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Item 2.      Material Changes 
 

This document is the initial Part 2A of Form ADV:  Firm Brochure (the “Brochure”) for BSP 

CLO Management L.L.C.  Pursuant to the United States Securities and Exchange Commission’s 

(the “SEC”) requirements and rules, you will receive a summary of any material changes to this 

brochure within one hundred twenty days of the close of BSP CLO Management L.L.C.’s fiscal 

year. 

 

The Brochure may be requested at any time, without charge, by contacting BSP CLO 

Management L.L.C. at 212-588-6700.



-3-  

 

Item 3. Table of Contents 
 

Item Number Item Page 

Item 1. Cover Page ................................................................................................................... 1 

Item 2. Material Changes ......................................................................................................... 2 

Item 3. Table of Contents ......................................................................................................... 3 

Item 4. Advisory Business ....................................................................................................... 4 

Item 5. Fees and Compensation ............................................................................................... 4 

Item 6. Performance-Based Fees and Side-By-Side Management........................................... 5 

Item 7. Types of Clients ........................................................................................................... 6 

Item 8. Methods of Analysis, Investment Strategies and Risk of Loss .................................... 6 

Item 9. Disciplinary Information ............................................................................................ 18 

Item 10. Other Financial Industry Activities and Affiliations .................................................. 18 

                  Item 11. Code of Ethics, Participation or Interest in Client Transactions and Personal       

Trading ....................................................................................................................... 18 

Item 12. Brokerage Practices ................................................................................................... 31 

Item 13. Review of Accounts ................................................................................................... 32 

Item 14. Client Referrals and Other Compensation ................................................................. 32 

Item 15. Custody ...................................................................................................................... 32 

Item 16. Investment Discretion ................................................................................................ 32 

Item 17. Voting Client Securities ............................................................................................. 32 

Item 18. Financial Information. ................................................................................................ 33 

Item 19. Requirements for State-Registered Advisers ............................................................. 33 



 

 

-4- 

 

Item 4.      Advisory Business 
 

For purposes of this brochure, “Adviser” means BSP CLO Management L.L.C., a Delaware 

limited liability company established in 2019, when it was founded to serve as the investment 

adviser and collateral manager to one or more CLOs (as defined below). 
 

Background 
 

The Adviser currently has no assets under management; however, it is a related adviser under rule 

203A-2(b) under common control with an investment adviser registered with the SEC and shares 

its principal office with such investment adviser.  

 

The Adviser is a part of a global private equity and investment advisory business conducted 

through the following entities and each of their respective direct and indirect subsidiaries 

(collectively known as the “BSP Entities”) (i) BDCA Adviser, LLC, (ii) Benefit Street Partners, 

LLC, and (iii) one or more general partner entities.  

 

The Adviser shares employees and a unified compliance program with Benefit Street Partners 

L.L.C. (“BSP”).  Please see Item 11 of this Brochure for more information with respect to BSP’s 

compliance program.  

 

The Adviser provides investment management, collateral administration and supervisory services 

to the CLOs on a discretionary basis. 

 

The CLOs are neither registered under the Securities Act of 1933, as amended, nor registered 

under the Investment Company Act of 1940, as amended.  Accordingly, interests in the CLOs are 

offered exclusively to investors satisfying the applicable eligibility and suitability requirements 

either in private placement transactions within the United States (“U.S.”) or in offshore 

transactions.  No offer to sell interests in these CLOs is made by the descriptions in this Brochure.  

Please see Item 7 of this Brochure for more information with respect to the Adviser’s clients. 

 

Services 
 

The Adviser provides investment advisory services to investment vehicles, including to one or 

more collateralized loan obligation vehicles (“CLOs”), which predominantly acquire below 

investment grade leveraged loans.  The Adviser generally expects to provide investment advisory 

services to CLOs under the terms of an investment management agreement, collateral 

management agreement and/or an indenture.  Each such agreement may impose significant 

limitations on the types of securities and other investments that may be acquired by the relevant 

CLOs. 
 

As of the date of this Brochure, the Adviser has no assets under management.  The Adviser 

expects that all future assets under management will be managed on a discretionary basis. 
 

Item 5.      Fees and Compensation 

 

The Adviser or its affiliates generally receive management fees (the “Advisory Fees”) and may 

receive Incentive Allocations (as defined below) from each CLO.  Further details about certain 
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common fees and expenses are set forth below. 

 

Management Fees 
 

In respect of each CLO, the Adviser is typically paid a quarterly management fee, which is paid 

either in advance or in arrears, in accordance with each such CLO’s organizational and issuing 

documents by such CLO.  The fee is typically comprised of two components, both payable out of 

cash flow proceeds distributed by each CLO on such quarterly basis.  The first, a senior 

management fee, is paid near the top of the cash flow proceeds distribution by the CLO, generally 

ahead of investors in the CLO, based upon the specifics of each CLO’s organizational and issuing 

documents.  The second, a subordinated management fee, is paid lower in the distribution, based 

upon the specifics of each CLO’s organizational and issuing documents. 

 

The precise amount of, and the manner and calculation of, the management fees for each CLO, if 

any, is disclosed in the organizational and offering documents of such CLO at the time each 

investor invests in the CLO, or the relevant advisory agreements.  

 

Such management fees may be subject to waiver or reduction by the Adviser for certain investors 

within a CLO.  For example, the Adviser, its affiliates, certain of its principals and employees, 

and their family members and related vehicles may invest in certain of the CLOs, and 

management fees assessed on such investments are typically substantially reduced or waived 

entirely.  Certain large or strategic investors may also be eligible for a reduction or waiver of their 

fees. 
 

Other Fees and Expenses 
 

CLO investors and prospective investors in CLOs should refer to the offering documents of the 

respective CLO for detailed information with respect to the fees associated with such CLO.  The 

information contained herein is intended as a summary of such offering documents and is 

qualified in its entirety by such documents. 
 

Item 6.      Performance-Based Fees and Side-By-Side Management 
 

Certain of the CLOs and clients of the Adviser’s affiliates (“Affiliate Funds”) may pay incentive 

or performance based allocations or fees or carried interest to the Adviser or its affiliates (each, an 

“Incentive Allocation”).  The Incentive Allocation paid by a CLO is indirectly borne by investors 

in the CLO.  The Incentive Allocations received by such related persons of the Adviser conform 

with the requirements as set forth in Section 205 of the Investment Advisers Act of 1940, as 

amended (the “Advisers Act”). 
 

The precise amount of, and the manner and calculation of, the Incentive Allocation for each CLO, 

if any, is disclosed in the organizational and offering documents of each CLO or in a side letter 

thereto.  The Incentive Allocation provisions may be subject to waiver or reduction by the general 

partner or the Adviser, as applicable.  For example, the Adviser, its affiliates, certain of its 

principals and employees, and their family members and related vehicles may invest in the CLOs 

or Affiliate Funds, and the Incentive Allocation assessed on such investments will typically be 

substantially reduced or waived entirely.  In addition, all or a portion of such persons’ capital 

subscription may be made through reductions in or waiver of the Incentive Allocation payable to 
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the general partner by such CLO or Affiliate Fund in lieu of capital contributions.  Certain large 

or strategic investors may also be eligible for a reduction or waiver of their Incentive Allocation. 
 

The payment by some, but not all, CLOs and Affiliate Funds of the Incentive Allocation, and the 

payment of the Incentive Allocation at varying rates by CLOs and Affiliate Funds that pay an 

Incentive Allocation, creates an incentive for the Adviser and its affiliates to disproportionately 

allocate time, services or functions to CLOs and Affiliate Funds paying the Incentive Allocation 

or paying the Incentive Allocation at a higher rate.  Generally, this conflict is mitigated by the 

Adviser and its affiliates’ allocation procedures.  Subject to applicable investment objectives, 

guidelines and other factors, as discussed in more detail in Item 11 “Code of Ethics, Participation 

or Interest in Client Transactions and Personal Trading,” the Adviser and its affiliates generally 

allocate investment opportunities on a pro-rata basis among eligible CLOs, Affiliate Funds and 

clients based upon the current available capital of such investment vehicle.  Any Alternative 

Investment Vehicle will generally contain terms and conditions substantially similar to those of 

the CLO with respect to which it is formed, and profits and losses of an Alternative Investment 

Vehicle generally will be aggregated with those of such CLO for purposes of determining 

distributions by the CLO and the Alternative Investment Vehicle (except as may be advisable 

because of legal, regulatory or tax constraints).  

 

The payment by the CLOs of the incentive management fee may create an incentive for the 

Adviser to seek to maximize the yield on the collateral obligations relative to investments of 

higher creditworthiness.  Managing the CLOs with the objective of increasing yield, even though 

the Adviser is constrained by certain investment restrictions described in the CLOs’ 

organizational and issuing documents, could result in an increase in defaults or volatility and 

could contribute to a decline in the aggregate market value of the CLOs’ collateral obligations. 
 

Please see Item 11 below for information regarding the allocation of investment opportunities and 

how conflicts of interest are generally addressed by the Adviser.  Please also see Item 12 below 

regarding trade aggregation. 
 

Item 7.      Types of Clients 
 

The Adviser provides investment advisory services to the CLOs. 
 

The minimum investment commitments for CLOs is generally at least $250,000.   
 

Item 8.      Methods of Analysis, Investment Strategies and Risk of Loss 
 

Methods of Analysis and Investment Strategies 
 

The Adviser sources investment opportunities through both its substantial network and 

relationships with various industry participants, issuers, and sponsors and its data driven joint 

industry and sector reviews, which focuses on set priorities and price targets of debt opportunities. 

This two tiered approach leads to a comprehensive and complementary strategy for identifying 

potential new issue and secondary market investment candidates.  Generally, once a potential 

investment is identified, The Adviser, using its data driven methods will, analyze whether a 

potential opportunity is worth the investment by the Adviser through, among other factors, its 

maintained list of potential investment targets and issuers.  
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The Adviser’s Investment Committee will then build a model portfolio from the identified 

potential primary and secondary opportunities based on the investment’s availability, issuer and 

macro views, and various metrics of the target portfolio. The Adviser will ensure this model 

portfolio meets its credit view and current pricing supports inclusion, updating the model 

portfolio when necessary until target metrics are met. The Adviser will review the model portfolio 

daily to ensure investment priorities are met and will adjusting the portfolio to meet such 

priorities.  
 

