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F I R M  OV E RV I E W

Fixed Income Funds Category

Frost Total Return Bond Fund Core-Plus Bond

Frost Credit Fund Multi-Sector Bond

Frost Low Duration Bond Fund Short-Term Bond

Frost Municipal Bond Fund Muni National Intermediate Bond

Equity Funds Category

Frost Growth Equity Fund Large Growth Equity

Frost Value Equity Fund Large Value Equity

Frost Mid Cap Equity Fund Mid Cap Equity

 Frost Investment Advisors, LLC is a wholly owned subsidiary of Frost Bank, a bank subsidiary of Cullen/Frost 
Bankers Inc. (NYSE:CFR)

 Adviser to over $4 billion in assets under management as of June 30, 2018

 Adviser to over $3.8 billion in mutual fund assets as of June 30, 2018

 Registered with the SEC as an Investment Adviser in 2008, Part 2A of Form ADV available

 Funds managed in-house:
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Frost Credit Fund
Investment Philosophy and Process
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H I G H L I G H T S  O F  O U R  S T R AT EG Y

 Focused on domestic fixed income markets

 Actively managed portfolios combined with a traditional fixed income approach

 Uses both the securitized (CMBS, CLO, and ABS) and credit (High Yield) market sectors, which are not commoditized

 Long-term investment horizon with relatively low portfolio turnover

 Uses both Top Down and Bottom Up strategies

 Focus on relative value opportunities and the weighting of different sectors in tandem with individual security 
selection

 Employ a disciplined and transparent process using a team management approach

 Diversified portfolio of fixed income securities

 An investment philosophy that emphasizes preservation of capital during volatile markets

 Benchmarked against 50/50 Hybrid of the Bloomberg Barclays Credit and Bloomberg Barclays Corporate High Yield 
Indices
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C O M P E T I T I V E  A DVA N TA G E S
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Frost Credit Fund Typical High Yield Fund*

Style Transparent, Conservative, Prudent Uses leverage and stretches for yield

Experience
Sr. members of team average 20 years of experience.  
The team/firm has very little turnover

Varies   

Size

Nimble – Able to overweight or underweight sectors 
when suitable and longstanding relationships with 
broker/dealers allow us to secure appropriate 
allocations

Large – difficulties obtaining meaningful allocations 
in the primary market

Portfolio
Diverse – includes HY and IG corporates as well as 
Structured Products (CMBS, CLO, and ABS)

Narrow – focused exclusively on HY corporates

Investor Base Patient Fickle

*The characteristics of a “typical high yield fund” is based on senior managements’ 20 years average experience and assessment of many 
competitors in the market.



Frost Credit Fund
Portfolio Analysis
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A S S E T  S EC TO R  A L LO C AT I O N
F O R  T H E  P E R I O D  E N D I N G  J U N E  3 0 ,  2 0 1 8

Sector Frost Credit Fund Duration
Option Adjusted

Spread

Corporates 28% 4.91 251

CMBS 5% 5.00 109

ABS 32% 1.58 191

CLO 33% 0.04 397

Municipals - - -

Cash 2% 0.06 18

Source: FactSet

Sector allocations are subject to change over time.
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P O R T F O L I O  M E T R I C S
F O R  T H E  P E R I O D  E N D I N G  J U N E  3 0 ,  2 0 1 8

Frost Credit Fund Benchmark*

Coupon 5.73 5.11

Effective Rate Position Duration 2.13 5.48

Effective Rate Position Convexity 0.11 0.42

Average Maturity 5.45 8.36

Option Adjusted Spread 268 240

SEC 30 Day Yield 4.75 N/A

*50/50 Hybrid of the Bloomberg Barclays Credit and Bloomberg Barclays Corporate High Yield Indices

Portfolio metrics are subject to change over time.

8Past performance is not indicative of similar future results.

Source: Bloomberg Barclays



Frost Credit Fund
Performance
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AT T R I B U T I O N  S U M M A RY
F O R  T H E  Q U A R T E R  E N D I N G  J U N E  3 0 ,  2 0 1 8
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Sector Allocation Position Attribution Effect Relative to Benchmark

CLO Overweight Positive

ABS Overweight Positive

CMBS Overweight Positive

Corporate Underweight Positive

Rate Position Profile Attribution Effect Relative to Benchmark

Effective Duration Range 2.03 - 2.14 Positive

Credit Position Market Comments Attribution Effect Relative to Benchmark

Average Rating for the Fund: BB+

Credit experienced mixed performance 
with most rating categories recording 
negative return except single-B and CCC-
rated bonds.  Once again CCC-rated 
bonds posted the best returns.

