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SPECIAL PROMOTIONAL FEATURE

PRIVATE DEBT

Tapping into
private debt
Centurion Asset Management shines a light on a
sector that’s offering investors equity-type returns
with the reduced volatility of debt

AS MAJOR financial institutions have tightened their standards for lending, private
debt has become more popular among
fund providers and is gaining traction with
investors. Private debt can refer to any type
of non-prospectus loan, such as mortgages,
accounts receivable (like factoring), mezzanine loans, royalty financing and lease
finances, and can go to either public or private
companies. According to Greg Romundt,
president and CEO of Centurion Asset
Management, the opportunity in the space
has never been greater than in recent years.
“The sector has grown dramatically since
the global financial crisis,” he says. “Many
businesses that previously could have accessed

the banking sector for credit now have to
turn to the private credit market. With the
increased regulatory burden, fewer business
find it attractive to be public today, which was
not previously the case. Studies have shown
the number of public companies is lower
today than it was years ago. There just has not
been a surge of brand-new companies.”
Romundt adds that big companies
going public, like Facebook and Google,
get considerable attention. However, these
cases don’t represent the vast majority of
companies trying to grow and access capital.
The combination of tighter lending standards
and the desire to remain private has fuelled
the growth of the private debt sector.
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British Columbia 19.0%
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As demand has grown, the private debt
sector has performed consistently, Romundt
says, but it’s also had its challenges.
“You don’t get paid the rates of interest
in this industry that you do without having
to occasionally roll up your sleeves and work
on a file,” he says. “Aside from doing due diligence of going into a file, sometimes it’s about
your sector selections. That’s one of the things
about private debt – it’s very hands on.”
Accordingly, Romundt and Centurion are
hands-on with Centurion’s private debt fund,
Centurion Financial Trust (CFIT).
“What we have found is that most private
debt funds focus on a particular area, like real
estate mortgage lending, factoring, leasing,
royalties or preferred shares, but really, when
a company is looking for capital, they don’t
know what structure they need,” he says.
“They know they have a need for capital
at a certain term with certain features. We
consider ourselves financial solution providers
to our clients. In our risk-return profiles, we
are very structure-agnostic, so what we’re
trying to do is help borrowers access capital
with structures that make sense for them. We
try to be flexible to solve their issues.”
Centurion’s diverse approach has helped
CFIT do well in its first three years, averaging
returns in the low teens. “We think that’s
pretty good in a world where bond yields are
early single digits,” Romundt says.
He notes that CFIT has the flexibility to
move in and out of certain weightings between
real estate and corporate debt. “If we think
there is more opportunity in real estate, we will
be in real estate,” he says. “If the opportunity
is on corporate debt, that’s where we will be.
It gives us the flexibility to move in and out of
sectors, depending on the demand and availability of opportunities.”
Romundt sees three primary benefits of
investing in private debt. “First, the returns
tend to be higher because you are being paid
for that illiquidity and lower transparency, very
often with smaller or mid-sized companies,” he
says. “Second, returns are generally uncorrelated to the equity market. And third, we have
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Real estate 69.4%
Corporate 30.6%

Real estate by type

“The sector has grown dramatically since
the global financial crisis. Many businesses
that previously could have accessed the
banking sector for credit now have to
turn to the private credit market”

Mortgages 61%
Participating
mortgages 20%
Equity 19%

Corporate debt by type

Greg Romundt, Centurion Asset Management
found that returns can be closer to equitytype returns, but with a risk profile closer to
debt. We find that to be attractive.”
Illiquidity and transparency are a couple
of the risks associated with the sector. Since
borrowers are coming to the sector to get
access to credit they can’t get somewhere else,
they may not be able to pay back what has
been borrowed in a specific time frame, which
could affect investors.
Another area of potential risk is portfolio
concentration. Romundt compares a private
debt fund to a bank doing a large number
of mortgages – while the bank might have
many loans out, a private debt fund can be
constructed on far fewer, making it more
concentrated.
However, he adds, these risks are why

investors get paid more for these types of
opportunities – and he doesn’t see such
opportunities going away anytime soon.
“We are not only seeing strong demand from
borrowers, but also demand from investors as
they become familiar with the asset class and
look to diversify their portfolios and generate
income,” he says. “This sector was predominantly institutional, but more and more it is
gaining traction not only with high-net-worth
investors, but a broader base as well.”
Currently, private debt isn’t seeing large
allocations from the majority of investors
and advisors, which Romundt believes is due
to the previous lack of access and a lack of
knowledge about the sector. Still, he believes
that private debt can and should have a place
in portfolios.

Corporate debt 80%
Convertible debt and
warrants 20%

Source: Centurion Asset Management CFIT Annual Report 2018

“We think that private debt can perform
well throughout the economic cycle, providing
equity-like returns with debt-like levels of
volatility,” he says. “In today’s low interest rate
world, with stretched equity market valuations, the returns offered are attractive, and
the downside seems to be better protected
than straight equity.”
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