Lysander - Fulcra Corporate Securities Fund
Q1 2018 Commentary
The weak performance of traditional bonds and stocks in the first quarter of 2018 made 2017 seem like
such a distant memory.
Looking back at 2017, the yield on the 10-year US Treasury bond began and finished the year less than 5
basis points apart, and this has only happened 3 other times in the last 55 years.
In 1992 when 10-year Treasuries only deviated 1.3 basis points over the year, the lowest variation since
1966, the No. 1 song on the Billboard Chart was “End of the Road” by Boyz II Men. Amazingly, the song
had no influence over risk markets as the following year the S&P500 was up 9.97% and despite the obvious
differences in song titles, Ed Sheeran’s top hit for 2017, “Shape of You”, does not possess any negative or
positive stock market predictive powers for 2018… we trust this won’t surprise you.
The point in all this is that it is very difficult to predict the outcome of markets… even assuming you don’t
look to song titles for clarity.
As market practitioners, our job is to listen to signals that are presented by the economy, companies,
influencers and other participants and assess whether these risks are appropriately priced into the
corporate securities we scrutinize.
The yield on the 10-year Treasury note, (which recently hit 3%), is often used as a proxy for the risk-free
rate. It is also used as a valuation aid in discounting cash flows for the assessment of equity valuations.
The graph below highlights the yield on the 10-year Treasury Yield over the last 15 months, versus the
S&P500 Index.
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The increase in inflation expectations in the first quarter of 2018 fueled a 33bps increase in 10-year
Treasuries and reversed this seemingly skyward march of risk assets.
Below is the performance of Series F of the Lysander-Fulcra Corporate Securities Fund (“the Fund”) versus
some similar investment benchmarks over this period.
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We frequently comment on positioning the portfolio to avoid interest rate driven volatility and this recent
spike in interest rates helped adjust risk premiums higher in other areas of the market, evidenced by the
negative returns of most asset classes.
Fulcra manages a single mandate. However, we do NOT think of ourselves as a one trick pony! The Fund
employs various strategies/tactics to generate returns and mitigate risks. Many investors think low risk
fixed income strategies are either long duration investment grade funds or short duration/low return
money market funds. These “index” like methods of investing in fixed income securities are limited in
their ability to protect against interest rate volatility and rarely generate inflation beating total returns.
The Fund was created to be focused on a limited number of total investments and embrace the flexibility
to differentiate ourselves from benchmarks and our ‘relative value’ contemporaries. As a result, we define
opportunities within five unique buckets or strategies excluding cash and equivalents. They can be defined
as Quality Yield, Core, Event Driven, Opportunistic Value, and Deep Value.


Quality Yield are short duration investment grade and “hard” yield to call high yield bonds.
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Core investments can be defined as bonds that possess little interest rate risk. There is a definable
asset that protects us in the unlikely situation that the cash flow generation capability of the business
is compromised.



Event Driven bonds are associated with a company that is currently or prospectively pursuing an asset
divestiture or merger/acquisition path.



Opportunistic Value are bonds that were, in most cases, purchased well below par and issued by a
company that, in our opinion, can successfully recover from the situation that created the
opportunity.



Deep Value bonds are those where the probability of bankruptcy or a consensual capital structure
restructuring, and owning the pro forma equity, is reasonably high. We do not actively pursue these
situations but may possess unique insight into an industry/ company that enables us to effectively
assess the situation.

These strategies make up our tool box for superior, long term returns and we continue to be intently
focused for situations that fit our criteria.
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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 forwardlooking 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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