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Seniority of assets refers to where an asset sits in the capital structure of a company and how
the asset is ranked in terms of priority of payment.
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Understanding the seniority of assets informs investors how they will fare in the event of a
company being wound up. Investors in fixed income assets, such as secured or unsecured
debt, generally rank higher in priority than shareholders. Where capital is returned, these
investors should receive their invested capital before investors in hybrid securities or shares.

SENIOR SECURED DEBT Senior debt has first priority in the case of a company’s liquidation.
FIRST O
Bank loans, first lien and bonds

SUBORDINATED SECURED DEBT = Secured debt is a loan in which the borrower pledges some assets
Second lien and mezzanine loans (such as a property) as collateral for the loan. In the event the loan is
to small companies not repaid, the creditor will seize the pledged assets to recoup monies.

SENIOR UNSECURED DEBT Senior unsecured debt has no specific collateral backing from the
Corporate bonds, credit lines, borrower.
bilateral loans

SUBORDINATED Subordinated (or unsecured) debt is lower priority than that of
UNSECURED DEBT another debt claim on the same asset. Investors in subordinated
debt, sometimes called junior debt, are paid a higher interest rate to
compensate for being ranked below senior debt but above shareholders
in the priority distribution of funds after an insolvency event.

Subordinated bank bonds
and loans
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HYBRID SECURITIES Hybrid securities are lower priority than subordinated debt but higher
Convertible bonds, contingent than equity.
capital in banks

LAST ORDINARY SHARES Shareholders have the last claim.
Equity

As shown above, regardless of the type of fixed income asset, debt is ranked above equity in the
priority of payments. Different types of fixed income assets have different rankings. Senior
secured debt has the highest priority for payment, followed by subordinated secured debt.
Secured means there is some form of security backing the asset; for example, a business loan
might be secured against a commercial building by way of a mortgage. Senior unsecured and
subordinated unsecured debts sit below secured debts in the seniority ranking, as they are not
backed by any collateral.

As debt holders are ranked higher than equity holders and are repaid first in the event of a
company’s liquidation, fixed income assets are generally considered a lower risk investment
option than equities. The seniority ranking of each asset in the capital structure can also
indicate its prices stability. The pricing of higher seniority assets such as bank loans or
corporate bonds is typically less volatile than assets which are ranked lower in the capital
structure, such as hybrid securities or shares.

The Perpetual Credit Income Trust (PCI) invests in an actively managed portfolio of credit and
fixed income assets which can be diversified by asset type, credit quality, maturity, country and
issuer. This includes a combination of investment grade assets and high yield assets (sub-
investment grade or unrated assets). The allocation to high yield assets provides the opportunity
to generate higher returns for the portfolio which can be an attractive source of income for the
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portfolio. When investing in high yield, the Portfolio Manager typically focuses on assets at the
top of the capital structure such as senior or subordinated debt under its robust, active and risk
aware investment process.

Each month, the PCI Monthly Investment Report provides a breakdown of the portfolio by
seniority, credit quality and sector. Past reports can be viewed here.

This analysis has been prepared by Perpetual Investment Management Limited (PIIML) ABN 18 000 866 535,
AFSL 234426. It is general information only and is not intended to provide you with financial advice or take
into account your objectives, financial situation or needs. You should consider, with a financial adviser,
whether the information is suitable for your circumstances. To the extent permitted by law, no liability is
accepted for any loss or damage as a result of any reliance on this information.

The information is believed to be accurate at the time of compilation and is provided in good faith. This
document may contain information contributed by third parties. PIML and PSL do not warrant the accuracy or
completeness of any information contributed by a third party. Any views expressed in this document are
opinions of the author at the time of writing and do not constitute a recommendation to act.

The product disclosure statement(PDS) for the Perpetual Diversified Income Fund issued by PIML, should be
considered before deciding whether to acquire or hold units in the fund. The PDS and Target Market
Determination can be obtained by calling 1800 022 033 or visiting our website http://www.perpetual.com.au .

No company in the Perpetual Group (Perpetual Limited ABN 86 000 431 827 and its subsidiaries) guarantees
the performance of any fund or the return of an investor’s capital. Past performance is not indicative of future
performance.

Perpetual 01:11:36 01-07-2024


https://www.perpetual.com.au/income/pci-investors/reports
https://www.perpetual.com.au/investments
https://www.perpetual.com.au/



