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3rd Quarter Performance Review

As widely an  cipated, the Federal Reserve (“Fed”) implemented two rate cuts during the quarter, reversing a three-year 
 ghtening cycle.  This helped push the yield on the 10-year Treasury lower, dipping below 1.5% in late August and early 

September, before closing the quarter at 1.68% compared to 2.00% at the end of the second quarter.  This provided a solid 
tailwind for rate sensi  ve securi  es as they con  nued their move higher.  The Fund benefi ted from the market environment, 
genera  ng a solid third quarter total return of 3.40% (OIOAX).  This brings the year-to-date total return to 18.14%.  The Fund 
outperformed the broader bond market during the quarter and year-to-date.

Portfolio Composition

80% Average Net Fixed Income Exposure
Key contributors to performance during the third quarter were mortgage and diversifi ed REITs, contribu  ng 0.86% and 0.50%, 
respec  vely to gross performance.  In a broadly robust quarter for rate sensi  ve securi  es, 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 7.43%.

23% Average Net REIT Common Stock/Equity Exposure
Mortgage, health care, and specialized REITs were the largest contributors for the period, contribu  ng 0.54%, 0.15%, and 0.13%, 
respec  vely to gross performance.  There were no meaningful detractors from gross performance from our long posi  ons.  Our 
hedging posi  ons were a net drag on performance, contribu  ng -0.28% to gross performance.  At quarter-end the yield on our 
equity posi  ons was 8.0%.
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MUTUAL FUND REVIEW

EXECUTIVE SUMMARY

• The Fund returned 3.40% for the quarter, bringing the year-to-date return to 18.14% and 
the 1-year return to 6.74%.

• The Fund had a distribu  on rate of 6.18% for the quarter. 

• REIT preferreds s  ll appear a  rac  ve on an absolute and rela  ve basis, given the dividend 
yield spread to the 10-year Treasury.  

• The two rate cuts during the quarter provided a solid tailwind for rate sensi  ve securi  es, 
helping to propel the Fund to a strong quarter. 
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Long vs. Short by Security TypeGross Exposure 106.06%

Preferred 80.01%

Common 23.49%

Debt 0.24%

Short -2.32%

Net Exposure 101.42%

Portfolio Positioning

3Q19

Average Net Exposure 103% 

Number of Positions 171

Fixed Income Yield* 7.43%

* Weighted average strip yield at quarter end.  

Portfolio Positioning

Net exposure came down slightly over the course of the quarter, ending at 101% compared to 105% at the beginning of the 
quarter.   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, 2020, 
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, 2020. 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 9/30/19. The Fund's distribution rate includes a return of capital component. 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 
9/30/19

 
Qtr YTD

One 
Year

Three
Year

Five
Year

Since Incept. 
(6/28/13)

PERFORMANCE AT NAV without sales charge

A share 3.40% 18.14% 6.74% 4.23% 3.81% 4.30%

I  share 3.45% 18.40% 7.09% 4.53% 4.13% 4.62%

D share 3.19% 17.51% 6.04% 3.51% 3.12% 3.77%
 (9/27/13)

Bloomberg Barclays Cap. U.S. Aggregate Bond Index
2.27% 8.52% 10.30% 2.92% 3.38% 3.42%

PERFORMANCE AT MAXIMUM OFFERING PRICE  includes maximum sales charge

A share -1.78% 12.24% 1.41% 2.47% 2.75% 3.45%
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Dividend Yield Comparison as of 9/30/19

*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 – 9/30/19. 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.

Dividend Yield Spread

REIT Preferred 
Stock

High Yield
Bonds

9/30/19 Yield 6.43% 5.65%
9/30/19 Spread 475 397

Historical Spread
     Pre-Financial Crisis* 365 517
     Post-Financial Crisis** 462 484

Weighted Avg. Spread 412 501

Variance to Average 63 -104

OVERALL MARKET REVIEW

The third quarter of 2019 presented something of a paradox. On one hand, recession worries fl ared anew in August, sparking 
an intense rally in bond prices and a concurrent sell-off  in risk assets. The increasingly immediate prospect of impeachment 
proceedings against the president introduced a new dimension of poli  cal risk. A persistent rise in overnight repurchase 
rates suggested a  ghtening in fi nancial condi  ons with uneasy echoes of 2008 and forced a September interven  on by the 
New York Fed to support interbank liquidity. On the other hand, stock indices con  nued to push up against new highs, albeit 
with the apparent beginning of a rota  on back toward “value” sectors. High yield credit is on pace for a banner year, with BB 
credits perhaps surprisingly outperforming CCCs. Indices of leading indicators have quietly begun to buck the recessionary 
narra  ve in the United States, perking up late in the quarter. Core infl a  on has also fi rmed somewhat, registering a year-on-
year print in August above the Fed’s 2 percent mandate. What to make of this mixed bag of signals?

The answer to the ques  on depends on whether you put more credence in the alarms the bond market has been ringing, or in 
a ra   of economic indicators implying a weakening global manufacturing economy in the face of trade uncertainty (the U.S.’s 
Manufacturing ISM index dipped below the 50 level in September, signaling contrac  on), but a stronger outlook for services 
and consump  on. The Federal Reserve has done its best to avoid taking sides. The fl uidity of the macroeconomic situa  on 
demands the Fed return to its “data-dependent” posture made famous under Janet Yellen, rather than the autopilot cu   ng 
cycle some investors (and the President) are calling for.

