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FOR FULL LEGAL DISCLAIMERS PLEASE REFER TO THE LAST PAGE OF THIS DOCUMENT.
Corporate Euro denominated Hybrid Bonds remain a little known asset class and are not
well represented within the mutual funds business. This documents aims to provide insight
on the specifics of these instruments as well as to highlight their relevance in a fixed income
asset allocation. As early as 2013, Azimut was the first international asset manager to
appreciate the importance of Euro Hybrid Bonds and to launch a Luxembourg UCITS fund,
exclusively dedicated to the Corporate Euro Hybrids, with no exposure to banks. Here, we
also discuss the key characteristics of our strategy, as it nears its fifth anniversary.
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I.

The case for AZIMUT Hybrid Bonds Fund

INTRODUCTION

In 2013, Azimut decided to launch one of the first ever UCITS IV fund dedicated exclusively to Euro denominated Corporate
Hybrid Bonds, shifting away from an industry trend that focused mainly on Hybrids issued by banks, mainly known as
Cocos.
This pioneering stance was triggered by a move from rating agencies who redefined the regulatory framework and set new
standard prospectus for Euro-denominated issuances. Under these provisions, and subject to Moody’s and S&P’s rating,
Euro Corporate Hybrids issuers were offered clear regulatory and accounting advantages until the first call:

De-leveraging

Hybrids can be structured to count as equity
from an accounting perspective (up to 50%)

Preserving
financial profile

Only 50% of the issued amount is allocated
as debt

Fiscal savings

Coupons are deductible from taxable income,
generating a tax advantage

Unsurprisingly, the universe of Euro Corporate Hybrids grew steadily in the aftermath, reaching a volume size of about
€130 billion. Consequently, the market breadth substantially improved, moving from a few highly leveraged utilities; to a
wide spread industry and geographical diversification.
The Azimut Hybrid Bonds fund naturally benefited from the environment, gathering assets up to U$D 2.5 billion with a
highly diversified investors base globally, managed by seasoned portfolio managers, supported by a strong research team.
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II.

WHAT ARE CORPORATE HYBRID BONDS

Corporate Hybrid Bonds are subordinated debt instruments issued by non-financial companies, and are thus called
‘Corporate’: Typically, Hybrid bonds present the following features:
-

they combine the characteristics of debt and of equity,
they are subordinated, as opposed to Senior bonds

This is best illustrated below:
Payment of a coupon
Debt
Issuances are rated by rating agencies
(Moody’s and S&P)
The coupon payment can be deferred, similar to
dividends
Equity
The issuance has no maturity date per se
Corporate Hybrid Bonds present significant differences from Cocos. The most obvious differentiating component is the
non-convertibility of Corporate Hybrids.
As the illustration below highlights, Corporate Hybrid Bonds offer additional strong advantages to investors:

CHBs

Coupons can
only be
postponed

The bonds
cannot be
converted into
equity

There cannot
be a notional
cut on CHBs

Cocos

Coupons can
be cancelled

Cocos can be
converted into
equity

Issuer can
negociate a
notional cut

Average
volatility of 4%
- 5%

Average
volatility of 9%
- 10%

As evidenced, Corporate Hybrid Bonds bring a clear diversification proposition in terms of asset allocation, as they have
different risk components.

III.

HOW DO CORPORATE HYBRID BONDS COMPARE TO HIGH YIELD BONDS

Hybrid issuers often have a high-quality financial profile, as they are globally Investment Grade rated. This marks a
considerable difference from the High Yield Euro market, where issuers frequently have a significantly less robust financial
profile. Companies that generate solid, consistent operating cash flow generally issue hybrids.
Over time, the market has also gradually opened up to non-rated companies. However, as for the Investment Grade
above, the non-rated issuers tend to be high profile companies with good reputations and track record.
Finally, almost 90% of the Euro Corporate Hybrids issuers are listed, guarantying an easy access to companies’ information
for investors.
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The main similarities and, most importantly, differences are highlighted below:

Although the High Yield universe is larger, the volume of new issuances has been slightly higher for Euro Corporate Hybrids
since 2013, displaying the strong dynamics of the asset class.

European High Yield New Issuance (€bn)

European Corporate Hybrids New Issuance (€bn)

We would argue that one of the most significant difference, in favour of Euro Corporate Hybrids is one of the least
visible. It lies within the nature itself of the investment universe.
It is well known and documented that the High Yield universe has seen a sharp increase in volume coming mainly from
ETFs. On the contrary, the Euro Corporate Hybrids universe remained practically ignored by passive investors.
As a result, this makes the Euro Corporate Hybrids one of the very few asset classes, post ultra-accommodating monetary
era, with a solid long term investors’ base, hence a lower risk of liquidity squeeze in extreme market conditions.

Euro Corporate Hybrids investors’ base
11%
5%
12%

73%

Traditional Fund Managers

Insurance / Pensions

Hedge funds / ETFs

Private Banks / Retail
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IV.

WHAT ARE THE RISKS ASSOCIATED WITH THE EURO CORPORATE HYBRIDS

As with any financial investment, European Corporate Hybrid bonds have a number of risks that can largely be mitigated
given the specific nature of the issuers and by a sound investment process

V.

