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Quarterly Performance Recap 

The Fund was up +6.42% during Q1 2023, outpacing the Dow Jones US Real Estate Total Return Index 
(DJUSRET) at 1.57% and the Morningstar Real Estate Category at 2.29%. The Fund regained some of 2022’s 
relative underperformance by adhering to our disciplined approach — investing in long-term, secular, and 
oligopolistic real estate opportunities rather than chasing “cheap” valuations. Several portfolio companies that 
underperformed last year have now shown notable outperformance. We remain confident in our strategy’s 
ability to generate long-term returns above the benchmark and Morningstar category. With a robust start to 
2023, we are eager to discuss valuation, performance, themes, and macro outlook in this quarterly letter. 

Valuation 

We own REITs and REOCs and are typically meaningfully ‘off index’– around 40-60%. So, naturally, the 
portfolio’s tracking error will likely be higher than a more ‘on index’ fund. In addition, the index constituents we 
own tend to be overweight relative to the index – with the Fund’s allocations being 2-3x the index allocations 
at times. So, we caution investors against index-tracking expectations as this is an apples-to-oranges 
comparison, in our opinion.  

The portfolio characteristics seem well positioned at this point: 

• The portfolio’s growth forecast is still multiples of the asset class at large. The Fund has an 
underlying 2023 funds from operations (FFO) growth rate of 22.13%.1 In comparison, the Real Estate 
sector has a growth rate of 1.00%.2,3  

• The portfolio’s valuation is a slight premium to the asset class. Aggregate Fund FFO is 19.1x 2023 
FFO, while the MSCI US REIT Index trades at 16.8x 2023 FFO.4,5 

• The portfolio is less levered than the aggregate leverage in the asset class. The S&P Equity REIT 
index carries an underlying leverage ratio of about 44.00%, while the Fund’s leverage ratio is 
28.58%.6,7  

Put simply, the Fund’s investments have significantly higher growth forecasts (per S&P Global) with less risk 
(or leverage, per S&P Global) while selling for a similar valuation (price/FFO multiple valuations). Current 
valuations seem unusually de-coupled from long-term prospects as global turmoil related to war, inflation, 
energy prices, and Fed rate hikes add uncertainty. Many stocks’ prices appear to have discounted a recession 
as well. We think it’s critical to own growth in this environment; with higher rates and lower multiples (perhaps 
in place for some indeterminant period), the surest way for companies to produce value appreciation is to 
make more money. Typically, price appreciation can be a function of earnings growth, multiple expansion, or 
some combination thereof. We believe we own companies whose growth is driven by superior portfolios or 
business models which can sustain higher occupancies and drive higher rents over long periods. 

 

1 FFO Growth rate represents an AACA estimate using S&P Global Financial data. 
2 Real Estate Sector Growth rate represented by the MSCI US REIT Index. 
3 According to S&P Global 
4 Fund FFO is an AACA estimate using S&P Global data 
5 S&P Equity REIT Index FFO sourced from S&P Global 
6 S&P Equity REIT Index sourced from S&P Global 
7 Fund leverage is an AACA estimate using data from S&P Global 
There is no assurance these opinions or forecasts will come to pass and past performance is no assurance of future results. 
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Macro Outlook 

In 2022, the Federal Reserve raised interest rates at the fastest pace since Paul Volker’s term in the early 
1980s, leading to an ‘inverse cap rate compression.’ Higher-quality sectors with limited supply and strong, 
secular demand typically have lower cap rates than sectors with less growth, demand, and more supply. For 
instance, a cell tower portfolio has historically sold at a lower cap rate than a dollar store portfolio due to the 
difference in NOI growth. This relationship has also been evident in stock prices, as growth companies 
typically have higher multiples than value companies. However, this relationship shifted when the recent cycle 
began in March 2022. Lower cap rate assets (such as cell towers and industrial) experienced greater cap rate 
increases than those in triple net lease and open-air retail sectors, causing a flattening of the cap-rate curve.8 
Consequently, lower-quality portfolios performed better than higher-quality portfolios in 2022. The flattening 
cap-rate environment also reflects asset allocation competition from bonds. When the U.S. 2-year Treasury 
Note yields 4.3%, it becomes a hurdle against which other yields are measured.  

Our investment approach primarily involves meeting with company management, touring assets, and 
understanding our holdings' fundamentals and demand drivers. This approach was practical until Winter 2021 
when macroeconomic uncertainty and the Fed’s ‘bull-in-a-china-shop’ approach to rate hikes became the 
dominant factors in market pricing. Over the last six quarters, REITs have been priced like equities. Historically, 
REIT correlation to equities and fixed income is typically 0.6 and 0.2, respectively. In 2022, REITs’ equity and 
fixed income correlations were 0.9 and 0.6, respectively.9 As the saying goes: in a panic, correlations go to 1. 

