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Cincinnati Asset Management, Inc.
a'nd OUtIOOk Investment Grade & High Yield Bond Specialists ’

“Because this recession is unprecedented in so many ways, forecasting the recovery is difficult. The course of the
pandemic itself is by far the most important factor” (source: Ben Bernanke & Janet Yellen Brookings Institute)
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Yields" on 06/30/2020 Yield*
N .
] ) . CAM’s Key Strategic
CAM Broad Market (corporate core plus) Strategy (7.2 year maturity; 5.7 duration) 3.17%

Elements
CAM Investment Grade (100% corporate bonds) Strategy (7.3 year maturity; 6.2 duration) ~ 2.01% . Bottom-up credit ana|ysis deter-

mines value and risk.
CAM High-Yield Strategy (only BA & B rated purchased) (6.5 year maturity; 4.6 duration) 5.79%

e Primary objective is preservation
CAM Short Duration Strategy (3.4 year maturity; 2.9 duration; 50% IG & 50% HY) 3.68% .
of capital.

CAM Short Duration Investment Grade Strategy (3.3 year maturity; 3.0 duration) 1.26% .
e Larger, more liquid issues pre-

0.63% ferred.
e Target is always intermediate

Tax Equivalent Muni GO Bond (7 year, 0.92%) Bloomberg Barclays Institutional Index (Yield to right is
after 40% tax equivalency and 3-point retail price markup for small buys under $1 M)

U.S. Treasury™ (10 year maturity) 0.66% .
. maturity.
U.S. Treasury (5 year maturity) 0.29%
“ . ¢ No interest rate forecasting.
U.S. Treasury (2 year maturity) 0.15%
* The lower of yield to maturity or yield to worst call date ** Source: Bloomberg Barclays e All clients benefit from institu-

tional trading platform and multi-
Contact us: Artie Awe, Mike Lynch, & Bill Sloneker are always available to assist. X g ‘P .
Phone: (513) 554-8500 — Website: www.cambonds.com firm competitive bids and offers.
Email: aawe@cambonds.com, mlynch@cambonds.com, & wsloneker@cambonds.com
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CAM returns are after CAM’s average manage- Total

ment fee & all transaction costs but before any Return Annualized Returns (%)
broker, custody or consulting fees. The indices (%)

are unmanaged and do not take into account - 3- 5.

fees, expenses, and transaction costs. 2Q 20 YEAR YEARS YEARS 10-YEARS
CAM Broad Market Strategy—Net

1/3 high yield, 2/3 investment grade 846 | 638 504 423 4.93
CAM High Yield “Upper Tier” Strategy—Net

only purchase BB and B; no purchases of CCC & lower 8.98 244 3.82 282 470
Bloomberg Barclays US Corporate High Yield Index 10.18 0.03 3.33 479 6.68
CAM Investment Grade Strategy—Net

100% corporate bonds 8.17 8.10 5.60 4.86 5.03
Bloomberg Barclays US Corporate Index 8.98 950 6.33 5.83 5.47
CAM Short Duration Strategy—Net

1/2 investment grade, 1/2 high yield 6.66 4.07 3.45 229 3.39
CAM Short Duration Investment Grade

Strategy—Net 100% corporate bonds 5.69 5.32 3.59 3.02 3.58

Relative Performance Review 06/30/2020

CAM'’s Investment Grade Strategy (“1G”’) produced
a gross total return of 8.23% in the quarter ended June 30,
2020, compared to 8.98% for the Bloomberg Barclays U.S.
Corporate Index. CAM targets a 30% limitation on its
exposure to BAA-rated credit while the Index averaged an
exposure of 47.5% during the second quarter. BAA credit
outperformed A-rated credit during the period, and CAM’s
positioning with the BAA space produced -20 basis points of
The YTD return for the
CAM IG strategy was 4.89% compared to the Index return
of 5.02%.
industry group and our positioning within Independent

contribution to excess return.

CAM's zero weighting in the Midstream Energy

Energy Industry were the largest positive impact to
performance, with 22 basis points and 40 basis points of

contribution to excess return, respectively.