Absolute Value Considerations:  Attractive

REIT preferred spreads—the main gauge of absolute value—widened 19 basis points (bps) during the quarter as the spread to 
the 10-year Treasury increased from 456 bps to 475 bps. This compares favorably to a pre- and post-crisis average of 412 bps, 
as shown in the “Dividend Yield Spread” table above.

The por  olio’s fi xed income holdings averaged to a 575 basis point spread at quarter-end, which we view as especially 
a  rac  ve in light of the move lower in the 10-year Treasury yield men  oned above.

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 104 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 
preferreds can off er considerably lower credit risk rela  ve to high-yield bond investments.
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A  er a much-an  cipated Fed rate cut in August, President Trump surprised markets by threatening new China tariff s. Markets 
in risky assets issued a unanimously dismal verdict. The S&P 500 was down nearly 2% for the month, the worst August in four 
years. The 30-year Treasury rate hit an all-  me bo  om of 1.94% on August 28th, and a closely watched recession indicator, 
the spread between 2-year and 10-year rates, turned nega  ve the day before. These dizzying swings in the yield curve refl ect 
technical, momentum factors certainly, but they also tell a very real story about prospects for con  nued economic expansion. 
Most forecasters s  ll see a 12-month recession probability of 25-to-50%. In our mind, the ques  on is not if, but when. The 
last  me the Fed nailed a so  -landing was in 1994 and the funds rate began that hiking cycle at 3%. The odds for 2020 don’t 
look as good. 

We have recently argued that the largest risk to our por  olios is a surprise bounce in infl a  on numbers and a spring in long 
rates back to “normalized” levels of 3 or 4%. Given trends in demography, business spending, fi scal impulse, and the broader 
labor market (once wages and hours worked are considered), we believe this scenario has a low probability. The current 
strengthening of infl a  on numbers probably refl ect transitory health insurance factors, yet bear watching. Our base case 
remains the con  nued gradual “Japanifi ca  on” of developed markets including the United States. Thus, over the intermediate 
term, we take some comfort in inves  ng in rate sensi  ve areas of the economy such as real estate and infrastructure, even 
a  er the MSCI US REIT index’s 20%+ 2019 return. But valua  ons for defensive assets are very rich across the board. There is 
li  le room for a mistake and recent price ac  on suggests the bond market is vulnerable to a correc  on. An investment thesis 
that is predicated largely on rates con  nuing to fall may prove to be correct but is unnecessarily risky in our judgment.

Despite these concerns, we believe the valua  on picture for cyclical assets is even shakier. A spread of 220 bps for the ICE 
BAML US High Yield BB index is close to an all-  me high. The diff erence between the lowest junk spreads and the highest 
investment grade spreads touched 55 bps in September—the narrowest in a decade. The S&P 500’s Cyclically Adjusted 
Price/Earnings Ra  o is above 30, just off  its post-crisis high. Markets have se  led into a pa  ern over the last year of steady 
apprecia  on punctuated by sudden reversals. Domes  c money market accounts in the U.S. hold $3.5 trillion, and as the Fed 
lowers rates some of that will certainly need to be spent. Our bet is, as those funds are deployed, investors will con  nue to 
favor (very) late cycle assets: u  li  es, staples, real estate, and perhaps parts of the healthcare sector.

CONCLUSION

Over the coming months, we believe the markets will emphasize areas insulated from trade uncertainty and focus on 
businesses with highly visible earnings growth, lower levels of debt, and strong interest coverage. We are cau  ously op  mis  c 
as we head into the end of the year and beginning of 2020.



orinda ASSET MANAGEMENT

2019-83 QA41932

Orinda Asset Management LLC   3390 Mt. Diablo Blvd. Suite 250, Lafayette CA 94549
(877) 903-1313 toll free   info@orindafunds.com   www.orindafunds.com

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 9/30/19. 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 9/30/19. 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"). Strip 
Yield is a measure of the non-collateralized, independent return of a bond a  er all the monetary incen  ves and features have been removed. It measures the return 
on only the debt por  on of a bond. Basis point is a unit of measure used to describe the percentage change in the value or rate of a fi nancial instrument. One basis 
point is equivalent to 0.01%. The U.S. Manufacturing ISM Index is an index of the prevailing direc  on of economic trends in the manufacturing sectors. The ICE BAML 
U.S. High Yield BB Index tracks the performance of US dollar denominated below investment-grade-rated corporate debt publicly issued in the US domes  c market. 
This index includes only securi  es with a given investment grade ra  ng of BB. The S&P 500 Cyclically Adjusted Price/Earnings Ra  o is a valua  on measure usually 
applied to the S&P 500 equity market. It is defi ned as the price of a stock divided by the average of ten years of earnings, adjusted for infl a  on.

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 9/30/19:  Starwood Property Trust Inc. = 2.32%; Vereit Inc. = 1.92%; New Residen  al Invest Corp. = 1.91%; RLJ Lodging Trust = 1.71%; American 
Homes 4 Rent = 1.66%; Apollo Commercial Real Estate = 1.66%; Blackstone Mortgage Trust = 1.66%; Colony Capital Inc. = 1.58%; Annaly Capital Management = 1.55%; 
Buckeye Partners = 1.55%.   

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 exceed 
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 diff erent 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 develop-
ments. 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 opposed 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.

   