Much has happened in the fixed income markets in the past 90 days. For example, on January 1st, bond 
markets were pricing in about two increases and a Fed Funds reduction by the end of 2023. 

  

Since then, a higher-than-expected CPI print and a strong jobs number in mid-March caused the market to 
reevaluate the forward rate curve, causing REITs to lose about 10%. Subsequently, banking issues at Signature 

 

8 If you think of a ‘cap-rate curve’ with cap rates on the y-axis and quality on the x-axis, a trend line would slope up (left to 
right) pre-2022, but shifted down at the higher-quality end as cap rates rose faster than they did at the low-quality end. 
9 Source: Bloomberg 
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and Silicon Valley Bank emerged, prompting markets to factor in tighter credit conditions. Jerome Powell now 
faces the challenge of maintaining a healthy banking system while cooling inflation. We believe that conditions 
now favor higher inflation and lower rates, as the Fed’s rate increases reveal cracks in the iceberg. We believe 
this is a favorable environment for REITs. Now let’s discuss some of our favorite themes in the portfolio.  

Portfolio 

Gaming  

The portfolio’s gaming net exposure totaled 17% at quarter end, making it our most significant overweight. It 
is comprised of operators Caesars Entertainment (CZR), MGM Resorts International (MGM), Wynn 
Entertainment (WYNN), and gaming REIT VICI Properties (VICI).  

There is a myriad of positive drivers at play: 

• Las Vegas Tourism. Visitor count is back to ~95%  pre-COVID, but gaming revenue is up 27% over 
the COVID period.  This results in 30% more gross gaming revenue per visitor. With hotel occupancy 
standing between 90-95%, price increases are being passed to the consumer. 

• Las Vegas Calendar. Concerts, musical residencies, shows, MMA, boxing, football, hockey, and the 
rumored arrival of the Oakland A’s are driving unprecedented revenues. In addition, Wynn just 
opened a new Circ de Soleil show, and the MSG Sphere, opening before F1’s arrival, is likely to 
become the world’s top concert venue, in our opinion.  

• Formula 1 (F1).  F1's inaugural race in Las Vegas will occur November 16-18, and we believe it will be 
the most highly attended sporting event globally. Hotels are expected to charge ~$1,000 per night 
premiums for the three days. For example, MGM, with approximately 44,000 rooms, is likely to 
generate $44M in extra revenue daily, even before accounting for food and beverage – totaling 
$150m to $200m. Paddock passes cost $19,000. Las Vegas signed a ten-year deal with F1 and 
Liberty Media. 

• Meetings, Incentives, Conventions, Expositions (M.I.C.E.). SF, LA, and to a lesser extent, NYC have 
implemented local policies that encourage murder and mayhem, which has not gone unnoticed by 
event planners. As a result, Las Vegas has garnered a significant market share for large-scale 
conferences. And while cities like San Francisco are implementing policies that discourage business 
development, Las Vegas did the following:  

o Completed an above-ground monorail 
o Completed an underground tesla system between the Convention Center and the hotels 
o Constructed a new air terminal 
o Expanded the Convention Center space 
o Wynn and Caesars also added nearly 1M feet of convention space 
o Wes Edens, the CEO of Fortress Investment, is building high-speed rail between LA and LV 
o Finally, the Las Vegas government cooperates with businesses, and they don’t defund the 

police. This week they proposed raising the tax threshold on slot winnings to $5,800 from 
$1,200. 

• Digital. MGM and CZR have built strong franchises in online gambling and online sports betting. CZR 
will be profitable this year, and MGM is also highly likely to be. CZR has 65M+ people in its loyalty 
program, and MGM has 40M+. We think these two companies and FanDuel will likely create an 
oligopoly in the gaming space, ultimately producing more than $30B in gross gaming revenue and 
$10B in EBITDA. We also believe that the success of digital gaming is not priced into these stocks 
yet.  

• Macau. WYNN owns four assets: two in Las Vegas and two in Macau. In 2019, the two Macau assets did 
$1.4B In EBITDA. In 2023, the company estimates $728M, or 50% of pre-covid. MGM owns two assets 
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in a 51/49 JV in Macau. MGM’s assets produced EBITDA of $730M pre-covid; in 2023, they estimate 
$500M or 68% of pre-covid. Macau has seen similar spending per visitor and margin expansion to Las 
Vegas properties but was slightly delayed due to Government COVID restrictions. As a result, we 
believe Macau's GGR and EBITDA should double from here.  

Industrial  

Industrial is the Fund’s largest sector allocation, and the business has morphed since COVID in some 
meaningful ways. 

• E-commerce dramatically increased due to the pandemic. New users were adopted. The shift in 
market share from brick and mortar to e-commerce will likely be permanent, with slight giveback as 
some still want to see the physical merchandise occasionally. 

