An Educational Resource for Financial Advisors and Their Clients

Gaining Perspective on Alternative Investments

Tempering Risk in Fixed Income Portfolios
Volatility, interest-rate risk and inflation are formidable threats to any portfolio. Until recently, many investors
found refuge in the bond market. But, with traditional fixed-income yields near zero—and the threat of
rising interest rates—investors are seeking new strategies for mitigating volatility and balancing portfolio
performance. Enter senior secured loans.

Key considerations when investing in debt
Any discussion about investing in corporate debt should consider these three universal concerns:
• Default Risk: Will I be first in line to recover my money in case of a default?
• Recovery Risk: How will I recover asset value if a borrower declares bankruptcy?
• Interest-rate Risk: What if interest rates rise? Will I be locked in at lower rates?
Senior secured loans address each of these issues with characteristics that set them apart from bonds.

The fundamentals of senior secured loans:
Seniorto
toall
allother
otherdebt
debtand
and
Senior
11common
commonand
andpreferred
preferredstock
stockin
in
company’scapital
capitalstructure.
structure.
aacompany’s

Securedby
byfirst-claim
first-claimrights
rightsto
to
Secured
22the
theissuing
issuingcompany’s
company’sassets
assetsafter
after
bankruptcyand
andoften
oftencontain
contain
bankruptcy
restrictivecovenants
covenantsthat
thatfurther
further
restrictive
protectinvestor
investorinterests.
interests.
protect

33aavariable
variablebase
baserate
rate(typically
(LIBOR),

Floatingrates
ratesconsisting
consistingof
of
Floating

plus a fixed
help
ensure
LIBOR),
plus arate,
fixed
rate,
help
that income
adjustsadjusts
with rising
ensure
that income
with
interest
rates,rates,
generally
resetting
rising
interest
generally
every 30 every
or 60 days.
resetting
30 or 60 days.

Senior Secured Loans
Senior
Secured
LoansUnsecured/
Subordinated Debt
Unsecured/
Subordinated Debt
Preferred Stock
Preferred Stock
Common Stock
Common Stock

Connect with us

Gaining Perspective on Alternative Investments

Low default rates and high
recovery rates after default:
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Annual Default Rate – Senior Secured Loans3
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Unlike high-yield bonds, senior
secured loans are repaid first after
a default. Default rates average
about 2.5% and recovery rates are
more than 80 cents on the dollar
as of 12/31/2016.2
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Conclusion
Senior secured loans offer an alternative strategy for fixed income portfolios.
Default risk is mitigated by their senior priority for repayment and first-claim
rights to the borrowing company’s assets. Interest-rate risk is tempered
through floating rates that typically reset every 30 or 60 days.
Of course there’s no way to remove all investment risks—senior secured loans
have credit risk, as they are loans to lower-credit quality companies. However,
expanding your universe of investments to include senior secured loans may
provide an effective strategy for pursuing income and diversification goals.

What is AltScape?
AltScape is an educational resource to help financial advisors and their clients
expand their definition of diversification and embrace the role of alternative
investments in mitigating risk, enhancing returns and hedging inflation—to
target better portfolio outcomes.
For information, contact your financial advisor or visit provasicapital.com

This material is for educational purposes only. Neither Provasi Capital Partners LP nor its affiliates provide tax, legal or specific
investment advice. Investors should always seek the advice of their tax, legal and/or financial advisors regarding their specific situation.

Alternative investments may involve higher fees, limited liquidity and greater risks, including significant credit and valuation risk, higher volatility
and the opportunity for significant losses compared to traditional investment strategies. Alternative investments are not suitable for all investors.
Past performance is neither indicative nor a guarantee of future results. Diversification does not ensure a profit or guarantee against a loss.
About Us: Provasi Capital Partners LP offers access to specialized investment strategies through a multi-manager approach presenting
advisors and their clients with unique options for allocating capital, managing risk, and diversifying assets.
Provasi Capital Partners LP is a member of FINRA/SIPC.
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