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5 Out OF 5 stars

For 20 years, i have been investing in the commodity markets.  Over that 

time, i’ve been featured in Barron’s, appeared on virtually every financial  

network in the united states, and have even been recognized as one of the 

“Most powerful Women on Wall street.” But 2016 brought a new, special 

accomplishment and recognition — the silverpepper Commodity strategies 

global Macro Fund received a 5-star Morningstar rating.  

the 5 stars reflect the Fund’s outstanding risk-adjusted performance against 

all 107 funds in the Morningstar Category:  Commodities Broad Basket, as of 

december 31, 2016.  the great thing about the Morningstar rating is that it is 

not static, but ever-changing.  to keep receiving a 5-star rating, we must keep 

delivering top-notch, risk-adjusted returns for our investors every month, and 

every year going forward.  it’s an exciting challenge that keeps us hungry, and 

we’re focused on achieving that for you, our investors.

Hallelujah!  after five straight years of negative returns for commodity investors, 

the skies finally parted.  in 2016, the Bloomberg Commodity index rose 11.77%, 

on the back of strong gains in many commodity markets, but particularly in 

crude oil and industrial metals.  since the Fund’s inception, the Bloomberg 

Commodity index has been down -10.57% annualized.  in contrast, the silverpepper Commodity strategies global Macro 

Fund posted a return of 5.30% in 2016, and is down -2.80% annualized since inception*, with far less volatility.
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* The returns represent past performance. Past performance 
does not guarantee future results. Investment will fluctuate so 
that and investor’s shares, when redeemed, may be worth more 
or less than their original cost. Performance shown is as of date 
indicated, and current performance may be lower or higher 
than the performance data quoted. To obtain performance as 
of the most recent month end, please call 855-554-5540.



Our portfolio profile has changed dramatically over the past year.  We 

entered 2016 with about 20% of our assets exposed to commodities.  this 

light exposure proved prescient, as commodity markets started the year 

badly.  indeed, oil, which had been pummeled in 2014 and 2015, was down 

12% in the first four trading days of the year!  even though commodities were hitting multi-year lows, our fundamental 

research still suggested that supply and demand imbalances hadn’t fully corrected.  But by mid-year, we were 100% 

invested.  and, as of year-end 2016, our commodity exposure had grown to 129% gross exposure to commodities.   

if you include exposure to lower-volatility currencies that are tied to commodity prices, the total gross exposure of the 

portfolio was 184%.  We have increased exposures because of the opportunities we see, particularly in natural gas. 

We are bullish on natural gas.  that’s why, at the end of the year, natural gas 

futures positions accounted for 37% of the Fund’s gross exposure.  We have, 

however, structured our position in natural gas in a way that is quite different 

from either the index, or our competitors.

Over the past decade, there has been enormous governmental pressure to move away from coal, because coal is dirty.  

When coal burns, it emits sulfur, nitrogen oxide and carbon dioxide (coal is about 40% to 90% carbon by weight).  so 

why have power plants kept using so much of it?  Because coal is cheap — especially out West, where the coal sits 

near the surface and is easily strip-mined. 

But here’s what’s changed:  technology.  the technological innovation of fracking has allowed the u.s. 

to become the largest natural gas producer in the world.  according to the energy information association (“eia”), gas 

production has risen from 55 Bcf (billion cubic feet) per day in 2008, to about 73 Bcf, per day, currently.  this new 

abundance makes it cheap.  and market demand is responding positively to these low prices.  

take nuclear plants.  unlike coal, they are a zero-emissions source of electricity.  But in many instances, nuclear plants 

are no longer cost-competitive with natural gas.  the Vermont Yankee plant closed last year.  Four others are in the 

process of shuttering.  and this year, exelon announced it would close two nuclear plants in illinois.  

same with coal-fired plants.  Many are converting to natural gas.  according to the eia, in 2008, 43% 

of the u.s. electricity market was produced by coal, and 20% by gas.  since then, coal has shrunk as the preferred 

energy input for electricity to about 33%, and gas has picked up all the market share coal has lost, rising to 33%.

