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get in the ready position.

When i played sports, my coaches would all say: “get in the ready position.”  it meant, knees bent, hands out, eyes 

open, head in the game — and be prepared for action. 

great athletes are able to put away thoughts of the point they just won or lost, the play that went well or badly — and 

quickly refocus on the conditions of the moment.  and with a pre-visualization of their upcoming success, they — get 

in the ready position.

the year we just lived through, 2017, had evidence of excellence:  the silverpepper Commodity strategies global Macro 

Fund (SPAIX) received a Morningstar Overall 5-star rating, out of 118 funds in the Morningstar category “Commodities 

Broad Basket,” based on risk-adjusted performance for the period ending dec. 31, 2017.

What’s even greater:  at the end of 2017, our Fund was the #1 performing Commodities Fund, since our

inception, based on total return, out of all 97 funds in our Morningstar Category, “Commodities Broad Basket.”  and 

we were able to deliver better returns to you, during those four years, outdistancing our benchmark, the Bloomberg 

Commodities index, by 5.13 percentage points annualized… with 2/3 less risk!  We’re very proud of those

accomplishments, but… 

What was the missed play, we’re still mentally smarting about?  the Fund was down -2.12% for the year, lagging the 

index’s return of 1.70%.  that’s especially disappointing for us, because since we last wrote you, at the end of 2Q 

2017, our Fund was up a strong 5.13%, in the last six months of the year.  You know that feeling, in the locker room 

after the game — you played strong in the game’s second half, but just didn’t get the points on the board you wanted 

by game’s end?  Yeah, that feeling.

For 2018, what’s next?  We shake it off.  We get in the ready position.  Because what a year, what a historical cycle, 

we think we’re going into…

a HistOriCaL COMMOditY priCe-upsWing CYCLe?

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.



in two recent CnBC articles, “the Bond king” Jeffrey gundlach says his best investment idea for 2018 is 
not bonds… not stocks… but rather… commodities.

gundlach, the Chief investment Officer at doubleLine, believes that, “investors should add commodities to their 

portfolio,” especially given the difference in price levels between stocks, which have zoomed, and commodities, which 

have lagged.  He’s noticed there’s a historical pattern of commodity price “super Cycles,” which tend to zig while the 

stock market zags.  He states directly: “the value in commodities is historically exactly where you want it, to be a buy.”  

that’s because the pattern is “eerie,” says gundlach.  take a look:

You can see that the years 1974 and 1999 (the dotCom bubble) were the only two times, before now, that we have 

we seen this signal — which preceded a huge, commodity-price-upswing super Cycle.  When asked by the interviewer 

about whether having 10 percent of a portfolio in gold is “too much,” gundlach said, rather than gold alone, he would 

instead suggests putting “10 to 15 percent of your investments in commodities broadly.” 1
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We agree.  Consider rebalancing out of record-high stocks, and allocating 10 to 15 percent of your portfolio assets into 

a Five-star-rated broad-basket commodity fund, such as the silverpepper Commodity strategies global Macro Fund.

then you’ll be “in the ready position” for what we think is coming.  Why do we think it’s coming? 

Have you heard of “One Belt, One road” — the massive infrastructure 

plan?  it’s an odd name, but the plan, which aims to modernize the 

original silk road trading routes, by land and by sea — is audacious.  

it’s estimated to be a $4 to $8 trillion worldwide spending spree of 

building roads, bridges, gas pipelines, railways and power plants across 

60-odd countries in asia, the Middle east, europe and africa.  Chinese construction crews will often go to work in

other countries, while the host countries borrow money from China’s banks to pay them.  $4 to $8 triLLiOn

dollars of construction over the next decade.  it will use lots of commodities.

president trump’s signature accomplishment of tax reductions, as 

well as his regulatory relaxation, are certainly stimulating economic 

growth in the united states.  apple CeO’s tim Cook, for example, just 

announced he’s planning a huge $350 billion investment in the u.s., 

in response to the recent gOp tax cuts and reform.  For comparison purposes, CnBC’s Jim Cramer says that apple’s 

