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There are no shortage of age-old 

traditional investing principals or tenets that, for 
the most part, still ring true to this day.  Some of 
these include: buying undervalued companies or 
selling overvalued ones, favouring long-term 
developments over daily headlines or news, 
focusing on fundamentals and data rather than 
investor sentiment, staying diversified to mitigate 
sharp or extreme losses, and the list goes on.  But 
one philosophy that was seen a gold standard for 
decades and a fixture in nearly all portfolios has 
become less and less relevant in today’s economic 
environment. Government bonds. 

Both Canadian and U.S. Government bond yields have been in a steady free-fall since the early 1980’s 
where they peaked at over 15%!  Compare and contrast those yields to today, when U.S. 10-year bonds are 
yielding around 2.5%, while our Canadian counterpart yields closer to 1.5%.  The difference is staggering. 
Even when considering the low inflationary environment, these yields leave you with a real return (inflation-
adjusted) of next to nothing and sometimes even with losses. It just hasn’t made much sense in this 
environment to have much exposure to this asset class.  Advisors and portfolio managers are left to hunt for 
better yields that can deliver their clients a steady, reliable source of income, while hopefully maintaining a 
lower risk profile to complement their equities brethren. 

In this quarter, one of the places we have found to boost the yield in our fixed income basket is through 
a Canadian mortgage lender.  Romspen carries a 52-year track record of success and is one of the largest non-
bank, commercial real estate mortgage lenders in Canada with a portfolio in excess of $2.5 billion. It is worth 
pointing out that “commercial” real estate loans are made to businesses and not to individual home owners. 
The firm’s mandate is focused on capital preservation, strong absolute returns and performance consistency.  
Loans are conservatively underwritten on a 65% loan-to-value (LTV) basis – this means that Romspen might 
loan roughly 65% of the property value, which gives them a nice margin of safety in case the borrower defaults 
and Romspen is ever forced to take ownership of the property.  The fund is also very diversified, both across 
geography and property type.  Roughly 45% of the mortgages are within the U.S., while 55% are spread out 
across Canada, across various property types such as: industrial buildings, condos, retail buildings, residential 
construction and development projects, offices, and more.  This diversification across the portfolio helps to 
spread out various risks that might only affect particular geographies or property types (eg. the subprime 
housing crisis in the U.S. during the previous decade did not significantly impact Canada’s housing market).  
Romspen’s mortgage pool is also comprised mostly of short-term mortgages between 1 to 3 years.  This allows 
management to work closely with borrowers and thwart off potential credit problems. 

The results at Romspen speak for themselves.  Over the past 25 years or so, Romspen has generated an 
annualized total return north of 9% for its investors.  Even more impressive is the fact that in those 300+ 
months, there were only two months with a negative return. Additionally, during the financial crisis between 
2007 to 2009 the Romspen mortgage fund returned a strong 32% over the 3-year period!  A more recent 
example of Romspen’s consistency and knack for outperforming in tough environments came in 2018 when 
most asset classes were negative for the year; Romspen’s fund returned nearly 8%. 

While we’re excited about our new fixed-income investment, we realize there is added credit risk.  In 
order to receive higher income, one must be willing to take on additional risk; there is no free lunch as they 
say.   
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Big, Boring and Bountiful Investment 

say. 

In contrast with a government bond where the assurance of timely interest payments and the return of 
principal is nearly 100%, Romspen relies on their expertise and decades of experience to fulfil these 
obligations, as there is an incredible amount of due diligence put forth for each potential borrower.  This is 
very specialized lending and so it allows Romspen to charge interest rates around 10% on these short-term 
mortgage loans. There will always be risks when trying to increase expected returns or yields, but after 
performing our own thorough due diligence, we feel comfortable with Romspen’s outstanding track record in 
mitigating these risks and delivering strong, consistent income for their unitholders.  We also reduce risk 
further with capping our concentration to 5% of the portfolio on this investment like many on our favoured 
list of holdings. 

Perhaps some of you may be fans of the popular television channel HGTV or enjoy one of the many home 
renovation-themed shows on TV. There’s something oddly gratifying about watching a big reclamation project 
like this unfold and to witness how a previously dated, beaten-down house can transform into a stunning, 
model-home.  Well there’s a company in our portfolio that has made investors wealthy by doing this sort of 
thing only in a much slower, more boring fashion and with pipelines and toll roads, instead of houses.  Again, 
maybe not as interesting at first glance, but when you consider that Brookfield Infrastructure Partners (BIP) 
has delivered total returns to investors of over 700% spanning the last decade, it certainly captures our full 
attention. 

BIP is a 2008 spin-off from parent Brookfield Asset Management (another one of our holdings), who 
still retains 30% ownership, and has a stellar track record investing in global infrastructure assets over the past 
decade.  They own and operate a global network of companies in utilities, transportation, energy, and 
communications infrastructure.  Typical of the talents you will find in the private equity world, BIP will 
essentially purchase assets at beaten down prices, inject funds in capital projects and with management 
expertise, improve operational efficiencies.  Once this makeover is complete, it generates much improved cash 
flow and shareholder value.  A tested formula that generates a rich distribution to its shareholders (currently 
near a 5% annual yield) that has grown an average of ~10% annually since the inception in 2008. 

Besides the steady income and stellar track record of growth, we continue to like BIP going forward for 
a few more reasons. BIP has considerable operations and assets around the world and is very geographically 
diversified. Only 10% of their cashflow comes from North America, the remaining emerging markets such as 
Brazil, India, Australia and Chile, along with the U.K., deliver considerable revenues.  The cashflow generated 
from these assets are often regulated, inflation-adjusted, and span decades long. While this doesn’t mean that 
BIP’s stock would be immune from a global recession, it does indicate their cashflows should remain stable in 
all economic cycles. Along with this diversification, the assets generally have little or no competition in their 
respective regions, as it would make little economic sense for another company to build adjacent competing 
infrastructure.  Additionally, the opportunity in the global infrastructure market is near limitless.  BIP estimates 
that there’s a runway opportunity of “many tens of trillions of dollars” in global infrastructure over the next 50 
years as public debt has swelled to record highs around the world, motivating governments to sell their 
infrastructure assets to the private sector.  Lastly, as these emerging markets slowly transition into developed 
ones, there will be a high demand for more infrastructure along the way.  In the current historically-low interest 
rate environment around the world; pension like institutions are looking for alternatives to their traditional 
bonds.  The ‘sure and steady’ lower-risk profile of infrastructure investing often satisfies part of that solution.  
This will ensure BIP’s war chest continues to grow as they look for new opportunities to recycle assets. 

 

 
Disclaimer 

This information has been prepared by Joeford Lee who is an Investment Advisor for HollisWealth® and does not necessarily reflect the opinion of HollisWealth. The 
information contained in this newsletter comes from sources we believe reliable, but we cannot guarantee its accuracy or reliability. The opinions expressed are based 

on an analysis and interpretation dating from the date of publication and are subject to change without notice. Furthermore, they do not constitute an offer or solicitation 

to buy or sell any of the securities mentioned. The information contained herein may not apply to all types of investors. The Investment Advisor can open accounts only 
in the provinces in which they are registered.  

HollisWealth® is a division of Industrial Alliance Securities Inc., a member of the Canadian Investor Protection Fund and the Investment Industry Regulatory 

Organization of Canada.  

Insurance products provided through Hollis Insurance. 


