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As the United States enters the twelfth year of the longest bull market in history, many investors are looking to balance the desire
for continued upside participation with the need for adequate downside protection. While many asset classes have seen higher
valuations over the last decade in the wake of asset price inflation, a resurgence of new issuance in the convertible market has
helped rebalance the sector’s opportunity set. Coupled with the convertible market’s natural benefit from volatility as well as its
positioning towards less cyclical industries, now may be a good time to consider an allocation toward convertible bonds.

What Are Convertible Bonds?
Convertible bonds are hybrid securities that have properties of both traditional bonds and of equities. Similar to
traditional bonds, companies issue convertibles with the obligation to repay the holder par at maturity. In addition, the
holder has the right, at his or her option, to exchange the convertible bond for equity in the company. Economically, a
convertible bond can be thought of as a traditional bond combined with an equity warrant.
The result of this bond and warrant combination produces a security with asymmetric upside return potential:
On the downside: If the company’s stock trades down, the convertible bond will generally only trade down to a
level commensurate with the company’s credit quality, and the holder remains entitled to full principal repayment
at maturity. We refer to this minimum credit-based trading price as the “bond floor.”
On the upside: If the company’s stock trades up, the convertible bond holder may elect to exchange their bond
into stock, thus participating in a portion of the equity return.

Why Now for Convertible Bonds?
1. Equity Upside with Less Downside
While equity markets have hit their highest valuations since 2002, the convertible market has remained in a “balanced”
position, meaning they exhibit the potential for positive asymmetric returns. As shown in in Exhibit 1, while prices in
broader asset classes have generally increased, the balanced portion of the convertible market has maintained a similar
technical valuation as it did five years ago (based on its premium to underlying equity value). The resurgence of new
issuance in 2018 and 2019, the biggest convertible issuance years since 2008, has replenished the opportunity set for long
only active managers, allowing for continued upside participation to equities while continuing to prudently protect
against downside risk.
Exhibit 1
12/31/2014

12/31/2019

High Yield Bond Spreads (ICE BofA U.S. High Yield Index)

504 bps

360 bps

Levered Loan Spreads (S&P LSTA Leveraged Loan Index)

518 bps

423 bps

S&P 500 P/E Valuation

16.4x

18.3x

Balanced Convertible Market Equity Premium (TR U.S. All-Cap Focus Convertible Bond Index)

30.8%

31.3%

Source: ICE Data Indices, S&P LSTA, Thomson Reuters.
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2. Monetization of Market Volatility
Given the equity optionality embedded in convertibles, one driver of value is volatility. All else equal, as implied equity
volatility increases, convertible bonds increase in value. In addition, periods of equity volatility can quickly change the
attributes of a convertible, making the security more attractive at the same time as the equity price becomes increasingly
erratic. This unique attribute is one reason why the convertible asset class has historically captured 85% of equity upside
with 65% of the downside (Exhibit 2).
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Information above was calculated using trailing 12-month performance for the S&P 500 and the Thomson Reuters US Vanilla Convertible Bond Index. Past performance is not indicative of future returns.
Source: Thomson Reuters, S&P

3. Growth Equities at a Value Price
With higher industry concentrations than traditional debt and equity markets in Software, Internet Services, and
Biotechnology, the convertible market skews more heavily towards growth-oriented, less cyclical businesses. As the
equities of many of these names continue to reach new highs, the corresponding convertibles can provide a prudent
alternative to maintain upside exposure. An additional benefit of the resurgence in convertible new issuance has been
the increase in repeat issuers; with over 20% of issuers having multiple tranches outstanding, it is increasingly possible to
maintain exposure to high-returning issuers (in an attractive risk-adjusted manner) for many years.