$350 billion investment in the u.s. is larger in inflation-adjusted dollars, and in visionary scope, than the Marshall 

plan, where we gave only $140 billion, in current dollars, to rebuild Western europe after World War two.  and it’s not 

just apple.  Other companies like Boeing, Fiat Chrysler and at&t have all unleashed billion-dollar capital expenditure 

programs on plants and production because of tax reform and an improved regulatory environment.2

Or look at France, where president Macron is loosening labor laws to spur entrepreneurial activities, in particular by 

giving more freedom to businesses in their hiring and firing decisions.  and then there is india, where prime Minister 

Modi’s easing of onerous labor laws, and his successful passage of a simplified goods and services tax is hoped to 

spike india’s growth by an extra 2% this year.  and the only one of president trump’s campaign promises that seems to 

garner talk of bipartisan support is his pledge of a $1 trillion dollar u.s. infrastructure plan.  We’ll see. 
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that’s Why 
We’re “in the 
ready position.”  

Metals Were 
Money.

all these global changes are changing our worldview.  during the past 10 years, the most prominent economic 

question was: “Will we have growth?”  now, it’s “How much growth will we have?”  this sharp change in economic 

psychology and the prospect for a synchronized uptick in growth across the globe is, well, great for commodities.

as of June 30, 2017, the Fund’s portfolio was ready, and positioned for 

rising commodity prices.  Our exposure to commodities ended the quarter 

with approximately 130% gross exposure.  Moreover, despite our ability to 

be long or short other assets (stocks, bonds or currencies) that are tied 

to commodities, the portfolio ended the year with 94% of the portfolio 

exposed to commodities, and with only one small short position of 2%.  

We started to become believers in rising commodity prices toward the end of 2016.  at that time, supply 

was abundant, and many commodities were selling at, or even below, their costs of 
production.

since it doesn’t take long for folks to go broke selling commodities for less than what it costs to produce them, we 

became bullish on a few, specific commodities.  But now, as we enter 2018, our bullishness has only increased.  

We now believe the demand side of the equation will be revved-up globally by de-regulation, tax reduction and 

simplification, as well as public- and privately-financed infrastructure projects, like we’ve highlighted above.  With 

commodities serving as the building blocks to economic growth, we see good things ahead. 

and finally, a few other folks we respect have caught up to my healthy view.  For example, Jeffrey Currie, Head of 

Commodities at goldman sachs, and Brent schutte, Chief strategist at northwestern Mutual Wealth Management, all 

have positive views on commodities.3 

the best performing commodities of our Fund in 2017 were industrial Metals. 

about 17% of the portfolio is invested in copper, platinum, aluminum, nickel 

and zinc, and all contributed positively to returns in the second half of 2017.  

and even though all industrial metals have their own unique supply and demand curves, they all seemed to benefit in 

unison from the infrastructure and manufacturing growth we previously discussed.
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Total annual fund operating expenses for the SilverPepper Commodity Strategies Global Macro Fund Institutional 
Class shares are 1.99% gross, 1.99% net; and 2.06% gross, 2.06% net for the Advisor Class shares 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, 2027, 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.

  One-Year Return as of 12/31/2017   - 2.12

 Total Annualized Return Since Inception (10/31/2013)     - 2.64

dr. Copper Was 
dr. Feel-good.

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 

2017 0.33 -1.31 -1.66 -1.69 -2.06 -0.70 1.99 0.81 0.80 1.25 - 0.67 0.86 - 2.12

Copper prices increased by nearly 30% on the year. 
that’s better than the return on the s&p 500 index, which also had an

incredible year.  so, as global growth grows, demand for copper should 

continue to rise.  in fact, that’s why it’s often called “dr. Copper” — it can be used to diagnose and predict turning 

points in global economic growth. 

Copper was the largest metal position in the Fund, at about 6% of the portfolio’s assets.  Our investments in copper earned 

$2 million for the Fund, and contributed to about 30% of our total metals profit for the year.  “dr. Copper Feel-good” indeed!  

