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BbgBarc Agg Bond ICE BofAML Corp IG
S&P/LSTA Loans ICE BofAML BB-B 1-3Yr
ICE BofAML Corp HY S&P 500

Class
Ann. 
Ret.

Std. 
Dev.

Sharpe
Ratio

S&P 500 6.46 14.86 0.36

Corp HY 6.49 9.06 0.52

BB-B 1-3 6.89 5.26 0.92

Corp IG 5.63 5.21 0.70

Loans 4.83 5.93 0.49

Agg 4.83 3.38 0.84

Optimal Risk-Return in an Uncertain, Rising Interest Rate Environment
Navigating through “Low and Rising” Interest Rates and Volatility with BB-B Rated Short Duration Bonds

Low and Rising Rates and Volatility
Two key macro factors help define the 
current market environment: Low and 
rising interest rates, and low and rising 
volatility. This precarious combination has 
been years in the making. We’ve only 
recently finished a 30 year super-cycle of 
falling interest rates. We’re in on our 8th

year without a recession; above the 6 year 
average, below the 10 year 1990’s record, 
and bringing volatility to pre-crisis lows 
until the first quarter of 2018.

Traditional Safe Havens Ineffective
Asset flows highlight the market’s chosen 
remedy; enhance quality, reduce duration, 
and diversify internationally. However, the 
Wall Street Journal recently noted a 
divergence confounding analysts and 
investors. Traditional safe haven assets are 
underperforming amid increased market 
volatility and uncertainty. The question is 
then asked, “Where is the safe haven?” 

BB-B Rated Short Duration Bonds
We believe the answer is a non-traditional 
balance of interest rate and credit risk,   
BB-B rated short duration US corporate 
bonds. At $116 billion in market value, the 
asset class is overlooked and underutilized 
as it cannot be scaled by large managers, 
and passive solutions remain ineffective. 
By the numbers, the asset class has shown 
historic indifference to the prevailing 
interest rate, volatility, and event risk 
factors of today’s environment, without 
the drawback of a sub-2% yield.

1200 Intrepid Avenue, Suite 400, Philadelphia, PA  19112
© 2018 Penn Capital. All rights reserved.
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0.5 Year to Date Returns

Low and Rising 
Interest Rates and Volatility

20 Year Growth of $100

As of March 31, 2018

Source: eVestment, Wall Street Journal, Penn Capital Research

April 2018

https://fred.stlouisfed.org/graph/?g=ju9A
https://www.wsj.com/articles/safe-haven-assets-are-moving-strangely-why-that-should-worry-investors-1522436950
https://www.penncapital.com/sites/default/files/media/documents/Penn Capital - Overlooked and Underutilized SD White Paper_AUG17.pdf


Firm Overview
Independently Owned, 
Investment-Driven Culture
• Founded in 1987; 

Headquartered in 
Philadelphia

• 62 total employees;          
28 partners

• 24 member investment 
team and $3.9 billion in 
Total AUM*

Specialists in Capital 
Structure Investing 
• Fully integrated credit and 

equity investment team
• Fundamental, bottom-up 

proprietary research 
process

• Over 1,000 company 
management meetings 
per year

Investment Philosophy and 
Characteristics
• High Conviction – High 

Active Share
• Capacity Constraints –

Client Focused
• Core Capability – Small 

Cap Equity and Defensive 
Credit Investing 

Investment Vehicle 
Availability
• Institutional Mutual Funds
• Institutional Limited 

