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“The American Economy has picked up speed and is now on course to expand this year at the fastest rate in more than a decade...
Economists have raised their growth estimates for the second quarter to an annualized rate of nearly 5 percent.” (NY Times 6/20/18)

“[One] bank sees the 10-year Treasury yields at 2.75% by year end and 2.50% by mid-2019.” (Bloomberg 7/11/18)
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participation rate. Its continuation, as

a strong economy draws more people into the workforce, holds down wages. Other factors cited by economists were low productivity growth, demo-
graphic changes, foreign competition and globalization and hidden slack in the labor market (WS$] 4/12/18).

(Continues on Page 3)

CAM’s Key Strategic

Elements

e Bottom-up credit analysis de-

termines value and risk.

e Primary objective is preserva-

tion of capital.

e Larger, more liquid issues pre-
ferred.

e Target is always intermediate

maturity.

Yields to Maturity’ on 6/30/2018 YTW
CAM Broad Market (corporate core plus) Strategy (7.4 year maturity; 5.9 duration) 4.57%
CAM Investment Grade (100% corporate bonds) Strategy (7.7 year maturity; 6.4 duration) 4.00%
CAM High-Yield Strategy (only BB & B rated purchased) (7.2 year maturity; 5.2 duration) 5.80%
CAM Short Duration Strategy (3.9 year maturity; 3.1 duration, 50% IG & 50% HY) 4.22%
CAM Short Duration Investment Grade Strategy (3.5 year maturity; 3.3 duration) 3.39%
Tax Equivalent Muni GO Bond (7 yr. = 2.35%. Bloomberg Barclays Institutional Index. To 2.99%
right shows after 40% tax equivalency & 3-point retail price mark-up for small buys under $1 M)

U.S. Treasury™ (10 year maturity) 2.85%
U.S. Treasury” (5 year maturity) 2.73%
U.S. Treasury™ (2 year maturity) 2.53%

* yield is to maturity or the “worst” call date, that producing the lower yield. ** Source: Bloomberg Barclays.

® No interest rate forecasting.

e All clients benefit from institu-

Contact us: Don Stolper, Eric Kuehl, Artie Awe, Steve Hong, & Bill Sloneker are always available to
assist. Phone: (513) 554-8500. Website: www.cambonds.com. Email:
ekuehl@cambonds.com, aawe@cambonds.com, shong@cambonds.com, & wsloneker@cambonds.com.

tional trading platform & multi-

dstolper@cambonds.com, || firm competitive bids & offers.
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Total
CAM returns are after CAM’s average management fee Return Annualized Returns (%)
& all transaction costs but before any broker, custody (%)
or consulting fees. R R R

2Q ‘I8 : 3 > 10-YEARS

Q YEAR  YEARS YEARS )

CAM Broad Market Strategy—Net
1/3 high yield, 2/3 investment grade -0.41 -1.00 .67 282 4.95
CAM High Yield “Upper Tier” Strategy—Net
only purchase BB & B no purchases of CCC & lower -0.28 0.05 0.92 215 4.86
Lipper High Yield Mutual Funds Average 051 1.89 4.06 4.18 6.26
CAM Investment Grade Strategy—Net
100% corporate bonds -0.51 -1.50 1.97 3.06 4.92
Lipper A-rated Bond Funds Average .0.61 -0.23 2.79 3.47 453
CAM Short Duration Strategy—Net
1/2 investment grade, 1/2 high yield 027 028 0.49 1.39 3.48
CAM Short Duration Investment Grade Z-YEARS
Strategy—Net 100% corporate bonds 0.08 -0.57 1.26 1.89 267

Performance Review 6/30/2018

Our Investment Grade Strategy (IG) outper-
formed the Bloomberg Barclays U.S. Corporate
Index for 2Q2018 (-0.45% vs. -0.97%) and trailed for
the 12 months ended June 30 (-1.27% vs. -0.83%).
IG’s 3-month performance benefitted from a focus
on intermediate-term corporate bonds especially
relative to the Index’s long-term constituents. The
twelve-month performance trailed because IG re-
stricts “BBB” bonds to no more than 30% of portfo-
lios compared to more than 50% in the Index, and
“BBB” bonds outperformed the overall Index. IG’s
performance lagged the Index for 3-Years and 5-
Years and outperformed the Index over 10-Years
and since inception. |G includes only corporate
bonds which contributed to our net performance
after CAM'’s fees being in the bottom quartile of the
General Bond Intermediate Term peer group
(Morningstar data, NY Times, July 15, 2018) for the
quarter and the |2-month period, and in the top

quartile for over 5 years.

