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Following are highlights from the full quarter-end Commentary, which is available on our web site.

Equity
• The equity markets have reacted favorably post-election on the prospects that fiscal policy may help accelerate economic growth 
and lead to improved corporate earnings.  President-elect Trump made economic growth and American jobs top priorities.  Some of 
the policies he ran on during the election and continues to push post-election include: corporate tax reform, overseas cash repatriation, 
increased infrastructure spending, and a reduced regulatory burden.
• Equity returns during the fourth quarter of 2016 were characterized by sector rotation following the U.S. election, as investors 
flocked to areas that might benefit under a Republican administration, while avoiding areas that could lag or be negatively impacted.  Our 
equity strategy’s underweight position in some of the sectors that were positively impacted, especially Financials, had a negative impact on 
its relative returns during the fourth quarter.  This sector rotation significantly favored the largest sector of the Russell 3000, Financials, 
which returned positive 20.9% during the fourth quarter, due to a notable boost from higher interest rates and expectations for de-
regulation of banks.  Our equity strategy has typically not held positions in banks based on our approach of investing in companies that have 
been issuers in the high yield market, which most banks are not.  
• At the same time, sectors with more defensive characteristics or high dividend payers experienced negative returns in the fourth 
quarter, including Consumer Staples and Real Estate, which returned negative 1.9% and negative 2.9%, respectively, in the Russell 3000 
during the fourth quarter.  Healthcare was the worst performing sector in the fourth quarter, returning negative 4.3% in the Russell 3000 
due to expectations for the repeal of the Affordable Care Act, as well as potential pressure on drug pricing from Republicans.  
• While sector rotation negatively impacted our equity strategy’s relative performance during the fourth quarter, we believe that 
the companies we are invested in remain fundamentally sound.  This was highlighted by a solid earnings season, where the majority of our 
companies reported in-line or better-than-expected earnings for the third quarter. 
• We continue to target equities of companies within the U.S. equity market that we believe have catalysts from increased cash flow 
growth and balance sheet improvements that may result in multiple expansion or an increase in perceived shareholder-friendly activity.  
We believe that the companies we are choosing to invest in are well-positioned due to management teams that are focused on balance sheet 
improvement and prudent use of cash flow.  
• Many of our companies have been able to reduce interest burden and extend debt maturities due to relatively easy access to lower-
cost debt over the past few years. This has resulted in improved credit-ratings, stronger balance sheets, and better overall financial position.  
• While we have seen the equity markets shift favor between defensive sectors and cyclical sectors, we believe our strategy of finding 
stable, cash flow generating businesses with a focus on balance sheet optimization will continue to perform well over the longer term.  We 
also believe that our focus on the high yield credit market will help us to understand how best to position our equity strategy over time.
• Corporate tax reform is expected to be the most significant contributor to fiscal stimulus, as Republicans have plans to significantly 
reduce the federal corporate tax rate from 35% today to as low as 15%.  Our equity strategy has consistently favored companies based in the 
U.S., and we generally believe that corporate tax reform would have a positive impact on many of the companies in the strategy.

High Yield
• Our relatively defensive positioning across industry segments and credit ratings muted the performance of our strategy relative to 
the Barclays High Yield Index during the quarter.  
• The industry segments and ratings categories that had a negative impact on the high yield market throughout 2015 (primarily 
Energy, Basic Industry, and lower-rated), and which caused the Barclays High Yield Index to return a negative 4.47% for that year (its first 
negative calendar year return since 2008), are predominantly responsible for the relatively strong performance of the Index in 2016.
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• The two largest influencing factors for the high yield market throughout 2016 were oil prices recovering from the mid-$20 a 
barrel price in February to stabilize above $45 a barrel over the back half of the year, and continued accommodative monetary policy 
throughout much of the year.  
• Many companies actively improved their balance sheet and credit strength by reducing debt, extending debt maturities, and 
enhancing liquidity profiles throughout 2016.  The result of this was considerably less concern surrounding corporate solvency and rising 
defaults, which dramatically improved the outlook for many commodity-related and lower-rated companies compared to the end of 2015 
or early in 2016.
• We continue to target bonds of those companies that we believe will exhibit less price fluctuation should overall market 
volatility increase or should an adverse shock to underlying Treasury yields occur.  While we primarily remain positioned in relatively 
lower-duration bonds, we will continue to look to add bonds that fit our investment criteria should volatility create attractive investment 
opportunities.
• The average yield-to-worst of the JPMorgan Domestic High Yield Bond Index declined to 6.47% at the end of December from 
6.67% at the end of September and ended the year 281bps lower than the 9.28% average yield-to-worst to start the year.  The average bond 
yield spread of the Index declined to 476bps at the end of December from 558bps at the end of September and ended the year 281bps lower 
than the 757bps average bond yield spread to start the year.
• High yield new issuance was relatively steady on a monthly basis throughout the fourth quarter; although it did come at a more 
moderate pace than earlier in the year.  In total, $51.9 billion of new issuance priced during the quarter.  For the year, $286.2 billion of new 
high yield bonds priced, falling just shy of the $293.2 billion that priced during 2015.  
• In total, a mere 15.5% of issuance was used to fund acquisition/LBO activity in 2016 compared to 37.5% for all of 2015 and a yearly 
average of 19.5% from 2010-2014.  In fact, this was the lowest yearly amount since the 15.6% that comprised new issuance in 2010.  
• During the fourth quarter, nine companies defaulted on $4.88 billion of bonds (none of which we owned).  For 2016, a total of 48 
companies defaulted on $46.3 billion of bonds, the highest annual amount since 2009.  The trailing-twelve-month default rate decreased 
slightly to 3.32% from 3.49% at the end of the third quarter, but remains significantly higher than the 1.80% rate to begin 2016.  
• Credit trends, illustrated by the upgrade/downgrade ratio, showed signs of improvement during the fourth quarter, with more 
companies receiving ratings upgrades than those receiving downgrades.  This is the second consecutive quarter where credit trends 
improved, representing a stark improvement over Q1 2016, where three companies were downgraded for every one that was upgraded.  

Market Overview
• The Federal Reserve raised the Fed Funds rate once in 2016 (December) after indicating at the end of 2015 their expectation for 
three to four rate hikes throughout 2016.  At the December 2016 meeting, the Committee indicated an expectation for three rate hikes 
throughout 2017.  Interestingly, their commentary more or less assumed a status quo economy and did not factor in the potential for 
fiscal policies under the new administration to have a positive impact on economic growth which could potentially accelerate inflation 
measures.
• The hopes of fiscal stimulus through any one of a number of measures are being viewed positively for the more cyclical industries 
of the economy, commodity-oriented industries, and financial-related industries, to name a few.  In general, we believe the prospects of 
better economic growth and increased business and consumer confidence are positive for many high yield rated companies and for the 
high yield market as an asset class.  

Thank you for your continued support and investment.

December, 2016

Before investing in a Fund, carefully read about and consider the investment objectives, risks, charges, expenses, and other information 
found in the Fund prospectus.  The prospectus is available from your financial advisor, and when you call 800-437-1020 or visit www.
aquilafunds.com.
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