Conclusion
With strong risk-adjusted return potential, advantages in the wake of volatility, and fundamental exposure to less cyclical
businesses, the convertible bond asset class offers unique characteristics that can benefit investors. Whether looking to
de-risk from equities or prudently increase exposure to growth-oriented companies, convertible bonds can be an
attractive allocation for many portfolios.
Shenkman Capital believes an active management strategy, based on strong credit-based research and a focus on
optimizing technicals in volatile periods, is the best approach to capture the asset class’s inherent benefits.
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DISCLAIMERS
The Shenkman Group of Companies (the “Shenkman Group”) consists of Shenkman Capital Management, Inc., and its affiliates and
subsidiaries, including, without limitation, Shenkman Capital Management Ltd, Romark Credit Advisors LP, and Romark CLO Advisors
LLC. The Shenkman Group focuses on the leveraged finance market and is dedicated to providing in-depth, bottom-up, fundamental
credit analysis.
Shenkman Capital Management, Inc. (“Shenkman” or “Shenkman Capital”) is registered as an investment adviser with the U.S.
Securities and Exchange Commission (the “SEC”). Romark Credit Advisors LP is also registered as an investment adviser with the SEC
and Romark CLO Advisors LLC is registered as a relying adviser of Romark Credit Advisors LP (together, “Romark”). Shenkman Capital
Management Ltd is a wholly-owned subsidiary of Shenkman Capital Management, Inc. and is authorized and regulated by the U.K.
Financial Conduct Authority. Such registrations do not imply any specific skill or training. EEA Investors: This material is provided to
you because you have been classified as a professional client in accordance with the Markets in Financial Instruments Directive
(Directive 2014/65/EU) (known as “MiFID II”) or as otherwise defined under applicable local regulations. If you are unsure about your
classification, or believe that you may be a retail client under these rules, please contact the Shenkman Group and disregard this
information.
The information and opinions expressed herein are provided for informational purposes only. This information is not intended to be,
and should not be considered as, impartial investment advice, an offering of investment advisory services or an offer to sell or a
solicitation to buy any securities. Any offer to sell or any solicitation to buy securities of an investment fund managed by Shenkman
or invest in any Shenkman strategy will be made only by means of the Prospectus or Offering Memorandum relating to that fund or
pursuant to an investment management agreement for a separately managed account. All interests in securities of any fund shall not
be offered or sold in any jurisdiction in which such an offer, solicitation or sale would be unlawful or would require registration of
disclosure until the requirements of the laws, rules and regulations of such jurisdiction have been satisfied.
The inclusion of particular investment(s) in this presentation is not intended to represent, and should not be interpreted to imply, a
past or current specific recommendation to purchase or sell an investment. These materials do not undertake to explain the risks
associated with any investment. No person or entity should make any investment unless satisfied that it (or its investment
representative) has asked for and received all information that would enable it (or them) to evaluate the merits and risks thereof.
Copyright 2020, S&P Global Market Intelligence and its affiliates as applicable. Reproduction of any information, data or materials,
including ratings (“Content”) in any form is prohibited except with the prior written permission of the relevant third party. Such party,
its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, completeness, timeliness or availability of
any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results
obtained from the use of such Content. In no event shall Content Providers be liable for any damages, costs, expenses, legal fees, or
losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a
particular investment or security, a rating or any observation concerning an investment that is part of the Content is not a
recommendation to buy, sell or hold such investment or security, does not address the suitability of an investment or security and
should not be relied on as investment advice. Credit ratings are statements of opinions and are not statements of fact.
Any information in these materials from ICE Data Indices, LLC (“ICE BofA”) was used with permission. ICE BofA PERMITS USE OF THE
ICE BofA INDICES AND RELATED DATA ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE
SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE ICE BofA INDICES OR ANY DATA INCLUDED IN,
RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT
SPONSOR, ENDORSE, OR RECOMMEND THE SHENKMAN GROUP, OR ANY OF ITS PRODUCTS OR SERVICES.
This paper, including the information contained herein, may not be copied, republished or reposted in whole or in part, without the
prior written consent of Shenkman Capital.
SHENKMAN®, SHENKMAN CAPITAL®, and other Shenkman trademarks and logos used herein are registered trademarks of Shenkman
Capital Management, Inc. All rights reserved.
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