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Update from the Western U.S.
The Western U.S. saw a record-setting fourth quarter, capping off 2019 with more than
$250 million in financings. Our key successes include a significant number of construction
loans, predominantly in rental-apartment, single-family lot development, acquisition and
value-added projects, largely in major metropolitan areas such as Seattle and Portland. In
fact, Portland played home to our largest deal to date for the Western U.S. – a $70-million
residential apartment complex. In Seattle, we closed a $15-million office loan, a $50-million
condominium loan, and a $50-million construction loan. Given the diversity, large scale
and complexity of the deals we executed on the west coast in 2019, we expect to see the
expansion of both our team and the number of projects being financed in 2020.
U.S. Growth Fueled by Rising Rentals and Jobs
Strong rental activity in the U.S. was one of the biggest drivers of growth in the fourth quarter
and throughout 2019, and the demographics help explain why. Millennials, a significant
segment of the population, are actively looking to form their own households for the first
time, after delaying their efforts due to market uncertainty. Ownership costs in most major
cities are forcing more people to look at rental units for their housing needs.
The strength of the U.S. job market – as demonstrated by a 50-year low unemployment
rate in the fourth quarter – is driving activity among renters and home buyers. Recognizing
this trend, we are focused on financing affordably-priced-for-sale and for-rent single-family
projects, especially in markets with sound job creation anchored by reputable companies.
These core markets include communities in Seattle, where leading technology companies
are thriving and producing many high-quality, high-paying jobs. We are also focused on highgrowth centres in Texas – a state that markets itself as having business friendly laws to drive
investment and employment.
Focus on Affordability Minimizes Risk
While opportunity is plentiful, we continue to prioritize risk mitigation. Our strategy avoids
higher-end luxury residential housing, since this segment of the market is more vulnerable
to economic slowdowns and is experiencing slower growth than more affordably priced
segments. Our investments are centred on the low to medium end of the market, supported
by more buyers, less expensive construction costs, quicker construction timelines and
downside protection throughout the cycle.
Our ability to manage risk is supported by our emphasis on credit analysis and rigorous
underwriting capabilities and processes. We are focused on delivering our investors
sustainable yield, risk-adjusted income and growth, but never at the expense of proper risk
management and credit adjudication.
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Optimistic Outlook for 2020
Heading into 2020, we continue to prioritize high-growth and affordable markets. Looking
ahead, we are monitoring macroeconomic factors that may affect real estate markets and
the economy, including the upcoming federal election.
While there may be some market volatility based on a variety of potential political outcomes,
we remain cautiously optimistic for the year. Real estate is driven by the fact that people will
always need a place to live. As such, we continue to seek out opportunities that tap into this
fundamental human need.
Sincerely,

*Estimated as at December 31, 2019.

Robert Perkins,
Managing Director
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ECONOMIC UPDATE
Canadian Economy

Canadian Real Estate

Canada’s economy added close to 35,000 jobs in December. The
additional jobs represent a turnaround from the job losses that
occurred over the previous two months, reflecting a GM plant
closure and layoffs at other prominent Canadian firms. Despite some
bright spots in the labour and housing markets, fourth quarter gross
domestic product (“GDP”) growth appeared to be trending at, or
slightly below, the 1.3% annual rate reported in the third quarter.
Although some analysts believe that growth will be subdued in early
2020, there are some factors that may support growth in Canada’s
export markets. Global economic growth appeared to be steadier,
while the signing of the phase-one U.S.-China trade accord and the
ratification of the U.S.-Mexico-Canada Agreement are likely to
reduce trade uncertainty.

The fundamentals of Canada’s office and industrial real estate markets
remained healthy. In the fourth quarter of 2019, the national office
vacancy rate fell to 10.9%, the lowest level since late 2014. Suburban
office markets experienced the most improvement over the course of
2019, with vacancy down 170 basis points over the year. The suburban
markets of London, Waterloo and Montreal have contributed
disproportionately to this decline. Meanwhile, the national industrial
market remained exceedingly tight in the fourth quarter of 2019, with
an availability rate of 3% and an annual rental rate over 12%. While
industrial completions have been on the rise, Coldwell Banker Richard
Ellis (“CBRE”) noted that the market is expected to remain strong, as
e-commerce, third-party logistics and retail firms revamp their supply
chains to meet evolving consumer needs.