Meanwhile, foreign countries are increasing their importation of natural gas.  Mexico alone is importing more than 3.5 

Bcf per day.  that should only grow as Mexico’s consumer demand and generation capacity increases.  
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in addition, there’s a new demand for liquefied natural gas, often just called Lng.  
in general, natural gas is transported by pipeline.  But, by cooling natural gas to -259 degrees Fahrenheit, it turns 

into a liquid which can then be transported, and importantly, more easily sold and exported to foreign buyers.  indeed, 

2016 witnessed the u.s. becoming a net exporter of natural gas.  With Lng exports just getting kick-started, we could 

continue to see an increase of 1.0 to 1.5 Bcf per day, by the end of 2017. 

so you can see why we’re bullish, and why we now have a long, structural bias toward natural gas.  as a result, 

throughout July, august and september of 2016, we started buying on price dips.  But unlike an index fund that buys 

the front-month contract, we purchased “calendar strips” for 2017, 2018 and 2019.  that means we bought natural-

gas futures-contracts for every month, from 2017 all the way through to the end of 2019.  all in all, about 20% of the 

Fund’s natural gas exposure is invested in 2017 futures contracts; about 40% in 2018; and 40% in 2019. 

this is a far less volatile way to invest in natural gas, and it shows you how we’re structured 

differently than a commodities index fund.   index funds invest using the “front month contract.”  that’s a volatile 

contract, especially during peak winter and summer months, because it is subject to the fickle weather, and its impact 

on demand.  the numbers help explain this fickleness.  For example, the Bloomberg Commodity index has about an 

11% weighting to natural gas.  But because it invests in the weather-sensitive front-month contract, that 11% position 

contributes about 34% of the index’s 60-day Value-at-risk.  in contrast, our far larger 37% position contributes only 

about 30% of the portfolio’s 60-day Value-at-risk.   so, we see our approach as a smarter, and less risky, way to 

get exposure to a market that has a positive, and nicely skewed risk/reward profile.  in the last quarter of 2016, our 

position in natural gas calendar strips turned out to be a solid contributor to our performance. 

going into the second half of 2016, we had little exposure to oil.  We have been 

cautious on oil for years now, and it has paid off in spades over the long term.  

in July, however, we started buying.  the fundamentals — current production, 

usage, and storage — began to align and support an entry into crude.  at the 

time, our “value zone” (a technical price model, which provides us with a range of prices where we can initiate a trade, 

either long or short) for crude was still pretty wide, ranging from about $46 to $28 per barrel.  We started to scale in, 

by selling put options below $45, and buying outright futures contracts on the dips.  We continued to buy during the 

month of august as well.  at the end of 2016, our West texas intermediate Crude (“Wti”) stake had risen dramatically, 

to about 20% of the portfolio.

Our crude position has been a nice contributor to performance in the second half of 2016, as Wti finished the year at 

about $53 per barrel.  although we remain constructive on the position, we are cautious as well for a couple of factors.  

up from the 
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First, the dollar.  On the heels of the presidential election, the u.s. dollar has rallied strongly against most 

major currencies.  as the u.s. dollar rises, it makes oil, which is priced in u.s. dollars, more expensive for international 

buyers.  so, we have seen an intensifying correlation between the price of oil and the u.s. dollar and believe it could 

dampen global demand.   

second, both Brent Crude (the benchmark price for crude delivery in europe) and Wti Crude (the benchmark price for 

delivery in the u.s.) rallied on OpeC’s guidance for lower production, as well as non-OpeC member russia’s willingness 

to participate in production quotas.  although these OpeC production limits are viewed positively by oil bulls, the 

quotas typically have a limited impact.  Why?  

— One, because the OpeC Members and russia cheat each other on their agreed quotas.  

