
buildings with 216 rental units.

TEXAS
Loan for the development of a 36.5-acre parcel with 227 townhome lots under a lot 
purchase contract.

FLORIDA
Construction loan for the development of a 5-storey building containing 23 for-sale residential 
units.

Amount $40,750,000 CAD Location Vancouver

Property Type Residential Lien 1st Mortgage 

Amount $31,321,000 USD Location Troutdale

Property Type Residential Lien 1st Mortgage

Amount $18,401,631 USD Location Mesquite

Property Type Residential Lien 1st Mortgage 

Amount $13,200,00 USD Location Miami

Property Type Residential Lien 1st Mortgage 