Slightly Negative

Fund Return Benchmark Return

0.58% 0.07%



Annualized Return - (Net of Fees) Frost Credit Fund Benchmark*

Year-to-Date 1.31 -1.42

1 Year 4.10 0.98

3 Year 5.13 4.21

5 Year 5.11 4.46

Since Fund Inception (12/3/12) 4.75 3.91

Performance data quoted represents past performance. Past performance does not guarantee similar future results. The investment
performance and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or
less than their original cost and current performance may be lower or higher than the performance quoted. Expense ratio for the
Fund is: 0.71%. For performance data current to the most recent month end, please call 1-877-71-FROST (37678).

Source:  SEI

*50/50 Hybrid of the Bloomberg Barclays Credit and Bloomberg Barclays Corporate High Yield Indices

P E R F O R M A N C E  S TAT I S T I C S
F O R  T H E  P E R I O D  E N D I N G  J U N E  3 0 ,  2 0 1 8
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I N V E S T M E N T  G R A D E  ( I G )  C O R P O R AT E  C O M M E N TA R Y

 Investment Grade Corporate bonds (“IG”) had another negative total
return in 2Q18 at -0.98% and -3.27% year-to-date. IG spreads
continued to widen during the quarter (+14bps) and reached their
widest level in 18 months.

 Investors moved up in credit-quality and favored the shorter-end of
the duration curve, leading to AAs outperforming other IG credit
ratings, and 1-3 year bond maturity spreads tightening by 2 bps versus
spreads widening for intermediate and longer duration bonds.

 All IG Corporate bond sectors had negative returns for the second
quarter of the year, the same as the previous quarter. The
Transportation and Utilities sectors were two of the biggest
underperformers due to their bonds’ longer duration, followed by the
Communication sector which saw massive M&A activity resulting in
larger new issuance supply against softer demand. 2Q8 new issuance
totaled $336 billion, down -2% versus 2Q18.

 The tailwind from U.S. tax reform should continue to provide a
tailwind for corporate earnings, but as the US Treasury curve flattens
(2yr-10yr curve spread is currently less than 35 bps), concerns that
economic growth will be hindered by Fed monetary policy tightening
have grown. Also, geopolitical risk has increased given the recent
tariffs adopted by some of the major global economies. We remain
cautious on the corporate sector due to rich valuations/tight credit
spreads and a flattening yield curve. With expectations that the Fed
will continue tightening monetary policy in the midst of lower bond
yields, we remain cautious and focused on individual investment
names as we continue into a very late economic cycle.

Performance data quoted represents past performance and is not indicative of similar future results.
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H I G H  Y I E L D  C O R P O R AT E  C O M M E N TA R Y

 The High Yield Corporate sector (“HY”) finished 2Q18 with a return of
1.03%, outperforming IG and the overall US bond market. HY spreads
on an option adjusted basis widened in the quarter, to approximately
365 bps, with yields close to 6.5%.

 Investors continue to be rewarded for taking more rather than less
credit risk. “CCC” rated credits outperformed higher-rated credits with
spreads tightening 135 bps year-to-date. The “CCC” rated sector is the
only sector with lower spreads thus far in 2018. The “BB” sector was
the only HY sector that had a negative total return in 2Q18.

 HY outflows in 2Q18 slowed to $4.5 billion, with May inflows of +0.6
billion breaking the trend of 9 consecutive months of outflows. HY new
issuance for 2Q was $46 billion, with $79 billion in redemptions for a
net issuance of -$32 billion.

 Total default volume in 2Q18 was $1.05 billion, drastically down from
the previous quarter, which was the sixth largest quarterly total on
record.

 There are signs of eroding investor support for U.S. credit as demand
slows just as funding needs increase against higher borrowing costs.
2Q18 saw investors grow more cautious about HY as we continue to
move through a long economic cycle. Capital markets could be less
available for HY companies in a rising rate environment as investors
favor shorter maturities and become less willing to extend financing to
borrowers. The U.S. tax reform should continue to provide some
support for firm’s free cash flow, but geopolitical risk has increased,
with rising potential for trade wars between major nations that are part
of a global economy.

Performance data quoted represents past performance and is not indicative of similar future results.
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C O M M E R C I A L  M O R T G A G E  B A C K E D  S E C U R I T I E S  ( C M B S )  C O M M E N TA R Y

 The Commercial Mortgage-Backed Security (“CMBS”) sector returned
approximately zero in 2Q18 and -1.4% year-to-date. Some CMBS areas
of the market outside of the benchmark produced solid returns in the
quarter and thus far in the year.