As part of the investment process, the Adviser will determine the market value of the CLOs, 

generally, through the bid price determined by a nationally recognized pricing service (e.g., Loan 

Pricing Corporation, Markit Group Limited, and Bloomberg Valuation Service). If this method is 

unavailable the Adviser will determine the market value through other methods, including but not 

limited to: (1) average of the bid price from three active independent broker-dealers trading such 

asset; (2) the lower of two bid prices from three actively independent broker-dealers trading such 

asset.  
 

Every position is evaluated with respect to its expected return and the probability of loss and 

trading liquidity.  As various scenarios unfold, the Adviser monitors the relationship between 

executable exit value (where one exists) and a proprietary assessment of intrinsic value, derived 

as part of the Adviser’s investment process. 
 

The Adviser’s advisory services consist of investigating, identifying and evaluating investment 

opportunities, structuring, negotiating and making investments on behalf of the CLOs, managing 

and monitoring the performance of such investments and disposing of such investments.  Where 

CLOs acquire an influential position, the Adviser may be in a position to exercise influence over 

and add value to such investments. The CLOs may make investments in both publicly-listed and 

privately-held companies.  

Except with respect to a CLO’s organizational and issuing documents, the Adviser’s investment 

strategy is generally not subject to specific restrictions regarding the exposure of a CLO’s overall 

portfolio or investments in a single issuer or a single industry.  However, the Adviser may, from 

time to time, adopt internal guidelines regarding its exposure and such investments.  

From time to time the Adviser may cause the CLOs to invest cash held by the CLOs in temporary 

investments on a short-term basis, pending investment, distribution to investors or payments of 

expenses or other obligations of the CLOs.  Such temporary investments shall comply with the 

investment restrictions described in the CLOs’ organizational and issuing documents. 
 

Risks 
 

Investing in securities involves a substantial degree of risk.  A CLO may lose all or a substantial 

portion of its investments, and investors in the CLOs must be prepared to bear the risk of a 

complete loss of their investments. 
 

In addition, material risks relating to the investment strategies and methods of analysis described 

above, and to the types of securities typically purchased by or for the CLOs in connection with 

those strategies and methods, include the following: 
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General Economic and Market Conditions  

 

The success of a CLO’s activities is affected by general economic and market conditions, 

including, among others, interest rates, availability of credit, inflation rates, economic uncertainty, 

changes in laws and trade barriers.  These factors may affect the level and volatility of prices and 

the liquidity of a CLO’s investments.  Volatility or illiquidity could impair a CLO’s profitability 

or result in losses.  These factors also may affect the availability or cost of leverage, which may 

result in lower returns. 

 

Confidential Information 

 

The Adviser may, as a holder of loans or through its or its affiliates’ management of other clients, 

may be entitled to receive material, non-public information regarding borrowers that may limit 

the ability of a CLO, under applicable securities laws or contracts, to trade in the public securities 

of such borrowers.  To avoid some of these restrictions, the Adviser may elect not to receive such 

non-public information.  As a result, a CLO, at times, may receive less information than is 

available to the other investors in such borrower’s loan.  As a result of existing portfolio 

investments or activities on behalf of certain clients, such persons affiliated with the Adviser may 

from time to time acquire confidential information that they will not be able to use for the benefit 

of a CLO and that may restrict the ability of a CLO to acquire or dispose of investments. 

 

Non-U.S. Investments Risks 

 

Certain non-U.S. investments involve risks and special considerations not typically associated 

with U.S. investments, and investing outside the U.S. may involve greater risks than investing in 

the U.S.  These risks include, but are not limited to: (i) less publicly available information; (ii) 

varying levels of governmental regulation and supervision; (iii) the difficulty of enforcing legal 

rights in a non-U.S. jurisdiction and uncertainties as to the status, interpretation and application of 

laws; (iv) different accounting, auditing and financial reporting standards, practices and 

requirements compared to those applicable to U.S. companies; (v) fluctuations in currency 

exchange rates; (vi) the risk of nationalization or expropriation of assets or confiscatory taxation; 

(vii) social, economic and political uncertainty, including war and revolution; (viii) dependence 

on exports and the corresponding importance of international trade; (ix) greater price fluctuations 

and market volatility; (x) less liquidity and smaller capitalization of securities markets; (xi) higher 

rates of inflation; (xii) controls on, and changes in controls on, non-U.S. investment and 

limitations on repatriation of invested capital and on the CLO’s ability to exchange local 

currencies for U.S. dollars; (xiii) less extensive regulation of the securities markets; (xiv) longer 

settlement periods for securities transactions; and (xv) less developed corporate laws regarding 

fiduciary duties and the protection of investors.  Non-U.S. markets may be smaller, less liquid, 

and subject to greater influence by adverse events generally affecting the market.  Brokerage 

commissions and other transaction costs on securities exchanges in non-U.S. countries are 

generally higher than in the U.S.  Non-U.S. securities settlements may in some instances be 

subject to delays and related administrative uncertainties. 

 

Non-U.S. Currency and Exchange Risks 
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To the extent that a CLO directly or indirectly holds assets in local currencies in countries outside 

the U.S., the CLO will be exposed to a degree of currency risk that may adversely affect 

performance.  The investments of a CLO that are not denominated in the U.S. dollar are subject to 

the risk that the value of a particular currency will change in relation to one or more other 

currencies.  Among the factors that may affect currency values are trade balances, the level of 

short-term interest rates, differences in relative values of similar assets in different currencies, 

long-term opportunities for investment and capital appreciation and political developments.  

Officials in foreign countries may from time to time take actions in respect of their currencies that 

could significantly affect the value of a CLO’s assets denominated in those currencies or the 

liquidity of such investments.  For example, a foreign government may unilaterally devalue its 

currency against other currencies, which would typically have the effect of reducing the U.S. 

dollar value of investments denominated in that currency.  A foreign government may also limit 

the convertibility or repatriation of its currency or assets denominated in that currency.  

 

A CLO is generally not obligated to engage in any currency hedging operations, and there can be 

no assurance as to the success of any hedging operations that a CLO may implement.  To the 

extent a CLO enters into currency hedging operations, a CLO may incur costs related to such 

hedging arrangements, which may be undertaken in exchange-traded or over-the-counter contexts, 

including futures, forwards, swaps, options and other instruments. 

 

Lack of Diversification 

 

A CLO may not be highly diversified.  The organizational and issuing documents of each CLO 

will identify the ability to, and restrictions on, diversification in the CLO’s investments.  The 

CLOs are fully invested in the credit markets with most of the exposure coming from the 

leveraged loan market.  As such, the CLOs have a high concentration of their respective portfolios 

invested in a single asset class.  Lack of diversification would expose a CLO to losses 

disproportionate to market declines in general or to the negative consequences of a single 

corporate, economic, political or regulatory event if there were disproportionately greater adverse 

price movements in the particular investments held by a CLO. 

 

Nature of Investments 

 

The CLOs invest in collateral obligations consisting at the time of acquisition of predominantly 

bank loans and other debt instruments, all of which have greater credit and liquidity risk than 

investment grade sovereign or corporate bonds or loans.  Such collateral is subject to credit, 

liquidity and interest rate risks.  The lower rating of below investment grade collateral reflects a 

greater possibility that adverse changes in the financial condition of an issuer or borrower or in 

general economic conditions or both may impair the ability of the relevant borrower or issuer, as 

the case may be, to make payments of principal or interest. 

 

Valuation of Illiquid Assets 

 

The process of valuing securities for which reliable market quotations are not available is based 

on inherent uncertainties, and the resulting values may differ from values that would have been 

determined had an active market existed for such securities and may differ from the prices at 

which such securities may ultimately be sold.  Third-party pricing information may at times not 
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be available regarding certain of a CLO’s assets. 

 

Counterparty Risk 

In general, CLOs typically have little counterparty risk as a result of their structures.  However, a 

CLO is subject to the risk of the inability of any counterparty (including custodians) to perform 

with respect to transactions, whether due to insolvency, bankruptcy or other causes. 

Custodial Risk 

One or more banks or broker-dealers may act as custodians for certain assets of a CLO.  Custodians 

could provide certain clearing, including prime brokerage, margin financing or other financing 

facilities in addition to custodial functions.  If a custodian were to become insolvent, a CLO would, 

in respect of financial assets credited to securities accounts and held in street name, have only rights 

in common with other customers of the custodian and would not have ownership of, or rights with 

respect to, any specific financial assets maintained by the custodian.  If any custodian has 

insufficient financial assets to satisfy all of its customers and its secured creditors, a CLO could 

suffer losses. Furthermore, if a CLO uses a broker-dealer as custodian (or prime broker), the 

bankruptcy of such custodian might have a greater adverse effect on a CLO than would be the case 

if the CLO used a bank as custodian.  This is because, subject to certain limitations, a broker 

generally has the ability to loan, pledge, and rehypothecate the securities in its customers’ accounts, 

as is typical market practice, and therefore may have insufficient assets to meet all of its obligations 

to “customers” in the event of insolvency of the broker-dealer.  Even if a custodian has sufficient 

assets to meet all “customer” claims, there may be a substantial delay in proceedings against a 

custodian and the assets of a CLO could become substantially impaired during such proceedings.  

With respect to assets held with custodians outside of the U.S., a CLO’s assets could be subject to 

laws and regulations that are less favorable to a CLO than those of the U.S. (including with respect 

to the priority of any claims that a CLO may have upon a bankruptcy, insolvency or liquidation of 

any custodian, which may result in a CLO being an unsecured creditor of such custodian rather than 

having a priority “customer” claim).  Placement of a custodian in bankruptcy or similar proceeding 

outside of the U.S. could result in a great deal of uncertainty as to the status of assets or the ultimate 

recovery, if any, of such assets held by such custodian. 

SEC rules require the prime brokers to maintain physical possession and control of fully paid 

securities held in a CLO’s account and to establish certain reserves for the benefit of customers. 

In order to manage the risks associated with prime broker insolvency, a CLO may establish 

relationships with multiple prime brokers.  However, a CLO may not be able to identify potential 

solvency concerns with respect to a CLO’s prime brokers or to transfer assets from one prime 

broker to another prime broker in a timely manner. 