We continue to like copper.  Copper is a versatile metal, and the most broadly used across the world’s economy, 

with about 19 million tons being mined annually.  it’s used to cover abe Lincoln’s head on the penny.  it’s used in the 

building trades for pipes and roofing.  it’s used for conducting electricity in appliances, computers and automobiles.  

indeed, electric vehicles, like tesla, have a big appetite for copper.  it’s estimated that a car with a regular, 

combustible engine uses about 55 lbs. of copper.  in contrast, an electric car is estimated to use 165 lbs. of copper, 

or nearly three times as much. 



6

natural gas 
tug-of-War.

during the past 10 years, demand for copper has grown at about 2% per year, but we think copper demand will 

continue to rise and remain above historical growth rates, with China’s “One Belt, One road,” and other worldwide 

infrastructure projects, as a major impetus of that growth.

at current prices, we think the supply side is going to have trouble keeping up with longer-term demand for copper.  

existing copper mines have seen a decline in the “grade” of copper deposits.  this means that, per amount of earth 

dug, the percentage of copper harvested and processed is declining.  essentially, you must dig more earth than ever 

before, to mine a ton of copper.  therefore, it’s harder to harvest, and more expensive to harvest.  

second, it isn’t easy to develop new supply.  it takes time, a long time.  according to a 2016 World

Bank study, to bring a new copper mine to fruition takes nearly 15 years, from discovery to production.  and, except 

for the Cobre panama Mine (developed by First Quantum Minerals), which should come on line in 2018, there has 

been a lack of investment in new supply during the past decade.  Moreover, as the president of First Quantum said 

in an interview with Bloomberg a few months back, “good copper projects are scarce at these prices.  there is an 

incentive price to build new ‘greenfield’ sites, which is significantly above the current price.”  

Major copper producers lost nearly 2 million tons of output in 2017, due to strikes, extreme weather, technical 

issues, power outages and lower-than-expected ore grades.  even as these issues are resolved in the current year 

(some work stoppages at some mines have ended), demand will outweigh supply.  if we see some decline in copper, 

and industrial metals more broadly, we may add to our position to take further advantage of the longer-term supply 

and demand imbalances.  We are in the ready position on copper.

abundant and cheap.  that describes the natural gas market today.  supply has 

mushroomed, and prices have fallen, because of a wonderfully-productive technology 

known as “fracking.”  in 2008, the u.s. produced about 55 Bcf (Billion cubic feet) 

of gas per day, according to the energy information association (“eia”).  But with the advent of fracking, the u.s. has 

become the largest natural gas producer in the world, with production rising to an average of about 73 Bcf per day in 

2017.  it is amazing how much production has risen, and how quickly.  and, the ample supply has pushed prices down, 

falling from $3.72 at the beginning of the year to $2.95 per Bcf at the end of december.  

But for every action, there is a reaction.  For example, electric power producers now believe natural gas will be

among the cheapest fuel sources for decades to come.  and, since it is cleaner than coal, building new electrical plants powered 

by gas has becomes a no-brainer.  Consequently, power generators are shutting down dirty, coal-fired plants, and decommissioning 

more expensive nuclear plants, and building new electric power plants that will use natural gas for the next 30 years.  
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in Ohio and pennsylvania, near the Marcellus shale formation, companies like Calpine and invenergy LLC are building 

new natural-gas fired electrical plants.  and, it is happening across the nation, in other places like texas and Florida.  

For example, a recent s&p global Market intelligence analysis, published in december 2017, showcased natural-gas, 

combined-cycle generating projects, totaling more than 89 gW of scheduled capacity.  this started coming online 

in the fourth quarter of 2017, and will continue to ramp up and reach full capacity by 2020.  that’s a lot of new 

capacity.  to create 89 gW of electricity, you need, approximately, an additional 15 Bcf per day of natural gas.  that’s 

all new demand, above the 70+ Bcf we are producing today.  in economic terms, abundant, cheap and clean natural 

gas is attracting new permanent customers — thereby shifting the structural, long-term demand curve for gas.  

export growth is also contributing to new demand.  indeed, in 2017, the u.s. became a “net” 