 CMBS private label conduit spreads have remained relatively flat with
the exception of “BBB” rated spreads tightening by 10 bps in 2Q18.
“BBBs” are the strongest performing class for the year, with spreads
narrowing by 40bps, however the relative value compared to other
classes remains unfavorable. We may see further widening at the top
of the capital stack as investors search for opportunities in other
sectors.

 US Agency CMBS spreads widened slightly in 2Q18 across all rating
sectors.

 Year-to-date private label issuance is up (16% rise) to $40 billion so far
this year, vs. $34 billion this time last year. CRE lenders have become
more competitive against balance sheet lenders as their market share
increased than year-to-date. We are now projecting private label
issuance to reach $85 billion, but we expect half of that amount will be
single property deals.

 CRE lenders have gained market share from banks and insurance
companies at the cost of loosening underwriting standards. We have
observed that 2018 deals have a higher amount of interest-only loans,
which bears monitoring.

Performance data quoted represents past performance and is not indicative of similar future results.

Source:  Frost Investment Advisors, LLC
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A S S E T  B A C K E D  S E C U R I T I E S  ( A B S ) C O M M E N TA R Y

 The Asset-Backed Security (“ABS”) sector generally produced low returns in both
2Q2018 and for the entire 1st half of the year as rates rose across the short and
intermediate US Treasury yield curve.

 Credit spreads across the ABS sector generally remained at very low levels over
government bonds, and are relatively rich in our estimation.

 Volatility in the sector remains among the lowest across all sectors of the US
bond market.

 As two and three-year maturity US Treasury yields have increased over the past
year, ABS yield-to-maturities in the “AAA” rated category are at some of their
highest levels in over half a decade, even as credit spreads are at low levels. This
dichotomy between tight spreads and improving yields makes for an interesting
investment backdrop for ABS. With this is mind we view the higher rated bonds
in ABS as the better value across the capital stack.

 Irrespective of the low credit spreads over government bonds, this sector’s
relative valuations are improving in our view due to the general rise in yields for
the two to four year portion of the yield curve. ABS should see solid investor
sponsorship for demand for the remainder of 2018.

 We remain overweight ABS in general, but are moving up in credit in the sector,
primarily by reinvesting in higher rated securities and more opportunistically in
lower rated areas.

As of 6/30/2018

Performance data quoted represents past performance and is not indicative of similar future results.

Source:  Bloomberg Barclays Capital Data

Source:  Frost Investment Advisors, LLC



16Performance data quoted represents past performance and is not indicative of similar future results.

Source:  Morgan Stanley, the Yield Book, S&P LCD, Bloomberg

Source:  Morgan Stanley Research

C O L L AT E R A L I Z E D  L O A N  O B L I G AT I O N  ( C L O )  C O M M E N TA R Y

 Collateralized Loan Obligations (“CLOs”) outperformed in 2Q18 compared to
similarly rated corporates in IG and HY, except for the “CCC” area. Total returns
on a year-to-date basis have varied from 2.5% for “AAA” to 5% for single “B”
CLOs.

 New issue was $35 billion from 61 deals; YTD issuance of $68 billion is more than
1.3x 2017 YTD issuance.

 U.S. CLOs saw 24 refis in 2Q18 compared to 11 refis in 1Q18. Reset activity
remained very healthy at $38.4 billion on 73 deals in the second quarter of 2018
versus 47 deals the previous quarter.

 Large new issue supply, pressure from widening corporate spreads, and higher
volatility across risk markets combined to pressure CLO spreads wider. U.S. CLO
tranche spreads widened by 7 bps, 5 bps, 10 bps, 15 bps, and 65 bps across AAAs
to BBs cap stack in June.

 CLO debt investors benefitted from the continued rise in Libor and subsequent
rise in income contribution for this sector. Three month Libor rate ended 2Q18
at 2.32%, 63 bps higher since end of 2017.

 We remain overweight CLOs. This asset class has become slightly rich versus
recent history, however with our continued constructive view of the US economy
and our expectation that rates will continue to go higher in the short-term, we
view CLOs as our preferred method for obtaining floating rate exposure. We
expect most of the outperformance in this asset class, relative to other fixed
income assets, will be driven by the floating rate aspect and less by spread
tightening which the sector has experienced up to this point. We continue to
move up in the capital tranche by investing more in higher credit CLOs.
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D I S C L O S U R E

