February 1st, 2018

Fulcra Credit Opportunities Fund
Q4 2017 Commentary
The FCOF returned 9.94% in 2017 after 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. While the FCOF has achieved a return of 8.5% after fees since
inception2 we think it is important to remind investors that preservation of capital is our top priority.
We say this because the state of credit markets is, 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.
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According to the IMF3, 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
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 drives 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.
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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 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 or “near” cash position of
close to 30% 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
France4.

Best regards,
Fulcra Asset Management Inc.
This commentary is intended to provide you with information only and should not be considered personal investment advice. It does not constitute an
offering or solicitation for the purchase or sale of securities or investment in any products. Every effort has been made to ensure that the material
contained herein is accurate at the time of publication. However, Fulcra Asset Management Inc. cannot guarantee its accuracy or completeness and
accepts no responsibility for any loss arising from any use of or reliance on the information contained herein. Important information about the Fulcra
Credit Opportunities Fund is contained in the Confidential Offering Memorandum which should be read carefully before investing. For complete
information relating to the Fund, including investment objectives and risk factors, please contact us for a copy of the Confidential Oﬀering
Memorandum.
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