A CLO may change the brokerage arrangements described above at any time without notice. 

There are likely to be operational and other delays associated with changes in prime brokerage 

arrangements. 
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Credit Risk 

A CLO’s investments will generally be subject to credit risk.  “Credit risk” refers to the likelihood 

that an issuer will default in the payment of principal and/or interest on an instrument, in which case 

a CLO may lose some or all of its investment in that instrument, subject a CLO to loss.  Financial 

strength and solvency of an issuer are the primary factors influencing credit risk.  In addition, 

subordination, lack or inadequacy of collateral or credit enhancement for a debt instrument may 

affect its credit risk.  Credit risk may change over the life of an instrument and securities which are 

rated by rating agencies are often reviewed and may be subject to downgrade.  A significant 

downturn in the economy or a particular economic sector could have a significant impact on the 

business prospects of the companies to which a CLO is invested and their ability to comply with 

their loan repayment obligations, or their ability to refinance such obligations. 

Primarily all of the assets owned by the CLOs are rated below investment grade.  Obligors of 

below investment grade debt obligations may be highly leveraged and may not have available to 

them more traditional methods of financing or may not be able to refinance their debt obligations.  

Leveraged loans have historically experienced greater default rates than has been the case for 

investment grade securities.  There can be no assurance as to the levels of defaults and/or 

recoveries that may be experienced on the collateral obligations, and an increase in default levels 

could adversely affect the performance of the CLO, and thus, the return to investors in the CLO.  

A non-investment grade loan or other debt obligation is generally considered speculative in nature 

and may go into default.  Such a defaulted obligation may become subject to either substantial 

work out negotiations or restructuring, which may entail, among other things, a substantial 

reduction in the interest rate, a substantial write-down of principal, and a substantial change in the 

terms, conditions and covenants with respect to such defaulted obligation.  In addition, such 

negotiations or restructuring may be quite extensive and protracted over time and therefore may 

result in substantial uncertainty with respect to the ultimate recovery on such defaulted obligation.  

The liquidity for defaulted obligations may be limited, and to the extent that defaulted obligations 

are sold, it is highly unlikely that the proceeds from such sale will be equal to the amount of 

unpaid principal and interest thereon. 

It is expected that many of the CLO’s investments will be loans that do not have financial 

covenants.  The lack of inclusion of financial covenants binding upon the borrowers of such 

investments may impact the liquidity, price volatility and ability to restructure these loans, which 

could ultimately result in an increase in default levels that could adversely affect the performance 

of the CLO, and thus, the return to investors in the CLO. 

Collateral Obligation Performance Risk 

 

In the past, negative economic trends nationally as well as in specific geographic areas of the U.S. 

have resulted in an increase in loan defaults and delinquencies.  Though levels of defaults and 

delinquencies have decreased from past peak levels, there is a material possibility that economic 

activity in the future will be volatile or will slow, and some obligors may be significantly and 

negatively impacted by negative economic trends.  A decreased ability of obligors to obtain 

refinancing (particularly as high levels of required refinancing approach) may result in economic 

decline that could delay future economic recoveries and cause deterioration in loan performance 

generally. 
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To the extent that certain enumerated events occur under CLO’s organizational and issuing 

documents, the CLO’s investments may be liquidated more rapidly than would otherwise be 

desirable.  This may cause the CLO to incur losses that might not otherwise have occurred but for 

the timing and nature of such liquidation. 

 

The CLO’s investments are expected to primarily consist of loans that are either balloon loans or 

bullet loans.  Balloon and bullet loans involve a greater degree of risk than other types of 

transactions because they are structured to allow for either small (balloon) or no (bullet) principal 

payments over the term of the loan, requiring the obligor to make a large final payment upon the 

maturity of the loan.  The ability of such borrower to make this final payment upon the maturity of 

the loan typically depends upon its ability either to refinance loan prior to maturity or to generate 

sufficient cash flow to repay the loan at maturity.  The ability of any obligor to accomplish any of 

these goals will be affected by many factors, including the availability of financing at acceptable 

rates to such obligor, the financial condition of such obligor, the marketability of the collateral (if 

any) securing such loan, the operating history of the related business, tax laws and the prevailing 

general economic conditions.  Consequently, such borrower may not have the ability to repay the 

loan at maturity, and the CLO could lose all or most of the principal of the loan. 

 

Credit and Market Risks 

 

A CLO’s investments will entail normal credit risks and market risks (e.g., the risk that certain 

market factors will cause the value of the instrument to decline). 

 

To the extent that a CLO invests in bank loans and other debt instruments, the value of a CLO 

may fluctuate less significantly as a result of interest rate changes than would a portfolio of fixed-

rate obligations.  A CLO that invests in bank loans may still be subject to fluctuations due to 

changes in an issuer’s credit quality.  In addition, because interest rates on bank loans only reset 

periodically and may not perfectly correlate with prevailing interest rates, during such time as the 

interest rate of a loan is fixed, such loan may be subject to the same fluctuations due to interest 

rate changes as fixed-rate obligations of similar duration.  Also, a default on a loan that is held by 

a CLO or a sudden and extreme increase in prevailing interest rates may cause a decline in the 

value of a CLO’s assets. 

 

Prepayment Risk  

 

Some of the terms of loans acquired by a CLO may be subject to early prepayment options or 

similar provisions which, in each case, could result in a CLO realizing such loans earlier than 

expected, sometimes with no or a nominal prepayment premium.  This typically happens when 

there is a decline in interest rates, when the portfolio company’s improved credit or operating or 

financial performance allows the refinancing of certain classes of debt with lower cost debt or when 

the general credit market conditions improve.  In the event a CLO receives proceeds from an 

investment earlier than it had anticipated, a CLO is often permitted to reinvest such proceeds, but 

there is no assurance that a CLO will be able to reinvest such proceeds even where they are received 

during such CLO’s reinvestment period.  On occasion, a CLO’s inability to reinvest such proceeds 

will materially affect the performance of a CLO.  
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Reinvestment Risk  

 

Subject to certain limitations, each CLO may generally reinvest any proceeds from its investments 

for a certain period following the closing date of such CLO.  The objective of such reinvestment 

capability is to provide ongoing additional capital to potentially increase the total return from the 

investments to such CLO’s investors.  However, if the proceeds of a CLO’s investments are 

reinvested, its investors’ capital will continue to be subject to the risk of loss for a longer period of 

time.  If reinvested proceeds are lost, such loss would offset at least a portion of any gains that may 

have been realized from prior investments of such CLO, and it is possible that any such loss could 

exceed any such prior gains, thereby resulting in a possible loss of at least a portion of the amounts 

invested in the CLO by its investors. 

 

Widening of Credit Spreads Risk 

For reasons not necessarily attributable to any of the risks set forth herein, the prices of the 

securities and other financial assets in which a CLO invests may decline substantially.  In particular, 

purchasing assets at what may appear to be “undervalued” levels is no guarantee that these assets 

will not be trading at even lower levels at a time of valuation or at the time of sale. 

Financial Market Fluctuations 

General fluctuations in the market prices of securities may affect the value of the investments held 

by a CLO.  Instability in the securities markets will also likely increase the risks inherent in a 

CLO’s investments.  There is no guarantee that ordinary and prudent precautions for natural and 

other disasters will provide an effective connection between the Adviser and markets in the event 

of large-scale disruptions in the U.S. or, alternatively, in the countries where the Adviser executes 

trades. 

Lack of Liquidity in Markets 

The markets for many securities and other investments in which a CLO is invested may be thinly 

traded from time to time.  This lack of liquidity and market depth could disadvantage a CLO, both 

in the realization of the prices which are quoted and in the execution of orders at desired prices or 

in desired quantities.  Also, domestic and international securities exchanges and the SEC and 

other regulatory authorities have the authority to suspend trading in a particular security without 

notice. 

Potential for Insufficient Investment Opportunities; Competition 

The success of certain CLOs will depend, in part, on such CLO’s ability to make investments on 

advantageous terms.  The business of investing in debt investments is highly competitive.  Market 

competition for investment opportunities includes traditional lending institutions, including 

commercial and investment banks, as well as a growing number of non-traditional participants, such 

as hedge funds, private equity funds, mezzanine funds, and other private investors, as well as 

business development companies (“BDCs”), and debt-focused competitors, such as issuers of CLOs 

and other structured loan funds.  Some of these competitors may have access to greater amounts of 

capital and to capital that may be committed for longer periods of time, access to larger research 

staff or other resources, or may have different return thresholds than a CLO, and thus these 

competitors may have advantages not shared by such CLO.  In addition, competitors may have 
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incurred, or may in the future incur, leverage to finance their debt investments at levels or on terms 

more favorable than those available to a CLO.  Although the Adviser has been successful in 

locating investments in the past, a CLO may be unable to find a sufficient number of attractive 

opportunities to meet its investment objectives or deploying all of its available capital.  Increased 

competition for, or a diminishment in the available supply of, qualifying investments could result in 

lower returns on such investments. 

Market Disruption and Geopolitical Risk 

 

A CLO is subject to the risk that war, terrorism, and related geopolitical events may lead to 

increased short-term market volatility and have adverse long-term effects on the U.S. and world 

economies and markets generally, as well as adverse effects on issuers of securities and the value 

of a CLO’s investments.  These events, as well as other changes in U.S. and non-U.S. economic 

and political conditions, also could adversely affect individual issuers or related groups  of 

issuers, securities markets, interest rates, credit ratings, inflation, investor sentiment and other 

factors affecting the value of a CLO’s investments.  

 

Cash and Other Investments 

A CLO may invest all or a portion of their assets in cash or cash items for investment purposes, 

pending other investments or as a provision of margin for derivatives contracts.  These cash items 

must be of high quality at the time of investment and must comply with the CLO’s organizational 

and issuing documents.  While investments in cash items generally involve relatively low risk 

levels, they may produce lower than expected returns, and could result in losses.  Investments in 

cash items and money market funds may also provide less liquidity than anticipated by a CLO at the 

time of investment. 

