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Class Quarter     YTD 1-Year  3-Year 5-Year 10-Year

Since
Inception 

(9/30/06)

Expense 
Ratios 

(net / gross)

Class A - APRAX 1.39 1.39 -23.83 9.47 5.76 6.23 5.76
1.15 / 1.68

   With sales charge1 -4.19 -4.19 -28.01 7.42 4.57 5.63 5.40

Class I - APRIX 1.47 1.47 -23.64 9.62 5.94 6.32 5.81 0.90 / 1.43

S&P US REIT Index 2.72 2.72 -19.08 12.03 6.03 5.83 5.07

MARKET SUMMARY

Real Estate Investment Trusts (REITs) began the year in recovery 
mode from a poor performance last year, but then came the most 
recent bank “crisis” with Silicon Valley Bank and a run on deposits.  
The S&P US REIT TR (USD) Index (the “Index” or the “Benchmark”) 
posted total performance of 2.72% for the first quarter of 2023.

While there have been a few high-profile defaults, real estate 
is not the primary focus now. This is in contrast with previous 
recessions, such as 1974 when 19 of the 20 worst performing 
stocks were mortgage REITs, or over-leverage heading into 2008.  
REITs appear to have learned from history and many shored up 
balance sheets in preparation for uncertain times. The average 
portfolio is now 20% to 40% debt to total capital compared 
to previous standards of approximately 60%. The new range 
provides stronger fundamental footing, lower leverage and has 
the potential to maintain stability through turbulence.  

There is much debate over who will likely bear the pain of defaults: 
landlords or lenders? Our view is that landlords are in the better 
position, as prudent lenders wouldn’t typically want the keys to 
weak assets. While there could be some defaulted properties of 
desirable assets, lenders could quickly flip; however, the lower 
leverage this cycle has seen makes these types of situations less 
likely. Landlords typically have the upper hand in negotiations as 
lenders don’t want the keys back.

The capital markets’ pause continued as buyers and sellers hadn’t 
yet converged on pricing, while the Commercial Mortgage-
Backed Securities (CMBS) market remained essentially closed, 
and regulators have been critical of office loans. The good news 

is that Industrials, Life Science and Apartments remain relatively 
liquid assets, while Shopping Centers are increasingly seen as 
quite durable. Not surprising is the consolidation of Malls to 
the top centers, meaning there has been more fallout for lesser 
ones, while Office has replaced Malls as the sector undergoing 
fundamental change.  Ultimately, a potential recession remains the 
biggest risk, rather than elevated rates.

PERFORMANCE SUMMARY
For the quarter ended March 31, 2023, the AAM/Phocas Real 
Estate Fund (the “Fund”) Class A and Class I returned 1.39% 
(-4.19% net of load) and 1.47%, respectively. Over the same 
period, the Benchmark returned 2.72%. Since the Fund’s inception 
on an annualized basis, the Fund’s Class A and Class I have 
returned 5.76% (5.40% net of load) and 5.81%, respectively. 
Over the same period, the Benchmark was up 5.07%.

CONTRIBUTORS 

After being a laggard in the prior quarter, Extra Space Storage 
(EXR) was the top performer in the first quarter as the company 
reported solid financial results for the fourth quarter and full year. 
The biggest news, however, was reported immediately after the 
quarter ended when EXR offered to acquire storage peer Life 
Storage (LSI) in an all stock deal, outbidding a prior offer made 
by Public Storage (PSA). Prologis (PLD) also reported strong results 
for the fourth quarter and received several sell side price target 
increases as revenues and earnings exceeded expectations. 
Equinix (EQIX) was another strong performer for the Fund as base 
business tailwinds remained robust for data centers. EQIX also 
increased their quarterly dividend by 10% in the quarter.

The following commentary is from Phocas Financial, the sub-advisor to the Fund and the “we” throughout the commentary. 

The Fund commenced operations and acquired the assets and liabilities of the Phocas Real Estate Fund (the “Predecessor Fund”), a series of Forum Funds II, on August 
23, 2018. As a result of the acquisition, the Fund is the accounting successor of the Predecessor Fund. Performance results reflect the performance of the Predecessor 
Fund. The Fund’s past performance, before and after taxes, is not necessarily an indication of how the Fund will perform in the future. 
The performance data quoted represents past performance and is not a guarantee of future results. Investment return and principal value of an investment will 
fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than the 
performance information quoted. To obtain performance information current to the most recent month-end, please call 1-888-966-9661.
1Sales charge for Class A: 5.50% 
The Fund’s advisor has contractually agreed to waive certain fees/expenses until April 30, 2033 and may recoup previously waived expenses that it assumed during the 
previous three-year period.
Performance returns for periods longer than one year are annualized. Redemption fee if redeemed within 90 days of purchase: 2.00%. 

Standardized Performance as of 3/31/23 (%)
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DETRACTORS

Regrettably, Office REITs were the worst performing positions in the 
Fund in the first quarter: Boston Properties (BXP) and Alexandria 
Real Estate (ARE). We acknowledge the Office REITs are trading 
at depressed multiples and given the continued corporate layoff 
announcements, especially in Tech, and fallout from the Financial 
sector, we are not yet ready to get more constructive on Office. 
Healthpeak Properties (PEAK) sold off on concerns surrounding 
Silicon Valley Bank with the risk to venture capital funding that 
could slow capital creation for life science companies, despite 
seeing limited direct impact. We continue to favor life science 
real estate because it’s a niche asset class with historically high 
demand that has led to some of the best growth of net operating 
income among REITs.