Partnership
• Institutional Separate 

Accounts

Contact Information
215-302-1500
info@penncapital.com

The subject matter contained herein has 
been derived from several sources 
believed to be reliable and accurate at the 
time of compilation, but no representation 
or warranty (express or implied) is made 
as to the accuracy or completeness of any 
of this information. Under no 
circumstances should this information be 
construed as a recommendation or 
advice. The views expressed herein reflect 
the professional opinions of the portfolio 
managers, are as of the date referenced 
above and are subject to change. Penn 
Capital does not accept any liability for 
losses either direct or consequential 
caused by the use of, or reliance upon, 
this information.
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Firm Information: Penn Capital Management Company, Inc. (“Penn Capital”) is a Pennsylvania based investment advisor registered with the U.S. Securities
and Exchange Commission under the Investment Advisers Act of 1940. Penn Capital is a 100% employee owned sub-chapter-S corporation. Penn Capital
specializes in managing equity and fixed income portfolios for institutional and high net worth clients. Penn Capital’s fully integrated process allows for
strong crossover ideas between fixed income and equity, enabling Penn Capital’s investment team to become experts in Complete Capital Structure
Analysis® of a company. Penn Capital claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this
report in compliance with the GIPS® standards. Penn Capital has been independently verified for the periods January 1, 1994 through March 31, 2018.
Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2)
the firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards. The Defensive Short Duration
High Income Composite has been examined for the periods February 1, 2013 through March 31, 2018. The verification and performance examination reports
are available upon request by email to clientservice@penncapital.com. Penn Capital’s fee schedule varies based upon the investment style. As disclosed in
Penn Capital’s Form ADV, Part 2A, the stated fee schedule for all separate Defensive Short Duration High Income accounts is as follows: first $10 million in
assets under management– 0.55% and above $10 million– 0.45%.
Composite Characteristics: The Defensive Short Duration High Income Composite is defined to include separate accounts with assets over $1,000,000.
These accounts solely invest in cash paying fixed income securities of U.S. based companies, with an average portfolio maturity of 3 years and minimum bond
credit rating of Split-B Rated. The Short Duration High Yield strategy seeks to preserve investors’ capital while managing duration and generating current
income. Effective December 1, 2017, Penn Capital changed the name of the composite from the Short Duration High Yield Composite to the Defensive Short
Duration High Income Composite. The Defensive Short Duration High Income Composite inception date and creation was January 31, 2013. The Defensive
Short Duration High Income Composite is comprised of all separate accounts that have been managed by Penn Capital for one full calendar quarter. Accounts
which have a significant cash flow (20% or more on the transaction date) will not be removed from the composite.
Calculation Methodology: The Defensive Short Duration High Income Composite is shown as total returns, which assumes reinvestment of dividends and
capital gains, with no reductions for taxes, presented before the deduction of actual investment advisory fees, are calculated in U.S. dollars, and computed on
a time-weighted-rate-of-return-basis. Performance results have been presented both prior to the deduction of investment advisory fees (“gross of fees”) and
after the deduction of actual investment advisory fees (“net of fees”). For example, an account with a compounded annual total return of 10% would have
increased by 159% over ten years. Assuming an annual advisory fee of 1.0%, this increase would be 137%. Internal dispersion is calculated using the asset-
weighted standard deviation of all portfolios that were included in the composite for the entire year. For annual periods with less than six accounts,
dispersion is not displayed as it is not statistically meaningful. Policies for valuing portfolios, calculating performance, and preparing compliant presentations
are available upon request. All returns are calculated net of transaction costs and gross of custodial fees and taxes on dividends and interest.
Other Disclosures: To receive a complete list and description of Penn Capital’s composites and/or presentations that adhere to the GIPS® standards, contact
Client Service by e-mail at clientservice@penncapital.com or write to Client Service at Penn Capital, Navy Yard Corporate Center, 1200 Intrepid Avenue, Suite
400, Philadelphia, PA 19112. The BofA Merrill Lynch 1-3 Year BB/B Cash Pay High Yield Index (the “Index”) is a subset of The BofA Merrill Lynch US Cash Pay
High Yield Index including all securities with a remaining term to final maturity less than 3 years and rated BB1 through B3, inclusive. Cash flows from bond
payments that are received during the month are retained in the index until the end of the month and then are removed as part of the rebalancing. Cash does
not earn any reinvestment income while it is held in the Index. The Index is rebalanced on the last calendar day of the month, based on information available
up to and including the third business day before the last business day of the month. Index returns are not covered by the report of independent verifiers. The
information contained herein reflects historical performance; no assurances can be given and no inferences should be drawn with respect to any future
results that may be achieved by clients of Penn Capital.

eVestment collects information directly from investment management firms and other sources believed to be reliable. eVestment does not guarantee or 
warrant the accuracy, timeliness, or completeness of the information provided and are not responsible for any errors or omissions. Performance results may 
be provided with additional disclosures available on our systems and other important considerations such as fees may be applicable. Not for general 
distribution. 

All returns are calculated net of transaction costs and gross of custodial fees and taxes on dividends and interest. For use with institutional investors and 
financial intermediaries only. Not for distribution to or use with individual investors. The contents may not be reproduced in whole or in part or otherwise 
made available without the prior written consent of Penn Capital.

This document has been prepared solely for informational purposes. The information presented herein is not to be used or considered as an offer or
invitation to sell or issue or any solicitation of any offer or invitation to buy securities or other financial instruments, or any advice or recommendation with
respect to such securities or other financial instruments. No information is warranted or guaranteed by Penn Capital or its affiliates as to its completeness,
accuracy, or fitness for a particular purpose, express or implied. Information presented is subject to change at any time due to market, economic, regulatory
or other changes. Any comments or statements made herein may reflect the opinions or commentary of the person(s) who prepared them, and therefore
may not necessarily reflect those of Penn Capital. Penn Capital may have issued, and may in the future issue, other communications that are inconsistent
with, and reach different conclusions from, the information presented herein. Those communications reflect the assumptions, views, and analytical methods
of the person(s) that prepared them. These materials are not intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Penn Capital
to any registration or licensing requirement within such jurisdiction. To the extent permitted by applicable law, Penn Capital accepts no liability for any loss
arising from the use of the material presented herein. Penn Capital may, to the extent permitted by law, act upon or use the information or opinions
presented herein, or the research or analysis on which they are based.

* Total combined assets include model advisement, discretionary, and non-discretionary

Penn Capital Defensive Short Duration High Income Strategy
Active Enhancement of BB-B Rated Short Duration Bond Universe

Return Standard
Deviation

Sharpe
Ratio

Average 
Drawdown

(Best) 0%

25%

Median

75%

(Worst) 100%

3 Year Performance Peer Ranking 3 Year Risk-Return Matrix

Median

3 Year Performance
Ann.

Return
Std.
Dev.

Sharpe 
Ratio

Avg.
Draw.

Penn Capital Def. Short Dur. High Inc. 4.36 1.63 2.25 -0.35

ICE BofAML BB-B Rated 1-3 Year Index 4.72 2.69 1.51 -1.29

ICE BofAML US High Yield Index 5.18 5.64 0.82 -3.92

BBgBarc US Aggregate Bond Index 1.20 2.69 0.24 -2.38

April 2018

Penn Capital Defensive 
Short Duration High Income

Evestment US High Yield 
Short Duration Universe
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