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Asymptomatic 

April 2020 
 

March of 2020 experienced an unparalleled market correction, in size and speed, exacerbated by challenging 

liquidity, technicals, large outflows and an equally unprecedented monetary and fiscal policy response by 

governments globally.  

The market will likely now move to a new phase where fundamentals play a larger role. This is analogous to the 

asymptomatic cases that can spread the COVID-19 virus to the cities / countries affected. Differences between 

sectors and companies could be large and increasingly linked to the fundamentals, liquidity and debt profiles of 

companies rather than the flows of the broad market. 

Outside of the 2008 Financial Crisis, the past month has been one of the most challenging and volatile in recent 

history, with high yield spreads1 widening over 600bps and hitting close to 1200bps in the final week of March. While 

previous credit crises mostly occurred over longer periods, this correction saw us go from all-time stock market highs 

mid-February to a global recession in a matter of weeks. 

 

Source: Bloomberg Finance L.P. 

We see several sectors under considerable stress in the markets. There are many highly leveraged companies in the 

travel, lodging, retail, and energy sectors. These vulnerable industries have experienced substantial dislocation and 

we expect to see further economic strain going forward from these sectors.   

 
1 ICE BofA US HY Index 
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This will affect the crossover space between BBB-rated corporate bonds and high-yield, an area that we are watching 

for mispricing.  Given the total size of the US high yield market at $1.2 trillion, the magnitude of possible downgrades 

from investment grade could drastically increase the size of the high yield market.    

While approximately $82 billion of debt from prominent names like Ford, Macy’s and Kraft-Heinz were downgraded 

earlier this year, another USD 500 billion worth of investment-grade corporate bonds are in danger of suffering the 

same fate in 2020.  As many passive mutual funds / ETFs rebalance for the new high-yield incumbents, we expect to 

see considerable forced selling. One such example is a Ford Credit Canada bond due in the first week of May 2020 

that we recently purchased at a yield to maturity of over 25 percent.      

We have been saying for some time that credit markets were expensive. Currently, the inverse has presented itself 

in dramatic fashion.  Year-to-date, the Fulcra mandate (Lysander-Fulcra Corporate Securities Fund or, the “Fund”) 

has outperformed the aggregate HY index marginally. The primary contributors to negative performance in the Fund 

have come from the following: 

 Nuvista Energy – Natural gas / condensate producer that is sole energy producer in the Fund 

 Briggs and Stratton – Small engine manufacturer; excess working capital and large manufacturing base 

 Rockpoint Gas Storage – a Brookfield co. that owns AECO and other natural gas storage hubs 
 

In periods of volatility like that experienced in March, bonds were marked down between 10 to 25 points with little 
trading volume. Despite their performance, our investment thesis for these names hasn’t changed and we believe 
their return profile is very favourable.   

A key differentiator between our mandate and the index1 is, as of the end of March, the Fulcra mandate yielding 

17%2 compared to 9.5%2 for the index. In our opinion, this speaks to the benefits of an active, concentrated credit 

strategy in times of dislocation.   

Under normal credit conditions, the Fund typically pursues opportunities within the $150-500M issuance range.  

However, given the breadth of the sell-off our opportunity set has expanded dramatically as many medium to large 

size “franchise” like businesses with long-term staying power / financial flexibility and liquidity trade at very 

attractive yields. 

Currently we are operating under the assumption that the Covid-19 pandemic could continue into 2021. Like all of 

us, we are hopeful that the pandemic is resolved quickly. While the market appears to have recovered from the 

initial shock and awe, there still exists many short duration liquid investments where we can generate attractive 

returns while maintaining the flexibility to pivot to other opportunities as this uncertain period plays out. 

As overall risk-off behaviour has priced corporate bonds and loans to attractive returns over the next 2 to 5 years, 
history would suggest this is a very good time to invest in credit. While this opportunity has presented itself in 
dramatic fashion in a historic context, and the path forward will continue to be uncertain, we do think the hand dealt 
the prudent credit investor could very well trump an equity investor. 
 