— two, OpeC doesn’t control the independent, free-market shale producers in the u.s.  given OpeC’s softer 

influence in controlling supply, we need to watch their actual production closely for signs of slippage.  

— three, we are seeing more u.s. rigs come on line.  For example, rig counts hit a low in april, 2016, of 318, 

according to Baker Hughes, the giant oil-field services firm.  in June, as oil hit $45, the rig count rose to 340.  now, at 

the end of 2016, with oil percolating above $50, the number of rigs in productions has risen to 532.   so, we are back 

to closely monitoring storage and other factors, to make sure the fundamentals align with our value zones.  But, for 
the moment, we see the market as being range-bound.  if Wti goes to $60, shale producers will 

open the floodgates, and the OpeC players’ incentive to cheat will only increase.  and below $45, OpeC will seek to 

redouble their efforts to maintain prices.

sugar sweetened the returns of the Fund in the last quarter of the year.  and, 

the 22% jump in prices wasn’t caused by grandmas baking sugar cookies over 

the holidays.  instead, much of the impetus came from Brazil, where petrobras 

— the giant, poorly run, oil company — announced an increase in the price 

of gasoline and diesel, by about 8% and 10% respectively.  in Brazil, unlike the u.s., the price of gasoline is set by 

government, not the market.  and when they raise the price of gas, the price of a very popular Brazilian substitute, 

ethanol, gets a boost in demand.

so, what’s this have to do with sugar?  Well, in the u.s., corn is the dominant input used to produce 

ethanol.  in fact, about 40% of u.s. corn production goes to biofuels.  However, in Brazil, it’s sugarcane.

a sweet  
Little position
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and in Brazil, virtually all cars are what we would call “Flex Fuel.”  the majority of cars can 

run on a 20% ethanol mix, all the way up to 100% ethanol.   so, when a consumer is at the pump, they have the 

option to pump gas, or ethanol, or any mix of them.  When we were in Brazil last year, we saw this economic decision 

happening every day at the pump.  drivers would pull out calculators, and do a calculation to adjust for the lower 

mileage of ethanol, and then select either gas or ethanol, based on what delivered the most miles for the buck — or in 

this case, the most miles for the Brazilian real.  so, higher gasoline prices means more demand at the pump for a less 

expensive substitute,―ethanol.  

Cane, therefore, has two uses in Brazil.  it can be used to produce ethanol, or it can be crushed into 

sugar, which we use for things like tea and crumpets.  if more of the crop gets diverted to ethanol, it reduces the 

supply of sugar and, therefore, (assuming all else equal), should lift the price of tradable, sugar-futures prices.  this year, 

46.8% of Brazil’s total cane harvest was used to produce sugar, and 53.2% was used to produce ethanol.  a factor that 

drives this split, is “ethanol parity,” which is the inflection point in the relative prices of sugar vs. the price of ethanol.   

if the price of sugar is higher relative to the price of ethanol, mills will opt to produce more sugar, and vice versa. 

Total annual fund operating expenses 2.15% gross, 1.84% net; after contractual fee waiver and/or expense 
reimbursement. The Advisor has contractually agreed to waive its fees and/or pay for expenses to ensure that total 
fund operating expenses do not exceed 1.99% for the Institutional share class. This agreement is in effect until 
October 31, 2026, and it may be terminated or amended prior to the end of the term with the approval of the Trust’s 
Board of Trustees. 

The returns represent past performance. Past performance does not guarantee future results. Investment will fluctuate 
so that and investor’s shares, when redeemed, may be worth more or less than their original cost. Performance shown 
is as of date indicated, and current performance may be lower or higher than the performance data quoted. To obtain 
performance as of the most recent month end, please call 855-554-5540.

