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Dear Investors: 

The Blue Current Global Dividend Fund returned +2.58% (net) during the third quarter of 2016. We remind 

investors that the Fund is not managed to any specific equity index, but instead we focus on identifying 

companies that will pay a stable and increasing dividend and generate an attractive total return for our 

investors. For comparison, the MSCI World High Dividend Yield Index returned +2.59% and the MSCI World 

Index returned +4.87% during the quarter. Since inception, the Fund has returned +1.79% (net, 

annualized), which compares to the MSCI World High Dividend Yield Index return of +0.78% and the MSCI 

World Index return of +1.51%. 

 

Looking ahead to December 

There were several prominent investment themes during the third quarter, but the rise in bond yields was 

arguably the most relevant to the market and our strategy. Since the end of the second quarter, most key 

rates along the Treasury curve have lifted between 25 and 30bps. Not isolated to Treasuries, LIBOR, a key 

lending interest rate, also continues to increase and is approaching the 1% threshold - a critical floor tied to 

many floating rate loans. There are technical issues related to money market reform that are accelerating 

the move, but it does coincide with a broad move higher within government Treasuries. The upward pressure 

on rates is confirming recent government statistics that suggest inflation could be breaking out from a long 

hibernation. The Bureau of Labor Statistics’ CPI inflation gauge has increased 1.5% over the trailing 12 

months, the largest increase since October 2014 – about the time when energy prices peaked. This 

measurement includes volatile food and energy, the latter of which is starting to increase, not surprisingly, 

following a significant rise in crude prices off the February lows. As we move into 2017, the energy 

contribution will accelerate as comparisons become more inflationary within reported statistics. Recent wage 

growth statistics combined with management commentary across industry sectors also support the idea that 

inflationary pressure is surfacing – creating a window of opportunity for the Fed to lift interest rates in 

December.  

As expected, the increase in rates is also disrupting yield-sensitive equity securities, specifically within the 

RUST (REITs, utilities, staples, and telecom) sectors, an area in which we previously warned investors to 

reduce exposure. During the third quarter, utilities declined 5.9%, REITs detracted 2.2%, and the telecom 

sector returned -5.6%. These headwinds presented a challenging quarter for many dividend and income-
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focused strategies. As we highlighted in our investor letter last quarter, we believe that higher interest rates 

are an underpriced risk in the market as investors have become complacent with the “low growth equals no 

inflation” opinion. When the crowd leans too far in one direction, even small surprises can have an outsized 

response. 

 

 

 

While we highlight the recent increase in expectations and its impacts on financial markets, we do believe 

there are some limitations and do not subscribe to the idea that the Fed is behind the curve. In fact, there 

are compelling arguments as to why the Fed should not lift interest rates in December. We believe the 

increase in LIBOR by itself will raise interest costs and subtract from corporate cash flow and discretionary 

consumer spending, thereby serving as a tightening mechanism. Our view is that interest rate or inflation 

risks are increasing, and although the magnitude of the increase is likely contained, the majority of investors 

continue to be naysayers. It is against this backdrop that we manage the portfolio with a cautious eye on 

valuations, especially in yield-sensitive companies that are beginning to reprice. 

 

Source: Strategas 
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BLUE CURRENT PHILOSOPHY & OBJECTIVES 

The Blue Current investment team utilizes its expertise in growing cash flow to invest in what we believe is 

a niche universe of high-quality, dividend-paying companies with sustainable business models and dividend 

policies. The primary objectives are to pay a stable and increasing dividend each quarter and to deliver 

attractive long-term capital appreciation to investors. 

The portfolio is concentrated and invests in 25 to 50 companies across developed markets that meet our 

stringent quality requirements. We focus on companies that we believe have a strong history of rewarding 

shareholders and have the financial ability to continue to increase the dividend over time. We also focus on 

the future earnings potential of each company and strive to purchase those businesses when they are trading 

at a discount to their true value. 

PORTFOLIO COMMENTARY 

The technology sector was the largest contributor during the quarter, adding 170bps to performance. 

Entering 2016, approximately 10% of the capital was invested in the technology sector, but given an 

opportunity to re-enter two prior positions (Apple and Qualcomm), our exposure increased to 14% exiting 

the quarter. The two new entrants returned 19% and 29%, respectively, during the quarter. After 

remaining on the sidelines for a year, we re-purchased Qualcomm in April. We patiently monitored the 

company and its progress toward re-establishing economic relationships with the majority of Chinese OEMs 

that license Qualcomm’s technology. While we watched un-invested, the company’s stock price declined 

due to concerns over share losses to rivals with similar technologies and fears that Qualcomm’s highly 

profitable licensing model was in jeopardy. In April, information that we felt confirmed 2016 as a trough 

year for business fundamentals and indications that the handset OEMs were again paying royalties were 

catalysts for Blue Current to initiate a new position. We re-entered QCOM with a forward PE of 12x and a 

dividend yield of 4%. In recent weeks, speculation that the company will acquire a fast-growing peer that 

complements Qualcomm’s existing businesses has elevated shares further.  

Although there is less value today in the sector, technology remains one of the more attractive areas as 

valuations are below the broad market and the group has significant free cash flow for share repurchases 

and dividend increases. Because our process stresses dividend growth as a byproduct of revenue and free 

cash flow, technology stocks have been elevated in our ranking methodology that blends quantitative and 

fundamental analysis. 

Just prior to the close of the quarter, we exited our only REIT in the portfolio, National Health Investors, a 

company that we wrote about last quarter as one of the few REITs that, despite a significant rally this 

year, still met our requirements. The company’s share price appreciated during the quarter and pushed the 

valuation discrepancy between the company and its peers to levels that were not justified. NHI was one of 

the few healthcare REITs that benefited from significant multiple expansion throughout the year. With the 

sale of NHI, the portfolio has no exposure to REITs or utilities.  