(exports minus imports) annual gas exporter for the first time in 60 years.  natural gas exports are increasing, either 

through pipelines that shuttle it down to Mexico, or by converting it to a liquid (“Lng,” or Liquified natural gas), and 

transporting it in huge tankers through the new locks of the panama Canal to markets in asia.  For example, Mexico 

currently imports about 55% of its current gas needs.  it would import more, but both Mexico and the u.s. have been 

hobbled by their ability, or capacity, to ship the gas.  right now, Mexico is importing about 4 Bcf per day through 

pipelines that enter Mexico through texas.  according to Cenagas, Mexico’s national control-center for natural gas, 

that amount could grow to 8 Bcf per day.  But, we need to be able to deliver it.  Finally, capacity, in the form of new 

pipelines and new Lng export facilities is starting to come online.  Cheniere’s sabine pass plant, located in Cameron 

parish, Louisiana is the first Lng export plant to begin operations.  But the number is growing.  in a december 2017 

memo, the eia notes there will be six Lng liquefaction plants coming online, which will increase total u.s. liquefaction 

capacity to 9.6 Bcf per day by 2019.  again, exports are a new market, and represent lots of new demand. 

Lots of supply.  growing demand.  it’s a big tug-of-war.  We think demand is going to 
win, and pull future prices higher.  Why? 

natural gas producers respond to incentives.  right now, prices for natural gas are in “backwardation,” which means 

prices for natural gas are higher today, than they are for tomorrow.  and, those lower future-prices give producers 

little incentive to invest in future production and storage.  indeed, according the eia’s third Quarter 2017 review, 

capital expenditures for 103 publicly traded oil and gas producers was $67 billion in the third quarter of 2017, 

which is about 50% less than 2013 and 2014, when production levels were actually a few Bcf per day lower than 

today.  Capital expenditures need to increase.  production amounts not only need to be replaced, but also grown to 

meet this future demand.  i am not sure this level of capital expenditures will be enough to meet future demand.  

therefore, i believe natural gas futures prices must increase in 2018 and beyond to motivate producers to invest in 

future production.  
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a Commodity You  
May not Have 
exposure to — nFdM.

We have structured our portfolio investment in natural gas to reflect this long-term, structural viewpoint, which is very 

differentiated from our peers.  instead of owning exclusively the front-month natural gas contract, which most index or 

other commodity funds hold, we purchased natural-gas “calendar strips,” for the years 2018, 2019 and 2020.  this means 

we bought natural gas futures-contracts for every month, from January to december, from 2018 until the end of 2020.  

natural gas, at about 35% of the portfolio’s exposure, was the biggest position in the Fund.  and, with prices 

falling nearly 20% during 2017, it was one of our worst performing positions, accounting for the bulk of our 

underperformance versus the index for 2017.  What did we get wrong?  simply put, natural gas production 

accelerated more than we expected, particularly as crude oil prices rose (gas can be captured as a byproduct of oil 

drilling), and the combination of moderate weather, export capacity issues, and new power plants coming online more 

slowly than hoped, just didn’t soak up the glut of gas.  We missed.

so, we are refocusing.  We are re-examining current conditions and the assumptions and data used in our analysis.  

and, to date, natural gas continues to be our biggest position.  that’s because we continue to think the long-term 

risk/reward tradeoff in this tug-of-war is in our favor.  if supply continues to grow robustly, we think we maybe have 

20 cents of downside.  However, if capital expenditures continue to be lackluster, and the rate of growth in supply 

moderates, we think the outer months of the calendar strips will have to rise, maybe as high as another $1 to $2 to 

bring on new production capacity.  so, we continue to like both our thesis, and the tradeoff of 20 cents of downside 

relative to $1 to $2 of upside.  We are in the ready position on natural gas.

We have a new, small position — just 1% of the Fund — in 

non-Fat dried Milk futures, or nFdM.  nFdM is the powdery 

substance remaining after the cream and water have been 

removed from milk.  this is the first time we have held this 

futures contract in the Fund.  Why are we investing in it now?  

We think there is a good chance this investment could triple this year.

Why do we think that?  Well, overall, there is demand for protein globally, and nFdM is a good way to augment protein.  

China has also recently relaxed its One-Child only policy, and many new babies are being born there.  so China’s imports 

have already started increasing, and we expect them grow significantly this year, as demand for infant formula grows. 