• The scarcity of industrial land in infill markets such as Southern California has contributed to the 
demand for warehouses in those areas.  

• Retailers have rationalized their footprints and closed marginal locations, causing an increase in 
inventory within the supply chain.  

• The pandemic also led to stockouts for e-commerce stores, resulting in a need for more inventory 
and an increase in demand for warehouses. Unfortunately, stockouts proved very harmful to 
customer retention, especially when you can buy an identical product from a different business at the 
same price. 

• Warehouse space is cheap as a component of a supply chain. According to Prologis, the cost of 
warehouse storage within the supply chain is 5% of the overall cost, while transportation costs are 
50%. Companies can be better off focusing on space near the port or the consumer - not in the middle 
of nowhere. Transporting the product hurts margins. 

These factors have collectively contributed to the strong demand and, particularly in port-centric, coastal infill 
markets, limited supply for industrial space. Green Street, a well-respected REIT research firm, predicts 
national rent growth of 9.7% per year for the next five years. This national number includes non-coastal 
markets like Chicago, Phoenix, and Orlando, which have much lower barriers to entry.  

Our portfolio consists of Rexford (REXR), Terreno (TRN), and Prologis (PLD).  

• Rexford has all of their assets in the Los Angeles basin serving the ports of Los Angeles and Long 
Beach and the 24M people that live in the SoCal area.  

• Terreno has a six-market strategy in dense infill port-serving markets: Los Angeles, New York, San 
Francisco, Seattle, Miami, and DC.  

• Prologis (PLD) is the largest industrial owner in the world with 1 billion square feet of space, primarily 
in supply-constrained markets like SoCal and global locations like Tokyo. We believe PLD’s customer-
driven sophistication is orders of magnitude above every other owner globally. In addition, they have a 
massive third-party institutional investor business with strategic capital from pension funds, sovereign 
wealth funds, and other large investors.  

By way of some quick metrics, Rexford updated investors with some leasing stats for Q1 2023 earnings. During 
the first quarter, they renewed leases (to existing or new tenants) for 1.8M square feet of space (12,000 feet 
per lease, so these are infill smaller users), and GAAP and cash rental increases were +80% and +60%, 
respectively. Rexford’s leases have increases baked-in every year, so the starting cash rent on a lease is less 
than the average rent paid over the lease term, and the ending cash rent is more. The 80% increase in GAAP 
rents suggests that without massive new industrial supply in LA (nearly impossible) or a considerable drop in 
demand, rents will increase about 10% or more annually over the next seven years. This estimate is 
conservative as it assumes no street rent growth, which Green Street expects to increase by 6% annually for 
the next five years. Terreno reported 50% GAAP rent increases for the calendar year 2022 and 45% for Q4, 
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similar to Rexford but generally indicative that LA is denser than Terreno’s other five coastal infill markets. 
Overall, we think the same store NOI growth of the space will exceed every other sector, hence our 
overweight. 

The rest of the portfolio (Lab Space, Data Centers, and Towers) is non-cyclical. Storage demand is partly 
driven by life changes and moving. Although, for now, high mortgage rates restrict homeowners from moving 
easily, declining mortgage rates will help. 

Lab Space 

Demand for wet lab space, already substantial before COVID, has been off the charts since COVID and is a 
large part of the portfolio. There is a heightened demand driver for big pharma and life science for research 
and a concerted national effort to ‘re-shore’ certain functions that had been offshored during the prior 30 
years. Occupancy runs 95-99% in the three core markets of San Diego, South San Francisco, and Cambridge. 
Rents are predicted to grow 9% annually until at least 2025.10  

The Fund’s largest Lab Space position is IQHQ, Inc., a private company. We purchased this security in 
November 2019 at $15 per share and have seen the company expand from about 1 million sq feet of 
development to a portfolio of 10 million feet today. More recently, IQHQ raised capital at a $28 per share 
valuation, and we marked our position accordingly. The other lab space position, Alexandra Real Estate 
Equities, Inc. (ARE), finished the quarter trading at a 31% discount to NAV.11 Based on the expected 2023 
FFO of $9.01, the forward-looking price to FFO multiple was 13.3.12 Comparing this to the 17.9 forward-
looking multiple based on the 2018 average share price, for instance, one could view the current price as 
35% more earnings (FFO) for ~14% less cost (price to FFO multiple). We continue to like this space.  

Strategy Refresher 

We invest in what we believe are long-term secular opportunities in oligopolistic real estate portfolios. The 
issues most important to us are related to this idea's underpinnings. Share prices, however, tend to reflect a 
combination of fundamentals, market flow gyrations, and sentiment. We work hard NOT to use share prices 
to inform our decision-making process solely. This is not to say we disregard valuation, but we FIRST screen 
ideas based on our strategy’s criteria. 

