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Senior Secured Bank Loans

A senior secured bank loan is a privately arranged corporate debt instrument that provides 
capital to a company (usually below investment grade) and is syndicated to a group of 
banks and institutional lenders. These loans are structured, arranged and administered by a 
commercial or investment bank—known as arrangers. Loans are typically issued in conjunction 
with leveraged buyouts, mergers or acquisitions. The company’s payment of interest and 
repayment of principal on its bank loan is usually contractually senior to any other form of 
debt or equity.

Because of the unique private nature of senior secured bank loans, they are typically 
purchased through large institutional investors. Institutional, high net worth and retail 
investors can get direct exposure to the bank loan asset class in a variety of formats—
including separate accounts, commingled institutional vehicles, leveraged and quasi-leveraged 
investment vehicles, closed-end mutual funds and open-end retail mutual funds.

I. Senior secured bank loans as a form of capital
As a form of capital, bank loans are typically: 1) senior to the claims of other creditors, 2) protected by 
performance and leverage-based covenants, and 3) secured by collateral, such as property, inventory, 
guarantees and intangibles. This conservative structure helps to minimize the downside risk if a company 
faces difficulty. Conversely, another form of capital that may be available to the company would be the 
issuance of high yield bonds. High yield bonds typically are unsecured and have a subordinated claim on the 
collateral of the company. Borrowers typically look at a number of factors when determining how to capitalize 
their firm, including the following: 

Senior Secured Bank Loans High Yield Bonds

Claim on the Assets of the Company Senior 
With a senior claim, if the company 
faces financial hardship, the senior 
secured lender has a priority claim 
which supports the higher recovery 
in the event of default.

Subordinated

All Data as of December 2009, unless otherwise stated. Source: Invesco, unless otherwise stated. All references to Invesco refer to Invesco 
Senior Secured Mangagment, Inc. 
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Senior Secured Bank Loans High Yield Bonds

Collateral Secured 
Senior secured bank loans are 
typically secured by all the 
unencumbered assets that the 
company owns.

Unsecured or Secured

Interest Rate Floating 
Interest rates are typically a fixed 
spread over a floating base rate of 
LIBOR. As LIBOR contracts reset 
every 30-90 days, the base rate 
changes. Floating interest rates are 
more attractive to investors and less 
attractive to issuers in a rising rate 
environment.

Fixed 
Interest rates are set as a fixed coupon 
and do not change over time. Issuers 
tend to favor high yield bonds in a lower 
rate environment.

Principal Repayment Amortization, Prepayments from 
Excess Cash Flow, Asset Sales and 
Debt or Equity Proceeds 
Bank loans are freely prepayable, 
offering issuers a lot of flexibility in 
using the bank loan market as a 
short-term bridge to public debt or 
equity. In contrast, issuers give up 
some of their flexibility by making 
assurances that the loan will be paid 
back from excess cash or asset sales.

At Call or Maturity with Sinking Fund 
Bonds may only be repaid at a call date 
or maturity. Bonds repaid at a call date 
typically require a premium to par.

Financial Covenants Numerous restrictive financial 
covenants 
Bank loans typically have leverage 
and cash flow covenants that protect 
the lender’s interests.

Few Covenants

Information Flow Private Information 
Access to management financial 
reports and projections which may 
include material non-public 
information.

Public Financial Reports

Transferability Generally $5 million minimum to 
core institutional investors.

$1,000 minimum

II. Asset class performance

n Lev. Loans n HY Bonds n IG Bonds n Equities

Source: Bloomberg, 2009 
Note: Where data is not shown, it was unavailable.
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The preceding chart shows the year-to-date performance of various asset classes, including senior secured 
loans, high yield bonds, equities and investment grade corporate bonds. From the chart, you can see the 
relative out performance of bank loans and high yield bonds through November 2009, reflecting the rapid 
rebound of the technical dislocation experienced in 2008. While both senior secured loans and high yield 
bonds have experienced year-to-date returns upwards of 50%, unlike more traditional duration-exposed fixed 
income assets, bank loans will allow investors to benefit from future increases in interest rates and hedge 
against inflation risks.

As reflected in the chart below, based on current yield and the forward LIBOR curve, the expected yield to 
maturity of bank loans is approximately 10.5%. Invesco views bank loans as an alternative duration hedge 
relative to more traditional fixed income asset classes.

Yield to Maturity Swapped At Forward LIBOR

5 Year Treasuries 2.17%

10 Year Treasures 3.35%

I.G. Credit 4.70%

HY Bonds 9.49%

Senior Secured Bank Loans 
 
Source: Invesco, 2009

L + 8.10% 10.55% 10.50%

III. Significance in the capital markets

               U.S.$38.5 trillion Fixed Income          U.S.$8.3 trillion Corporate Credit

Source: Bloomberg, 2009 

As reflected in the preceding diagram, the senior secured bank loan market represents a significant part of 
the outstanding market for U.S. corporate debt. Corporate debt, defined as bonds and loans to corporations, 
represents 23% of the $38 trillion fixed income market. Of corporate debt outstanding, bank loans represent 
approximately 19% of the market, nearly two times the size of the more mainstream high yield bond market.

