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1st Quarter Performance Review

A  er a very diffi  cult environment in the capital markets during the fi nal quarter of last year, the fi rst quarter saw a much 
welcome reversal. Clearly benefi  ng from the market tailwind, the Fund posted an extraordinarily strong fi rst quarter total return 
of 13.53% (OIOAX). We are also pleased that the Fund closed the quarter with a 6.66% distribu  on rate. As discussed further in 
the Market Review sec  on below, the Fed’s seemingly sudden dovish turn proved quite an accelerant for the broader U.S. equity 
market as well, with the S&P 500 genera  ng a 13.65% total return for the quarter. As the por  olio is more oriented to fi xed 
income, a more germane comparison is the Bloomberg Barclays U.S. Aggregate Bond Index, which returned 2.94% during the 
same period.

Portfolio Composition

95% Average Net Fixed Income Exposure
Key contributors to performance during the fi rst quarter were diversifi ed, hotel, and mortgage REITs, contribu  ng 3.11%, 2.69%, 
and 1.88% respec  vely.  In a broadly robust quarter for performance, there were no fi xed income sectors which meaningfully 
detracted from por  olio results.  At quarter-end the yield on our fi xed income posi  ons was 7.7%.   

13% Average Net REIT Common Stock/Equity Exposure
Mortgage, health care, and residen  al REITs were the largest contributors for the period, contribu  ng 1.17%, 0.23%, and 0.23%, 
respec  vely.  Retail REIT posi  ons, which ne  ed to an average short exposure of -0.73%, detracted -0.33%; these short equity 
posi  ons were in place to par  ally hedge against long preferred stock exposure in the same or similar issuers.  At quarter-end the 
yield on our equity posi  ons was 9.4%.
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MUTUAL FUND REVIEW

EXECUTIVE SUMMARY

• Benefi  ng from the market tailwind, the Fund posted a strong fi rst quarter total return of 
13.53%.

• The Fund closed the quarter with a 6.66% distribu  on rate.

• The overall REIT preferred market, given current interest rate spreads, appears reasonably 
priced while certain select issues remain a  rac  vely priced.  

• The Fund will remain cau  ously posi  oned but will seek to invest opportunis  cally 
depending on circumstances.
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Long vs. Short by Security TypeGross Exposure 105.20%

Preferred 85.67%

Common 17.31%

Debt 1.56%

Short -0.33%

Net Exposure 104.54%

Portfolio Positioning

1Q19

Average Net Exposure 108% 

Number of Positions 142

Preferred Strip Yield* 7.73%

* Weighted average strip yield at quarter end. 
Strip yield measures the return on only the 
debt por  on of a bond. 

Portfolio Positioning

Net exposure declined over the course of the fi rst quarter from 111% to 105% as prices rose and posi  ons acquired during late 
fourth quarter and January were o  en sold at higher prices.   The tables below summarize the quarter-end exposure and display 
exposure sta  s  cs by security type.

Total Annual Fund Operating Expenses (what an investor will pay as of 12/31/18): A share 2.10%; I share 1.95%; D share 2.95%. Until December 31, 2019, 
Orinda Asset Management, LLC (the “Adviser”) has agreed to waive its fees to the extent necessary to maintain annualized expense ratios for 
the Class I, Class A and Class D shareholders of average daily net assets of 1.40%, 1.70%, and 2.40%, respectively (excluding acquired fund fees 
and expenses, short sale dividend expenses, brokerage commissions, extraordinary items, interest and taxes). There can be no assurance that the 
Adviser will continue such waiver for the Fund after December 31, 2019. For more detailed review of fund expenses, please refer to the prospectus 
by visiting www.orindafunds.com. Performance data quoted represents past performance and does not guarantee future results. The invest-
ment return and principal value of an investment will fl uctuate so that an investor’s shares, when redeemed, may be worth more or less 
than their original cost. Current performance of the Fund may be lower or higher than the performance quoted. Performance data current 
to the most recent month end may be obtained by calling 1-877-903-1313 or visiting www.orindafunds.com. Performance data shown at 
MOP (Maximum Offering Price) refl ects the Class A maximum sales charge of 5.00%. Performance data shown at NAV does not refl ect the 
deduction of the sales load. If refl ected, the load would reduce the performance quoted. Investment performance refl ects fee waivers in 
effect. In the absence of such waivers total return would be reduced.

