
The high yield market as measured by the Bloomberg 
Barclays High Yield Index closed out a robust 2016 
with a fourth quarter return of 1.75%, thanks to a solid 
December return of 1.85%.  The 2016 total return was 
17.13%; ex- energy the index returned 14.08%.  Notably, 
this is the highest annual return since the post-recession 
all-time high returns of 2009. All other credit sensitive 
bonds and leveraged loans, as well as every high yield 
industry except pharmaceuticals, produced positive 
returns in 2016.  In the fourth quarter, oil field services 
(11.08%) and exploration and production companies 
(5.82%) led the way, as they had throughout the entire 
year. The average spread for the index ended the year at 
442 basis points (bps), within 65bps of its tightest level 
since the great recession and 264bps tighter for the year.  
The average bond price has climbed back close to par 
($99.8) for the first time since May of 2015.  Mutual Fund 
flows into the high yield sector for 2016 were about $15 
billion, the best since 2009, and U.S. high yield issuance 
fell about 13% versus 2015 as issuers overwhelmingly 
favored the loan market.  The combined effect of lower 
issuance and higher redemptions actually shrank the 
size of the high yield market by 5% (measured by par 
value), adding a strong technical boost to returns, which 
were already fueled by expectations of a strong recovery 
in the energy and commodity sectors.  
The high yield story in the 4th quarter and throughout 
all of 2016 was the resurgence of the CCC quality sector 
after two years of underperforming their higher quality 
brethren.  The other story was of course the expected 
strong recovery surrounding the energy and metal/
mining sectors which propelled returns of 37.44% 
and 45.49% for the year, respectively.  From a ratings 
perspective, CCC’s returned 4.70% in the 4th quarter 
versus 2.01% for B rated debt and .43% for BB’s.  For 
the year, CCC enjoyed a robust return of 31.46%, again 
significantly outpacing both B and BB rated debt at 
15.80% and 12.78%, respectively.  CCC bond prices 
began the year at an average dollar price near a cycle 
low of $71.6 and finished at approximately $91.  The 
performance of CCC was not that surprising to us given 
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the sector was well oversold in the 4th quarter of 2015, 
seemingly in sympathy with the growth slowdown in 
China and resultant sharp credit sell-off in the energy 
and commodity sectors.  In late 2015 and early 2016, 
CCC average spreads had reached spread differentials 
versus B rated debt that had not been seen since the 
great recession.  Although we think there may still be 
some additional upside potential from investors seeking 
returns in riskier credits, driven in part by expectations 
for pro-growth economic policies from the new 
administration, we believe overall market performance 
will be capped by limited price appreciation remaining 
in the higher quality ratings spectrum.    
The most notable development affecting the market in 
late 2016 was a return to meaningfully positive EBITDA 
growth among high yield issuers.  Year-over-year EBITDA 
growth (ex the stricken energy and commodity sectors) 
had declined more or less continuously since mid-2014 
from 14% to -2% by mid-2016.  In late 2016, this key 
metric rebounded strongly to 5.7%.  Interest coverage 
had remained at historically high levels throughout the 
decline in cash flow, due to very low absolute rate levels, 
but as interest rates rise cash flow momentum will be 
necessary to extend the seven year period of low default 
rates. Revenues and gross margins also posted their 
best performance in several quarters, in concert with 
improved Gross Domestic Product (GDP) numbers, and 
capital expenditures continued at low levels.  The last 
twelve months (LTM) default rate itself declined to 3.98% 
in December (pre-recovery values, including distressed 
exchange offers, as measured by JPMorgan). Notably, 
the LTM default rate excluding metals and energy is 
just .68%.  Most default prediction models continue to 
forecast historically low default rates over the next two 
years, and the percentage of bonds trading at distress 
levels (defined as option-adjusted spreads exceeding 
1,000bp) declined to 6.4%, the lowest level in two years.
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Pacific Income Advisers, Inc. (PIA) is an autonomous investment management firm registered under the Investment Advisers Act of 1940. PIA manages a variety of fixed income, equity, and balanced 
assets for primarily United States clients. The information contained herein is based on internal research derived from various sources and does not purport to be statements of all material facts 
relating to the securities mentioned. Fund holdings and/or sector allocations are subject to change at any time and are not recommendations to buy or sell any security. 