This commentary is furnished for informational purposes only and is not investment advice, a solicitation, an offer
to buy or sell, or a recommendation of any security to any person. Managers’ opinions, beliefs and/or thoughts are
as of the date given and are subject to change without notice. The information presented in this commentary was
obtained from sources and data considered to be reliable, but its accuracy and completeness is not guaranteed. It
should not be used as a primary basis for making investment decisions. Consider your own financial circumstances
and goals carefully before investing. Certain sections of this commentary contain forward-looking statements that
are based on our reasonable expectations, estimates, projections, and assumptions. Forward-looking statements
are not indicators or guarantees of future performance and involve certain risks and uncertainties, which are
difficult to predict. Past performance is not indicative of future results. Diversification strategies do not ensure a
profit and cannot protect against losses in a declining market. All indices are unmanaged and investors cannot
invest directly into an index. You should not assume that an investment in the securities or investment strategies
identified was or will be profitable.

NOT FDIC Insured • NO Bank Guarantee • MAY Lose value.



D I S C LO S U R E S

Frost Investment Advisors, LLC is registered as an investment advisor with the SEC.

To determine if a Fund is an appropriate investment for you, carefully consider the Fund’s investment objectives, risk factors,
charges and expenses before investing. This and other information can be found in the Fund’s prospectus, which may be
obtained by calling 1-877-71Frost (37678). Please read the prospectus carefully before investing.

Mutual fund investing involves risk, including possible loss of principal. In addition to the normal risks associated with investing,
investments in smaller companies typically exhibit higher volatility; international investments may involve risk of capital loss from
unfavorable fluctuation in currency values, from differences in generally accepted accounting principles or from social, economic or
political instability in other nations. Bond and bond funds are subject to interest rate risk and will decline in value as interest rates
rise. There can be no assurance that a Fund will achieve its stated objective.

Frost Investment Advisors, LLC (the “Advisor”) serves as the investment adviser to the Frost mutual funds. The Frost mutual funds
are distributed by SEI Investments Distribution Co., which is not affiliated with the Advisor or its affiliates.

Economic factors, market conditions, and investment strategies will affect the performance of any portfolio and there are no
assurances that it will match or outperform any particular benchmark.

This presentation is furnished for informational purposes only and is not investment advice, a solicitation, an offer to buy or sell, or
a recommendation of any security to any person. Opinions, beliefs and/or thoughts are as of the date given and are subject to
change without notice. The information presented in this presentation was obtained from sources considered to be reliable, but its
accuracy and completeness is not guaranteed.

Historical performance results for investment indexes and/or categories, generally do not reflect the deduction of transaction
and/or custodial charges or the deduction of an investment-management fee, the incurrence of which could have the effect of
decreasing historical performance results and therefore could be materially different from that of the portfolio. Investors cannot
invest directly in an index.

For Investment Professional Use Only – Not for Public Distribution

18



Appendix

19



20

Jeffery Elswick – Co-Chief Investment Officer, Managing Director, 
Director of Fixed Income and Senior Fund Manager (2008 – Present)
Sets and oversees the investment strategy for fixed income assets, 
manages all trading and analysis for fixed income efforts and is the 
day-to-day portfolio manager for fixed income mutual funds and other 
institutional separately managed accounts. 
Education: Texas A&M University - MS-Finance, 1995 / Texas A&M 
University - Commerce, TX - BBA-Finance and Accounting, 1993

Markie Atkission – Senior Fixed Income Trader and Research Analyst 
(2008 – Present)
Specializes in all products, including government agency bonds, 
corporate bonds, asset-backed securities including CLOs, commercial 
mortgage backs and municipal bonds.
Education: Texas Tech University - Lubbock, TX - BBA-Finance, 2006

Tim Tucker – Senior Fixed Income Research Analyst and Fund Co-
Manager (2011 – Present)
Primarily responsible for analyzing investment merits for all securities 
in the following sectors:  all investment grade and high yield corporate 
bonds, excluding financials, in the securitized segment and all 
Collaterized Loan Obligations.
Education: Southern Methodist University - Dallas, TX - BBA-Finance 
with a Minor in Statistics, 1995

Dave Tankin, CFA® – Senior Fixed Income Research Analyst and 
Portfolio Manager (2015 – Present)
Primarily responsible for managing select segregated portfolios and 
analyzing bank credits.
Education: Northwestern University’s J.L. Kellogg Graduate School of 
Management – Evanston, IL – MBA, 1986 / Northwestern University –
Evanson, IL – BA in Economics, 1982

F I X E D  I N C O M E  S E N I O R  T EA M  M E M B E R S

CFA® and Chartered Financial Analyst (CFA®) are trademarks owned by the CFA Institute.
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CFA® and Chartered Financial Analyst (CFA®) are trademarks owned by the CFA Institute.


