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Investment Grade and High Yield Debt

Corporate bonds can be divided into two categories — investment grade debt and high yield

" Investment Grade

" Rated BBB or higher and generally no or few financial covenants
" BBB

High Yield Debt

" Not rated BBB and typically extensive financial covenants
" BBB
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Advantages of Bank Loans

Typically, bank loans have more strict financial covenants

Potential waiver

" Collateral

Shorter maturity
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Bonds Holders’ Protection

The credit position of the bond holders is partially protected in various ways.

Cross-default and cross-acceleration clauses

® Cross-acceleration clauses are more common for higher-rated bond issues

Events of default trigged by insolvency of the issuer
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Bonds Holders’ Protection

The credit position of the bond holders is partially protected in various ways.

Negative pledge clause

Bankruptcy trustee’s power to void a preference

“ Borrower’s cash availability
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Disclosure Requirements

General requirements to disclose material information to investors prompts issuers to provide
some disclosure with respect to financial covenants

" Accounting requirements require specified disclosure about collateral.

® Upon issuance of bonds, the disclosure of financial covenants and collateral is fairly specific and
precise.

" The nature and extent of the disclosure provided depends upon the circumstance.

" SEC SEC

Registration statements with the SEC for bond issues include full details of the covenants and collateral. The
bank loans are not registered with the SEC.
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Agreement to Revise Loan Covenants

Generally, borrowers and bank lenders are not restricted from agreeing to modify the terms of
the bank loans

" SEC
SEC

“ If a bond issuer whose securities are registered the SEC agrees to modify the terms of bank loans
and the changes are material to investors, the changes will be disclosed in SEC filings.
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1939

Trust Indenture Act of 1939

1939

Generally, bonds issued in the public markets are covered by the Trust Indenture Act of 1939

Qualified indenture

Qualified indenture trustee
® Trustee

" The rules for appointing trustee for high yields bonds do not differ from those applicable to investment grade
bonds

“ Other requirements
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Trustee’s duties

trustee

A. U.S. indenture trustee’s duties differ before and after default.

“ trustee indenture

“ Before default, the trustee is required to perform only those duties that are specifically set forth in the
indenture.

- trustee “prudent man”( )

" After default, the indenture trustee is held to a “prudent man” standard of responsibility
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“Prudent man”( )
Prudent Man Standard

315 (c)

Section 315(c) of the Trust Indenture Act sets forth the applicable standard.

“ “The indenture trustee shall exercise in case of default such of the rights and powers vested in it by
such indenture, and to use the same degree of care and skill in their exercise, as a prudent man
would exercise or use under the circumstances in the conduct of his own affairs.”
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Conflict of interest

310 (b) trustee 10
trustee

Section 310(b) of the Trust Indenture Act sets forth ten separate conflicts of interest of an
indenture trustee that disqualify the trustee and require it to resign.

® Trustee trustee

" |Indenture trustee is trustee under another indenture for bonds issued by the same obligor unless, among other
things, each series of bonds is pari passu.

B Trustee

®  Trustee is an underwriter for the issuer

u indenture trustee

® Common control or ownership between the indenture trustee and the issuer

B Trustee

® |ndenture trustee is also a creditor of the issuer
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Conflict of interest

_ trustee 90

" In a conflicting interest arises, the trustee must within 90 days eliminate the conflict or resign, subject
to certain exceptions.
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