FUND POSITIONING

As we stated above, while there may be some defaulted properties 
of desirable assets that lenders could quickly flip, these types of 
situations may be less likely due to the lower leverage this cycle 
has seen. In addition, even after the leverage-crazy mania of pre-
global financial crisis, apart from condo projects in Florida, few of 
those assets were taken back because most of the feared CMBS 
defaults seemed to work themselves out.  

With that, we remain bearish on Office because while we do 
not believe Office demand will disappear, there is clearly more 
upheaval to come. Office space is experiencing a secular decline 
in demand caused by “work from home”, combined with a cyclical 
downturn in tech office leasing, all while new office supply is 
being added.  

The Fund remains bullish on Lodging REITs. Perhaps surprisingly, 
Lodging fundamentals have held stable so far this year, and 
we believe the group can improve amid demand by business 
travelers.  Macroeconomic conditions, however, and the health of 
the consumer remain important considerations.  

We also continue to be bullish on Industrial and Residential REITs 
based on strong fundamentals driven by still-strong demand and 
more attractive valuations. Management teams have commented 
that fundamentals remain stable, though economic conditions are 
slowing new starts and tenant decision making. Within Healthcare 
we are most positive on senior housing and remain constructive on 
life sciences.

Overall, we favor sectors that typically benefit from resilient 
demand drivers that could hold up even if economic growth 
slows, companies with strong and low levered balance sheets, 
and superior cash flows through consistent tenant demand.

For more information on the AAM/Phocas Real Estate Fund, please contact a financial professional.

The forecasts, opinions and estimates expressed in this report constitute Phocas Financial’s judgment as of March 31, 2023 and are subject to change without notice based 
on market, economic and other conditions. The views expressed represent an assessment of market conditions at a specific point in time, are opinions only and should not 
be relied upon as investment advice regarding a particular investment or markets in general. Such information does not constitute a recommendation to buy or sell specific 
securities or investment vehicles. The information contained herein has been derived from sources believed to be reliable and accurate at the time of compilation, but no 
representation or warranty (express or implied) is made as to the accuracy or completeness of any of this information. Phocas Financial does not accept any liability for losses 
either direct or consequential caused by the use of this information.

You should carefully consider the investment objectives, potential risks, management fees, and charges and expenses of the Fund 
before investing. The Fund’s prospectus and summary prospectus contains this and other information about the Fund, and should 
be read carefully before investing. You may obtain a current copy of the Fund’s prospectus and summary prospectus by calling 
888.966.9661.

Risks: An investment in the Fund is subject to risks and you could lose money on your investment in the Fund. The principal risks of investing in the Fund include, but 
are not limited to, investing in foreign securities, including emerging markets; investing in micro-, small and mid-cap companies; investing in real estate and real estate 
investment trusts (REITs); and non-diversification risk. The prices of foreign securities may be more volatile than the securities of U.S. issuers because of economic conditions 
abroad, political developments, and changes in the regulatory environment of foreign countries; these risks are more pronounced for investments in issuers in developing 
or emerging market countries. Investments in micro-, small- and mid-cap companies involve greater risks including increased price volatility compared to the market or 
larger companies. Investment in securities of a limited number of issuers (non-diversified) exposes the Fund to greater market risk and potential losses than if its assets 
were diversified among the securities of a greater number of issuers. Because the fund concentrates its net assets in real estate industry (by investing in REITs and other 
companies that invest in real estate assets), it is particularly vulnerable to the risks of the real estate industry. Declines in real estate values, changes in interest rates, 
economic downturns, overbuilding and changes in zoning laws and government regulations can have a significant negative effect on companies in the real estate 
industry.  More information about these risks may be found in the Fund’s prospectus.

Debt to total capital gauges the financial leverage of a company by comparing its total liabilities to total capital by measuring the proportion of debt that the business 
uses to fund its ongoing operations as compared with capital. Earnings growth is the change in a company’s reported earnings over a period of time, usually calculated 
as a period-to-period comparison, such as from quarter-to-quarter, year-to-year, or the current quarter’s results to those of the same quarter last year (year-over-year). S&P 
US REIT Index is a free-float adjusted, market capitalization-weighted index that defines and measures the investable universe of publicly-traded real estate investment 
trusts domiciled in the United States. It is not possible to invest directly in an index.  
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Top ten holdings does not include cash allocation. As of 3/31/23, the top ten holdings in the AAM/Phocas Real Estate Fund were: 
    

Name (%) Name (%)

1. Prologis Inc 7.41 6. Invitation Homes Inc 4.71

2. American Tower Corp 6.80 7. Public Storage 4.70

3. Equinix Inc 6.79 8. Mid-America Apartment Communities Inc 4.27

4. Rexford Industrial Realty Inc 6.44 9. Independence Realty Trust Inc 4.26

5. Extra Space Storage Inc 6.31 10. Sun Communities Inc 4.10

Portfolio holdings will change due to ongoing management of the Fund. References to specific securities or sectors should not be construed as recommendations 
by the Fund, the Advisor or the Distributor. 

Not FDIC Insured.  No Bank Guarantee.  May Lose Value.

Distributed by IMST Distributors, LLC.  Advisors Asset Management, Inc. (AAM) is an SEC-registered investment adviser and member FINRA/SIPC.  SEC registration 
does not imply a aertain level of skill or training; nor does it imply that the SEC has sponsored, recommended or otherwise approved of AAM.  IMST and AAM are not 
affililiated.
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