The High Yield Strategy (“HY”’) delivered a gross
total return of 9.06% in Q2 while the Bloomberg Barclays
High Yield Index returned 10.18%. The HY YTD return was
-1.87% while the Bloomberg Barclays High Yield Index
returned -3.80%.
within the Cable & Satellite industry group had the biggest

CAM’s allocation and security selection

positive impact on performance relative to the index with a

54 basis point contribution to excess return during the
quarter. Weighting and security selection in the Consumer
Cyclical Services industry group also had a 35 basis point
contribution to excess return. For the YTD period, CAM’s
zero-weight in the Oil Field Services industry group was the
biggest contributor to excess return relative to the index in
the first half of 2020 coming in at 82 basis points. CAM’s
security selection within the Wireless industry group had a
40 basis point contribution to excess return during the same

time period.

Our Broad Market Strategy (“BM”) — a 67%-33%
blend of IG-HY bonds — produced a gross total return of
8.53% for the quarter ended June 30, 2020 compared to
9.39% for the Bloomberg Barclays blended Index. It is
important to note that our BM strategy achieves its Baa
average credit quality via a barbell strategy of higher and
lower rated securities. At the end of the second quarter
49.0% of the portfolio was positioned in A-rated or better
credit subsectors, while the Index’s exposure was 34.3%.
The net effect of this structural allocation accounted for 49
basis points of underperformance versus the Index for the
The YTD return for the CAM Broad Market
strategy was 2.82% compared to blended Index return
2.04%.

quarter.

Our outperformance for the year is primarily

attributable to our prudent security selection, primarily
in the Banking and Cable Satellite industry groups, which
contributed 33 and 27 basis points of excess return,
respectively.

The CAM Short Duration Strategy (“SD”)
blends equal weights of IG and HY short duration bonds
with a target duration of 3 years. The strategy’s gross
total return in the quarter ended June 30, 2020 was
6.73% while the Index, a similar blend of the intermediate
IG and HY
corporates, returned 7.48%. Of note, CAM’s positioning

components of Bloomberg Barclays

within the Aerospace/Defense industry had the biggest
positive impact on performance relative to the Index
with a 24 basis point contribution to excess return. The
YTD gross total return was |.26% compared to the
blended -0.54%. CAM’s industry
underweight as well as security selection within the

Index return of

Independent Energy industry group had the biggest
positive impact on performance relative to the index
with a 4| basis point contribution to excess return.

The Short Duration Grade
Strategy (‘“SD-1G”) delivered a gross total return of
5.75% for Q2 while the Bloomberg Barclays U.S.
Corporate |-5 Index returned 5.59%. CAM'’s weighting

Investment

and positioning within the Banking, Technology, and

Wireless Telecom industries all produced positive
contribution to performance, with 18, 14 and 19 basis
point contributions to excess return during the quarter,
Over the YTD SD-IG
outperformed the Index, by delivering 3.50% gross total
Index return of 3.28%. CAM’s

weighting and positioning within the Independent Energy

respectively. period,

return versus an

industry was the largest single positive contribution to
performance, generating 32 basis points of excess return.

Bloomberg Barclays Bond Indices Returns

vs. CAM Gross (annualized %)

Periods ended 06/30/2020  10-yrs 20-yrs
U.S. Aggregate 3.82 5.14
U.S. Corporate 5.47 6.18
CAM Investment

5.30 6.14

Grade Strategy

Better Asset Allocation Might Result from

More Exacting Analysis

The chart to the right shows that BA rated bonds returned

stocks for the 5 and 10-year periods and exceeded the returns of the S&P 500 over the last

20-years. Lower rated CAA bonds have underperformed the
year periods, while the lowest rated (CA & D) have produ

bonds have outperformed the Bloomberg Barclays US Aggregate Index for all periods

shown.

The chart also indicates that CAA rated securities underperformed BA rated and B rated
bonds for the longer 20-year period. Not shown in the table is the pronounced and ex-
treme volatility that has characterized the CAA sector. For example, during 2008, when the
High Yield Index was down 26%, CAA rated bonds were down 44%, and during 2009, the

Index was up 58% while CAA bonds were up 91%. In each

rated bonds ranked either best or worst in Credit Sights Annual Excess Return Rankings for
US corporate credit tiers, a trend that was finally upset in 2019, although it ranked second

worst.