SILVERPEPPER COMMODITY STRATEGIES GLOBAL MACRO FUND INSTITUTIONAL MONTHLY RETURNS (%) 

Jan FeB Mar apr MaY Jun JuL aug sep OCt nOV deC Year

2013 0.10 0.00 0.10

2014 -0.30 0.00 0.50 0.00 0.10 0.70 - 0.69 0.00 - 1.59 - 0.61 - 1.43 - 3.41  - 6.59  

2015 -0.43 -1.72 -1.42 1.1 1 -0.11 0.33 -2.52 -0.67 -1.13 -0.23 -0.57 0.00  - 7.17

2016 -0.46 -0.23 1.51 0.69 -1.48 3.00 -0.22 -1.57 1.17 0.45 0.78 1.11   5.30 

                                One-Year Return as of 12/31/2016     5.30 

 Total Annualized Return Since Inception (10/31/2013)    - 2.80
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silverpepper 
Means true 
diversification

But there are currently infrastructure limits that impact how far the sugar-ethanol mix can swing in one direction or 

the other without major investments in retooling existing mills, or creating new mills. in 2016, Brazil was bumping up 

against the maximum sugar mix, which we estimate to be around 47% or 48% of the harvest.  this high percentage of 

the 2016 harvest going to sugar wasn’t surprising given the market had moved into consecutive years of sugar deficit, 

after several harvests which had produced surpluses, and caused the price of sugar to rally. (When sugar is in clear 

surplus, the ethanol parity serves as a ceiling, and when sugar is in a deficit, the ethanol parity serves as a floor). 

in early december, sugar prices fell to just below 18 cents a pound.  this triggered us to add 

to our sugar position because we thought the upside price potential was skewed in our favor, and that downside risk was 

limited.  Why?  We felt Brazil’s actions of raising gas prices had, concurrently, raised the ethanol parity, putting a floor 

under the price of sugar, right around 16.5 cents a pound. since mills in 2016 were already pushing the sugar mix to 

the limit, we felt producers would gladly divert production to ethanol if it became more profitable, reducing the supply of 

sugar.  Hence, this gave us some confidence that the downside risk on our december purchase was about 1.5 cents.   

Yet, our price analysis models suggested that prices could increase to 22 cents, and potentially jump as high as 30 cents 

if the 2017 cane crop is smaller than expected.  so, we think of it this way.  if we are wrong, we lose 1.5 cents.  if we are 

right, we believe 4 to 12 cents is our upside.  this the type of risk and reward tradeoff we like.

asset allocation is all about diversification.  and diversification is all about 

correlations, which measures two different assets, like commodities and stocks, 

and quantifies how one zigs when the other zags.   and commodities do indeed 

tend to zig when stocks and bonds zag.  intuitively, this makes sense as commodity 

prices, such as wheat, diesel, zinc or rice, move up and down based on their 

individual supply and demand curves, while things like bonds, respond to changes in interest rates and credit conditions.  

not surprisingly the silverpepper Commodity strategies global Macro Fund has very low correlations with both bonds (.05) 

and stocks (.13).  But there’s a problem with commodities, as structured within an index fund.  the traditional, high volatility  

— or risk — of commodities (13.92 is the three-year standard deviation of the Bloomberg Commodity index) diminishes their 

diversification benefits, especially for long-term, strategic investors who are trying to maximize returns and minimize risks.  

that’s why we invest in commodities differently than an index fund.  First, we do our 

“Fingernails-in-the-dirt research,” to inform our portfolio decisions, and discover value among these diverse 

commodity markets.  second, unlike an index fund, whose returns are heavily weighted in some of the most volatile 

sub-components of the commodity markets, like oil and precious metals, we invest across the commodities markets, 

based on value and where we see positively skewed risk and reward tradeoffs.  and third, we often “hedge our bets,” to 

lock in profits and reduce risk.  in combination, our approach has historically created far better returns, with far lower 

risk.  Our three-year annualized standard deviation is 4.12, or just one-third the standard deviation of the index.  
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in combination, our low correlation, higher returns, and lower volatility, make the silverpepper Commodity strategies 

global Macro Fund a potentially far more attractive, strategic allocation for investors who want the diversification benefits 

of commodities, but don’t want the be overwhelmed by the traditional, high volatility of commodities.  Better returns — with 

one-third the risk, and low correlation with stocks and bonds.  that’s why we say:  silverpepper Means true diversification.

