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Lysander - Fulcra Corporate Securities Fund 
 

            Q3 2017 Commentary 
 

Year to date, 2017 has blessed most risk asset classes, such as equities and commodities, with robust 

positive returns and in the case of equity indices, all-time highs!  Additionally, in the last few weeks the 

VIX index1 has hit an all-time low and closed below 10, three times more than the previous 28 years 

combined!  We are not suggesting that this backward indicator is telling investors that negative returns 

are around the corner but we do think a fair bit of complacency has overcome markets.  

Couple this feel good back drop with the presence of Halloween and, superstitiously, it feels like a Freddy 

Kruger capital markets moment is lurking right around the corner.  While we aren’t the first to highlight 

this sleepy eerie feeling that has blanketed capital markets, the capital protecting pragmatic contrarian in 

us is saying heed the warning.  

 

 

 

 

                                                 
1 CBOE’s Volatility Index (ticker: VIX) measures volatility of S&P 500 index options 
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More specifically, the yield2 on US High Yield bonds3 at 5.41 % as of Oct. 20th, is less than half a percent 

above the all-time low yield achieved in the 2nd week of May 2013.  Back then, the yield on High Yield 

bonds didn’t stick around the 4.9% range for long as later that month a fellow by the name of Ben 

Bernanke started what is now known as the “Taper Tantrum”.  Between May 9th to June 25th, 2013 High 

Yield bonds dropped 6 percent.  Investment Grade bonds4, not wanting to be left out, fell 6.2 percent over 

this same period.   

While yields today are not quite as low as they were back in 2013, the additional yield (“spread”) investors 

are receiving over government bonds today is less than it was in May 2013.  More precisely, at a yield of 

5.41% today, investors in a High Yield index are receiving 342 bps more yield than government bonds 

versus 420 bps in the 2nd week of May 2013.   

Today’s near all-time low yield environment coupled with tighter spreads than May 2013 has us concerned 

about longer duration income markets broadly, including credit markets.  Corporate bond ETF’s of both 

the High Yield and Investment Grade variety, in our opinion, are at that Grand Canyon like tight rope walk 

where turbulent winds may arise.   

This low interest rate 

environment has also 

made investors acutely 

aware of the fees they 

pay.  Unfortunately, we 

suspect that for many 

investors this has 

become more important 

than the risk of long 

duration “group think” 

ETF’s where most of 

these market leading low 

fees sit.  Market timers 

we are not.  It would seem, however, a ghoulish outcome for fixed income markets has reached a level of 

probability where a healthy dose of caution is warranted.  

The graph to the right highlights the difference between what the Federal Reserve Board (blue line) 

expects the level of the Fed Funds Rate to take versus the market (yellow line).  The difference in 

expectations of over 100 basis points in 3 years’ time is too wide, in our opinion, and if not softly brought 

into balance could induce more than just a juvenile blood curdling scream from investors. 

                                                 
2 Yield to Worst 
3 Bank of America/Merrill Lynch US High Yield Index  
4 Bank of America/Merrill Lynch US Corporate Index 
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So what is the catalyst of such potential volatility?  That is a very good question and one which is difficult 

to predict.  At Fulcra, these broader market signals are worrisome and may continue for a week, month 

or a year and even longer.  We have continued to keep the duration of the Fund very short at 1.49 years.  

While some positions are longer than 2 years, with these investments, we have been able to locate a 

catalyst which, in our opinion, increases the probability of the bond being shorter than its duration would 

suggest. 

One such example of this are Rite Aid’s 6.125 % bonds due April 2023.  Although they have a duration of 

4.5 years we believe the current asset disposition arrangement with Walgreen’s will see a significant 

amount redeemed early.  As the sales of stores to Walgreen’s plays out and Rite Aid builds its cash 

reserves, the Fund generates a healthy cash yield of 6.4% from this bond with $3+ points of potential 

upside in 6 to 12 months’ time.    

Catalyst investing may come with less total return than other strategies we employ, but certainty in 

markets, which there is none, combined with historic price levels like today’s moves capital preservation 

to the top priority.  
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This document has been prepared by Fulcra Asset Management Inc. (“Fulcra”), and is for use by investment 

professionals only and not an invitation to invest in the Fulcra Credit Opportunities Fund (the “Fulcra Fund”) or the 

Lysander-Fulcra Corporate Securities Fund (the “Lysander Fund”). This does not constitute a public offering of sale.  

Purchases in the Fulcra Fund or the Lysander Fund can only be made through an Investment Professional on the 

terms in a fund’s offering memorandum or simplified prospectus by qualified investors. For example, only accredited 

investors may invest in funds sold via an offering memorandum.  Each purchaser of units in a fund may have statutory 

or contractual rights of action. The information in this document is subject to change without notice.   

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 

investments.  Please read the prospectus or offering memorandum before investing.  Mutual funds are not 

guaranteed, their values change frequently and past performance may not be repeated.  

Information relating to the Fulcra Fund is provided for illustration purposes only. There is no assurance that the 

characteristics or performance of the Fulcra Fund will match that of the Lysander Fund. This is because the 

management fees, operating expenses and taxes incurred by the former are different to the latter.    

Nothing in this document is intended to constitute legal, tax, securities or investment advice, nor an opinion 

regarding the appropriateness of any investment, nor a solicitation of any type. This is a publication of Fulcra and 

has been prepared solely for information purposes. It is made available on an "as is" basis. Fulcra does not make any 

warranty or representation regarding the information.  

Nothing in this presentation should be considered a recommendation to buy, sell or short a particular security. Any 

specific securities discussed are intended as an illustration of the portfolio manager’s security selection process. The 

Funds may sell these securities at any time, or purchase securities that have previously been sold. The securities or 

short positions may increase or decrease in value after the date hereof, and the Funds may accordingly gain or lose 

money on the investment in the securities. The statements by the portfolio manager in their commentaries are 

intended to illustrate their approach in managing the funds, and should not be relied upon for any other purpose.  

This document may contain forward-looking statements. Statements concerning a Fund’s or entity’s objectives, 

goals, strategies, intentions, plans, beliefs, expectations and estimates, and the business, operations, financial 

performance and condition are forward-looking statements. The words “believe”, “expect”, “anticipate”, “estimate”, 

“intend”, “aims”, “may”, “will”, “would” and similar expressions and the negative of such expressions are intended 

to identify forward-looking statements, although not all forward-looking statements contain these identifying words. 

These forward- looking statements are subject to various risks and uncertainties that could cause actual results to 

differ materially from current expectations. Readers are cautioned not to place undue reliance on these forward-

looking statements. While Fulcra considers these risks and uncertainties to be reasonable based on information 

currently available, they may prove to be incorrect. The information in this document is subject to change without 

notice. Fulcra does not assume any duty to update any of the information.  
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