
In 2019, much attention has been drawn to the pending 
bankruptcy of Pacific Gas & Electric (PG&E). PG&E, 
previously rated BBB, will likely default by month end 
and therefore never become a constituent of the ICE 
BofA ML family of High Yield (HY) indices. Their $17b 
of bonds, which Penn Capital has never owned, will not 
count as additional supply for the market. This default 
was the second-largest ever “jump-to-default” bond 
event from an investment grade company without at 
least first entering the HY market. The largest such 
event was Lehman Brothers in 2008 while the third 
largest event was Enron in 2001. 

It is important to note the HY market has experienced 
net positive rating actions since the beginning of 2017 
and also in 2019. Since the beginning of 2017, the HY 
market witnessed almost $50b of net rising stars 
(face value, investment grade (IG) upgrades minus 
IG downgrades). During the first half of January 2019 
alone, three high profile rising stars were newly minted, 
including two 2006-era leveraged buyouts (LBOs). The 
largest name in the ICE BofA ML US High Yield Index 
(as of 12/31/18), HCA, had more than half of its bonds 

($13b) upgraded to IG. First Data, the second-largest 
Technology company in the index, announced it was 
being acquired by Fiserv, including $5b of debt. Finally, 
Teck Resources, the third largest Metals & Mining 
company in the index and a 2015-era fallen angel, was 
upgraded to IG.

Against a backdrop of concern in the aftermath of the 
PG&E situation, Penn Capital felt obligated to highlight 
the importance of the rating agency actions, which have 
been quite positive, not just in 2019 but also since 2017. 
According to J.P. Morgan, the issuer-weighted upgrade-
downgrade ratio has only been higher in 1996 and 2010. 
The positive rating action in the HY market is a reaction 
to past improvement in credit fundamentals, as the HY 
market rests near post-Lehman lows in total leverage 
(loans & bonds). Importantly, the PG&E situation is 
credit-specific related to a natural disaster and is not an 
indication of broad credit cycle deterioration. 

Should you have any questions or wish to discuss 
further, please contact Penn Capital at 215-302-1500 
or email info@penncapital.com. Thank you.
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Please remember that past performance may not be indicative of future results. Different types 
of investments involve varying degrees of risk, and there can be no assurance that the 
future performance of any specific investment, investment strategy, or product (including 
the investments and/or investment strategies recommended or undertaken by Penn Capital), or 
any non-investment related content, made reference to directly or indirectly contained within this 
commentary be suitable for your portfolio or individual situation, or prove successful. Comparisons to 
indices are inherently unreliable indicators of future performance. The strategies used to 
generate the performance vary from those used to generate the returns depicted in the 
benchmarks. Penn Capital makes no representation as to the methodology used to generate the 
benchmark returns.  

The subject matter contained herein has been derived from several sources believed to be reliable 
and accurate at the time of compilation, but no representation or warranty (express or implied) is 
made as to the accuracy or completeness of any of this information. The information presented herein is 
not to be used or consider ed as an offer or invitation to sell or issue or any solicitation of any offer or 
invitation to buy securities or other financial instruments, or any advice or recommendation with respect 
to such securities or other financial instruments. The views expressed herein reflect the professional 
opinions of the portfolio managers and are subject to change. Penn Capital does not accept any 
liability for losses either direct or consequential caused by the use of, or reliance upon, this information. 

Portfolio holdings may change and bonds noted may or may not be held by one or more Penn Capital 
portfolios from time to time. Transactions in such securities may be made which seemingly contradict the 
references to them for a variety of reasons, including but not limited to, liquidity to meet redemptions or 
overall portfolio rebalancing. Holdings are subject to change. A copy of Penn Capital’s current written 
disclosure statement discussing our advisory services and fees is available upon request. The ICE BofA 
Merrill Lynch US High Yield Index tracks the performance of US dollar denominated below investment 
grade rated corporate debt publicly issued in the US domestic market.

Investing in the stock market involves gains and losses and may not be suitable for all investors.

Specialists in capital 
structure investing
At Penn Capital, we believe that 
understanding a company’s entire 
capital structure is the best way to 
identify investment opportunities 
with the most value. In fact, we’ve 
found that managing bond portfolios 
makes us better equity managers, 
and vice versa. Employing a fully 
integrated credit and equity research 
process, we focus on non-investment 
grade companies in the micro to mid-
capitalization range, where we can 
take advantage of inefficient security 
pricing. We are an independent, 
employee-owned boutique based in 
Philadelphia. We forge our own ideas, 
we respect hard work, and we are 
committed to our clients, our staff 
and our community.