We are thankful for receiving a 5-star Morningstar rating in 2016, but remain mindful of the stoic roman philosopher, 

Marcus aurelius who said, “dwell on the beauty of life.  Watch the stars, and see yourself 
running with them.”  there have been many ups and downs in the commodity markets, but with many 

commodities coming off multi-year lows, we are optimistic.   global growth prospects are improving, and it could have 

a positive demand impact on commodity markets in the u.s. and abroad.  so, rest assured, as we enter 2017, we are 

already running full-steam ahead, searching the skies for the best risk and reward we can find for investors, in the 

silverpepper Commodity strategies global Macro Fund.  We hope to catch a few more stars along the way. 

We thank you for entrusting us with your hard-earned assets, and wish you a joyous new Year. 

Warm regards, 

renee Haugerud 
portfolio Manager 
silverpepper Commodity strategies global Macro Fund

Investors should carefully consider the Fund’s investment objectives, risks, charges and expenses. Please see the prospectus for 
a complete discussion of the risks of investing in this Fund. To obtain a prospectus, please call 855-554-5540 or visit silverpepperfunds.com. 
The prospectus is boring but should be read carefully before investing. 

All investing involves risk including the possible loss of principal. There can be no assurance that the Fund will achieve its investment 
objective. The Commodity Strategies Global Macro Fund’s risks are defined by its freedom to trade both long and short positions in an array 
of asset classes and investment instruments located anywhere in the world. Long positions could fall in value and short positions may rise 
or be imperfect hedges. Specific risks include futures/ commodities risk, derivatives risk, Subsidiary risk, high fee risk, tax risk, foreign 
investment risk and non-diversification risk. Please see the prospectus for a complete discussion of the risk of investing in this Fund. To 
obtain a prospectus, please call 855-554-5540 or visit silverpepperfunds.com. The prospectus should be read carefully before investing.

As of 12/31/16,  notional exposure of futures and/or options in Natural Gas were 37.57%, WTI Crude was 20.06%, and Sugar was 2.19% 
of the SilverPepper Commodity Strategies Global Macro Fund’s total net assets. Portfolio holdings are subject to the change without 
notice and are not intended as recommendations. 

About the Morningstar Rating:  © 2017 Morningstar, Inc. All Rights Reserved.  The information contained herein: (1) is proprietary to 
Morningstar; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely.  Neither Morningstar nor 
its content providers are responsible for any damages or losses arising from any use of this information. 

The Morningstar Rating for funds, or “star rating”, is calculated for all mutual funds with at least a three-year history.  Exchange-traded 
funds and open-ended mutual funds are considered a single population for comparative purposes.  It is calculated based on a Morningstar 
Risk-Adjusted Return measure that accounts for variation in a managed product’s monthly excess performance, placing more emphasis 
on downward variations and rewarding consistent performance.  The top 10% of products in each product category receive 5 stars, the 
next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 star.  The Overall 
Morningstar Rating for a mutual fund is derived from a weighted average of the performance figures associated with its three-, five-, 
and 10-year (if applicable) Morningstar Rating metrics.  The weights are: 100% three-year rating for 36-59 months of total returns, 60% 
five-year rating/40% three-year rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year rating/20% three-year 
rating for 120 or more months of total returns. While the 10-year overall star rating formula seems to give the most weight to the 10-
year period, the most recent three-year period actually has the greatest impact because it is included in all three rating periods.  The 
Morningstar Rating is for both the Institutional and Advisor class shares.  Past performance is no guarantee of future results.

Distributed by IMST Distributors, LLC.