The High Yield Strategy (HY) trailed the Bloom-
berg Barclays High Yield Index during 2Q2018 (-0.20%
vs. 1.03%) and for the 12-months (0.39% vs. 2.62%).
HY’s 3-month performance trailed because of outper-
formance in “CCC” and lower credit subsectors of
the Index. HY is always underweight these low credit
subsectors believing their credit profiles and price
volatility are inappropriate for many investors. Similar-
ly, HY trailed in the twelve-month period because of
the outperformance of these weaker credit subsec-
tors. HY’s net performance after CAM’s fees ranked
in the bottom quartile of the High Yield Bond Funds
for the quarter, in the bottom quartile for the 12-
months, and in the bottom quartile for the 5-year

period (Morningstar).

Our Broad Market Strategy offers a corporate
core plus blend of IG and HY. Performance trailed the
Weighted Bloomberg Barclays Corporate benchmark
for 2Q2018 (-0.34% vs. -0.31%) and for the
12-months (-0.72% vs. 0.31%). These and longer peri-
od performance shortfalls relative to the Weighted
Benchmark arose when the lowest rated components
in both the high yield and investment grade sectors

outperformed their respective indices over multi-
year periods. The Broad Market Strategy’s net
performance after CAM'’s fees ranked in the
bottom quartile of the General Bond Intermedi-
ate Term peer group for 3-months and 12-
months and in the top quartile for 5 years
(Morningstar).

The Short Duration Strategy (SD) blends
shorter maturity |G and HY positions. Perfor-
mance in 2Q2018 slightly trailed its Bloomberg
Barclays Weighted Intermediate Corporate
benchmark (0.35 vs. 0.68%). Twelve-month per-
formance lagged the benchmark (0.62% vs.
1.36%). The Benchmark generally derived superi-
or performance from the weakest credits of the
underlying indices. Please see IG and HY com-
ments (above) for additional details. SD perfor-
mance in 3-year and longer periods was similarly
affected. Relative to Morningstar’s Short-Term
Bond Funds’ data, SD’s net performance after
CAM’s fees ranked above the median for
2Q2018, in the bottom quartile for 12-months,
and above the median for 5-years (Morningstar).

The Short Duration Investment Grade
Strategy (SD-IG) trailed the Bloomberg Bar-
clays U.S. Credit Intermediate |-5 Yr Index for
2Q2018 (0.14% vs. 0.27%) and for the |2-month
period (-0.32% vs. 0.12%). SD-IG outperformed
its benchmark Index in longer periods, 3-Years, 5-
Years, 7-Years, and since inception. SD-IG’s net
performance after CAM’s fees ranked in the
bottom quartile of the Short-Term Bond Funds
for 3-months and 12-months and in the top quar-
tile for 5-years (Morningstar).

Bloomberg Barclays Bond Indices Returns

vs. CAM Gross (annualized %)

Periods ending 6/30/2018 | 10-yrs 20-yrs
U.S. Aggregate 3.72 4.70
U.S. Corporate 5.39 5.42
CAM Investment

Grade Strategy 519 5.46

Better Asset Allocation Might Result from

More Exacting Analysis
The chart to the right shows that BB rated bonds returned approximately 40% of S&P 500

Performance of High-Yield Bonds by Credit Quality
(periods ending 6/30/2018) Source: Credit Suisse First Boston

(annualized %)

stocks for the 5-year period, almost 80% over 10 years, and exceeded the returns of the
S&P 500 over the last 20-years. Lower rated CCC bonds have consistently underper-
formed the S&P 500, while the lowest rated (CC & D) have produced negative returns.
Both BB and B rated bonds outperformed the Bloomberg Barclays US Aggregate Index for

all periods.

The chart also indicates that CCC rated securities underperformed BB rated and B rated
bonds for the 20-year period. For shorter 5-year and 10-year periods the lower credit
CCC cohort outperformed. Not shown in the table is the pronounced and extreme vola-
tility that has characterized the CCC sector. For example, during 2008, when the High
Yield Index was down 26%, CCC rated bonds were down 44%, and during 2009, the Index
was up 58% while CCC bonds were up 91%. In each calendar year since 1997, CCC rated
bonds ranked either best or worst in Annual Excess Return Rankings for US corporate
credit tiers, a trend that continued in 2Q2018. The CCC longer term results were

achieved with significantly volatility than the Index.