Distribution Rate for class A share. Distribution rate is calculated by dividing the regular distribution paid for the quarter (annualized at a quarterly 
rate) by the NAV at 3/31/19. The 30-Day SEC Yield is based on a 30-day period and is computed by dividing the net investment income per share 
earned during the period by the maximum offering price per share on the last day of the period.

FUND PERFORMANCE DISTRIBUTION RATE
Annualized

as of 
3/31/19

 
Qtr YTD

One 
Year

Three
Year

Five
Year

Since Incept. 
(6/28/13)

PERFORMANCE AT NAV without sales charge

A share 13.53% 13.53% 8.80% 6.52% 3.44% 3.96%

I  share 13.62% 13.62% 9.20% 6.86% 3.75% 4.28%

D share 13.36% 13.36% 8.12% 5.81% 2.75% 3.44%
 (9/27/13)

Bloomberg Barclays Cap. U.S. Aggregate Bond Index
2.94% 2.94% 4.48% 2.03% 2.74% 2.78%

PERFORMANCE AT MAXIMUM OFFERING PRICE  includes maximum sales charge

A share 7.85% 7.85% 3.37% 4.72% 2.38% 3.04%
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Dividend Yield Comparison as of 3/31/19

*For the period 1/31/2000 to 6/30/2007, which represents the period prior 
to the onset of the fi nancial crisis.  **12/31/09 - 3/31/19. Past performance 
is not a guarantee of future results. Please see disclosures on last page.

REIT PREFERRED MARKET REVIEW

REIT preferreds have long been an area of focus for the Fund. Among other a  ributes, they can off er high yields and a  rac  ve 
spreads rela  ve to other asset classes. As shown below, this con  nued to be the case at quarter-end.

Absolute Value Considerations:  Reasonable

REIT preferred spreads—the main gauge of absolute value—  ghtened 40 basis points (basis points or bps is a unit of 
measurement. One basis point equals 0.01%) during the quarter as the spread to the 10-year Treasury decreased from 462 
bps to 422 bps. This compares slightly favorably to a pre- and post-crisis average of 411 bps, as shown in the “Dividend Yield 
Spread” table above.

The por  olio’s fi xed income holdings averaged to a 533 basis point spread at quarter-end, which we view as indeed a  rac  ve.

Relative Value Considerations:  Attractive

As the chart shows above, REIT preferreds off er a compe   ve yield and higher rela  ve “cushion” to rising rates than high yield 
investments, which are currently priced  ghter than their historical average by 102 bps.

REIT preferreds can also compare favorably when it comes to credit risk. With memories of the fi nancial crisis s  ll fresh, 
credit concerns remain front and center for many investors. Given their negligible history of credit defaults and losses, REIT 

Dividend Yield Spread

REIT Preferred 
Stock

High Yield
Bonds

3/31/19 Yield 6.63% 6.43%
3/31/19 Spread 422 402

Historical Spread
     Pre-Financial Crisis* 365 517
     Post-Financial Crisis** 463 489

Weighted Avg. Spread 411 504

Variance to Average 11 -102

OVERALL MARKET REVIEW

In a laboratory experiment, scien  sts isolate the infl uence of a par  cular variable—the eff ect of a new drug, for example—
by altering that variable only and me  culously keeping all others the same. In double-blind placebo study, neither the 
experimenter nor the randomly selected control group knows which is the drug under review and which is the sugar pill. The 
real world, sadly, is messier than the laboratory. When inves  ga  ng the eff ect of a change in circumstances, we have to sort 
through many mul  farious infl uences that might have produced that change. Some  mes the direc  on of cause-and-eff ect we 
have hypothesized could be reversed; does high public debt cause slow economic growth, or does slow growth lead to high 
debt levels?

This quarter, fi nancial markets served up one of the rare cases where we can cleanly infer causa  on. In December, risk assets 
were swooning, global growth was slowing, and recession seemed just around the quarter. Last quarter, stock market forward 
mul  ples, as measured by the S&P 500, fell from 17.3 to 14.9.  In the fi rst quarter of 2019, the S&P 500 rebounded 13.65%. 
10-year Treasury yields fell from 2.68% to 2.40%. What changed?