Finally, not only have BA rated bonds outperformed the S&P

they have done so with about half the volatility of that Index (Ibbotson), suggesting that

better credit quality high yield bonds deserve consideration a
portfolio allocation.

approximately 50% of S&P 500
S&P 500 for the 5-year and 10-
ced negative returns. BA rated
BA-rated bonds
B-rated bonds

CAA-rated bonds

calendar year since 1997, CAA

500 for the 20-year period, but
S & P 500 Stocks

s a core holding in an investor’s

Aggregate

High-Yield Bond Sectors

CA & D-rated bonds

Total Return of High-Yield Bonds by Credit Quality
(periods ended 06/30/2020) Source: Credit Suisse First Boston

(annualized %)

5-years 10-years 20-years
5.25 6.72 1.72
3.48 6.20 6.47
4.74 6.71 6.54

-10.05 -9.78 -5.66

Performance of Other Asset Classes

(periods ended 06/30/2020) Source: Bloomberg Barclays & Lipper

10.73 13.93 5.90

Bloomberg Barclays U.S.

4.30 3.82 5.14




Yield Spreads Over U.S. Treasuries: Page 3
The June 30 spread levels (indicated at the right) enhance the
value of corporate bonds versus U.S. Treasuries. The 10-year 20-Year Tichtest This
U.S. Treasury ended June 30, 2020 at 0.66% compared to recent | Credit Rating Average 06/30/20 | 03/31/20 | 12/31/19 | 12/31/18 | 12/31/17 e
year-ends: 1.88% (2019) and 2.72% (2018). S Decade
Absolute spreads for all credit subsectors widened substantially
versus 12/31/2019 due to the COVID-19 pandemic. In March, A 1.28% 1.13% | 2.11% | 070% | 1.18% | 0.73% 0.69%
|G spreads spiked to levels that had only been seen once since BAA 1.99% 1.94% 3.53% 1.20% 1.97% |.24% 1.12%
the 1988 inception of the Bloomberg Barclays US Corporate il i it ki A il i
Index. What a difference a quarter makes. The investment BA 3.71% 456% 6.54% 1.82% 3.54% 2.11% 1.30%
grade credit market has experienced a reversal of fortune since : ’ ’ . : . .
the dark days of late March, with both spreads and returns B 5.30% 6.43% 8.56% 3.24% 531% 3.43% 2.28%
rebounding smartly from the levels seen earlier this year.

CAA 9.56% | 13.08% | 1852% | 9.20% | 9.89% | 6.15% |  3.78%

Annual Excess Return Rankings - USD Corporate Credit Ratings Tiers .
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experts expect follow
(Continued from page 1)

In March the Federal Reserve took
many decisive actions. They lowered the fed
funds rate nearly to zero and stated its in-
tention to leave it there for several years. It
has stated that it will buy not only Treasur-
ies and Mortgage backed debt , but also
corporate bonds and some Exchange Trad-
ed Funds in order to maintain stable finan-

new facilities to lend to corporations and
state and local governments. They also es-
tablished the Main Street Lending Program
to lend through banks to medium-sized
companies.

Congress and the administration have
provided much fiscal support through en-
hanced unemployment benefits and the
Paycheck Protection Program. As we
write, Congress is working on additional

through in June in both new and existing
home sales given the rise in mortgage
applications (source: ibid).

However the jobless claims remain
stubbornly high. July 16th’s report
showed [.3 million initial claims, down
just 10,000 from the prior week. This
compares to pre-virus initial claims aver-
age of 210,000 (source: Bloomberg
7/16/20).

cial markets. The Fed has also established
(Continued on page 4)

Footnotes and disclosure

Cincinnati Asset Management, Inc., (“CAM”) an independent privately held corporation established in 1989, is registered with the United States Securities and Exchange Commission as an invest-
ment advisor. The CAM High Yield, Investment Grade, Broad Market, Short Duration, and Short Duration-Investment Grade composites consist of all discretionary portfolios 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 substantially invested.

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 represent aver-
age annual returns. Past performance is no guarantee of future results.

When compared to indices’ performance, CAM results are after deduction of all transaction costs and CAM advisory fees. CAM advisory fees used are the composite averages. Accounts managed
through brokerage firm programs usually will include additional fees. “Net of fees” herein refers only to CAM’s management fee. Returns audited annually. Most recent audit available upon request.