In recent months we have fielded many questions concerning the fund’s international exposure, specifically 

to companies domiciled within the UK. The companies in the portfolio that are domiciled outside of the US 

contributed 1.1% to portfolio performance during the quarter. As we have discussed in recent letters, we 

are largely invested in exporters and large-cap multinationals that are positioned to benefit from a weaker 
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local currency, including the British pound sterling. WPP, a global advertising firm domiciled in the UK, was 

our top performing non-US company during the quarter, returning +15% (as measured in USD). WPP 

yields 3.1% and has a 17% three-year dividend growth rate. Other international companies that performed 

well during the quarter include Intercontinental Hotels (United Kingdom), LVMH (France), and Danone 

(France). Until we see further discounts relative to US peers, we have resisted adding exposure to 

companies that are solely exposed to the local consumer, including retailing and homebuilding. Despite the 

strong performance this quarter, we are not convinced that the market’s optimism will be supported with 

improving fundamentals for these sectors. As we exit the quarter, our exposure to companies domiciled 

outside of the US (including companies that are domiciled for tax purposes) is 42%. 

INVESTMENT OUTLOOK 

While recent financial and economic evidence suggests that inflation is beginning to accelerate in the US, 

European markets, including the UK, continue to struggle with deflationary forces, especially in the retail 

sector. To offset these pressures, consensus suggests that the US Federal Reserve will act in December with 

the potential for one or two additional interest rate increases in 2017. At the same time, the ECB continues 

to keep rates depressed (mostly negative) in hopes of transitioning the local economies to where the US is 

today. These varying behaviors around the globe combined with political uncertainty in the US in November, 

Italy in December, and several prominent European elections in 2017 with major implications, imply that 

volatility will accelerate, placing significant pressure on region and sector selectivity in 2017.  

For these reasons, we are positioning the portfolio for what we believe is the ideal balance of earnings 

growth and valuation. As long as valuations are extended, we remain underweight yield-sensitive sectors in 

the US, and continue to lean on international staples, positioned to benefit from a weaker local currency, as 

natural rate and currency hedges in the portfolio. We continue to like technology due to the balance of 

growth, valuation, and leverage, and remain extremely selective to the consumer, both in the US and abroad.  

For more information, please visit bluecurrentfunds.com. 

Sincerely,  

       
Henry “Harry” M. T. Jones     Dennis Sabo, CFA 

Co-Portfolio Manager      Co-Portfolio Manager 

Blue Current Global Dividend      Blue Current Global Dividend  

 

 

 

 

 
Disclosure and Risk Summary 
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The Letter to Shareholders seeks to describe some of the current opinions and views of the financial markets of Edge 

Advisors, LLC (the “Adviser”).  Although the Adviser believes it has a reasonable basis for any opinions or views 

expressed, actual results may differ, sometimes significantly so, from those expected or expressed.  The securities held 

by the Fund that are discussed in the Letter to Shareholders were held during the period covered by this Report.  They 

do not comprise the entire investment portfolio of the Fund, may be sold at any time and may no longer be held by the 

Fund.  The opinions of the Adviser with respect to those securities may change at any time. 

 

The opinions expressed herein are those of the Adviser, and the report is not meant as legal, tax, or financial advice. 

You should consult your own professional advisors as to the legal, tax, financial, or other matters relevant to the 

suitability of investing.  The external data presented in this report have been obtained from independent sources (as 

noted) and are believed to be accurate, but no independent verification has been made and accuracy is not guaranteed.  

The information contained in this report is not intended to address the needs of any particular investor. 

 

Mutual fund investing involves risk. Principal loss is possible. Index returns reflect 

the reinvestment of dividends. An investor should consider the investment 

objectives, risks, charges and expenses of the Fund carefully before investing. The 

Fund’s prospectus contains this and other important information. To obtain a copy 

of the Fund’s prospectus please visit our website at www.bluecurrentfunds.com or 

call 1-800-514-3583 and a copy will be sent to you free of charge. Please read the 

prospectus carefully before you invest. The Blue Current Global Dividend Fund is 

distributed by Ultimus Fund Solutions, LLC. 

 

Performance data quoted represents past performance; past performance does not 

guarantee future results. The 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 of the Fund may be 

lower or higher than the performance quoted. The fund imposes a 2% redemption 

fee on shares held within 7 days after purchase. Performance data does reflect the 

redemption fee which, if reflected would reduce the performance quoted. 

Performance data current to the most recent month‐end is available at 1‐800‐514‐

3583. 

 

The advisor has entered into an Expense limitation Agreement with the Fund that calls for the Advisor to reduce 

management fees and reimburse other expenses of the Fund, if necessary, to maintain Total Annual Fund Operating 

Expenses at 0.99% for Institutional Class Shares per annum. This agreement is in effect until January 1, 2018.  

 

Investment in the Fund is subject to investment risks, including, without limitation, market risk, management style 

risk, investment style risk, large cap risk, mid cap risk, small cap risk, foreign security risk, ETF risk, MLP risk, MLP 

tax risk, and new fund risk. For more information about the Fund, including the Fund’s objectives, charges, expenses 

and risks (including more information about the risks listed above), please read the prospectus. The MSCI World 

Index Net is a free float‐adjusted market capitalization weighted index that is designed to measure the equity market 

performance of developed markets. You cannot invest directly in the index. 

 

As of 9-30-16, the holding percentages of the stocks mentioned in this commentary are as follows: AAPL (2.13%), 

QCOM (2.66%), NHI (0%), WPP LN (1.99%), IHG LN (1.82%), LVMH FP (2.46%), BN FP (2.37%). 

 

 

 

 