Finally, not only have BB rated bonds approximated the S&P 500 for the 10- and 20-year
periods, but they have done so with about half the volatility of that Index (Ibbotson), sug-
gesting that better credit quality high yield bonds deserve consideration as a core holding

in an investor’s portfolio allocation.

High-Yield Bond Sectors | 5-years 10-years 20-years
BB-rated bonds 5.32 7.84 7.50
B-rated bonds 4.72 6.62 6.26
CCC-rated bonds 6.34 8.31 5.25
CC & D-rated bonds -8.76 -4.24 -6.97

Performance of Other Asset Classes

(periods ending 6/30/2018) Source: Bloomberg Barclays & Lipper

S & P 500 Stocks

13.42

10.12

6.45

Bloomberg Barclays U.S.
Aggregate

2.27

3.72

4.70




Yield Spreads Over U.S. Treasuries: Page 3
Absolute spreads for all credit subsectors remain
below the long-term averages, but have risen from 1987-2017
the lows of 1Q2018. Spreads ended June 2018 oo Tightest this
above year-end 2017 levels. These wider/widening Credit Rating average 6/30/2018 12/31/2017 | 12/312016 12/31/2015 decade
spreads enhance the compelling value of corporate spread
bonds versus U.S. Treasuries. The 10-year U.S.
Treasury ended the quarter at 2.85% compared to A* 1.20% 1.01% 0.73% 1.01% 1.22% N/A
2.45% (2016) and 2.41% (2017) at previous year-
ends. With the U.S. Treasury yield curve flatter as BBB* 1.87% 1.57% 1.24% 1.60% 2.24% N/A
the Federal Reserve removes monetary policy ac-
commodation, active corporate bond managers may BB 3.56% 2.53% 2.11% 2.70% 4.17% 1.30%
e oweie agm ! Crecic spreads wider B 535% | 3.72% | 343% | 3.82% 6.54% 2.28%
#1981-2017 Average for A and BBB CCC 10.26% 5.98% 6.15% 8.07% 13.51% 3.78%