Economic data s  ll point to a slowdown in ac  vity, though recently there have been some mixed signals. The trade war with 
China entered a temporary armis  ce but is far from resolved. Brexit looks to be accelera  ng toward the cliff ’s edge. As in a 
laboratory, a single variable was fl ipped; that was the Fed. Beginning in late December, the Fed appeared to suddenly change 
course, reversing a policy stance viewed by most markets as overly hawkish to one that recalls the days of “extended periods” 
and “excep  onal accommoda  on”. Essen  ally, in the span of two mee  ngs, the Fed went from being the brakes to being the

Forward mul  ple refers to the mul  ple applied to a company's next twelve months of earnings. It is based on a company's predicted earnings for the next year.
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 thro  le of the economic locomo  ve, from preemp  ve infl a  on warriors to tolera  ng an infl a  on overshoot. As this was the 
only substan  al fundamental change in the period, we now know that the market’s anxiety in late 2018 was predominantly 
related to the percep  on that the Fed was pushing the economy into a premature slump. With that concern removed, the 
locomo  ve rolls on.

Not so fast, perhaps. Just as fund equity markets were moving higher into quarter-end, the yield curve fl ashed a warning it 
hasn’t shown since 2008. On March 22 the yield on the 10-year Treasury note dropped below that on 3-month paper. No 
investor wants to see 2008 cited as precedent for anything. Soothing explana  ons abound, but that  me was said to be 
diff erent as well. Nevertheless, yield curve inversions have preceded recessions by 11 months on average, and the  ming of 
the next one is probably largely within the Fed’s control. And we are seeing a much more dovish Fed, both qualita  vely and 
quan  ta  vely. 

A number of Fed speakers highlighted the central bank’s desire to reframe its 2% infl a  on target as a central tendency, not a 
ceiling. Allowing symmetry around 2%, given a decade of missing the target to the downside, would seem to betoken a period 
of somewhat higher infl a  on without the FOMC hi   ng the panic bu  on. In the tug-of-war between the futures markets and 
the policymakers, the markets claimed decisive victory. A  er the March mee  ng, most rates forecasters agreed with futures’ 
implied odds that the Fed’s next move would be a cut, not a hike. The interest rate cycle has peaked at last.

If this is true, it is an extraordinary development and the extraordinary rally in both equi  es and bonds is jus  fi ed. Discount 
rates will be lower for longer—maybe lower forever. Perhaps as importantly, the Fed indicated in February its process of 
balance sheet unwind would likely be concluded by year end. At $50 billion of securi  es rolling off  per month, this would leave 
about $3.5 trillion on its ledger. With a permanently infl ated Fed balance sheet, a terminal rate of 2.5%, and na  onal debt of 
108% of GDP, where will the ammuni  on to combat the next recession come from? As Larry Summers points out, in the last 
several decades, the Fed’s recession-fi gh  ng playbook has been to cut rates by 500 basis points on average. Last we checked, 
nega  ve rates were out in the U.S. (though not in Europe where 230 billion euros are trading below zero). The dearth of policy 
tools and the con  nued overhang of elevated public debt could spell an intermediate-term forecast of prolonged sluggishness 
and stagna  on (though we believe space for fi scal policy is somewhere between the es  mates of defi cit hawks and Modern 
Money Theory-adherents). In this environment, the global reach-for-yield will surely con  nue. Investors will priori  ze safety, 
op  ng for tangible assets with real cashfl ow yields and less cyclicality. In short, such an environment would be a strong set-up 
for real estate and income securi  es, as it has been historically.

Yet, what if the markets are wrong and infl a  on perks up from the current level of 1.94% (core Personal Consump  on 
Expenditures or PCE) year-over-year? The unemployment rate is currently 3.9%, invi  ng explana  ons for the Phillips curve’s 
current fl atness that range from corporate monopsony power, to the reserve army of the Uber-employed, to dispropor  onate 
labor demand in low-wage sectors, to Amazon eff ects and every conceivable combina  on thereof.  While most of the 2017 
tax package was swallowed by wealthy shareholders with low propensi  es to consume, we cannot help but worry about 
defi cits, trade confl icts, and some labor scarcity threshold causing the infl a  on rate suddenly to bite. In this instance, the 
Fed’s neutral but data-dependent posture would shi   back into hiking mode. The resultant bear steepening would be bad 
for equi  es, bad for leveraged investors, terrible for banks, but decent for cap rates and long-term fi xed income. The Fund is 
posi  oned conserva  vely around this scenario, but medium-term performance should hold up solidly even if the Fed resumes 
its hawkishness of 2018.