In addition, Canada has some flexibility to maneuver expectations
on the policy front. While other central banks have moved to a more
accommodative policy stance by reducing rates over the past year,
including the U.S. Federal Reserve Board (“Fed”), the Bank of Canada
(“BoC”) maintained steady policy rates. At its January meeting, the
BoC held its target overnight policy rate at 1.75%. The BoC’s guidance
report mentioned that it is paying attention to developments in
consumer spending, housing and business investment. Any further
softening in these areas, as well as the appreciation of the Canadian
dollar, would likely cause the BoC to lower rates in order to stimulate
economic activity.

After reaching a low point in May, overall home prices were on
the rise and experienced improved sales activity, according to the
Canadian Real Estate Association (“CREA”). CREA’s home price
index advanced 3.4% for the year ended in December 2019. With
improving activity in the greater Toronto, Vancouver and Montreal
regions, the overall inventory of homes available for sale at the
current sales rate in December reached 4.2 months – the lowest rate
since 2007, according to CREA.

For Canada to achieve higher growth over the near term, it appears
that activity will need to shift more towards exports and investment
activity, since the consumer sector is burdened with high debt
levels. While trade risks remain, the resolution of trade disputes may
improve the outlook on exports.

U.S. Economy
Outside of weakness in the manufacturing sector, economic data
at the end of 2019 pointed towards positive-growth momentum in
early 2020. Monthly job growth remained favourable, as 145,000
jobs were added in December, while firmer wage growth supported
strong consumer spending. In addition, the housing market showed
signs of improvement over the second half of the year, as new singlefamily construction reached its highest monthly rate since 2007 by
December.
Many of the headwinds that were present early in 2019 – rising
interest rates, an escalating trade dispute with China and softening
global demand – have diminished. The Fed reversed its policy stance
and reduced its short-term interest rate, bringing it to a target range
of 1.50% – 1.75%. The Fed’s current “wait-and-see” policy stance
confirms that economic conditions remain favourable with a limited
risk of accelerating inflation. The recent phase-one trade agreement
between the U.S. and China reduced the risk of further tariffs, which
could have a negative impact on manufacturers and consumers.
Finally, recent reports indicate that global manufacturing activity
has stabilized after a slide through most of 2019.
While many analysts see slower growth in 2020, it appears that
recession risks have been reduced. Through December, U.S.
employment had expanded for 111 consecutive months, bringing
the unemployment rate to 3.5%. With labour market conditions
becoming quite tight, employers will find it increasingly difficult
to find qualified staff for open positions. This will likely be an
increasingly growing constraint to expansion.

Capital markets appeared to look beyond short-term economic
fluctuations and trade disputes, and towards the solid fundamentals
of commercial real estate markets. According to CBRE, Canadian
REITS had a solid year, with total returns exceeding 20% in 2019.
Direct investment volumes were on pace to reach $42 billion, which
would match record levels over the last two years. Such strong
momentum is positive as 2020 unfolds.