• Sectors with a limited number of suppliers (small club) 
• Sectors with a limited ability to add supply (you cannot join my club) 
• Tenants that cannot physically leave and (landlord controls the relationship with the tenant) 
• Tenants experiencing underlying secular growth (tenant needs more space) 

Only then does valuation enter the equation. We highlight this framework to make a point: we seldom react to 
share prices in the short term, and neither should you.  

  

 

10 Source: Green Street Advisors 
11 Source: S&P Global 
12 Source: S&P Global 
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Top 10 Holdings 

 

Market Drivers 

The war, the Fed tightening cycle, and ensuing market turmoil have added volatility and reduced 
transparency, making even basic predictions much more difficult. But thinking about 12-18 months forward, 
we view these as the most critical market drivers: 

• Macro. We think a recession is near, so we wait for the magnitude of the government's reaction. What 
impact does this have on our outlook? 

o The recent aggressive tightening cycle has driven cap rates from 4.6% on December 31, 2021, 
to 5.9% on December 31, 2022. We believe the ‘once the dust settles’ cap rate level is about 
5%, which implies that REITs are currently at least 17% underpriced13. 

o In an alternative scenario where both CPI and rates remain elevated (like in the 1970s), rent 
growth may also increase, as it has tracked CPI closely in the past and helps real estate 
weather the effects of inflation. As a result, higher CPI and rents may increase NOI growth, 
drive higher forward-looking return expectations, and cause property values to hold or 
appreciate. For example, US REITs returned 76% during the two calendar years following the 
1974 oil embargo, despite inflation running between 6-9%.14  

• Home Mortgage. Post-pandemic housing price increases combined with the more recent Fed hiking 
cycle have combined to deal a crushing one-two punch to home price affordability. The 30-year 
mortgage hit 6.8% as of 3/31/23.15 The (perhaps intended) spillover effect of these rate hikes will likely 
be a massive slowdown in new home sales and resales continuing through 2023. The housing business 
generally makes up 15-18% of US GDP, and layoffs and downsizing are likely happening now.16 In 
addition, the 7% mortgage locks people into their existing homes, as homeowners cannot replace their 
homes at today’s rates. We believe home price affordability will limit the great migration to renters 
and retirees not needing mortgages and have positioned accordingly.  

 

13 See our recent white paper Exploring REITs Valuation – Is it Time to Buy for more detail on our forecasting process. 
14 US REIT performance is FTSE NAREIT All Equity REITs Total Return Index. 
15 Source: Bloomberg 
16 Source: Bloomberg, National Association of Homebuilders 

Holding % Holding % 

Prologis, Inc. 9.52% Rexford Industrial Realty, Inc. 5.03% 

IQHQ, Inc. 9.36% Equinix, Inc. 4.97% 

DigitalBridge Group, Inc. 5.75% Wynn Resorts Ltd. 4.74% 

American Tower Corp. 5.53% Alexandria Real Estate Equities, Inc. 4.28% 

FTAI Aviation Ltd. 5.44% MGM Resorts International 4.27% 

Holdings are subject to change and do not constitute a recommendation or solicitation to buy or sell a particular security.   

https://altegris.com/hubfs/PDFs/ACA_REITS-Valuation_APP2421406.pdf


MARKET + PORTFOLIO COMMENTARY  |  Q1 2023  

• Inflation. Current data indicates that most CPI components are falling. Some of these components, like 
rents, are particularly lagging. Spot market rents are rolling over and running at ~3%, leading the Fed’s 
calculation by about eight months. As these data points filter in, the CPI number should decline. 
Longer term, there are global issues of trade and energy that suggest the benefits to inflation of 
globalization may turn from tailwind to headwind. 

• Private vs. Public Real Estate. Private real estate returns require appraisals and have committees 
that take a measured approach to the process. As a result, valuations are not as subject to market 
liquidity. A massive gap between public and private real estate occurred in 2022 as public traded off 
and private real estate flatlined (and redemption doors locked). This gap won’t hold forever; the 
graph below speaks for itself. The public/private discount story resonates loudly. 

• Demographics and Policies. Since Covid, the action of governments have become more pronounced 
and have created considerable impacts in real estate. We believe blue states have undertaken policy 
changes that chase people and businesses out and destroy public safety and real estate values. As a 
result, we have largely exited companies with exposure to these markets, except for lab space 
(Cambridge, San Francisco, and San Diego) and industrial names (always in port-related locations). 