 

Interest Rate Risk 

“Interest rate risk” refers to the risks associated with market changes in interest rates.  Interest rate 

changes may affect the value of a debt instrument indirectly (especially in the case of fixed rate 

securities) and directly (especially in the case of instruments whose rates are adjustable).  In 

general, rising interest rates will negatively impact the price of a fixed rate debt instrument, and 

falling interest rates will have a positive effect on price.  Adjustable rate instruments also react to 

interest rate changes in a similar manner although generally to a lesser degree (depending, however, 

on the characteristics of the reset terms, including the index chosen, frequency of reset and reset 

caps or floors, among other factors).  Interest rate sensitivity is generally more pronounced and less 

predictable in instruments with uncertain payment or prepayment schedules.  This risk will be 

greater for long-term securities than for short-term securities.  The Adviser may attempt to 

minimize the exposure of the portfolios to interest rate changes through the use of interest rate 

swaps, interest rate futures and/or interest rate options.  However, there can be no guarantee that 

the Adviser will be successful in fully mitigating the impact of interest rate changes.  

Furthermore, when interest rates rise, repayments of fixed income securities may occur more 

slowly than anticipated, extending the effective duration of these fixed income securities at below 

market interest rates and causing their market prices to decline.  This may cause the values of 

securities held by a CLO to be more volatile. 

 



 

 

-15- 

 

Non-Disclosure of Positions 

In an effort to protect the confidentiality of its positions, certain CLOs generally will not disclose 

all of their positions to their investors on an ongoing basis, although the Adviser, in its sole 

discretion, may permit such disclosure on a select basis to certain investors, if it determines that 

there are sufficient confidentiality agreements and procedures in place. 

 

Business and Regulatory Risks of Private Investment Funds 

Legal, tax and regulatory changes could occur during the term of a CLO that may adversely affect 

such CLO.  The regulatory environment for private investment funds and their investment advisers 

is evolving, and changes in the regulation of private investment funds or their investment advisers 

may adversely affect the value of investments held by a CLO and the ability of a CLO to obtain the 

leverage it might otherwise obtain or to pursue its trading strategies.  Additionally, changes in 

regulation may make it prudent to restructure one or more CLOs, and the CLOs will bear the cost 

of any such restructuring.  In addition, the securities and futures markets are subject to 

comprehensive statutes, regulations and margin requirements.  The SEC, other regulators and self-

regulatory organizations and exchanges are authorized to take extraordinary actions in the event of 

market emergencies.  The regulation of derivatives transactions and funds that engage in such 

transactions is an evolving area of law and is subject to modification by government and judicial 

action.  In addition, regulators are increasingly considering the role of non-bank lenders.  There is 

no guarantee that laws and regulations applicable to non-bank lenders will not change in a manner 

that adversely affects a CLO, including the ability of a CLO to originate loans or otherwise restrict a 

CLO’s activities in this regard, or otherwise restrict or materially increase the cost of business to a 

CLO of pursuing all potential investment strategies and options.  

Cybersecurity Risks 

The Adviser, the CLOs’ service providers and other market participants increasingly depend on 

complex information technology and communications systems to conduct business functions.  

These systems are subject to a number of different threats or risks that could adversely affect the 

CLOs and their investors, despite the efforts of the Adviser and the CLOs’ service providers to 

adopt technologies, processes and practices intended to mitigate these risks and protect the security 

of their computer systems, software, networks and other technology assets, as well as the 

confidentiality, integrity and availability of information belonging to the CLO and its investors.  For 

example, unauthorized third parties may attempt to improperly access, modify, disrupt the 

operations of, or prevent access to these systems of the Adviser, the CLOs’ service providers, 

counterparties or data within these systems.  Third parties may also attempt to fraudulently induce 

employees, customers, third-party service providers or other users of the Adviser’s systems to 

disclose sensitive information in order to gain access to the Adviser’s data or that of the CLOs’ 

investors.  A successful penetration or circumvention of the security of the Adviser’s systems could 

result in the loss or theft of an investor’s data or funds, the inability to access electronic systems, 

loss or theft of proprietary information or corporate data, physical damage to a computer or network 

system or costs associated with system repairs.  Such incidents could cause a CLO, the Adviser or 

their service providers to incur regulatory penalties, reputational damage, additional compliance 

costs or financial loss.  In addition, the Adviser may incur substantial costs related to forensic 

analysis of the origin and scope of a cybersecurity breach, increased and upgraded cybersecurity, 

identity theft, unauthorized use of proprietary information, adverse investor reaction or litigation. 
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Similar types of operational and technology risks are also present for the companies in which the 

CLOs invests, which could have material adverse consequences for such companies, and may 

cause the CLOs’ investments to lose value. 

 

United Kingdom’s Exit from European Union (“Brexit”) 

On June 23, 2016, the people of the United Kingdom (“UK”) voted in a referendum to leave the 

European Union (“EU”).  As at the date of this brochure, there has been no change in the status of 

the UK as a member of the EU.  The only method of withdrawal is via Article 50 of the Treaty of 

the EU, which itself provided for a period of two years during which the terms of the UK’s 

ongoing relationship with the EU would be negotiated.  The Article 50 procedure was triggered 

by the UK government giving notice on March 29, 2017, and was extended until January 31, 2020 

(subject to any transitional arrangements or extensions which may be agreed, or any withdrawal 

by the UK of its Article 50 notice).  The UK government has reached agreement with the other 

EU member states on a Withdrawal Agreement and on a Political Declaration setting out the 

Framework for the Future Relationship between the European Union and the UK, subject to 

(amongst other things) approval by the UK parliament and the enactment of UK legislation to 

implement the agreement, and approval by the European parliament and council of the EU.  If an 

EU/UK agreement is not approved and the necessary legislation not enacted before the Article 50 

extended notice expires on January 31, 2020, the default position is for the UK to leave the EU 

without any agreement in place. 

Depending on the nature of the future relationship between the UK and the EU, the CLOs may be 

subject to different rules and requirements with respect to their fund management business when 

the UK ceases to be a member of the EU.  Brexit may also have an adverse effect on the tax 

treatment of the CLOs and their portfolio investments.  In particular, the EU Directives 

preventing withholding taxes being imposed on intragroup dividends, interest and royalties may 

no longer apply to payments made into and out of the UK, meaning that the UK’s double tax 

treaty network will need to be relied on.  Not all double tax treaties fully eliminate withholding 

tax.  Further, there may be changes to the operation of Value-Added Tax.  While the most 

immediate impact of Brexit will likely be related to changes in market conditions, the 

development of new regulatory regimes and parallel competition law enforcement may have an 

adverse impact on the CLOs and the CLOs’ transactions, particularly those occurring in, or 

impacted by conditions in, the UK and Europe. 

U.S. Federal Income Tax Reform  

Major tax reform legislation has been passed by Congress commonly known as the Tax Cuts and 

Jobs Act (the “Tax Reform Act”), and President Trump has signed the Tax Reform Act into law.  

Among the numerous changes included in the Tax Reform Act are (i) a permanent reduction to 

the corporate income tax rate, (ii) a partial limitation on the deductibility of business interest 

expense, (iii) a new maximum tax rate for individuals receiving certain business income from 

“pass-through” entities, (iv) a partial shift of the U.S. taxation of multinational corporations from 

a tax on worldwide income to a territorial system (along with a transitional rule which taxes 

certain historic accumulated earnings and rules which prevent tax planning strategies which shift 

profits to low-tax jurisdictions) and (v) the suspension of certain miscellaneous itemized 

deductions, including deductions for investment fees and expenses, until 2026.  The impact of the 
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Tax Reform Act on an investment in the CLO is uncertain.  Prospective investors should consult 

their own tax advisors regarding potential changes in tax laws. 

Projections 

A CLO may rely upon projections, forecasts or estimates developed by the Adviser and its affiliates 

or a company in which a CLO is invested concerning the company’s future performance and cash 

flow.  Projections, forecasts and estimates are forward-looking statements and are based upon 

certain assumptions.  Actual events are difficult to predict and beyond a CLO’s control.  Actual 

events may differ from those assumed.  Some important factors which could cause actual results to 

differ materially from those in any forward-looking statements include changes in interest rates; 

loan pricing; leverage levels; loan structures; credit agreement terms; prepayment rates; timing of 

acquiring additional assets for a CLO; exchange rates or default or recovery rates or timing; 

mismatches between the timing of accrual and receipt of proceeds from a CLO’s assets; domestic 

and foreign business, market, financial or legal conditions; differences in the actual allocation of a 

CLO’s investments among asset groups from that described herein; the degree to which a CLO’s 

investments are hedged and the effectiveness of such hedges, among others.  There can be no 

assurance that certain of the CLOs’ estimated returns or projections can be realized or that actual 

returns or results will not be materially lower than those estimated therein. 

Valuation 

There are significant uncertainties regarding the interpretation and application of the Tax Act.  

While additional guidance on the Tax Act is expected, the timing, scope and content of such 

guidance are not known.  Changes to the Code made by the Tax Act and any further changes in 

tax laws or interpretation of such laws may be adverse to a CLO and their investors.  In addition, 

although not free from doubt, the Tax Act subjects allocations of income and gain in respect of 

entitlements to carried interest and gain on the sales of profits interests in certain partnerships 

realized in taxable years beginning after December 31, 2017 to higher rates of U.S. federal 

income tax than under prior law in certain circumstances.  Significant uncertainties remain 

regarding the application of the provisions of the Tax Act that affect the taxation of carried 

interest.  Enactment of this legislation could cause the Adviser’s investment professionals to incur 

a material increase in their tax liability with respect to their entitlement to carried interest.  This 

might make it more difficult for the Adviser to incentivize, attract and retain these professionals, 

which may have an adverse effect on the Adviser’s ability to achieve the investment objectives of 

a CLO.  In addition, this can create a conflict of interest as the tax position of the Adviser may 

differ from the tax positions of a CLOs and/or the investors in a CLOs and therefore, these rules 

may have an additional impact on the investment decisions made by a CLOs, including with 

respect to decisions on the timing and structure of dispositions and whether to pursue other 

realization events during the holding period of an investment such as non-liquidating 

distributions.  For example, the tax law gives the Adviser an incentive to cause a CLO to hold an 

investment for longer than three years in order to obtain lower tax rates on carried interest gains 

even if there are attractive realization opportunities earlier than three years. 

 

Reliance on Certain Third Parties 

 

CLOs are dependent upon their service providers, such as the trustees, directors, custodians and 
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administrators of the CLOs.  Errors are inherent in the operations of any business (including the 

business of the CLOs), and although the Adviser has adopted measures to prevent and detect 

errors by, and misconduct of, service providers, and to transact with service providers it believes 

to be reliable, such measures may not be effective in all cases.  Errors or misconduct by such 

service providers could have a material adverse effect on the CLOs. 