The reason why infl a  on of the cost-push (rather than demand-pull type) is unlikely to severely impact assets with long-term 
fi xed-rate fi nancing is that while the Fed will push up short rates, the FOMC’s control over the long end of the curve erodes 
as steady-state growth se  les into a low equilibrium. The funds rate goes up, but the 30-year rate does not. A cursory review 
of history shows that the terminal policy rate tends to end up at, or a bit above the level of the 10-year rate; at the end of a 
cycle, long dura  on outperforms short dura  on. Thus, when we prepare our por  olios for a gradual move to 3.5% or 4% on 

CONCLUSION

The Fund will thus remain cau  ously posi  oned but will seek to invest opportunis  cally around dynamic circumstances. For 
example, in the sell-off  that paralyzed the preferred markets in fourth quarter of last year, we were able to fi nd securi  es 
of higher quality issuers with excellent balance sheets selling temporarily at spreads that substan  ally reduced the rate risk 
associated with these names. Sudden regime shi  s, such as a return of infl a  on or a Fed surprise, typically provide such entry 
points, however fl ee  ng. The trick is to be pa  ent, be alert to the shi  ing nature of risks, and to carry dry powder.

The Phillips Curve is an economic model which describes an inverse rela  onship between rates of unemployment and rates of rises in wages.



Past performance is not a guarantee of future results.
Bonds – Bloomberg Barclays Capital U.S. Aggregate Bond Index.

Dividend Yield Comparison: Source: Bloomberg.  Data represents current yields as of 3/31/19. 10-Yr. Treasury – US Treasury Yield Curve Rate T Note Constant 
Maturity 10 Year (H15T10Y); S&P 500 – S&P 500 Total Return Index; Corporate Bonds – Bloomberg Barclays U.S. Corporate Bond Index; High Yield Bonds – 
Bloomberg Barclays U.S. Corporate High Yield Bond Index; REITs – MSCI U.S. REIT Index; REIT Preferred Stock – Wells Fargo Hybrid & Preferred Securi  es REIT 
Index. 

Dividend Yield Spread: The Spread is the Op  on Adjusted Spread (OAS) as calculated by Merrill Lynch for High Yield Bonds.  The REIT Preferred Spread is the yield 
spread to the 10-year Treasury.  Source: Bloomberg.  Data represents current yields as of 3/31/19. High Yield Bonds – Bloomberg Barclays U.S. Corporate High 
Yield Bond Index; REIT Preferred Stock – Wells Fargo Hybrid & Preferred Securi  es REIT Index. For illustra  ve purposes only. Yields for the various asset class 
indices have material diff erences including investment objec  ves, liquidity, safety, guarantees of insurance, fl uctua  on of principal or return and tax features. 
Fixed income yields represented by yield-to-worst, equity yields by current dividend yield.

Defi ni  ons:  The S&P 500 Total Return Index is an unmanaged non-investable index, with no defi ned investment objec  ve, of common stocks designed to 
measure performance of the broad domes  c economy through changes in the aggregate market value of 500 stocks represen  ng all major industries. The index 
includes the reinvestment of dividends.  The Bloomberg Barclays Capital U.S. Aggregate Bond Index is an unmanaged, market capitaliza  on-weighted index, 
comprised predominantly of U.S. traded investment grade bonds with maturi  es of one year or more. The index includes Treasury securi  es, Government agency 
bonds, mortgage-backed bonds, and corporate bonds. The index is representa  ve of intermediate dura  on US investment grade debt securi  es. The Bloomberg 
Barclays U.S. Corporate Bond Index measures the investment grade, fi xed-rate, taxable corporate bond market. It includes USD denominated securi  es publicly 
issued by US and non-US industrial, u  lity and fi nancial issuers. The Bloomberg Barclays U.S. Corporate High Yield Bond Index measures the USD-denominated, 
high yield, fi xed-rate corporate bond market. Securi  es are classifi ed as high yield if the middle ra  ng of Moody's, Fitch and S&P is Ba1/BB+/BB+ or below. Bonds 
from issuers with an emerging markets country of risk, based on Barclays EM country defi ni  on, are excluded. The US Treasury Yield Curve Rate T Note Constant 
Maturity 10 Year relates the yield on a security to its  me to maturity, is based on the closing market bid yields on ac  vely traded Treasury securi  es in the 
over-the-counter market. These market yields are calculated from composites of quota  ons obtained by the Federal Reserve Bank of New York.  The MSCI U.S. 
REIT Index broadly and fairly represents the equity REIT opportunity set with proper investability screens to ensure that the index is investable and replicable. 
The index represents approximately 85% of the US REIT universe. The Wells Fargo Hybrid & Preferred Securi  es REIT Index is designed to track the performance 
of preferred securi  es issued in the US market by Real Estate Investment Trusts. The index is composed exclusively of preferred shares and depositary shares 
(collec  vely, the "Preferred Securi  es"). Modern Money Theory is a macroeconomic theory that the government should use fi scal policy to achieve full 
employment, crea  ng new money to fund government purchases. The core Personal Consump  on Expenditures Index is a measure of prices that people living in 
the U.S. pay for goods and services. Two categories that can have price swings, food and energy, are le   out to make underlying infl a  on easier to assess. 