Sincerely,  

Matt Shandro 

Fulcra Asset Management  

 
1 ICE BofA US HY Index 
2 Yield to Maturity. Lysander-Fulcra Corporate Securities Fund vs. ICE BofA US HY Index 
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This document has been prepared jointly by Lysander Funds Limited (“Lysander”) and Fulcra Asset Management Inc. 

(“Fulcra”) and has been prepared solely for information purposes. Information in this document is not intended to 

constitute legal, tax, securities or investment advice and is made available on an "as is" basis. Lysander and Fulcra 

do not make any warranties or representations regarding the information herein. Information in this document is 

subject to change without notice. Lysander and Fulcra do not assume any duty to update any information herein. 

Certain information in this document has been derived or obtained from sources believed to be trustworthy and/or 

reliable. Lysander and Fulcra do not assume responsibility for the accuracy, currency, reliability or correctness of any 

such information. Nothing in this document should be considered a recommendation to buy, sell or short a particular 

security.  

Lysander is the investment fund manager of Lysander-Fulcra Corporate Securities Fund (the “Fund”). 

Fulcra is the portfolio manager of the Fund. 

In this document, “we”, “us”, and “our” means Fulcra. 

 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 

investments. Please read the prospectus before investing. Investment funds are not guaranteed, their values change 

frequently, and past performance may not be repeated. 

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 Lysander and Fulcra consider these risks and uncertainties to be reasonable based on information 

currently available, they may prove to be incorrect. 

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 

Fund 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 Fund 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 Fund, and should not be relied upon for any other purpose.  

The source of all ICE BofAML Indices is ICE BofAML Indexes.  Any unauthorized use or disclosure is prohibited. Nothing 

herein should in any way be deemed to alter the legal rights and obligations contained in agreements between any 

ICE Data Services entity ("ICE") and their clients relating to any of the Indices or products or services described herein. 

The information provided by ICE and contained herein is subject to change without notice and does not constitute 

any form of representation or undertaking.  ICE and its affiliates make no warranties whatsoever either express or 

implied as to merchantability fitness for a particular purpose or any other matter in connection with the information 

provided. Without limiting the foregoing ICE and its affiliates makes no representation or warranty that any 

information provided hereunder are complete or free from errors omissions or defects. All information provided by 

ICE is owned by or licensed to ICE. ICE retains exclusive ownership of the ICE Indices including the ICE BofAML Indexes 

and the analytics used to create this analysis ICE may in its absolute discretion and without prior notice revise or 

terminate the ICE information  Indices and analytics at any time. The information in this analysis is for internal use 

only and redistribution of this information to third parties is expressly prohibited. 
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Neither the analysis nor the information contained therein constitutes investment advice or an offer or an invitation 

to make an offer to buy or sell any securities or any options, futures or other derivatives related to such securities. 

The information and calculations contained in this analysis have been obtained from a variety of sources including 

those other than ICE and ICE does not guarantee their accuracy.  Prior to relying on any ICE information and/or the 

execution of a security trade based upon such ICE information you are advised to consult with your broker or other 

financial representative to verify pricing information. There is no assurance that hypothetical results will be equal to 

actual performance under any market conditions. THE ICE INFORMATION IS PROVIDED TO THE USERS "AS IS." 

NEITHER ICE NOR ITS AFFILIATES NOR ANY THIRD PARTY DATA PROVIDER WILL BE LIABLE TO ANY USER OR ANYONE 

ELSE FOR ANY INTERRUPTION INACCURACY ERROR OR OMISSION REGARDLESS OF CAUSE IN THE ICE INFORMATION 

OR FOR ANY DAMAGES RESULTING THEREFROM. In no event shall ICE or any of its affiliates employees officers 

directors or agents of any such persons have any liability to any person or entity relating to or arising out of this 

information analysis or the indices contained herein. 

®Lysander Funds is a registered trademark of Lysander Funds Limited. 