 

Item 9.      Disciplinary Information 
 

There are no legal or disciplinary events that are material to a Client’s (or investor’s) or a 

prospective Client’s (or investor’s) evaluation of the Adviser’s advisory business or the integrity 

of the Adviser’s management. 

Item 10.    Other Financial Industry Activities and Affiliations 
 

Affiliated Adviser 
 

The Adviser is affiliated with the investment advisers listed below. 
 

 Benefit Street Partners L.L.C.: a U.S. registered investment adviser with the SEC. 

 BDCA Adviser, LLC: a U.S. registered investment adviser with the SEC. 
 

Clients of the Adviser may from time to time participate in transactions alongside other clients of 

the Adviser or clients of an affiliated adviser.  Certain employees and management persons of the 

Adviser are also listed as principals or registered as associated persons of the Adviser’s affiliates 

in connection with BSP’s registration as a CPO and as a CTA, and membership with the NFA. 
 

The Adviser is indirectly controlled by BSP, a subsidiary of Franklin Resources, Inc., a global 

investment management organization (together with its affiliated advisers (but excluding the 

Adviser), referred to in this section as “Franklin Templeton”).  Franklin Templeton is operated 

and managed separately from the Adviser, and Franklin Templeton does not have any 

involvement in the day to day investment operations of the Adviser.  The Adviser does not 

coordinate investment activities with Franklin Templeton, but does consult with Franklin 

Templeton regarding certain compliance related policies and procedures.  All recommendations 

and allocations of investment opportunities are made by the Adviser independent of Franklin 

Templeton. 

 

For a description of material conflicts of interest created by the relationship among the Adviser 

and the affiliated advisers, as well as a description of how such conflicts are addressed, please see 

Item 11 below. 
 

Item 11. Code of Ethics, Participation or Interest in Client Transactions and Personal 

Trading 
 

Code of Ethics 
 

The Adviser’s Code of Ethics requires each of the Adviser’s employees to deal honestly and fairly 

with all persons with whom he or she has contact.  The Code of Ethics is designed to comply with 

Rule 17j-1 of the Investment Company Act and Rule 204A-1 of the Advisers Act.  Employees at 
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all times must place the interests of the CLOs and their investors first.  Employees are required to 

conduct their personal trading so as to avoid any actual or potential conflicts of interest or any 

abuse of a position of trust or responsibility.  Moreover, employees may not take inappropriate 

advantage of their positions.  The Code of Ethics includes policies regarding personal trading by 

the Adviser’s employees and members of their immediate families.  These policies limit personal 

trading by employees in a wide range of securities, including common and preferred stock, debt 

instruments, securities that are convertible or exchangeable for equity or debt securities, 

derivative instruments, and shares of closed-end investment companies registered under the 

Investment Company Act and business development companies.  Employees must report every 

account in which they have a direct or indirect beneficial interest, other than personal savings or 

checking accounts that are not able to hold securities of any type, and have copies of periodic 

account statements sent by their broker(s) to the Adviser’s compliance department.  In addition, if 

they directly or indirectly influence or control trading in the account, they must pre-clear covered 

securities transactions with the Adviser’s compliance department. 
 

A copy of the Code of Ethics is available to any client or prospective client upon request by 

calling Alexander H. McMillan at 212-588-6712 or by writing to Mr. McMillan, Chief 

Compliance Officer, BSP CLO Management L.L.C., 9 West 57th Street, Suite 4920, New York, 

New York 10019. 
 

Participation or Interest in Client Transactions 
 

The Adviser, its affiliates, certain of its principals and employees, and/or their family members 

and related vehicles invest in and alongside certain of the CLOs, and/or in one or more classes of 

CLO securities and additional subordinated notes issued by the CLOs, either through a general 

partner of a CLO, as direct investors in a CLO or otherwise.  Advisory Fees and Incentive 

Allocations assessed on such investments are typically substantially reduced or waived entirely by 

the Adviser, a CLO or its general partner, as applicable.  For further details regarding these 

arrangements, as well as conflicts of interest presented by them, please see “Conflicts of Interest” 

below. 

 

Investor Due Diligence Information 
 

Due in part to the fact that potential investors in a CLO (including a potential purchaser of an 

interest in a secondary transaction) may ask different questions and request different information, 

the Adviser provides certain information to one or more prospective investors that it does not 

provide to all of the prospective or current investors of the CLO.  In addition, certain investors in 

the CLOs are strategic investors directly or indirectly into the Adviser, which results in such 

investors receiving greater or different information regarding the Adviser. 
 

Conflicts of Interest 
 

The Adviser and its affiliates engage in a broad range of activities, including investment activities 

for their own account and for the account of the CLOs and other clients.  In the ordinary course of 

conducting its activities, the interests of a CLO may conflict with the interests of the Adviser, 

other CLOs or their respective affiliates.  Certain of these conflicts of interest, as well as a 

description of how the Adviser addresses such conflicts of interest, can be found below.  The 

discussion below does not describe all conflicts that may arise. 
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Resolution of Conflicts 

 

In the case of all conflicts of interest, the Adviser’s determination as to which factors are relevant, 

and the resolution of such conflicts, will be made using the Adviser’s best judgment, in its sole 

discretion.  In resolving conflicts, the Adviser considers various factors, including the interests of 

the applicable CLOs with respect to the immediate issue and/or with respect to their longer term 

courses of dealing.  Certain procedures for resolving specific conflicts of interest are set forth 

below.  When conflicts arise, the following factors may mitigate, but will not eliminate, conflicts 

of interest: 

 

(1) A CLO will not make an investment unless the Adviser believes that such investment is an 

appropriate investment considered solely from the viewpoint of the applicable CLO. 

 

(2) Conflicts of interest will generally be resolved by set procedures contained in the relevant 

offering and organizational and issuing documents of a CLO, if applicable. 

 

(3) The Adviser and certain of its affiliates have adopted written policies establishing information 

“walls” designed to limit communication between business units investing in equity securities 

and debt securities of companies.  These policies restrict the transfer of confidential 

information between these business units, subject to certain exceptions provided in the 

policies.  These policies establish procedures for communications among employees of 

different business units to guard against unlawful and inappropriate disclosure of material, 

nonpublic information. 

 

(4) On any issue involving actual conflicts of interest, the Adviser will be guided by its good faith 

judgment. 

 

In addition, certain provisions of a CLO’s organizational and issuing documents are designed 

to protect the interests of investors in situations where conflicts may exist, although these 

provisions do not eliminate such conflicts.  In certain instances, some conflicts of interest may 

be resolved in a manner adverse to a CLO and its ability to achieve its investment objectives. 

 

Potential Conflicts 

 

The potential material conflicts of interest encountered by a CLO include those discussed below, 

although the discussion below does not necessarily describe all of the conflicts that may be faced 

by a CLO.  Other conflicts may be disclosed throughout this brochure, and the brochure should be 

read in its entirety for other conflicts. 

 

Principal Transactions 

 

Section 206 of the Advisers Act regulates principal transactions among an investment adviser and 

its affiliates, on the one hand, and its clients, on the other hand.  Very generally, if an adviser (or 

an affiliate) purchases a security from or sells a security to a client, the adviser must disclose the 

terms of the transaction to the client and obtain the consent of the client prior to engaging in the 

principal transaction.  In connection with the Adviser’s management of certain of the CLOs, and 
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to the extent permitted by law and the Adviser’s or an applicable CLO’s compliance policies and 

procedures, the Adviser and its affiliates may engage in principal transactions.  The Adviser has 

established certain policies and procedures to comply with the requirements of the Advisers Act 

and the Investment Company Act as they relate to principal transactions, including, among other 

things, that disclosures required by Section 206 be made to the applicable CLO regarding any 

proposed principal transactions and that any required prior consent is received before executing a 

principal transaction. 

 

Cross Transactions 

 

A cross transaction generally refers to a transaction where one client account managed by the 

Adviser or its affiliates seeks to acquire an investment that another client account of the Adviser 

seeks to sell.  Cross transactions may create conflicts of interest because a CLO is on both sides of 

the transaction.  The Adviser on occasion, and to the extent permitted by applicable law, 

including the Investment Company Act, and the Adviser’s or an applicable CLO’s compliance 

policies and procedures, purchases a security or asset for one CLO at the same time as a sale of 

the same security or asset for another CLO or effects cross transactions between CLOs.  Such 

transactions may, for example, be effected to rebalance the positions held by the CLOs with a 

view towards achieving uniform results among certain clients in light of differing cash flows due 

to subscriptions and redemptions.  The valuation of investments transferred between CLOs may 

involve conflicts of interest. 

 

Conflicts Related to Purchases and Sales 

 

The Adviser, its affiliates, and officers, principals or employees of the Adviser and its affiliates 

may buy or sell securities or other instruments that the Adviser has recommended to clients.  In 

addition, such officers, principals or employees may buy securities in transactions offered to but 

rejected by clients.  Such transactions are subject to the policies and procedures adopted by the 

Adviser from time to time.  The investment policies, fee arrangements, and other circumstances of 

these investments may vary from those of the Adviser’s other clients or clients of its affiliates.  

The Adviser, its affiliates, certain of its principals and employees, and their relatives may invest 

in and alongside the CLOs either through a general partner of a CLO, as direct investors in a CLO 

or otherwise, and therefore may have additional conflicting interests in connection with these 

investments.     