AZIMUT HYBRID BONDS FUND

The fund aims to take full advantage of the opportunities presented by the European Hybrid Bonds market, namely offering
investors:
-

above Investment Grade returns,
lower volatility than Banks Hybrids
significantly lower risk profile than High Yield investments
an untapped diversification to their portfolio.
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To that end, the portfolio is thoroughly calibrated and monitored, presenting a set of unique key features, as described
below:

(1) Launched in September 2015, the U$D hedged share allows dollar minded investors to access the fund without
currency risk.
As, structurally, U$D interest rates are higher than Euro’s, the systematic hedging of the U$D share class generates
a carry effect of +1% to +2% which positively affects the yearly performance and the yield of the U$D Hedged
share.
As an illustration, we highlight below the 2015 and 2016 performance of the Hybrid Bonds Fund Institutional
Euro and dollar shares:
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IMPORTANT DISCLAIMERS
This document has been prepared and issued by AZ New Horizon Limited (“AZNH” or “the Company”), a company limited by shares
incorporated in the Dubai International Financial Centre (“DIFC”), United Arab Emirates. AZNH is authorized and regulated by the Dubai
Financial Services Authority (“DFSA”).
This document is intended for Professional Clients or Market Counterparties only and no other persons should act upon it. The content in
this document is for information only and is not to be construed as an offer to sell or an invitation to buy the financial products or services
herein named, nor is it to be construed as advice or recommendation. Any opinions, news, research, analyses, prices, or other information
contained in this document are provided as general information only.
This document does not have regard to the investment objectives, financial situation and specific needs of any recipient. You should
independently assess each financial product, carry out your own due diligence and consider the appropriateness of such financial product,
taking into consideration your specific investment objectives, financial situation or needs and take independent financial advice as
necessary, before you deal in any financial product referred to in this document. All investments contain an element of risk, including
capital loss which can be substantial. Past performance is not indicative of future results.
The information in this document may include forward-looking statements which are based on current expectations and projections about
future events. Any forward-looking information contained herein has been prepared on the basis of a number of assumptions which may
prove to be incorrect and, accordingly, actual results may vary. Forward-looking statements are subject to risks, uncertainties and
assumptions. In light of these risks, uncertainties and assumptions, the events in the forward-looking statements may not occur. The
Company does not undertake to publicly update or revise any such forward-looking statement.
The factual information contained in this document has been obtained from sources believed to be reliable and care has been taken to
ensure that the opinions expressed are fair and reasonable, however the contents of this document have not been verified by independent
auditors, third parties, the DFSA and the Company. Accordingly, AZNH and its directors, officers or employees do not make any express
or implied representation or guarantee in terms of accuracy, completeness or timeliness. AZNH will not accept liability for any loss or
damage which may arise directly or indirectly from the content of this document. The information and opinions contained in this document
are provided as at the date of presentation and are subject to change without notice.
The document and the information herein may not be reproduced or published in whole or in part, for any purpose, or distributed to any
other party. By accepting this document, you agree to be bound by the foregoing limitations.
FOR DISTRIBUTION IN OR FROM THE DUBAI INTERNATIONAL FINANCIAL CENTRE JURISDICTION WHERE THE MARKETING AND
COMMUNICATION OF THIS FUND IS IN ACCORDANCE WITH THE COLLECTIVE INVESTMENT LAW AND RULES AS SET OUT BY THE
FINANCIAL SERVICES REGULATOR, DUBAI FINANCIAL SERVICES AUTHORITY.
The Fund to which this material relates (“the Material”) is not subject to any form of regulation or approval by the Dubai Financial Services
Authority (“DFSA”). The DFSA has no responsibility for reviewing or verifying any prospectus or other documents in connection with this
Fund. This material is distributed by AZ New Horizon Limited which is regulated by the DFSA on the basis:
•
That the Fund qualifies as a ‘Designated Fund in a Recognised Jurisdiction’ as per DFSA rules and regulations; and
•
That the Fund is offered by private placement only to Professional Clients and/or Market Counterparties (as defined by the
DFSA);and
•
That the Offer of units in the Fund is not directed to Retail clients (as defined by the DFSA).
No reliance may be placed for any purposes whatsoever on the information contained in this document, or on its completeness, accuracy
or fairness. Although care has been taken to ensure that the facts stated in this presentation are accurate, and that the opinions expressed
are fair and reasonable, the contents of this presentation have not been verified by independent auditors, third parties or the Company.
Accordingly, no representation or warranty, express or implied, is made or given by or on behalf of the Company, or any of its members,
directors, officers or employees or any other person. The Company and its subsidiaries, or any of their respective members, directors,
officers or employees nor any other person acting on behalf of the Company accepts any liability whatsoever for any loss howsoever
arising from any use of this presentation or its contents or otherwise arising in connection therewith.
The information in this document may include forward-looking statements which are based on current expectations and projections about
future events. These forward-looking statements are subject to risks, uncertainties and assumptions about the Company and its subsidiaries
and investments, including, among other things, the development of its business, trends in its operating industry, and future capital
expenditures and acquisitions. In light of these risks, uncertainties and assumptions, the events in the forward-looking statements may not
occur. No one undertakes to publicly update or revise any such forward-looking statement. Past performance is not necessarily an
indicator of future results.
The information and opinions contained in this presentation are provided as at the date of this presentation and are subject to change
without notice.
Any forward-looking information contained herein has been prepared on the basis of a number of assumptions which may prove to be
incorrect and, accordingly, actual results may vary.
This document does not constitute an offer or invitation to purchase or subscribe for any shares or funds and no part of it shall form the
basis of or be relied upon in connection with any contract or commitment whatsoever. The information herein may not be reproduced or
published in whole or in part, for any purpose, or distributed to any other party. By accepting this document you agree to be bound by
the foregoing limitations. The units of this Fund may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should
conduct their own due diligence on the units. If you do not understand the contents of this document, you should consult an authorised
financial legal or fiscal adviser.”
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