The fund’s investment objectives, risks, charges and expenses must be considered carefully before investing. The statutory and summary prospectus 
contains this and other important information about the investment company, and it may be obtained by calling 800-251-1970 or visiting www.
PIAMutualFunds.com. Read it carefully before investing.
Mutual fund investing involves risk. Principal loss is possible. Investments in debt securities typically decrease in value when interest rates rise. This risk is usually greater for longer-
term debt securities. The Fund may invest in foreign securities which involve greater volatility and political, economic and currency risks and differences in accounting methods. These 
risks may increase for emerging markets. Investment by the Fund in lower-rated and non-rated securities presents a greater risk of loss to principal and interest than higher-rated 
securities. The Fund may invest in derivatives, which may involve risks greater than the risks presented by more traditional investments. The risk of owning an exchange-traded fund 
(“ETF”) or mutual fund generally reflects the risks of owning the underlying securities that the ETF or mutual fund holds. It will also bear additional expenses, including operating 
expenses, brokerage costs and the potential duplication of management fees. These risks are fully disclosed in the Prospectus.
Index performance is not indicative of Fund performance. It is not possible to invest directly in an index. For current standardized performance of the Fund, please visit www.piamutualfunds.com 
or call 310-393-1424.

Bloomberg Barclays High Yield Index - covers the universe of fixed rate, non-investment grade debt. Eurobonds and debt issues from countries designated as emerging markets (e.g., Argentina, 
Brazil, Venezuela, etc.) are excluded, but Canadian and global bonds (SEC registered) of issuers in non-EMG countries are included. Original issue zeroes, step-up coupon structures, 144-As and pay-
in-kind bonds (PIKs, as of October 1, 2009) are also included. The index includes both corporate and non-corporate sectors. The corporate sectors are Industrial, Utility, and Finance, which include 
both U.S. and non-U.S. corporations. The Yankee sector has been discontinued as of 7/1/00. The bonds in the former Yankee sector have not been removed from the index, but have been reclassified 
into other sectors. 
Spread - the difference between the bid and the ask price of a security or asset.
 
Basis point (bp)- A unit that is equal to 1/100th of 1%, and is used to denote the change in a financial instrument.
Yield - the income return on an investment, such as the interest or dividends received from holding a particular security. 
EBITDA - stands for earnings before interest, taxes, depreciation and amortization. EBITDA is one indicator of a company’s financial performance and is used as a proxy for the earning potential of a 
business.
 
Cash Flow - Cash flow is the net amount of cash and cash-equivalents moving into and out of a business. 
Par Value - is a static value, unlike market value, which can fluctuate on a daily basis. The par value is determined upon issuance of the security.
The Bloomberg Barclays’ Quality sectors discussed above use the following rating methodology. Securities that are rated by three rating agencies, (Moody’s, S&P and Fitch) will receive the middle 
of the three ratings. Securities that are rated by only two agencies will receive the lower of the two ratings. Securities rated by only one agency will receive that rating while securities not covered 
by any of the three agencies will receive a non-rated (NR) rating. Long-term credit ratings are denoted with a letter: a triple A (AAA) is the highest credit quality, and C or D (depending on the 
agency issuing the rating) is the lowest or junk quality.
Default Rate - The rate of borrowers who fail to remain current on their loans. It is a critical piece of information used by lenders to determine their risk exposure and economists to evaluate the 
health of the overall economy. 
Opinions expressed are subject to change, are not intended to be a forecast of future events, a guarantee of future results, nor investment advice.
Past performance does not guarantee future results.
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