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With the passing of the 2nd quarter of 2012 the Fulcra Focused Yield fund has reached its 3 year anniversary with 

a 10.96 percent annualized return net of fees
i
.  While happy with our start, this is a long term business that, in our 

opinion, requires a consistently common sense focus on both capital preservation and absolute return generation.   

In the imperfect world that we live, security prices often move between overvaluation and undervaluation and 

may spend very little time being fairly valued.  Investors can act illogically, due to impatience or a restrictive 

investment mandate.  We strive to find investment opportunities that arise from these influences. 

We think it is critically important to articulate our philosophy during times like these with interest rates at all time 

lows and uncertainty at historic highs.  On the latter, we have come across an interesting website, 

www.policyuncertainty.com, that has created an index (see below) which highlights the historic significance of 

the current economic environment. 

 

 

 

 

 

 

 

 

Despite this level of macro uncertainty, investment grade and non-investment corporate bond indices have 

performed well.  Investment grade corporations have benefitted from strong balance sheets (i.e. lots of cash) and 

the 20% drop in 10 year government bond yields since the beginning of the year.  Higher quality non-investment 

grade bonds (i.e. BB and BB+) have also benefited from the drop in government yields, while B rated and lower 

have benefitted from robust equity markets and a low default rate.  Below is a chart that highlights the historic 

default rate of non-investment grade corporate bonds. 

http://www.policyuncertainty.com/
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We pay particular attention to default rates because it can influence the prices of corporate bonds.  When the 

default rate is low, corporate bond prices are supported by investor apathy towards principal erosion.  However, 

when the real or even forecasted default rate increases, investors may pull out of the asset class.  During times like 

these, bonds of good companies can drop in sympathy with those of bad ones.  This high level of correlation 

provides a great opportunity for the fundamentally focused credit investor to sift for bargain bonds!  

Unfortunately, as the above graph highlights, the default rate is still quite low.  Furthermore, the yield on high 

yield bonds is hovering close to its all time low of just over 7 percent.  In our opinion this is not enough yield for 

investors to be passively invested.  Many high yield bonds can be too long in duration (i.e. sensitive to interest 

rate movements) and possess minimal asset coverage. 

We believe you need to be selective in gaining exposure to high yield corporate bonds - looking for those with 

strong asset coverage and minimal interest rate sensitivity.  Not always easy to find but well worth the patience 

when you do.   

As an example, we recently purchased at a discount to par a 6.75 percent floating rate loan issued by Clearwater 

Seafoods.  Clearwater is the largest holder of shellfish quotas in Canada with dominant positions in scallop, 

lobster, and clams. The loan has a first lien on all the quota licenses and the factory vessels as well as a 2
nd

 lien on 

working capital.  Based on a recent 3
rd

 party appraisal of these assets, the loan has close to 3 times asset coverage.  

In addition, because the coupon floats it will provide a perfect hedge against interest rates going higher.  

 

 

 

 

 

 

 

 

 

                                                        
i
 Class B: 0.75% management fee and performance fee of 20% above 5% hurdle 

Source: Credit Suisse 