In the US.A., Federal Reserve

Annual Excess Return Rankings - USD Corporate Credit Ratings Tiers

1998 2000 2001 2003 2004 2005 2007 : Chairman, Jerome Powell told Con-
us [T us  us US US US US US US LS US s UsS U S «
ress on 7/17 that “moderate wage
ccc MR ccc A SRR ccc ccc Bl ccc AaA AAA ccC ccC AMA oG oCC 'PRP AMA cCC ocC cee g i 8
BE% 84%  -14% 585% B2% 2% -23% -03% 074% B2% 22% BI% H4% 00% 352% 06% 44% growth also tells us that the ]Ob market
i e e D AL:;\ High High oo Hgh oo s flh o High oo High High oo High Hen oo lis not causing high inflation (WS)
63% W% 67% 24% Co0 o Tod OB% o0 % MO% eoo Ve 2s% Nt WM opw 00% 0w o % |7/17/18)
’ 34% 0% 256% 79% | 83% 587% 98% O D&% 05% B2% 6% .
;E Alﬂ \fm USA ;fgﬂ USA USB USB m UsB GH‘"" c:x USB USB USB USB USB 5.""'" USA USB USBB m So the benign outlook for 10-
42% -0.% 235% 75% T8% 487% 00% -26% B2% 92% 03% B7% 56% ear Treasur ields appears to be
58% -15% 6% % : 06% 50% 213% 00% i 08% | Y’ Yy PP
UsBB ;m UsBB ;f;‘a uses 9" uSpE USBB USAA USBB BLBEE USA USBB USBB m useB UsBB USAA " ise use uses| SCMErating more |nvestF>r dejn?and for
3% | oo 4% o 32% qus; B9% 60% OB 65% .. -Z24% 468% B9% | L. V2% 7E% O Gw"’: ne% 54% 09%| bonds. A flight to quality arising from
: - ’ = ’ de tension fears is also driving Treas-
S s U US lgay US S WS US LS el US US WS o S WS WS o s Us o trade g
BEB . BBB BEB ' BEB BEB BBB AAA BBB . BBB BBB BBB ' BEB BBB BBB . BBB BBB O ury yields lower. The result is more
03% 27% -67% 59% 9P 23% 0% 16% 256% 350% 40% 94% 33% 0% 69% 46% forecasts of lower yields and a yield
US  High us High  High High High High High High High US US High High US . L )
“:;: BBB  Grade ﬁg; AAA -Lfni Grade Grade “oR  Grade :i: fg: Grade Grade Grade Grade Grade AAA BBB Grade Grade Aaa | CUMVE INVErSion in IaFe 20'? and ex
42% | % TUCT 229 50%  U% 02® oy 215% 28% -4 79% 28% -04% -32% 47% 38% -im | tending into 2019. Given this outlook,
;ﬂ :m USA m m m usA usa MM ea uses m USA  USA Bl:B USA  USA m m USA Aﬁ High | 5-10 year U.S. corporates appear at-
0% 50% 0% gan g .gax 6% UR ay 2% 73%  gpe 0% 23% L TE% 22K ok sk 22% a3 .iew tr.actlve. Our Investment Grade., High
us Us Us US US | High Yield and Broad Market Strategies are
Aan USB USAA USB USB usBB .o S ot R D0 USB USAA USAA USA USAA USAA USB USB USAA USA USA by of derati
aw SB% 04% T2 sox s0% oo T Do TUN DO G96% R4%  15% 43% 3% 9% 20% 63% 24% am 7% worthy of consideration.
s Us Us Us us us Us US US US LS US US Us LS LS us But, for investors who fear high-
USA USAA USAA USAA USAA d
CCC| AAA | 0OC CCC ICCC cce CCC CCC AAA AAA CCC AAA AAA CCC CCC  AAA BBB . - .
D% osw om 2% een Bax 0n R o % oow a7 am 1% 7% 2m  10% 52% -B2% 23% | o L% er th.an anthpateq inflation and result-
Bource: CreditSights, ICE BofAML Indexes  data through 06/30/208 ing higher bond yields and lower bond
Excess retum = the lotal retum of the asset class minus the total retum of a duration matched basket of government securities. Essentially the excess relurn prices, CAM’s short duration strategy is
metrics remove the yield curve piece of the retum picture. In its basic form, it is mainly a function of coupon differentials and spread changes) an appropriate investment. The pOf‘th-

(Continued from Page 1) lio’s duration of 3.15 is very short and

A recent Wall Street journal survey
found that just 38% of forecasters said high
inflation would result from low unemploy-
ment (WS) 7/12/18).  While oil prices have
risen over the past few months raising the
threat of inflation, recent developments
should push prices down. Saudi Arabia said it
would increase production in the coming
months, U.S. production remains robust and
new large exploration finds are increasing
future supplies. Exxon Mobil recently report-

ed a significant discovery of 3.2 billion barrels
off the South American coast of Guyana (W§)

6/21/18).

As recently as July 2nd, the IMF is fore-
casting 2018 and 2019 global GDP growth of
3.9% (IMF 7/2/18). This growth is accompa-
nied by modest inflation. Global inflation is
forecasted to be 2.7% in 2018, 2.5% in 2019
and 2.4% over 2020-2024 (PwC Global, July
2018). This is important since national econo-

mies are more tied together.

implies a 3.15% change in the portfolio’s
market value for each 100 basis point move
in market yields at its average maturity of
3.94 years. For a comparison of performance
by varying maturities in this year through
6/30 over rising longer term rates, the 1-3
year |G Corporate total return was +0.09%,
and the 7-10 year IG Corporate return was
—0.88% (Credit Sights 7/9/18) (see chart on
page one for statistics on all the CAM bond

strategies).
gies) (Continues on Page 4)

substantially invested.

Securities and Exchange Commission as an investment advisor. The CAM High Yiel

audit available upon request.

When compared to mutual funds’ performance, CAM results are after deduction of all transaction costs and CAM adviso
Accounts managed through brokerage firm programs usually will include additional fees. “Net of fees” herein refers only to

Mutual fund averages and S&P 500, as published quarterly in Barron’s as supplied by Lipper Analytics.

Footnotes and disclosure Cincinnati Asset Management, Inc., (“CAM‘J an independent privately held corporation established in 1989, is registered with the United States
, Investment Grade, Broad Market, and Short Duration composites consist of all discretionary portfoli-
os under management, including all securities and cash held in the portfolios, and have been appropriately weighted for the size of the account. All accounts are included after they are

Returns are calculated monthly in U.S. dollars and include reinvestment of dividends and interest. Figures for periods of less than one year are cumulative returns. All other figures repre-
sent average annual returns. Past performance is no guarantee of future results.

fees. CAM advisory fees used are the composite averages.

