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the financial crisis, when only three CLOs
came to market.

Demand is being driven by investors hun-
gry for yield that cannot achieve the returns
they desire through more conventional debt

instruments, Black said. The U.S. Federal
Reserve and other central banks have used
unconventional techniques for the past sev-
eral years to drive long-term rates lower in
an effort to boost economic activity.

CLOs — packages of syndicated loan par-
ticipations that are stratified according to
their risk characteristics — benefit investors
because of their diversification, Black said.
“I don’t think any CLO saw any problematic
credit losses during the financial crisis.”

“Other segments of the securitization
market have not come back,” he noted.
Mortgage-backed securities and collateral-
ized debt obligations, which bundle retail
consumer loans, are among the categories
that remain moribund, he said.

If there is a cloud over the asset class, it
is the chance that U.S. regulators could
impose risk retention rules on CLO man-
agers, requiring them to have “skin in the
game” by holding some of their own pooled
loans as a way to discourage excessive risk-
taking. “Only a small number of managers
would be able to operate in such an environ-
ment,” the firm noted in its report.

Organizations such as the Loan
Syndications and Trading Association have
been active in trying to beat back those rule
changes to protect the vitality of the syndica-
tion business. Sister service Thomson Reuters
Loan Pricing Corp. has reported that 40 per-
cent of leveraged loans, such as those used to
finance buyout transactions, end up in CLOs.

But much of the issuance is coming from
deep-pocketed managers, including  Ares
Management , Credit Suisse Asset Manage -
ment,  Oaktree Capital  and  Blackstone GSO
Capital Partners  (see table) that might well
be able to afford to continue operations even
given the higher costs of complying with the
risk retention rules. Black said that of
Appleby’s 31 collateral management clients,
two-thirds of the firm’s deals come from the
top 10 managers.

 Fifth Street 
To Invest In
Senior Loans
By Steve Bills

• BDC manager launches senior floating rate firm
• Becomes third BDC with dual-company structure
• Has historically invested in mezzanine debt

 Fifth Street Management is moving up
the capital stack.

 Fifth Street, of White Plains, New York,
has launched a second business develop-
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Ten Largest CLOs By Value In the First Half Of 2013
Closing Date Issuer Manager Arranger Value ($M)

March 27 Ares XXVI CLO Ares UBS $940

Feb 13 Atrium IX CSAM Credit Suisse $832

Feb 6 Symphony CLO XI Symphony BAML $827

March 20 ICE 3: Global Credit CLO ICE Canyon Morgan Stanley $791

March 20 Oaktree Enhanced Income Funding Oaktree GreensLedge $759

Jan 23 Venture XII CLO MJX Jefferies $750

March 12 Sheridan Square GSO/Blackstone Wells Fargo $727

June 27 Oaktree Capital Management Oaktree Wells Fargo $655

Feb 20 OZLM Funding III Och-Ziff BAML $653

June 6 Atrium X CSAM Credit Suisse $650

Source: Appleby Global

Snapshot View on Loan Pricing and Terms:
Lincoln International

(Borrowers with less than $15mm EBITDA)
Security Type Pricing Multiples

Asset Based 
Senior

 L + 175 - 275 
 LIBOR Floor: none

 n/a

Cash Flow 
Senior

 L + 500 - 600
 LIBOR Floor: 125

 2.5x - 3.0x EBITDA

Unitranche
 L + 775 - 875
 LIBOR Floor: 125

2nd Lien Loans  Unlikely

Sub Debt
 Cash of 10.5% - 12.5%
 PIK of 1.5% - 2.5%
 All-in of 12.5% - 14.5%

Equity  Target IRR: 20.0% - 25.0%  35 - 40% of Total Capitalization

 3.5x - 4.5x EBITDA

Note:  The values presented above are based on prevailing metrics observed by Lincoln 
International in recent months; however, leverage multiples and pricing are highly 
dependent on a borrower’s credit profile and may be higher or lower than those shown 
above for certain companies.




