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Ares targets 
$200 mln for 
investments 
in CLO equity 
tranches
By Chris Witkowsky
• Ares shops $200 mln fund to invest in CLO 
 equity tranches
• Fund targets 16 pct net returns
• Seeks distressed opportunities around CLOs

  Ares Management is marketing a fund 
to invest in the equity tranches of collateral-
ized loan obligations, according to a limited 
partner who has seen the fund pitch.

Several managers are out with oppor-
tunity funds targeting equity tranches of 
CLOs that have underperformed as loan 
prices have fallen, according to a second LP 
in the market as well as data from Thomson 
Reuters IFR.

“There’s an opportunity to buy attractive 
paper at good prices,” the second LP said, 
talking in generalities and not about the 

Ares fund specifically.
CLOs consist of leveraged loans bundled 

into different levels of risk, from the top 
senior-loan level backed by collateral to 
junior, unsecured tranches, to the equity 
portion at the “bottom” of the CLO capital 
stack.

The fund, named Ares High Income 
Credit Opportunities fund, is targeting $200 
million, the first LP said. It has a three-year 
investment period, eight-year term and will 
charge a 1.5 percent management fee, the 
first LP said.

The fund will charge 18 percent carried 
interest subject to a 7 percent hurdle, the 
first LP said. It is targeting net returns of 
16 percent.

A spokesman for Ares did not return a 
call for comment.

Two opportunities have emerged around 
the equity tranches of CLOs. One is the dis-
tressed strategy, which takes advantage of 
falling loan prices that have affected the 
lower-rated debt and equity tranches of 
CLOs, IFR said in a November report. For 
example, CIFC Deerfield is raising a fund to 
invest in the equity and mezzanine portions 
of CLOs, IFR said.

Another opportunity involves CLO man-

agers raising funds to satisfy risk-retention 
rules included in the Dodd-Frank Financial 
Reform Act expected to go into effect in 
December.

The rules apply to securitizations in gen-
eral. For CLOs, the rules call for the manager 
to retain 5 percent of the CLO. Managers 
should “have skin in the game as opposed 
to, ‘hey, we’re putting together these deals 
and selling them off and if they blow up, 
that’s not my problem,’” said the second LP.

The manager’s stake can come in the 
form of 5 percent of the face value of each 
tranche of the CLO or 5 percent interest in 
the equity tranche (as long as the fair value 
is equivalent to 5 percent of the fair value 
of the whole CLO), according to a white 
paper from Gapstow Capital Partners from 
September.

Some CLO managers are seeking to estab-
lish joint-venture funds with institutional 
investors to meet the risk-retention require-
ments, the white paper said.

LEVERAGED LOANS

Ratings Wrap-Up (March 11, 2016 - March 24, 2016)
The following table lists select ratings actions on the debt of an LBO-backed company by either Moody’s Investors Service or Standard & Poor’s.

Date Company: Sponsors: Arrow: Action: Highlight: Rating 
Service

3/17/16 Carlyle Group SandRidge Energy 
Inc. = S&P raised the corporate credit rating on 

SandRidge Energy to 'CCC-' from 'D'. The 
outlook is negative.

SandRidge made the previously deferred interest 
payments on its senior notes within the 30-day 
grace period.

S&P

3/17/16 Carlyle Group Foresight Energy 
L.P. = Standard & Poor's downgraded the corporate 

credit rating on Foresight Energy to 'D' from 
'CCC-'.

Foresight deferred its interest payment and did not 
make it within the allotted grace period, due to the 
company's depressed liquidity.

S&P

3/18/16 Charlesbank Capital 
Partners; EIG Global 
Energy Partners; 
Tailwater Capital

Southcross 
Holdings 
Borrower L.P.

= Standard & Poor's lowered its corporate credit 
rating on Southcross Holdings Borrower from 
'CCC-' to 'CC'. The ratings outlook is negative.

Southcross has entered into preliminary talks with 
its investors about restructuring under Chapter 11 
bankruptcy.

S&P

3/21/16 Clayton, Dubilier 
& Rice

CHC Group Ltd ? Moody's lowered the corporate family rating on 
CHC Group to Caa3 from B2. Its rating outlook 
is negative.

CHC has very weak liquidity and as a result will 
need a debt restructuring.

Moody's

3/23/16 First Reserve 
Corporation

Templar Energy ? Standard & Poor's lowered the corporate credit 
rating for Templar Energy LLC from 'CCC-' to 
'SD'.

Templar missed an interest payment on its second 
lien term loan. It has entered into negotiations for a 
debt restructuring with its debt holders.

S&P

3/14/16 Golden Gate Capital Aspect Software 
Inc.

Moody's downgraded Aspect Software Inc.'s 
corporate family rating to Caa3 from Caa2 and 
the Probability of Default Rating to D-PD from 
Caa2-PD.

 The downgrade was prompted by Aspect's 
announcement that it had initiated Chapter 11 
bankruptcy proceedings. 

Moody's

3/15/16 Quantum Energy 
Partners

Linn Energy, LLC S&P lowered the corporate credit rating on Linn 
Energy and its subsidiary Berry Petroleum Co 
to 'D' from 'CCC'. The rating outlook is negative.

Linn Energy elected to not make an interest payment 
on its senior notes, and is expected to reorganize its 
debt under Chapter 11 bankruptcy.

S&P

3/22/16 Rank Group UCI International 
Inc.

S&P downgraded the corporate credit rating on 
UCI International to 'SD' from 'CCC'. 

UCI has entered a forebearance agreement with its 
debt holders in the event of the company defaulting.

S&P

Source: Standard & Poor’s, Moody’s Investors Service and Buyouts

ACTION ITEM

See a report on structured investments 
from Citi here: http://bit.ly/1UTBtcX