Fund holdings and/or sector alloca  ons are subject to change at any  me and are not recommenda  ons to buy or sell any security.

Top 10 Holdings as of 3/31/19:  RLJ Lodging Trust = 3.36%;  Colony Capital, Inc. 8.75 = 3.11%;  Colony Capital, Inc. H 7.125 = 2.68%; Colony Capital, Inc. 7.15 = 2.42%; 
Apollo Commercial RE = 2.20%; Ashford Hospitality Trust 7.375 = 2.09%; Ashford Hospitality Trust 7.50 = 2.06%; Colony Capital, Inc. J 7.125 = 2.03%; New Residen  al 
Investment Corp = 2.00%; Investco Mortgage Capital = 1.96%.   

Must be preceded or accompanied by a prospectus.
Mutual fund inves  ng involves risk. Principal loss is possible. The fund can make short sales of securi  es, which involves the risk that losses in securi  es may ex-
ceed the original amount invested. The fund may use leverage which may exaggerate the eff ect of any increase or decrease in the value of por  olio securi  es or 
the Net Asset Value of the fund, and money borrowed will be subject to interest costs. Investments in smaller and medium companies involve greater risks such 
as limited liquidity and greater vola  lity. Investments in foreign securi  es involve greater vola  lity and poli  cal, economic and currency risks and diff erences in 
accoun  ng methods. These risks are greater for emerging markets. Investments in debt securi  es typically decrease in value when interest rates rise. This risk 
is usually greater for longer-term debt securi  es. Investment by the Fund in lower-rated and non-rated securi  es presents a greater risk of loss to principal and 
interest than higher-rated securi  es. The Fund may use certain types of investment deriva  ves such as futures, forwards, and swaps. Deriva  ves involve risks dif-
ferent from, and in certain cases, greater than the risks presented by more tradi  onal investments. Investments in asset backed and mortgage backed securi  es 
include addi  onal risks that investors should be aware of such as credit risk, prepayment risk, possible illiquidity and default, as well as increased suscep  bility 
to adverse economic developments. To the extent that a Master Limited Partnership’s (MLP’s) interests are all in a par  cular industry, the MLP will be nega  vely 
impacted by economic events adversely impac  ng that industry. The risks of inves  ng in an MLP are generally those involved in inves  ng in a partnership as op-
posed to a corpora  on. Exchange Traded Funds (ETFs) are typically open-end investment companies that are bought and sold on a na  onal securi  es exchange. 
When the Fund invests in an ETF, it will bear addi  onal expenses based on its pro rata share of the ETF’s opera  ng expenses, including the poten  al duplica  on 
of management fees. The risk of owning an ETF generally refl ects the risks of owning the underlying securi  es it holds. Rule 144A securi  es carry the risk that 
the trading market may not con  nue and the Fund might be unable to dispose of these securi  es promptly or at reasonable prices and might thereby experience 
diffi  culty sa  sfying redemp  on requirements. The risk exists that the market value of Ini  al Public Off ering (IPO) shares will fl uctuate considerably due to factors 
such as the absence of a prior public market, unseasoned trading, and the small number of shares available for trading and limited informa  on about the issuer. 
The purchase of IPO shares may involve high transac  on costs. IPO shares are subject to market risk and liquidity risk. The Fund is non-diversifi ed, which means 
that there is no restric  on on how much the Fund may invest in the securi  es of an issuer under the 1940 Act. Some of the risks involved in inves  ng in Real Estate 
Investment Trusts (REITs) include a general decline in the value of real estate, fl uctua  ons in rental income, changes in interest rates, increases in property taxes, 
increased opera  ng costs, overbuilding, changes in zoning laws, and changes in consumer demand for real estate. 

Opinions expressed as those of the Fund are subject to change, are not guaranteed, and should not be considered investment advice.
The Orinda Funds are distributed by Quasar Distributors, LLC.
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