U.S. Real Estate
Despite rising levels of construction that one would expect at this
stage of the commercial real estate cycle, most U.S. property types
continued to experience healthy demand and declining vacancy and
availability rates over the course of 2019. The lone exception was
the industrial sector, where building completions exceeded demand,
causing the availability rate to increase by 20 basis points over the
year. At 7.25%, the industrial availability rate remained quite low
by historical standards. New construction finally improved leasing
options for space-constrained tenants, as many e-commerce and
retail users needed modern distribution and warehousing facilities
to accommodate changing online consumer purchases. Continued
employment growth and rising wages benefited from the demand in
the office, retail and apartment sectors.
After a disappointing spring season, the nation’s housing market
showed continued improvement in late 2019. Low unemployment, low
mortgage rates and rising wages helped to boost existing home sales
in December to 10.8% above levels of the previous year, according to
the National Association of Realtors. As the inventory of available
homes for sale dwindled in recent months, new development has
been on the rise.
Investor confidence in the commercial real estate market remained
strong, as there were large amounts of equity and debt capital
available for investment. According to Real Capital Analytics (“RCA”),
overall commercial sales-transaction volume was down 6% in 2019,
due to fewer portfolio transactions. Despite the decline, the 2019
transaction volume neared record levels. Commercial property prices
continued to increase at healthy rates, rising 7.8% in 2019, according
to RCA.

Sources: CBRE, Oxford Economics, U.S. Bureau of Labor Statistics, U.S. Bureau of Census, U.S. Federal Reserve, National Association of Realtors, Real Capital Analytics, Bank of Canada, Canadian Real Estate Association
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FUND OVERVIEW
TREZ CAPITAL PRIME TRUST*
A conservative short-term commercial mortgage strategy

Total Fund Assets
Average Mortgage Size
Average Loan to Value
Total Units Outstanding
Net Asset Value per Unit

$335,807,580 CAD
$4,875,094 CAD
52.1%
29,368,624
$10

TREZ CAPITAL YIELD TRUST*

Trez Capital Prime Trust’s (“Trust”) portfolio continued to maintain its geographic diversification, with U.S. asset
exposures around 40%. Among the most notable changes in the quarter was the increase in office assets, which
resulted from three financings in B.C. and Washington. These financings will facilitate the improvement of cash
flows through the lease-up of vacant space, as well as some capital improvements to drive leasing demand up to
market rents. The assets are all situated in strong and desirable locations with active demand for office space.
Subsequent to year end, the Trust had a $5.6 million mortgage related to a mixed-use development that went
into default. The Portfolio Manager believes the value of the underlying security was sufficient to ensure that
no losses would be incurred on the mortgage. A B.C. lot development mortgage, which defaulted in the second
quarter of 2019, was repaid in full in the fourth quarter of 2019. Additionally, the Trust has an investment in a
foreclosed property relating to a $4.8 million Quebec mortgage.
On December 11, 2019, Strategic Group, a Trez borrower, filed for Companies Creditor Arrangement Act
(“CCAA”) protection for 56 of its 171 properties. On December 20, the court rejected the CCAA application
and appointed a “temporary” receiver to work with the lenders to manage the properties. Following January
31, 2020, the lenders have the option to opt out of this receivership. Trez holds mortgages on five of these 56
properties.
The Trust has three loans with Strategic Group. None of these loans are in receivership; they are current and
exhibit no challenges. The Portfolio Manager is confident that the principal and interest on these loans will be
repaid in full, and does not see any changes or effect to our target distributions as a result of Strategic Group’s
situation.
All other mortgage assets were performing as at December 31, 2019.

A diversified, balanced short-term commercial mortgage strategy

Total Fund Assets
$1,279,389,213 CAD
Average Mortgage Size
$5,561,251 CAD
Average Loan to Value
70.4%
Total Units Outstanding
115,771,296
Net Asset Value per Unit
$10