On price, we are deep in the “value zone” here.  nFdM made new absolute historical lows last quarter, due to 

weakness in milk prices, as supply offset demand.  
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We expect that supply to shrink.   that’s because rBst (recombinant bovine somatotropin) growth hormone, which has 

been used in the u.s. since the 1990s, has been banned as a gMO in many countries.  increasingly, processors are 

marking their milk labels as “no rBst.”  seeing the success of this marketing tactic, processors have made a big push 

on dairies to discontinue the use of rBst, with a deadline of June 1, 2018.  By the end of december 2017, only about 

50% of dairies in the us were still using rBst.  We anticipate less than 5% of dairies will still be using rBst by the 

deadline.  Without the use of rBst, we see production dropping by around 6-7%. 

dried Milk is an illiquid contract (haha, pun intended!), which is why we have such a small position.  although, at these 

historically low prices, we view risk as minimal.  there is also a significant short position, which could trigger a rally, even 

without the significant new demand, which we in fact expect.  We will keep you posted.  We are in the ready 
position, even on low-profile commodities, like non-Fat dried Milk, where we think the supply and demand are favorable.

Commodities aren’t like stocks.  they aren’t like bonds.  stocks of companies 

generate a profit, and can pay a dividend.  Bonds pay interest.  in contrast, 

commodities have no intrinsic return.  therefore, to make a profit from commodities 

you must buy them low, and sell them high.  

i believe this letter demonstrates that my team and i are working diligently, every day, to evaluate the supply and 

demand for each commodity.  Commodities, like sugar, gasoline and cocoa are a heterogeneous lot, with each having 

their own supply and demand curves, impacted by factors ranging from the weather and foreign-exchange rates, 

all the way to the average miles per gallon of Ford’s automobile fleet.  We use our Fingernails-in-the-dirt 
research to establish a full understanding of each commodity, and then make investments in those commodities

where we see the most attractive risk and return tradeoff.  in other words, we try to buy low, and sell high. 

and we believe the silverpepper Commodity strategies global Macro Fund is in “the ready 
position” to harvest the gains, of what could be the start of a historical commodity-price super Cycle!

thank you, as always, for entrusting us with your hard-earned money. 

respectfully,  

renee Haugerud 

portfolio Manager, silverpepper Commodity strategies global Macro Fund

research, 
research, 
research.



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 December 31, 2017, notional exposure of futures and/or options in Natural Gas were 34%, Copper 6% and Non-Fat Dried 
Milk was 1% 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. The 
SilverPepper Commodity Strategies Global Macro Fund was rated against 118  funds in the “Commodities Broad Basket” category 
during the prior 3-year period, ending 12/31/2017.  The Morningstar Rating is for both the Institutional (SPCIX) and Advisor 
(SPABX) class shares.  Past performance is no guarantee of future results.

Number 1 Performance Ranking:  Rankings are assigned based on total return.  Since Inception time period is 10/31/2013 to 
12/31/2017.  Includes all funds within each Fund’s respective Morningstar category, “Commodities Broad Basket,” or “Market 
Neutral,” as of 10/31/2013.  The SilverPepper Commodity Strategies Global Macro Fund Institutional Share class (SPCIX) was 
1 out of 97 funds for Since Inception period and 111 out of 119 funds for the trailing 1-year period.  Source: Morningstar 
Direct.  Past performance is not indicative of future performance.

1 “Jeffrey Gundlach Says It’s a Good Time to Buy Commodities,” CNBC, December 5, 2017. 
  “Doubleline’s Gundlach says commodities are best buy for 2018,” CNBC, December 13, 2017. 

2 “Tim Cook tells Cramer: New Tax Law Helped Pave the Way for Apple’s Massive Investment Plan, CNBC, January 18, 2018. 
3 “Goldman Sachs Commodities Forecast to Deliver Bumper Returns in 2018,” CNBC, December 12, 2017.
  “U.S. Stock Funds Rose in 2017, but Investors Kept Swimming in Foreign Waters,” Wall Street Journal, January 7, 2018. 

10