• Migration. We believe the US is undergoing one of the largest internal migrations in history. This 
process which we think of as secular, has been perhaps temporarily slowed by mortgage interest 
rates that can be replaced by selling homeowners. The uncoupling of the workforce from the 
workplace has created a secular shift in our country, which we believe will continue for perhaps 5-10 
years. In our opinion, key migration trends include the following: 

  

Public vs Private Real Estate Performance | March 30, 2007 – December 30, 2022 

Source: Blackstone.   
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Migration Trends amongst Individuals 

High Tax States to Low Tax States 

Vertical (high-rise/car-free) Cities to Horizontal (home/car) Cities 

Cold States to Warm States 

Lockdown (this is waning) Cities to Freedom Cities 

High Home Cost Cities to Lower Home Cost (this is adjusting) Cities 
   

Trends amongst Corporates 

High Tax States to Low Tax States 

High Regulation States to Low Regulation States 

High Cost of Living Cities to Lower Cost of Living Cities 

Commute/Snarl Cities to Work-from-Home Friendly Cities 

 

Failing Cities 
Portland, Los Angeles, and San Francisco are failing. Public safety is by the wayside with carjacking, rampant 
broad daylight store theft, assaults, open drug use, homelessness, and trash. Large corporations like Walmart, 
Starbucks, and Walgreens (and many more) are all closing stores. This has far-reaching and colossally negative 
ramifications for commercial real estate. Unfortunately, local governments have decided either not to care or 
to double down on the policies that have caused this. Office assets in San Francisco are trading at a 50-80% 
discount to replacement value, and absent a wholesale change in city leadership, we see no end in sight. 
Blackstone, Brookfield, and others are defaulting on office debt, and the office properties are 50% vacant.17  

Starting this month, the City of Los Angeles has a 5.5% transfer tax on commercial real estate. This tax is on 
the transfer price, not gain or equity. If an opportunity fund buys a $100M asset with $30M in equity and $70M 
in debt and then sells a year later, the 5.5% tax on the $100M value wipes out almost 20% of the equity. We 
believe this will create an immediate 5% drop in value, and many investors have black-listed LA.  

Hundreds of corporations, including Oracle, Hewlett Packard, Tesla, CBRE, Nestle, Digital Realty, and Toyota, 
relocated their headquarters away from California in 2020. California is ranked 49th in business 
competitiveness.18 When large corporations leave the state, highly educated, highly compensated employees 
generally go with them. The Democrats control a supermajority in the state legislature, and there is no balance 
in the state government's actions. In addition, social ills are rampant, with the most recent example being the 
shocking mugging of Prologis’s CEO, Hamid Moghadam, in his front yard in San Francisco. Further, California’s 
low rank in public education and high school graduation rate contributes to a list of reasons for people to 
leave. 

Gas in CA costs 30-50% more than in the rest of the US. Natural gas and electricity cost 2-3x as much. 
Meanwhile, the state government is making natural gas hookups illegal, then asking residents to limit charging 
their electric cars.19 You can’t make this stuff up. Stanford published a research paper noting that California 
has 395,000 pages of regulations across 518 state agencies.20 That’s all you need to know. 

 

17 Kastle, Back-to-Work-Barometer, 3/31/23 
18 Source: Tax Foundation: 2021 State Business Tax Climate Index 
19 Albeck-Ripka, The New York Times, “Amid Heat Wave, California Asks Electric Vehicle Owners to Limit Charging,” 2022. 
20 Vranich et al., “Why Company Headquarters Are Leaving California in Unprecedented Numbers,” Hoover Institution 
Economics Working Papers, 2022. 

https://taxfoundation.org/2021-state-business-tax-climate-index/
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This political migration driver is also driving migration patterns in other states. New York, Illinois, and other 
large urban populations are losing businesses and families to a crucible of self-inflicted urban ills. With all this 
in mind, it is unsurprising that many people migrate to well-run, medium-sized cities in primarily conservative 
states. Nashville, Dallas, Austin, Atlanta, Charlotte, Tampa, Miami, Orlando, Raleigh, Houston, Phoenix, Las 
Vegas, Salt Lake, and Reno are the relocation choices for information workers and their employers. Austin, TX, 
may eventually eclipse Silicon Valley.21 

Fund Performance 

Fund Returns | As of 3/31/2023 

   Annualized Return 

 QTD YTD 1YR 3YR 5YR 10Y Since 
Inception* 

RAAIX: Class I 6.42% 6.42% -27.19% 0.85% 2.53% 6.42% 8.01% 

RAAAX: Class A 6.33% 6.33% -27.36% 0.60% 2.27% 6.19% 7.81% 

RAACX: Class C 6.17% 6.17% -27.91% n/a n/a n/a -12.93% 

RAANX: Class N 6.41% 6.41% -27.32% 0.64% 2.30% 6.20% 7.83% 

Dow Jones US Real Estate  
TR Index 1.57% 1.57% -18.71% 9.79% 5.64% 5.96% 7.24% 

S&P 500 TR Index 7.50% 7.50% -7.73% 18.60% 11.19% 12.24% 12.07% 

RAAAX: Class A (max load)** 0.25% 0.25% -31.54% -1.36% 1.06% 5.56% 7.29% 

 

* The inception date of the Predecessor Fund was February 1, 2011. Past performance is not indicative of future results. Returns 
for periods longer than one year are annualized. The inception date of Class C shares was 12/1/2020. 