 

The Adviser, its affiliates, and their employees are prohibited from “front running” (i.e., 

purchasing a security for a personal account while knowing that a CLO is about to purchase the 

same security, and then selling the security at a profit upon the rise in the market price following 

the purchase by the CLO).  They are similarly prohibited from engaging in short selling when 

they have  access to confidential information that a CLO is about to sell a particular security.  In 

addition, they are prohibited from “intermarket front running” (e.g., trading in an option for a 

personal account when a CLO is trading in the underlying security and vice versa).  Nevertheless, 

if the Adviser, its affiliates, and their employees have made large capital investments in or 

alongside the CLOs, such persons may have conflicting interests from such CLOs with respect to 

these investments (for example, with respect to the availability and timing of liquidity). 
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A particular investment may be bought or sold for only one CLO or in different amounts and at 

different times for one (or more than one) CLO, even though it could have been bought or sold for 

other CLOs at the same time.  Likewise, a particular investment may be bought for one or more 

CLOs when one or more other CLOs are selling the investment.  Conflicts also may arise when a 

CLO makes investments in conjunction with an investment being made by other CLOs or a client 

of the Adviser’s affiliate, or in a transaction where another CLO or client of such an affiliate has 

already made an investment.  Investment opportunities may be appropriate for CLOs and/or 

clients of the Adviser’s affiliate at the same time, at different or overlapping levels of a portfolio 

company’s capital structure.  Conflicts may arise in determining the terms of investments, 

particularly where these clients may invest in different types of securities in a single portfolio 

company.  Questions may arise as to whether payment obligations and covenants should be 

enforced, modified or waived, or whether debt should be refinanced.  Decisions about what action 

should be taken in a troubled situation, including whether or not to enforce claims, whether or not 

to advocate or initiate a restructuring or liquidation inside or outside of bankruptcy, and the terms 

of any work out or restructuring may raise conflicts of interest, particularly in CLOs and clients of 

the Adviser’s affiliates that have invested in different securities within the same portfolio 

company. 

 

Certain clients of the Adviser and its affiliates invest in bank debt, loans and securities of or other 

investments in companies in which other clients of the Adviser or its affiliates hold securities, 

loans or other investments, including equity securities, which may include a controlling position.  

In the event that such investments are made by a CLO, the interests of such CLO may be in 

conflict with the interest of such other CLO or client of the Adviser’s affiliates, particularly in 

circumstances where the underlying company is facing financial distress.  The involvement of 

such persons at both the equity and debt levels, or in different levels of the debt structure of an 

issuer, could cause conflicts of interest.  In certain circumstances, decisions made with respect to 

investments held by one CLO or client of the Adviser’s affiliates could adversely affect the 

investments of another CLO or another client of the Adviser’s affiliates.  The involvement of such 

persons at multiple levels of the capital structure could also inhibit strategic information 

exchanges among fellow creditors.  In certain circumstances, CLOs or the clients of the Adviser’s 

affiliates may be prohibited from exercising voting or other rights, and may be subject to claims 

by other creditors with respect to the subordination of their interest.  If additional capital is 

necessary as a result of financial or other difficulties, or to finance growth or other opportunities, 

the CLOs may or may not provide such additional capital, and if provided each CLO will supply 

such additional capital in such amounts, if any, as determined by the Adviser.  The Adviser and 

its affiliates may seek to address these conflicts by adopting policies and procedures, which may 

include limiting investments by a CLO which produce such conflicts, limiting voting or roles on 

creditors’ committees, procedures designed to ensure that the teams managing the investments 

make independent decisions through the enforcement of information barriers and similar 

procedures, or other procedures in the judgment of the Adviser. 

 

Investments by more than one client of the Adviser or its affiliates in a portfolio company may 

also raise the risk of using assets of a client of the Adviser or its affiliates to support positions 

taken by other clients of the Adviser or its affiliates. 

 

The Adviser and its affiliates will attempt to resolve any such conflicts in good faith, but there can 

be no assurance that such conflicts of interest or actions taken by the Adviser or its affiliates in 
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respect of other CLOs will not have an adverse effect on the investments made by a CLO.  There 

can be no assurance that the return of a CLO participating in a transaction would be equal to and 

not less than another CLO participating in the same transaction or that it would have been as 

favorable as it would have been had such conflict not existed.  Conflicts of interest related to 

investments by other CLOs or funds managed by the Adviser’s affiliates may result in a CLO 

limiting its participation in certain attractive investment opportunities. 

 

Allocations 

Each CLO may pursue investment opportunities similar to those pursued by another CLO or by 

clients of the Adviser’s affiliates.  The Adviser and its affiliates currently advise and manage, and 

expect that they will in the future advise and manage, other CLOs which are additional 

investment accounts and pooled investment funds, including hedge funds, private equity funds, 

single investor funds, sector specific, asset class specific or geographic specific private 

investment funds, including registered investment companies or business development 

companies, for which an investment to be made by the CLO is also appropriate.  To the extent an 

investment opportunity is suitable for multiple funds, such investment will be allocated between 

such funds as determined by the Adviser in its good faith judgment and in accordance with the 

organizational and issuing documents of the relevant CLOs and subject to applicable legal, tax, 

regulatory and other considerations.  Allocation decisions can raise conflicts; for example, if the 

CLOs or a client of the Adviser’s affiliates have different fee structures.  Furthermore, the 

Adviser, its affiliates, certain of its principals and employees, and their relatives may invest in and 

alongside the CLOs, either through a general partner of a CLO, as direct investors in a CLO or 

otherwise, and may, therefore, participate indirectly in investments made by the CLOs in which 

they invest.  Such interests will vary CLO by CLO and may create an incentive to allocate 

particularly attractive investment opportunities to the CLO in which such personnel hold a greater 

interest.  

 

Subject to applicable investment objectives, guidelines and the CLOs’ governing documents, the 

Adviser and its affiliates generally allocate investment opportunities on a pro rata based on the 

capital of each vehicle available for investment, or in some other manner that the Adviser 

determines is fair and equitable.  With respect to the CLOs, currently available capital may 

include, in the Adviser’s discretion, anticipated, target or available leverage, unsettled trades, 

unfunded commitments, and uncalled capital.  Limited opportunities eligible for more than one 

strategy are generally allocated proportionately as between strategies based on relative desired 

allocation for the applicable strategy, or in some other fair and equitable manner as determined by 

the Adviser.  In addition, certain investment opportunities may be allocated on a non-pro-rata 

basis using certain factors such as risk factors or risk tolerances and/or diversification, CLO 

investment restrictions, tax considerations, currency or other exposures, current portfolio 

composition (including current cash available), strategies, whether a CLO has an existing 

investment in the portfolio company, as well as the CLO’s phase in its life cycle (for example, 

certain opportunities may be over-allocated or under-allocated to a CLO during the beginning or 

the end of its investment cycle), tax or regulatory restrictions applicable to the CLO, the supply or 

demand of an investment opportunity at a given price level, the level of transaction costs involved 

in making the investment relative to the amount of capital the CLO has available for the 

investment, issuer, sector and geographic diversification, and certain other factors.  In particular, 

the Adviser has in the past and currently intends in the future in certain circumstances to over-
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allocate certain instruments to certain client accounts (in particular, CLOs) during an initial period 

at the beginning of such clients’ investment cycle.  Such allocations may reduce the supply of 

such instruments available to other client accounts.  Allocations based on the relative desired 

allocation for the applicable strategy may create an incentive for portfolio managers to seek 

excess allocations for certain limited opportunities. 

 

Allocation decisions can raise conflicts, for example, if certain CLOs have different fee structures, 

or because certain legal and regulatory restrictions under the Advisers Act may prevent a CLO 

from receiving allocations of investment opportunities also held by or allocable to registered 

investment companies or business development companies advised or managed by the Adviser or 

its affiliates.  Notwithstanding the foregoing, in certain circumstances as determined by the 

Adviser in its sole discretion, a CLO that would otherwise receive an allocation under the policies 

and principles set forth above will not receive such allocation if it would result in an allocation of 

a de minimis amount.  Furthermore, there can be no assurance that the application of the policies 

and principles set out above will result in a CLO participating in all investment opportunities that 

fall within its investment objectives.  Moreover, BDCA Adviser, LLC (“BDCA Adviser”) 

operates separately with respect to their allocation policies and are subject to certain information 

wall policies and procedures, such that investment opportunities that BDCA Adviser sources, 

respectively, subject to its own separate allocation policies, procedures and obligations and not 

the allocation policies, procedures and obligations of the other.  

 

From time to time, the Adviser may also determine to refer the allocation of certain investment 

opportunities to the Adviser’s Allocation Committee (the “Allocation Committee”).  The 

Allocation Committee makes recommendations as to the allocation of investment and disposition 

opportunities among the Adviser’s clients, with the intention of fostering fair and equitable 

allocation over time.  The Allocation Committee consists of senior officers of appropriate 

departments of the Adviser. 

 

The appropriate allocation between the CLOs of expenses and fees generated in the course of 

evaluating and making investments which are not consummated, such as out-of-pocket fees 

associated with due diligence, attorney fees and the fees of other professionals, will be determined 

by the Adviser and its affiliates in their good faith judgment. 

 

In addition, to the extent the Adviser has discretion over approving a secondary transfer of 

interests in a CLO, or is asked to identify potential purchasers in a secondary transfer, the Adviser 

will do so in its sole discretion, and is permitted to take into account a variety of factors, including 

but not limited to its own interests including: (1) the Adviser’s evaluation of the financial 

resources of the potential purchaser, including its ability to meet capital contribution obligations; 

(2) the Adviser’s perception of its past experiences and relationships with the potential purchaser, 

including its belief that the potential purchaser would help establish, recognize, strengthen and/or 

cultivate relationships that may provide indirectly longer-term benefits to current or future funds 

and/or the Adviser and the expected amount of negotiations required in connection with a 

potential purchaser’s investment; (3) whether the potential purchaser would subject the Adviser, a 

CLO, or their affiliates to legal, regulatory, reporting, public relations, media or other burdens; (4) 

requirements in the applicable CLO’s organizational and issuing documents; (5) a purchaser’s 

potential investment into a CLO managed or advised by the Adviser (including any commitment 
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to a future fund); and (6) such other facts as it deems appropriate under the circumstances in 

exercising such discretion. 

 

Any intra-CLO allocations will be done in accordance with the organizational and issuing 

documents for such entities, and these allocations are generally expected to be made on a pro rata 

basis.  Nevertheless, the Adviser and its affiliates furnish investment management and advisory 

services to numerous CLOs and accounts and the Adviser and its affiliates may, consistent with 

applicable law, make investment recommendations to other CLOs or accounts (including 

accounts which are private funds or separately managed accounts which have management fees 

and performance fees or allocations at higher or varying rates paid to the Adviser or one or more 

of its affiliates, or in which portfolio managers or other personnel of the Adviser have a personal 

interest in the receipt of such fees or have personal investments), which may be the same as or 

different from those made to a particular CLO and may cause conflicts of interest in  the 

allocation of investment opportunities.  In addition, conflicts of interest or legal or regulatory 

requirements, including those related to the Investment Company Act, applicable to  certain CLOs 

may result in the Adviser and its affiliates limiting a CLO’s or client’s participation (or  the CLO 

or client being unable to participate) in certain attractive investment opportunities.  See Item 6. 