AM’s management fee. Returns audited annually. Most recent

The indices and information shown for comparative purposes are based on or derived from information generally available to the public from sources believed to be reliable. No represen-
tation is made to its accuracy or completeness.

High yield bonds may not be suitable investments for all individuals. Before investing a thorough reading of all materials and consultation with an independent third party financial consultant
may be appropriate.

This material was not intended or written to be used, and it cannot be used, by any taxpayer, for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S. federal
tax laws.

This information is intended solely to report on investment strategies and opgortunities identified by CAM. Opinions and estimates offered constitute our judgment and are subject to
change without notice, as are statements of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation to buy, hold or
sell of any financial instrument. References to specific securities and their issuers are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommen-
dations to purchase or sell such securities.

Fixed Income securities may be sensitive to changes in prevailing interest rates. When rates rise the value generally declines. For example, a bond's price drops as interest rates rise. For a
depository institution, there is also risk that spread income will suffer because of a change in interest rates. The Indices are referred to for informational purposes only and the composi-
tion of the Index is different from the composition of the accounts included in the performance shown above. Index returns do not reflect the deduction of fees, trading costs or other
expenses.




Sharpe Ratios (risk & reward relative value) Inception-Q2 2018

Page 4

CAM Investment Grade Strategy 0.94
Bloomberg Barclays U.S. Corp Bonds 0.89

CAM High Yield Strategy 0.54
Bloomberg Barclays High Yield Corp Bonds 0.51

CAM Short Duration 0.50
Bloomberg Barclays Weighted Benchmark
(172 Interm. HY & 1/2 U.S. Interm. Credit 1-5) 0.37

CAM Short Duration |G Strategy 0.98
Bloomberg Barclays U.S. Interm. Credit |-5 Yr 0.95

CAM Broad Market Strategy 0.77
Bloomberg Barclays Weighted Benchmark
(2/3 Corporate and 1/3 High Yield) 0.79

(Continued from Page 3)

As the chart on page three illustrates,
riskier sectors of the bond market continue
to provide the best performance. Historical-
ly, these sectors provide better performance
than the higher quality investment grade
sectors in periods of rising interest rates.
Notice that in 13 out of 21 years high yield
has outperformed the high grade sector.
Also, the high grade sector has outper-
formed the U.S. Government sector in |3
out of 2| years, as the chart on page one

illustrates.

The top right graph depicts the flatten-
ing of the yield curve since 2014. This trend,
the Federal Reserve’s well communicated
intentions to raise the overnight rate and
investor perceptions of moderate inflation
accompanying solid growth lead some to
forecast an inverted yield curve. The inver-
sion will in part result from declines in yields
of longer dated bonds.

The chart above depicts the OAS of
the High Yield bond index. The lower OAS is
indicative of strong demand by investors.
One thesis is that High Yield outperforms
Investment Grade Corporates in periods of
rising rates and |G outperforms Treasuries.

Slope of the Treasury Yield Curve (%)

Source: CreditSights, ICE Bofa ML Indices  long term average from 12/ 3171996

long term median = 498

A quantitative indication of our conservative philosophy is the Sharpe Ratio. This metric calculates total return per unit of risk
and results from each strategy inception through 6/30/2018 appear on the left. This risk-return metric is as important as, if not
more important than, absolute return comparisons. Our constant objective is to deliver superior risk-weighted returns. These
relative values measure the performance of our strategies — Investment Grade, High Yield, Broad Market (corporate core plus),
and the two Short Duration Strategies — against their respective benchmarks. Sharpe Ratios of the Investment Grade Strategy
and High Yield Strategy each exceeded their respective benchmarks by 6%. The Short Duration Strategy’s Sharpe Ratio ex-
ceeded its benchmark’s ratio by 35%, and Short Duration Investment Grade exceeded its benchmark by 3%. The Broad Mar-
ket Strategy produced a Sharpe Ratio about equivalent to its benchmark.
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Additionally, perhaps the potential for de-
clining yields in a curve inversion is leading
investors to lock in at today’s potentially
higher interest rates. An alternative thesis is
that Corporates are a better place to safe-
guard capital given the run up in equities and
global trade tensions and geopolitical con-

cerns in the Middle East.

We appreciate your confidence, please

contact us anytime we may be of service.
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