** The maximum sales charge (load) for Class A is 5.75%. Class A share investors may be eligible for a reduction in sales 
charges. 

The total annual fund operating expense ratio is 2.17% for Class A, 2.92% for Class C, 1.92% for Class I, and 2.17% for Class N. The 
Adviser has contractually agreed to reduce its fees and/or absorb expenses of the Fund as described in the Fund Summary, 
until at least October 31, 2023, to ensure that total Annual Fund operating expenses after fee waiver and/or expense 
reimbursement will not exceed 1.80%, 2.55%, 1.55%, and 1.80% of average daily net assets attributable to Class A, Class C, Class 
I, and Class N shares, respectively. Waived fees and absorbed expenses are subject to possible recoupment from the Funds in 
future years on a rolling three-year basis (within the three years after the fees have been waived or reimbursed) if such 
recoupment can be achieved within the foregoing expense limits. This agreement may only be terminated only by the Board of 
Trustees on 60 days' written notice to the Adviser. 

The performance data quoted here represents past performance, which is no guarantee of future results. Current performance 
may be lower or higher than the performance data quoted above. Investment return and principal value will fluctuate so that 
shares, when redeemed, may be worth more or less than their original costs. A Fund’s performance, especially for very short 

 

21 Source: The Wall Street Journal, Miami’s Gold Rush 
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periods of time, should not be the sole factor in making your investment decisions. For performance information current to the 
most recent month end, please call (888) 524-9441. 

The Performance shown before January 9, 2014 is that of the American Assets Real Estate Securities, L.P. (“Predecessor Fund”) 
which was managed by AACA, the Fund’s sub-adviser, from February 1, 2011 through January 9, 2014 in the same style and 
pursuant to substantially identical real estate long short strategies, investment goals and guidelines, as are presently being 
pursued on behalf of the Fund by AACA. Because the Predecessor Fund was not registered under the Investment Company Act of 
1940, it was not subject to the same investment restrictions, diversification requirements, leverage limits, and other regulatory 
restrictions of the Fund, which might have reduced its returns. The Predecessor Fund also was not subject to sales loads that 
would have adversely affected its performance. Performance shown of the Predecessor Fund is net of its applicable management 
fees, performance fees, and other actual expenses and is not an indicator of future results 

Portfolio Performance Review 

This quarter, the portfolio’s top five attributors were: FTAI Aviation Ltd., Prologis, Inc., MGM Resorts 
International, AirBnb, Inc., and Life Storage, Inc.22 

• FTAI Aviation Ltd. (“FTAI”) | Infrastructure: FTAI Aviation provides various aviation products, 
including aircraft leasing, engine (CFM56) leasing, engine repair, and used serviceable material. FTAI 
recently split into aviation and infrastructure companies and elected C-Corp status, which we believe 
will enhance shareholder value. In addition, due to carbon regulations, airlines will have to replace, 
update, or repair engines, creating built-in demand for a core FTAI business segment. In contrast, the 
infrastructure segment will continue to see tailwinds from strong energy demand. During Q1, FTAI laid 
out plans to reclaim their ~$250M in insured assets stranded in Russia/Ukraine.  

• Prologis, Inc. (“PLD”) | Industrial: PLD specializes in logistics and distribution facilities. The 
company owns and operates a diverse portfolio of industrial properties across North America, 
Europe, and Asia, serving various customers across industries such as e-commerce, retail, and 
transportation. With a focus on sustainability and innovation, Prologis has become a pioneer in 
developing modern, high-tech logistics facilities that can support the evolving needs of businesses in 
a fast-changing global economy. In addition, Hamid Moghadam, the CEO, stated on the 2Q22 call 
that they had visibility into an 8% annual NOI increase for the next five years.  

• MGM Resorts International (“MGM”) | Gaming: MGM is a global entertainment company that 
operates a diverse portfolio of resort destinations, casinos, and live entertainment venues across the 
United States and abroad, with a concentration in Las Vegas, Cotai, and Macau. In addition to its 
physical locations, MGM has expanded into online gaming and sports betting, positioning itself as 
the dominant player in this space (along with CZR). The company expects 2023 to be the first 
profitable year for its digital segment. In addition, travel to Maca and Cotai is ramping up after 
COVID lingered. 

• AirBnb, Inc. (“ABNB”) | Lodging: ABNB operates an online marketplace for lodging, primarily 
homestays for vacation rentals and tourism activities, with 7 million unique listings worldwide. Based 
in San Francisco, California, the platform is accessible via a website and mobile app. The stock has 
performed well with the rebound of leisure travel post-COVID. We like the flexibility of the ABNB 
business model, where the supply of hosts will follow the popular locations demanded by the 
consumer. And did we mention that ABNB is sitting on $10B in cash? 

