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Lysander - Fulcra Corporate Securities Fund 

Q4 2017 Commentary 

The Lysander-Fulcra Corporate Securities Fund returned 8.6% in 2017 net of fees1.  With a new year upon 

us and a market looking increasingly expensive, we feel it is important to be clear on the opportunities we 

think lie ahead. 

Price is more important than yield.  We say this because the state of credit markets are, in our opinion, 

very expensive today.  Evidence is in the graph below which indicates the extra yield (spread) US high yield 

corporate bonds have provided over government bonds for the last 17 years.   As indicated through the 

shaded vertical areas, there have only been 400 days in the last 17 years where the high yield market has 

provided less incremental yield than today.  

 

According to the IMF2, global growth should move higher with the recently announced US tax policy 

changes.  This economic back drop provides great support for companies’ ability to service and refinance  

 

                                                           
1 Series F 
2 http://www.imf.org/en/Publications/WEO/Issues/2018/01/11/world-economic-outlook-update-january-2018 
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debt.  Nevertheless, we believe corporate bond investors are paying too high a price for this economic 

comfort.   

It is important to remember that corporate bonds are contractual obligations. After a company pays the 

costs of producing a good or service, SG&A expenses, interest payments on debt, and taxes paid to the 

government, equity holders are the direct beneficiaries of any incremental dollar of profit generated from 

a company…not bondholders.   

All bond investors have is the coupon and the price they pay.  When it comes to investing in credit markets, 

we believe it is critical to have the patience to wait for the right opportunity to maximize risk adjusted 

returns.  In other words, there is no such thing as a bad bond, just a bad price. 

While the overall market is expensive it doesn’t mean that certain companies or sectors can’t produce a 

signal that drive us to look for an opportunity.  The Retail and Drug/Pharma sectors, as an example, 

currently provide an extra 240 basis points of yield over the index.     

 

 

Whether it is the specific threat of Amazon or the broader online competitive threat, bricks and mortar 

retail stores’ business models are under threat … perceived or real.  This doesn’t mean that all these 

businesses will disappear.  Some may close stores, sell assets and/or consolidate.  While it will be difficult 
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for some to survive others may thrive.  As may be expected, this is an area of the market where we are 

spending some time looking for opportunities.           

As we highlighted in our Q3 2017 commentary, the high yield corporate bond market is expensive. Three 

months later, that situation is even more acute. While any meaningful correction can in the short term be 

a mark to market pain, it creates opportunity.  When you manage a concentrated portfolio you in many 

ways welcome an opportunity to add to your positions at better prices. What hampers many managers in 

these situations is their “fully invested” position. With a cash and cash equivalents position of close to 

20% in our portfolio, we feel we are well positioned for market volatility. Opportunities can present 

themselves in both cheap AND expensive markets, so it is important to be prepared. 

As value investors, patience and analysis are important attributes to success. This may seem like just 

common sense.  However, apparently cycling officials at the Tour de France just discovered these traits 

after admitting this past December that they incorrectly ejected Peter Sagan from the 2017 Tour de 

France3. 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
3 http://www.uci.ch/pressreleases/uci-and-peter-sagan-relieved-end-legal-dispute/ 
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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 Lysander-Fulcra Corporate Securities Fund (the “Fund”). This 

does not constitute a public offering of sale.  Purchases in the Fund can only be made through an Investment 

Professional on the terms in a fund’s simplified prospectus by qualified investors. 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.  The indicated rates of return 

are based on calculated net asset values per unit, which are net of management fees, operating expenses, and 

applicable taxes. These returns include changes in unit value and reinvestment of all distributions and do not take 

into account certain fees such as redemption fees or optional charges or income taxes payable by any securityholder 

that would have reduced returns.  Investment funds are not guaranteed, their values change frequently and past 

performance may not be repeated. Series F units are only available to eligible investors who have fee based accounts 

with their dealer. Sales charges and trailing commissions are not payable on Series F units, however investors may 

pay other fees to their dealer for investment advice and other services.  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.  

 

mailto:info@fulcraam.com
http://www.fulcraam.com/