Risks of bank loans
Bank loans are subject to the credit risk of nonpayment of principal or interest. Substantial increases in 
interest rates may cause an increase in loan defaults. Although the loans will generally be fully collateralized 
at the time of acquisition, the collateral may decline in value, be relatively illiquid, or lose all or substantially 
all of its value subsequent to investment. Bank loans are also subject to liquidity, prepayment, recovery, 
spread and call risk. Because bank loans invest mainly in investments rated below investment grade, they are 
subject to heightened credit risk. 

Money Market 10%
Asset Backed  7%

Mortgage 
Related  25%

Treasury  19%

Fed Agencies 9%

Municipals  7%

High Grade 
Bonds  16%

HY Bonds  3%

Leveraged Loans  4%

HY Bonds  11%

Leveraged Loans  19%

High Grade 
Bonds  70%
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Who is the loan investor?
There are three primary-investor constituents: 1) banks and finance companies, 2) institutional investors who 
invest in an unleveraged or leveraged format, and 3) retail investors via mutual funds.

Banks and finance companies include commercial banks, savings and loan institutions, and securities firms 
that usually provide investment-grade loans. These are typically large revolving credits that back commercial 
paper or are used for general corporate purposes or, in some cases, acquisitions. For leveraged loans, banks 
typically provide unfunded revolving credits. Finance companies have consistently represented less than 
10% of the leveraged loan market, and tend to play in smaller deals — $25 million to $200 million. These 
investors often seek asset-based loans that carry wide spreads and that often feature time-intensive collateral 
monitoring.

Institutional investors in the loan market include large pension plans, public endowments, corporate treasury 
units, insurance companies and private equity. These investors can gain access to the loan market in a 
number of ways:

1.	�Separate accounts. Separate accounts can be established for investors with customized terms and 
conditions. In order to get sufficient diversity (of obligors and industries), a typical separate account will 
have a minimum investment of $75 million.

2.	�Commingled institutional funds. Commingled funds allow investors to gain access to a diversified pool of 
bank loans with an investment less than $75 million. Liquidity and redemption are subject to the terms of 
the commingled pool.

3.	�Moderately leveraged structures. Because of the stability of the asset class, banks and investment banks 
frequently provide leverage in the form of total return swaps (TRS). Here an investor would gain access to 
the bank loan asset class by posting margin and using that margin to purchase loans in TRS format with 
anywhere from 2-5 times leverage. 

4.	�Collateralized loan obligations. Collateralized loan obligations are structured vehicles set up to hold and 
manage pools of leveraged loans. The special-purpose vehicle is financed with several tranches of debt 
(typically a ‘AAA’ rated tranche, a ‘AA’ tranche, a ‘BBB’ tranche, and a mezzanine tranche) that have rights 
to the collateral and payment stream in descending order of rating. In addition, there is an equity tranche 
that is usually not rated. CLOs are created as arbitrage vehicles that generate equity returns through 
leverage, by issuing debt 10 to 11 times their equity contribution.

Retail investors can invest in Prime Funds, which are mutual funds that invest in leveraged loans. Prime 
funds were first introduced in the late 1980s. Most of the original prime funds were continuously offered 
funds with quarterly tender periods. Managers then rolled out true closed-end, exchange-traded funds in the 
early 1990s. It was not until the early 2000s that fund complexes introduced open-ended funds that were 
redeemable each day. While quarterly redemption funds and closed-end funds had remained the standard 
through the mid-2000s as the secondary loan market developed and liquidity improved, the open-end funds 
took market share and raised their profile by mid-2009 to account for 25% or so of the loan assets held by 
mutual funds.
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Disclaimer  
Important Information 
This market update contains general information only and does not take into account individual objectives, taxation position or finan-
cial needs. Nor does this constitute a recommendation of the suitability of any investment strategy for a particular investor. It is not an 
offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any trading strategy to any 
person in any jurisdiction in which such an offer or solicitation is not authorised or to any person to whom it would be unlawful to market 
such an offer or solicitation. It does not form part of any prospectus. While great care has been taken to ensure that the information 
contained herein is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance 
thereon. 

Where Gregory Stoeckle has expressed views and opinions, these may change and are not necessarily representative of Invesco views. 
The views expressed herein do not refer to any specific Invesco product.

The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may 
not get back the full amount invested. Past performance is not a guide to future returns. Current tax levels and reliefs may change.  
Depending on individual circumstances, this may affect investment returns. As with all investments, there are associated inherent risks. 
Please obtain and review all financial material carefully before investing. Asset management services are provided by Invesco in accor-
dance with appropriate local legislation and regulations.