• Life Storage, Inc. (“LSI”) | Storage: LSI invests in self-storage units, most of which are in densely 
populated markets like Los Angeles, New York City, Boston, Chicago, and Houston. The self-storage 
sector had another solid quarter, benefiting from the tailwinds brought about by the pandemic. In 
addition, both individuals and corporations require increased storage space from “work from home” 

 

22 FTAI, PLD, MGM, ABNB, and LSI net exposures are 5.4%, 9.5%, 4.3%, 2.6%, and 0.0%, respectively. 
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and “move around the country” trends. 

This quarter, the portfolio’s top five detractors were: WeWork, Inc., Newlake Capital Partners, Alexandra 
Real Estate Equities, Inc., Innovative Industrial Properties, Inc., and IQHQ, Inc.23 

• WeWork, Inc. (“WE”) | Office: WE is a provider of shared working spaces (coworking), including 
physical and virtual shared spaces. Its portfolio spans 779 locations and 906K desks across six 
continents, headquartered in New York City. WE has recently transformed management, and we are 
excited about the company’s direction. Unfortunately, shares have traded off on what we believe is 
negative sentiment related to Softbank, unicorns in general, and lower office demand in a potential 
recession, among other factors. However, we believe a recession would add to demand, and our 
conviction remains strong. 

• Newlake Capital Partners (“NLCP”) | Specialized Agriculture: Founded in 2016, NLCP is an 
emerging provider of real estate capital to state-licensed cannabis operators. Their stock traded off 
this quarter due to a slight drop in rent collection, which the company assured us was due to 
idiosyncratic events. It remains to be seen how this market will evolve. However, there is significant 
potential for those who can navigate the complex legal and regulatory landscape of the cannabis 
industry.  

• Alexandra Real Estate Equities, Inc. (“ARE”) | Lab Space: ARE is a REIT focused on operating and 
developing life science, technology, and ag-tech campuses in critical locations, including Greater 
Boston, San Francisco, New York City, San Diego, Seattle, Maryland, and Research Triangle. It is 
worth noting that ARE had one lease to an affiliate of Silicon Valley Bank, and the stock traded off 
during the general market panic from SVB’s collapse in March. This tenant, however, accounted for 
only eight basis points of ARE’s total annual rental revenue, as stated on the 8-K that the company 
released on 3/13/23. In other words, the panic was overdone, and we are constructive on the future 
of this stock in a post-covid world. 

• Innovative Industrial Properties, Inc. (“IIPR”) | Specialized Agricultural: IIPR is a self-advised REIT 
focused on the acquisition, ownership, and management of specialized properties leased to 
experienced, state-licensed operators for their regulated medical-use cannabis facilities. Founded in 
2016, they were the first publicly traded firm on the New York Stock Exchange to deliver real estate 
capital to the regulated cannabis industry. Like Newlake, IIPR had a rough quarterly performance due 
to lower rent collections.  

• IQHQ, Inc. (“IQHQ”) | Lab Space: IQHQ operates premier life science real estate and rapidly 
expands in 3 major markets: San Francisco, San Diego, and Boston. With the growing demand for 
life science assets and vaccine research, we have strong confidence in the company's trajectory. We 
recently toured their development in downtown San Diego, the Research and Development District. 
It will undoubtedly be Southern California's premier lab space asset once development is finished. 

 
Outlook 

We believe the portfolio is positioned in secular real estate growth opportunities that offer exposure to high-
quality, same-store net operating income growth, resulting in potentially higher asset value cash flow and 
dividends. In addition, we have no exposure to sectors that, in our opinion, face significant structural 
headwinds. 

Many REITs have adjusted in price; more than 80% of the S&P REIT Index names traded at a discount to NAV 
on 3/31/2023. The average REIT traded at a 20% discount to NAV at quarter-end.  

Our focus is on ownership of companies that own real estate where the tenant is denied choice. This is most 

 

23 WE, NLCP, ARE, IIPR, and IQHQ net exposures are 1.6%, 2.7%, 4.3%, 0.0% and 9.4%, respectively.  
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prevalent when some subset (or all) of these characteristics is in place: 

1) the sub-sector of real estate is a monopoly, duopoly, or oligopoly; 
2) there are high barriers to entry for new competitors; 
3) there are high barriers to tenants leaving/exiting buildings; and  
4) the basic underlying economics of the tenant’s business is healthy. 

We have found that when these four characteristics are present, companies in that space can potentially 
generate consistently higher same-store net operating income growth over long periods. Typically, sectors 
and companies that exhibit these characteristics comprise 65% to 80% of the portfolio. 

 

This commentary reflects the views of the sub-adviser portfolio manager through 3/31/2023. The manager’s views are subject 
to change as market and other conditions warrant. This commentary is only for informational purposes and should not be 
construed as investment advice. No forecasts are guaranteed. There is no guarantee that any investment will achieve its 
objectives, generate profits, or avoid losses. 