“Performance-Based Fees” above.  From time to time in connection with a co-investment 

opportunity, the Adviser or its affiliates may facilitate such co-investment, and it or an affiliate 

may serve as the general partner or equivalent of a co-investment vehicle.   

 

The Adviser will determine if the amount of an investment opportunity exceeds the amount the 

Adviser determines would be appropriate for the CLOs (after taking into account any portion of 

the opportunity allocated by contract to certain participants in the applicable deal, such as co-

sponsors, consultants and advisers to the Adviser and/or the CLOs or management teams of the 

applicable portfolio company, certain strategic investors and other investors whose allocation is 

determined by the Adviser to be in the best interest of the applicable CLO), and any such excess 

may be offered to one or more co-investors pursuant to the procedures included in such CLOs’ 

organizational and issuing documents/side letter agreements.  The Adviser may, in its sole 

discretion, offer co-investment opportunities to one or more partner(s) of a CLO or third parties.  In 

general, (i) no partner will have a right to participate in any co-investment opportunity, (ii) decisions 

regarding whether and to whom to offer co-investment opportunities, as well as the applicable terms 

on which a co-investment is made, are made in the sole discretion of the Adviser or its related 

persons considering such factors as the Adviser may consider relevant, (iii) co-investment 

opportunities are typically offered to some and not to other investors in the CLOs, in the sole 

discretion of the Adviser or its related persons, which may include affiliates of or investors in the 

Adviser and its related persons, and investors may be offered a smaller amount of co-investment 

opportunities than originally requested, (iv) certain persons other than investors in the CLOs (e.g., 

third parties) rather than one or more investors in a CLO, may be offered co-investment 

opportunities, in the sole discretion of the Adviser or its related persons, and (v) co-investors may 

purchase their interests in a portfolio company at the same time as the CLOs or may purchase their 

interests from the applicable CLOs after such CLOs have consummated their investment in the 

portfolio company (also known as a post-closing sell down or transfer).   

 

Notwithstanding the foregoing, the Adviser has entered into certain agreements to provide co-

investment rights to certain third parties.  The Adviser will allocate available co-investment 

opportunities among any such other parties as it may in its sole discretion determine (including, 
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without limitation, another fund, affiliates of the Adviser (and/or their respective family members), 

and any person or entity who the Adviser believes will be of benefit to the co-investment, the CLO, 

or another fund or who may provide a strategic, sourcing or similar benefit to the investment, CLO, 

another fund, the Adviser, or one or more of their respective affiliates due to industry expertise or 

otherwise, including finders, senior advisors, originators and/or consultants of the CLO (and may 

also organize one or more entities to invest in the CLO or to co-invest alongside the CLO to 

facilitate personal investments by such persons or entities)).  Co-investments may be committed 

and/or consummated before or after the time that the CLO makes its commitment or acquires the 

investment.  In the event of a post-closing sell down, the CLO will bear the risk that any or all of the 

excess portion of such investment may not be sold or may only be sold on unattractive terms.  The 

CLO may, in certain circumstances, bear the entire amount of any break-up fee or other fees, costs 

and expenses related to such investment, hold a larger portion than expected in such investment, or 

may realize lower-than-expected returns from such investment.  The CLO may also borrow to fund 

the portion of an investment that it intends to sell to co-investors.  The CLO will also bear the risk 

that any co-investors acquiring an interest in an investment after the closing of such investment may 

acquire such interest on terms that may not reflect the then-current value of such investment.  In the 

case of a post-closing sell down, the Adviser may decide to charge (or may decide not to charge) a 

co-investor interest costs in addition to cost for the time period between the closing of the CLO’s 

investment in a portfolio company and the date of the transfer of interests in such portfolio company 

to the applicable co-investor.  In certain circumstances, the Adviser may receive compensation from 

a third party for a co-investment opportunity.  Additionally, non-binding acknowledgments of 

interest in co-investment opportunities are not investment allocation requirements and do not 

require the Adviser to notify the recipients of such acknowledgments if there is a co-investment 

opportunity. 

 

In certain cases, a co-investment vehicle, or other similar vehicle established to facilitate the 

investment by investors to invest alongside the CLO, may be formed in connection with the 

consummation of a transaction.  In the event a co-investment vehicle is created, the investors in 

such co-investment vehicle will typically bear all expenses related to its organization and formation 

and other expenses incurred solely for the benefit of the co-investment vehicle.  As a general matter, 

no co-investor will bear dead deal costs or break-up fees until they are contractually committed to 

invest in the prospective investment and, furthermore, unless any co-investors otherwise agree, the 

applicable CLOs will bear the entire amount of any break-up fee or broken deal expense or other 

fees, costs and expenses related to an investment that is not consummated. 

 

Management of the CLOs 

 

Initially, the Adviser will advise a single CLO but is likely to, in the future; manage a number of 

CLOs that have investment objectives similar to each other.  Further, BSP also manages CLOs 

that may have investment objectives similar to those managed by the Adviser.  The Adviser 

expects in the future to establish one or more additional investment funds with investment 

objectives substantially similar to, or different from, those of the current CLOs.  Allocation of 

available investment opportunities between the CLOs and any such investment fund could give 

rise to conflicts of interest.  See “Allocations” above.  Certain officers and employees of the 

Adviser who invest in or alongside the CLOs may have different interests from the CLO with 

respect to such investments (for example, with respect to the availability and timing of liquidity).  

The Adviser may give advice or take actions with respect to, the investments of one or more CLO 
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that may not be given or taken with respect to other CLOs with similar investment programs, 

objectives or strategies.  As a result, CLOs with similar strategies may not hold the same 

securities or achieve the same performance.  In addition, a CLO may not be able to invest through 

the same investment vehicles, or have access to similar credit or utilize similar investment 

strategies as another CLO.  These differences may result in variations with respect to price, 

leverage and associated costs of a particular investment opportunity.  In addition, it is expected 

that employees of the Adviser responsible for managing a particular CLO will have 

responsibilities with respect to other CLOs and funds managed by the Adviser’s affiliates, 

including funds that it expects to establish in the future.  Conflicts of interest may arise in 

allocating time, services or functions of these employees among CLOs and funds managed by the 

Adviser’s affiliates.  See also the Adviser’s response to the section entitled “Other Potential 

Conflicts” below, which describes other activities undertaken by employees of the Adviser. 

 

Related Services 

 

Certain affiliates of the Adviser may perform Related Services for, and receive fees from, actual 

or prospective portfolio companies, other investment vehicles of the CLOs, or the CLOs.  Such 

fees will be in addition to the management fee and Incentive Allocation paid by such CLO to the 

Adviser.  These fees may create a conflict of interest because the amounts of these fees may be 

substantial and the CLOs and their investors may not have an interest in these fees.  In many 

cases, with respect to the implementation of such arrangements, there is not an independent third-

party involved on behalf of the relevant portfolio company.  Therefore, a conflict of interest may 

exist in the determination of any such fees and other related terms in the applicable agreement 

with the portfolio company.  Please see Item 5 “Fees and Compensation” for additional 

information regarding Related Services fees. 

 

Diverse Membership 

 

The investors in the CLOs include U.S. taxable and tax-exempt entities, and institutions from 

jurisdictions outside of the U.S.  Such investors may have conflicting investment, tax and other 

interests with respect to their investments in a CLO.  The conflicting interests among the investors 

may relate to or arise from, among other things, the nature of investments made by a CLO, the 

structuring of the acquisition of investments and the timing of the disposition of investments, as 

well as the structure of a CLO and its associated parallel funds.  As a consequence, conflicts of 

interest may arise in connection with decisions made by the Adviser, including with respect to the 

nature or structuring of investments, that may be more beneficial for one investor than for another 

investor, especially with respect to investors’ individual tax situations.  In selecting and 

structuring investments appropriate for a CLO, the Adviser will consider the investment and tax 

objectives of the applicable CLO and the investors as a whole, not the investment, tax or other 

objectives of any investor individually.  

 

Advisory Affiliates 

 

The Adviser is affiliated with BSP and BDCA Adviser, each an investment adviser registered 

with the SEC.  BSP, BDCA Adviser, and their relying advisers have different investment 

strategies than the Adviser.  However, clients of the Adviser, BSP and BDCA Adviser may invest 

in the same CLOs.          
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In the ordinary course of conducting its activities, interests of the Adviser’s clients may, therefore, 

conflict with the interests of BSP and BDCA Adviser’s clients.  Please see the Adviser’s response 

in the sections entitled “Conflicts Related to Purchases and Sales” and “Allocations” above for 

more information.  Other than BSP and BDCA Adviser, the other investment adviser affiliates of 

the Adviser do not have their own clients. 

 

The Adviser is a subsidiary of Franklin Resources, Inc., a global investment management 

organization (together with its affiliated advisers (but excluding the Adviser), referred to in this 

section as “Franklin Templeton”).  Clients of the Adviser and/or Franklin Templeton may invest 

in the same CLOs, and Franklin Templeton has no obligation to inform the Adviser or the CLOs 

of any such investments or offer such investments to the CLOs.  In the ordinary course of 

conducting the CLOs’ activities, interests of the CLOs may, therefore, conflict with the interests 

of other clients of the Adviser and/or Franklin Templeton.  In addition, as a diversified financial 

services organization, Franklin Templeton and its affiliates engage in a broad spectrum of 

activities including financial, advisory, investment and other activities where their interests may 

conflict with the interests of the CLOs.  Certain CLOs authorize the advisory committee to 

resolve and give consent to certain transactions and conflicts of interest on behalf of the CLO, 

including certain transactions or conflicts requiring consent of a client of a registered investment 

adviser under the Advisers Act.  Any such consent shall be binding on the CLOs.  Franklin 

Templeton may provide investment advisory services and other services to clients and receive 

fees for such services in connection with transactions in which those clients may have interests 

that conflict with those of the CLOs.  Franklin Templeton may also give advice to clients that 

may cause them to take actions adverse to the CLO’s investments.  In addition, Franklin 

Templeton may have relationships with clients seeking to invest in an existing portfolio company 

of the CLOs or clients that compete with an existing portfolio company of the CLOs.  Further, 

although it is not expected, it is possible that Franklin Templeton could create investment vehicles 

in the future that may compete with the CLOs for investment opportunities.  Franklin Templeton 

will have no obligation to forego or share such investment opportunities with the CLOs, and 

investments made by Franklin Templeton in such opportunities could preclude the CLOs from 

investing in such opportunities.   