S&P 500 averages are published quarterly in Barron’s as supplied by Lipper Analytics.

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 representation 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. 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 composition 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.

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 opportunities 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 finan-
cial 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, recommendations to purchase or
sell such securities.
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(Continued from page 3)

A leading indicator, the conference
board’s consumer confidence index, beat
economists’ projections, increasing to
98.1 for June up from May’s reading of
85.9. The board noted, *“ the reopening
of the economy and relative improvement
in unemployment claims helped improve
consumers’ assessment of current condi-
tions...looking ahead, consumers are less
pessimistic about the short term outlook,
but do not foresee a significant pickup in
economic  activity” (source: CNBC

6/30/20).

Since that time virus infections have
risen, prompting 22 states to either re-
verse or pause reopenings. So confidence
could reverse.

Globally, there are about 160 coro-
navirus vaccines under development.

CAM Investment Grade Strategy 0.47
Bloomberg Barclays U.S. Corp Bonds 0.45

CAM High Yield Strategy 0.52
Bloomberg Barclays High Yield Corp Bonds 0.48

CAM Short Duration 0.50
Bloomberg Barclays Weighted Benchmark
(1/2 Interm. HY & 1/2 U.S. Corporate 1-5) 0.59

CAM Short Duration IG Strategy 1.18
Bloomberg Barclays U.S. Corporate 1-5 Yr I.19

CAM Broad Market Strategy 0.77
Bloomberg Barclays Weighted Benchmark
(2/3 Corporate and /3 High Yield) 0.75

Sharpe Ratios (risk & reward relative value) Inception-Q2 2020

An important objective for all Cincinnati Asset
Management investment strategies is to deliver
superior risk-weighted returns. A quantitative indi-
cation of our success is the Sharpe Ratio that calcu-
lates total return per unit of risk. The data on the
left indicates we have largely been successful. Sharpe
Ratios of the Investment Grade and High Yield
Strategies exceeded their respective benchmarks by
approximately 4% and 8%, respectively. The Short
Duration Investment Grade approximated its bench
-mark. The Broad Market Strategy produced a
Sharpe Ratio approximately 3% in excess of the
benchmark’s ratio.

Following phase 3 trials, results are vet-
ted by regulators and approved for use.
AstraZeneca whose vaccine is in phase
3 clinical trial could have 30 million dos-
es available in the U.K. by September
and begin shipments to the U.S by Oc-

the virus from replicating or infecting
cells. They include newly developed
biotech therapies to current generics,
such as HIV drugs, hepatitis C treat-
ments and even the flu drug, Tamiflu.
Gilead Sciences drug, Remdesivr has

New-Home Sales tober (source: The Wall Street journal been authorized. Favipiravir sold in Ja-
Seasonally adjusted annual rate 7/20/20). Moderna’s vaccine, currently pan as Avigan to fight the flu has been
in phase 2 clinical trials expect to start authorized. Teva Pharmaceuticals ge-

300000 recession]  phase 3 July 27 (source: ibid). Pfizer, nerics also manufactured by Mylan,
partnering with BioNTech, has a vaccine Sanofi, Novartis and Bayer AG, chloro-
in phase 2 and is expecting to broaden quine and hydroxychloroquine are in

700000 the trial this month to include up to phase 3 trials. A Yale University study
30,000 people. Novavax’s vaccine is in concluded it is effective (when com-

600000 phase 2 and expects to enter phase 3 bined with azithromycin) and should be
trials this fall. used as early as possible in those in-

| ingl h . fected (source: Yale School of Medicine

00000 nterestingly, each vaccine men- 6/1120)

' tioned above delivers its immunity in a :
different way. So we have multiple com- So, the Fed and Congress will speed

100000 panies pursuing different avenues to additional aid and the vaccines, antivirals
defeat the virus. Additionally there are and therapies are quickly emerging.
other major drug makers with vaccines K \

300000 ) S eep safe! Please contact team
that are in preclinical development, CAM if we may be of assistance
including Sanofi, GlaxoSmithKline, Y ’

b00000 Merck and Johnson & Johnson.
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