IMPORTANT DISCLOSURES 

Carefully consider the Fund’s investment objectives, risks, charges, and expenses as detailed in its 
Prospectus and Summary Prospectus, which can be obtained by calling (888) 524-9441. Before investing, 
read the Prospectus carefully for additional information about the Fund and its risks.  

Funds are distributed by Northern Lights Distributors, LLC, Member FINRA/SIPC. Altegris Advisors and Northern Lights are not 
affiliated. 

The Fund may not be suitable for all investors. Investing involves risk, including possible loss of principal. You may have a 
gain or loss when you sell shares. There can be no assurance that the Fund will achieve its investment objectives. Concentrating 
the Fund’s investments in real estate securities subjects it to the same risks as direct investments in real estate, and real estate 
is particularly sensitive to economic downturns. The Fund will leverage investments, as deemed appropriate, to the extent 
permitted by its investment policies and applicable law, which will magnify the impacts of increases or decreases in the value of 
Fund investments. The Fund’s investment in ETFs or other investment funds will subject it to the risks and expenses affecting 
those funds. The Fund’s use of short selling involves increased risks and costs, as the Fund may pay more for a security than it 
receives in a short sale, with potentially significant and possibly unlimited losses. Investments in non-US securities pose 
additional risks to the Fund, as compared to U.S. securities, due to currency fluctuation, adverse political or economic 
conditions, and differing audit and legal standards (risks that are magnified for investments in emerging markets). The Fund 
may invest in options and derivative instruments, which can be more volatile. less liquid and increased risk of loss, as compared 
to traditional securities. Derivatives and options can be subject to counterparty default risks and adverse tax treatment. 
Investing in sector funds is more volatile as compared to broadly diversified funds, as there is greater concentration risk due to 
investing in the same or similar issuers and offerings. The Fund is non-diversified and can invest a greater portion of its assets in 
securities of the same issuers than a diversified fund, and therefore a change in the value of a single security could cause 
greater fluctuation in the Fund’s share price than would occur if it were diversified. The Fund trades actively, which can increase 
volatility and costs due to high turnover. DEFINITIONS AACA. American Assets Capital Advisors. REITs. Real Estate 
Investment Trusts (REITs) own and operate income-generating real estate properties. REITs distribute at least 90% of their 
taxable income to their shareholders as dividends. REOCs. Real Estate Operating Companies (REOCs) own and operate real 
estate properties but do not have the same tax advantages as REITs. Unlike REITs, REOCs are not required to distribute a 
specific percentage of their income to shareholders and are taxed at the corporate level. Net Operating Income (NOI). A 
measure used in real estate to determine the profitability of income-generating properties. It is calculated by subtracting the 
operating expenses from the gross income a property generates, excluding financing costs or income taxes. EBITDA. Earnings 
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before interest, tax, depreciation, and amortization. CPI. The Consumer Price Index is a measure of the average change in 
prices of a basket of goods and services purchased by households over time.  Stockout. An event that causes inventory to be 
exhausted when customer orders for a product exceed the amount of inventory kept on hand due to higher-than-expected 
demand, delays in the supply chain, stoppages in a company’s production process, or inadvertent acceptance of an out-of-
stock (OOS) INDEX DESCRIPTIONS An index is unmanaged, not available for direct investment, and its performance does 
not reflect transaction costs, fees, or expenses. FTSE NAREIT All Equity REITs Total Return Index is a free-float adjusted, 
market capitalization-weighted index of U.S. equity REITs. Constituents of the index include all tax-qualified REITs with more 
than 50 percent of total assets in qualifying real estate assets other than mortgages secured by real property. Dow Jones US 
Real Estate Total Return (TR) Index tracks the performance of real estate investment trusts (REITs) and other companies that 
invest directly or indirectly in real estate through development, management, or ownership, including property agencies. The 
S&P 500 Total Return Index is a broad-based index, the performance of which is based on the performance of 500 widely held 
common stocks chosen for market size, liquidity, and industry group representation. Bloomberg Private Real Estate Index. The 
Bloomberg Real Estate Private Equity Index represents the average NAV-based return of private equity funds with a real estate 
strategy, as defined by the Bloomberg Private Equity Classifications.  MSCI US REIT Index. The MSCI US REIT Index is a price-
only index, which MSCI began calculating on June 20, 2005. Previously, the AMEX calculated and maintained this index (then 
known as the Morgan Stanley REIT Index). The AMEX began calculating the index with a base level of 200 as of December 30, 
1994.  ALTEGRIS ADVISORS, LLC is a CFTC- and NFA-registered commodity pool operator and SEC-registered investment 
adviser that manages funds pursuing alternative investment strategies. 
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