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Credit Selection a Key for Conservative
Fixed-Income Investment
At Ascent, our approach to investment selection grows out of our primary focus on
preservation of principal. We utilize in-depth credit research to build portfolios that seek to
offer high credit quality while limiting exposure to sector and market risk. Because bonds are
not an efficient trading vehicle, we select issues that we believe will perform well throughout
the entire holding period, not just for the short-term.
In selecting individual issues for portfolios at Ascent, we:
•

Perform fundamental analysis on every security prior to buying.

•

Limit our municipal holdings to high quality issuers, typically rated ‘A’ or higher.

•

Limit taxable holdings to investment-grade issuers.

•

Do not buy solely based on ratings. Ratings can get stale and tend to adjust after
the fact to credit changes. While we review rating agency evaluations, we form our
own credit opinion on each issue.

•

Do not buy solely based on bond insurance or other enhancement programs. We
always look through credit enhancement to evaluate the underlying issuer. We only
buy issues we believe have strong stand-alone credit quality, with the enhancement
adding an extra layer of security.

•

Understand the security structure of each issue. There can be significant differences
in investor security position among different bond issues from the same issuer and
that carry identical ratings. We evaluate each issue to seek to avoid structures that
can create credit problems or may be subject to changes in market acceptance.

•

Look for relative value among comparable credits. We will always seek to select the
best credit quality for a given yield or the highest yield for a given credit rating.
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Our credit analysis incorporates both rating agency research and our own fundamental
analysis of each individual issuer. Our analytical process includes:
•

Reviewing current rating agency ratings, outlooks and published research. We
contact rating agency analysts as necessary to deepen our understanding of the
issuer’s ratings.

•

Reviewing the original offering documents to ensure a thorough understanding of
the structure of the bond issue, including the specific pledges securing the bonds
and other structural features that can enhance (or weaken) bondholder safety.

•

Reviewing current financial filings. This review ensures that the issuer is in
compliance with its continuing disclosure obligations and allows us to establish our
own opinion of its financial performance and credit characteristics.

Once we have positioned bonds in a portfolio, we conduct ongoing surveillance on all our
holdings. We do not depend solely on the rating agencies for credit monitoring. Rather, our
process includes:
•

Reviewing daily rating agency feeds for alerts on rating and outlook changes.

•

Reviewing third party research coverage on corporate bond issuers for credit
developments.

•

Updating fundamental credit analysis at least annually on all municipal
bond holdings.

•

Conducting more frequent reviews (quarterly or semi-annually) of lower-rated
credits or high profile issuers (frequent issuers or large aggregate holdings).

•

Updating a weekly surveillance watch list for municipals and corporates.

•

Preemptively selling bonds as appropriate when we see signs of credit or market
risk, whether or not there have been any rating agency actions or changes in market
trading levels.

By utilizing our credit-first approach, we are generally able to identify potentially troubled
credits before they experience significant rating or market deterioration. Our approach aims
to allow investors to largely avoid the uncertainty, and resulting market volatility, associated
with distressed credit situations like Detroit; Jefferson County, AL; San Bernardino, CA; and
Puerto Rico. While no portfolio will be immune to all potential credit events, careful selection
and ongoing monitoring can eliminate much of the credit risk in portfolios.

Brian Tournier
Director of Research
Ascent Investment Partners
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Disclosure: This newsletter is limited to the dissemination of general information pertaining to
Ascent Investment Partners, LLC’s (“Ascent Investment Partners”) investment advisory services and
general economic market conditions. The information contained herein should not be construed
as personalized investment advice, and should not be considered as a solicitation to buy or sell any
security or engage in a particular investment strategy. There is no guarantee that the views and
opinions expressed in this newsletter will come to pass.
Ascent Investment Partners is an SEC registered investment adviser with its principal place of business
in the State of Missouri. Ascent Investment Partners and its representatives are in compliance with the
current registration and notice filing requirements imposed upon registered investment advisers by
those states in which such registration or notice filing is required. Ascent Investment Partners may only
transact business in those states in which it is noticed filed, or qualifies for an exemption or exclusion
from notice filing requirements. Any subsequent, direct communication by Ascent Investment Partners
with a prospective client shall be conducted by a representative that is either registered or qualifies
for an exemption or exclusion from registration in the state where the prospective client resides.
For information pertaining to the registration status of Ascent Investment Partners, please contact
Ascent Investment Partners or refer to the Investment Adviser Public Disclosure web site
(www.adviserinfo.sec.gov). For additional information about Ascent Investment Partners, including
fees and services, send for our Disclosure Brochure using the contact information herein.
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