TREZ CAPITAL YIELD TRUST U.S. ($USD)*

Trez Capital Yield Trust’s (“Trust”) U.S. exposure continued to trend upward towards the 40% mark at the end
of 2019, with a noticeable increase in exposure to Oregon. This was largely driven by the financing of a newly
constructed Class A multi-family rental apartment building located in Portland. The financing will take the property
through the lease-up and stabilization phase. Furthermore, we anticipate that U.S. exposure will continue to trend
upward into 2020 with continued growth in U.S. opportunities.
Subsequent to year end, the Trust had a $3.5 million mortgage related to a mixed-use development that went into
default. The Portfolio Manager believed the value of the underlying security was sufficient to ensure that no losses
would be incurred on the mortgage. A B.C. lot development mortgage, which defaulted in the second quarter of
2019, was repaid in full in the fourth quarter of 2019. The Trust also has an investment in a foreclosed property for
US$0.6 million.
On December 11, 2019, Strategic Group, a Trez borrower, filed for Companies Creditor Arrangement Act
(“CCAA”) protection for 56 of its 171 properties. On December 20, the court rejected the CCAA application and
appointed a “temporary” receiver to work with the lenders to manage the properties. Following January 31, 2020,
the lenders have the option to opt out of this receivership. Trez holds mortgages on five of these 56 properties.
TCYT has 17 loans with Strategic Group. Ten of those loans are outside the receivership and are current with
payments, and two of them have an established plan to bring them current. There are five receivership loans in TCYT,
of the five loans only one loan, with a balance of $8 million, is of concern. This loan is only approximately 0.6% of
the assets of the Trust. The Manager is currently in the process of determining whether any impairment charge is
required in relation to this one loan.
All other mortgage assets were performing at December 31, 2019.

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

Total Fund Assets
Average Mortgage Size
Average Loan to Value
Total Units Outstanding
Net Asset Value per Unit

$195,658,284 USD
$1,789,052 USD
68.8%
14,173,542
$10

Trez Capital Yield Trust U.S. (“Trust”) continued to be primarily weighted in single-family lot development
loans, largely in Texas, although it maintained a 40% weighting to the multi-family asset class within its
residential composition. Exposure to Texas continued to be below the 55% mark, as originations remained
active from the Florida, Atlanta and Pacific Northwest origination teams; however, Texas is expected to
maintain a substantial exposure given the robust fundamentals and opportunity set within this market.
All mortgage assets were performing at December 31, 2019; however, the Trust has an investment in a
foreclosed property for US$0.7 million.

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

Total Fund Assets
Average Mortgage Size
Average Loan to Value
Total Units Outstanding
Net Asset Value per Unit

$824,569,057 CAD
$4,698,192 CAD
67.8%
68,426,127
$10

Trez Capital Yield Trust U.S. (CAD) (“Trust”) continued to be primarily weighted in single-family lot
development loans with a concentration in Texas. Active origination volumes from the Florida, Atlanta and
Pacific Northwest teams continued to create diversification in both asset class and geographic exposures,
although Texas is expected to maintain its primary weighting given the strength of this market.
Subsequent to year end, the Trust had a $3.3 million mortgage related to a mixed-use development that went
into default. The Portfolio Manager believed the value of the underlying security was sufficient to ensure
that no losses would be incurred on the mortgage. All other mortgage assets were performing at December
31, 2019; however, the Trust has an investment in a foreclosed property for US$0.9 million.

* During the quarter ended December 31, 2019 the Trust complied with all investment objectives and restrictions set out in the Offering Memorandum dated May 1, 2019.
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RECENT HIGHLIGHTED TRANSACTIONS

TEXAS
Lot development loan to acquire approximately 856 acres of land and develop into 669
finished single-family lots plus 610 single-family paper lots.
Amount

$120,096,970 USD

Property Type

Residential

Location
Lien

Houston MSA
Blanket

WASHINGTON
Construction loan on a 0.76-acre site to develop a residential, for-sale condo building with
135 units and 169 stalls of underground parking.
Amount

$50,000,000 USD

Property Type

Residential

Location
Lien

Seattle
1st Mortgage

ONTARIO
Construction loan on a 19,833 sq. ft. site to be developed into a 12-storey concrete condo
building with 93 residential units that will include 5,268 sq. ft. of retail space, 100 storage
lockers and 130 underground parking spaces.
Amount

$68,000,000 CAD

Property Type

Residential

Location
Lien

Ottawa
1st Mortgage

FLORIDA
Construction loan to develop a 34-unit residential condominium project, of which 24 units
have been pre-sold.
Amount

$16,000,000 USD

Property Type

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

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

Residential

Location
Lien

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

Tampa
1st Mortgage

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

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.

