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Is Timing Everything?
Observers of the Investment Grade Market would answer affirmatively. Over the course of the first 2
quarters of the year the US investment grade Index1 was down 3.1 percent while the shorter duration US
high yield index2 faired slightly better being up 0.08 percent.
If the year to date losses continue for the remainder of 2018, US investment grade will experience its 2nd
worst year of performance since inception in 1973. Interestingly, the worst year of performance, 2008,
was due entirely to widening risk premiums (spread). For the first half of 2018, a large contributing factor
for the negative performance to date is the rise in government bond yields.
As the below chart highlights, the US investment grade market has seen the average bond duration rise
steadily since the Great Recession (2008 -2009) to over 7 years. This means the US investment grade bond
universe has become more sensitive to potential interest rate movements over the last decade.

In the first half of 2018, Treasury yields3 went from 2.2 percent at the beginning of the year to 2.72 percent
by the end of the 2nd quarter generating a negative 1.15% return over this period.
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While the increase in Treasury yields explains some of the negative return for Inv Grade it was spread
widening of 32 basis points that explained the bulk of the negative investment grade return year to date.
Investment grade investors have required a higher level of coupon to be persuaded to buy a new issue.
This suggests that investors have been expressing a reluctance to buy investment grade corporates.
As Investment grade corporate bonds are on average longer in duration than 6 years ago, the increase in
interest rates in the first quarter simply reminded investors of that sensitivity, enabling them to ask for
more compensation (higher coupon). Some investors may see this as a concern that economic growth is
stalling and lead to credit metrics being negatively affected. We are not of this view.
Nevertheless, it is important to mention that the overall quality of investment grade corporate bonds in
the US, based on credit rating, has decreased over time as highlighted by the higher percent of bonds in
the BBB category.
We believe both the investment grade and high yield corporate bond markets are rich. The spread graphs
below show that earlier this year both markets hit their lowest levels in the last 10 years.
US Investment Grade Corporate bond spreads
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US High Yield Corporate Bond Spreads

Despite a slight increase in spread levels over the last few months we don’t think today is a good time to
be taking on market risk.
Given that the Lysander-Fulcra Corporate Securities Fund has an absolute total return benchmark of 5%,
we can choose to avoid this market risk by not feeling pressure to buy broadly held index bonds.
Fulcra’s primary focus is protecting capital and locating idiosyncratic opportunities. To this point, Fulcra
has recently found opportunities in the hard yield to call market.
As Exchange Traded Funds and many fund managers are fully invested, they generally need to sell an
investment when they are hit with redemptions. One type of situation where we have seen selling is in
“hard” yield to call bonds.
These are bonds where a corporate action has been sent to bond holders indicating that the company will
be maturing the bond in 30 days at a predetermined price. At certain times this year, during periods of
high yield outflows, there has been selling of these “hard” yield to call bonds.
Fulcra has been able to buy these bonds at annualized yields of 2.75 to 3.30 percent for a 2-3 week holding
period. As there is little interest rate and credit risk we find these investments to be an excellent cash
roxy and return generator that keeps the door open for us to still pounce on broad market and
idiosyncratic opportunities.
Fulcra Asset Management Inc. | Suite 950 – 609 West Hastings St., Vancouver, BC | V6B 4W4
Tel: (604) 683-8362 | Fax: (604) 683-8368 | Email: info@fulcraam.com | W ebsite: www.fulcraam.com

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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