This document may contain statements that are not purely historical in nature but are “forward-looking statements.” These include, 
among other things, projections, forecasts, estimates of income, yield or return or future performance targets. These forward-looking 
statements are based upon certain assumptions, some of which are described herein. Actual events are difficult to predict and may 
substantially differ from those assumed. All forward-looking statements included herein are based on information available on the date 
hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated 
returns or projections can be realised, that forward-looking statements will materialise or that actual returns or results will not be materi-
ally lower than those presented.

Restrictions on Distribution
Australia
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else 
and must not be distributed to retail clients in Australia. Information contained in this document may not have been prepared or tailored 
for an Australian audience. You may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

You should note that this information:
- May contain references to dollar amounts which are not Australian dollars;
- May contain financial information which is not prepared in accordance with Australian law or practices;
- May not address risks associated with investment in foreign currency denominated investments;
- May not address Australian tax issues.

People’s Republic of China (the “PRC”)
The document contains general information only. The Interests as mentioned in this document may not be offered or sold directly or 
indirectly within the People’s Republic of China (which, for such purposes, does not include the Hong Kong or Macau Special Administra-
tive Regions or Taiwan) (the “PRC”) and this document or any information contained in this document constitute general information 
only and will not constitute an offer to sell any securities within the PRC. This document, any information contained in this document 
or the Interests as mentioned in this document have not been, and will not be, approved by, verified by or registered with any relevant 
governmental authorities in the PRC and thus may not be supplied to the public in the PRC or used in connection with any offer for the 
subscription or sale of the Interest in the PRC. This document or any information contained or incorporated by reference herein relating 
to the any Interest does not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. The Interest as men-
tioned in this document may only be offered or sold to the PRC investors that are authorised to engage in the purchase of the Interest of 
the type being offered or sold.

Investors are responsible for obtaining all relevant governmental approvals, verifications, licences or registrations from all relevant PRC 
governmental authorities, including but not limited to, the State Administration of Foreign Exchange, the China Securities Regulatory 
Commission, the China Banking Regulatory Commission, the Ministry of Commerce, the National Development and Reform Commission 
and other relevant regulatory bodies, and complying with all relevant PRC regulations, including but not limited to, any relevant foreign 
exchange regulations and/or overseas investment regulations.

Continental Europe and the UK 
Strategies mentioned are not offered or distributed by way of public offer in any jurisdiction mentioned above.  Marketing materials may 
only be distributed without public solicitation and in compliance with the private placement rules set forth in the laws, rules and regula-
tions of the jurisdiction concerned.  If investors are unsure if a strategy is suitable for them, they should seek advice from an advisor.

This publication is issued:
– �in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne,  

Victoria, 3000, which holds an Australian Financial Services Licence number 239916.
– in Austria by Invesco Asset Management Österreich GmbH, Rotenturm straße 16-18, A-1010 Wien.
– in Canada by Invesco Trimark Ltd., 5140 Yonge Street, Suite 900, Toronto, Ontario, M2N 6X7.  
– �in Dubai, by Invesco Asset Management Limited. PO Box 506499, Building 5, Level 6, The Gate Precinct, Dubai, UAE. Regulated by the 

Dubai Financial Services Authority.
– �in France by Invesco Asset Management S.A., 18, rue de Londres, F-75009 Paris, which is authorised and  

regulated by the Autorité des marchés financiers in France.



– �in Germany by Invesco Asset Management GmbH, An der welle 5, D-60322 Frankfurt am Main, which is  
authorised and regulated by the Bundesanstalt für Finanz dienst leistungsaufsicht.

– in Hong Kong by Invesco Hong Kong Limited, 32nd Floor, Three Pacific Place, 1 Queen’s Road East, Hong Kong.
– �in Japan by Invesco Asset Management (Japan) Limited, 25th Floor, Shiroyama Trust Tower 3-1, Toranomon 4-chome Minato-ku, 

Tokyo 105-6025, Japan, which holds a Japan Kanto Local finance Bureau Investment advisers licence number 306.
- �in  PRC for investors are permitted by law to receive the document  only by Invesco Hong Kong Limited, 32nd Floor, Three Pacific 

Place, 1 Queen’s Road East, Hong Kong. 
– in Singapore by Invesco Asset Management Singapore Limited, 6 Battery Road #15-02, Singapore 049909.
– in Switzerland by Invesco Asset Management (Schweiz) AG, Genfer strasse 21, CH-8002 Zürich 
– �in the UK by Invesco Asset Management Limited 30 Finsbury Square, London, EC2A 1AG, which is authorised and regulated by the 

Financial Services Authority in the UK.
– �in the United States of America by Invesco Senior Secured Management, Inc., 1166 Avenue of the Americas,  

New York, New York 10036.
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