 

In connection with its advisory business, Franklin Templeton may come into possession of 

information that could potentially limit the ability of the CLOs to engage in potential transactions.  

In order to avoid such limitation, the Adviser intends to control the flow of such information, such 

as by erecting information barriers to restrict the transfer of such information between the Adviser 

and Franklin Templeton.  In the event that an information barrier designed to protect the CLOs is 

breached (including inadvertently), changed or removed, the CLOs will likely face the same 

restrictions on its investment activities as it would have faced had the information barrier not been 

established in the first place or face restrictions resulting from such changes to the information 

barrier, as the case may be.  The Adviser will generally not rely on the expertise of Franklin 

Templeton and its investment professionals and will not share such investment professionals in 

managing and/or advising the CLO. 
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Conflicts Relating to the Related Persons and the Adviser 

 

The Adviser generally may, in its discretion, contract with any related person of the Adviser to 

perform services for the Adviser in connection with its provision of services to the CLOs.  When 

engaging a related person to provide such services, the Adviser may have an incentive to 

recommend the related person even if another person may be more qualified to provide the 

applicable services and/or can provide such services at a lesser cost. 

 

The Adviser generally may, in its discretion, recommend to a CLO that it contract for services 

with (i) a related person of the Adviser or (ii) an entity with which the Adviser or its affiliates or a 

member of their personnel has a relationship or from which the Adviser or its affiliates or a 

member of their personnel otherwise derives financial or other benefit.  When making such a 

recommendation, the Adviser may, because of its financial or other business interest, have an 

incentive to recommend the related or other person even if another person is more qualified to 

provide the applicable services and/or can provide such services at a lesser cost.  

 

Conflicts Related to Fee Structure 

Because the CLOs’ management fee may be based upon the value of investor’s capital accounts 

or net asset value, to the extent that the valuation of such assets is determined or influenced by the 

Adviser or its affiliates, this may create a conflict of interest. 

 

The fact that the Incentive Allocation received by the Adviser or its affiliates from certain of the 

CLOs is based on the performance of the CLOs also creates an incentive for the Adviser to cause 

the CLOs to make investments that are more speculative than would be the case in the absence of 

performance-based compensation.  However, this incentive is tempered somewhat by loss carry 

forward provisions with respect to the Adviser’s receipt of Incentive Allocation from certain of 

the CLOs. 

 

Other Potential Conflicts 

 

The organizational and issuing documents of a CLO establish complex arrangements among the 

CLOs, the Adviser, investors, and other relevant parties.  From time to time, questions may arise 

regarding certain parties’ rights and obligations in certain situations, some of which may not have 

been contemplated upon the negotiation and execution of such documents.  In some instances, the 

operative provisions of the organizational and issuing documents of a CLO, if any, may be broad, 

unclear, general, conflicting, ambiguous, and vague and may allow for multiple reasonable 

interpretations.  In other instances, there may not be a directly applicable provision.  While the 

Adviser will construe the relevant provisions in good faith and in a manner consistent with its 

fiduciary duty and legal obligations, the interpretations used may not be the most favorable to a 

CLO or its investors. 

 

The Adviser, its affiliates and the CLOs will often engage common legal counsel and other 

advisers in a particular transaction, including transactions in which there may be conflicts of 

interest.  Members of the law firms engaged to represent the CLOs may be investors in a CLO or 

other funds managed by the Adviser’s affiliates and may also represent one or more portfolio 

companies or investors in a CLO or fund managed by the Adviser’s affiliates.  In the event of a 
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significant dispute or divergence of interest between CLOs and the Adviser and/or its affiliates, 

the parties may engage separate counsel in the sole discretion of the Adviser and its affiliates.  

Moreover, in litigation and certain other circumstances separate representation may be required. 

 

The Adviser, its affiliates and the CLOs and portfolio companies may engage other common 

service providers.  The Adviser, its affiliates and the CLOs and portfolio companies may be 

charged varying amounts for such services or may have different fee arrangements for different 

types of services provided.  For instance, fees for various types of work in certain circumstances 

depend on the complexity of the matter, the expertise required and the time demands of the 

service provider.  As a result, to the extent the services required by the Adviser or its affiliates 

differ from those required by the CLOs and/or their portfolio companies, the Adviser and its 

affiliates could pay different rates and fees than those paid by the CLOs and/or their portfolio 

companies.  Nevertheless, a conflict of interest could still arise between the Adviser, on the one 

hand, and the CLOs and portfolio companies, on the other hand, in determining whether to engage 

such service providers, including the possibility that the Adviser may favor the engagement or 

continued engagement of such persons if it receives a benefit from such service providers, such as 

lower fees, that it would not receive absent the engagement of such service provider by the CLOs 

and/or the portfolio companies. 

 

In addition, certain portfolio companies and certain affiliates of a CLO could engage in activities 

that could adversely affect a CLO, including, for instance, as a result of laws and regulations or 

certain jurisdictions (such as bankruptcy, environmental, consumer protection and/or labor or 

union laws) that may not recognize or permit the segregation of assets and liabilities between 

separate entities.  Such jurisdictions may also allow for recourse against assets that are under 

common control with, or part of the same economic group as the entity that has incurred the 

liability.  This may result in the assets of a CLO being used to satisfy the obligations or liabilities 

of another CLO, or a fund or portfolio companies of a fund managed by an affiliate of the 

Adviser. 

 

Aggregation of Investments 

The Adviser may aggregate (or bunch) the orders of more than one fund for the purchase or sale 

of the same security.  Portfolio managers and traders often employ this practice because larger 

transactions can enable them to obtain better overall prices.  The Adviser may combine orders on 

behalf of a CLO with orders for other funds for which it or its affiliates have trading authority, or 

in which it or its affiliates have an economic interest.  In such cases, the Adviser and its affiliates 

generally allocate the publicly traded securities or proceeds arising out of those transactions (and 

the related transaction expenses) on an average price basis among the various participants.  When 

orders for securities are not entirely filled, allocation shall be made based upon the Adviser’s 

procedures for allocation of investment opportunities.  Where aggregate trades have been filled 

during the course of the trading day at different prices, the Adviser’s current policy is that the 

execution price of the publicly traded securities to each client will, to the extent possible, be the 

average price of all executions of purchases or sales, as the case may be, for all clients executing 

such transaction during that day.   

Investors may be introduced to the Adviser, or may be brought into a CLO, by a third-party 

service provider from which the Adviser or an affiliate purchase products or services to which the 
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Adviser or an affiliate may make payments. 

 

If a CLO purchases in the secondary market at a discount debt securities of a company in which a 

CLO has, for example, a substantial equity interest, (a) a court might require a CLO to disgorge 

profit it realizes if the opportunity to purchase such securities at a discount should have been 

made available to the issuer of such securities or (b) a CLO might be prevented from enforcing 

such securities at their full face value if the issuer of such securities becomes bankrupt.  

 

The effect of these transactions will vary from jurisdiction to jurisdiction. 

 

Item 12.    Brokerage Practices 
 

The Adviser generally has the discretion to determine the broker or dealer to be used and the 

commission rates to be paid in instances where a broker or dealer is used.  When executing 

transactions on behalf of the CLOs through a broker or dealer, the Adviser’s objective will be to 

obtain the most favorable commission and the best price obtainable on each transaction in light of 

the quality of execution provided.  As such, brokers and dealers are selected primarily on the 

basis of their execution, capability and trading expertise.  Certain brokers and dealers utilized by 

the Adviser make research information available to the Adviser.  However, the Adviser does not 

enter into soft dollar arrangements or otherwise take into account research and non-execution 

services in selecting brokers to execute client transactions. 
 

In order to monitor best execution, the Adviser, as well as the Adviser’s compliance group, will 

periodically monitor broker-dealers to assess the quality of execution of brokerage transactions 

effected on behalf of the Adviser and each CLO. 

 

The Adviser does not have any directed brokerage arrangement. 
 

Aggregation of Trades 
 

The Adviser may, subject to applicable law and the Adviser’s or an applicable CLO’s compliance 

policies and procedures, aggregate (or bunch) the orders of more than one CLO for the purchase 

or sale of the same security.  The Adviser may employ this practice because larger transactions 

can enable it to obtain better overall prices, including lower commission costs or mark-ups or 

mark-downs.  The Adviser may combine orders on behalf of CLOs with orders for other funds for 

which it or its affiliates have trading authority, or in which it or its affiliates have an economic 

interest.  In such cases, the Adviser and its affiliates generally allocate the publicly traded 

securities or proceeds arising out of those transactions (and the related transaction expenses) on 

an average price basis among the various participants. 
 

When orders for securities are not entirely filled, allocation shall be made based upon the 

Adviser’s procedures for allocation of investment opportunities.  Where  aggregate trades have 

been filled during the course of the trading day at different prices, the execution price of the 

securities to each client will, to the extent possible, be the average price of all executions of 

purchases or sales, as the case may be, for all clients executing such transaction during that day.  

See the Adviser’s response to Item 11 above for more information regarding conflicts of interest 

related to investment and trading discretion. 
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Item 13.    Review of Accounts 
 

The Adviser performs periodic reviews of client accounts.  In no circumstances are client 

accounts reviewed less than quarterly and when necessary.  Senior members of the back office 

staff in the Operations, Compliance, Finance, and Trading Departments review the client 

accounts.  

A review of a client's account may be triggered by any suspicious or unusual activity or special 

circumstances. 

Item 14.    Client Referrals and Other Compensation 
 

For details regarding economic benefits provided to the Adviser by non-clients, including a 

description of related material conflicts of interest and how they are addressed, please see Item 11 

above. 
 

The Adviser from time to time engages one or more persons to act as a placement agent for a 

CLO or strategies managed by the Adviser, in connection with the offer and sale of interests to 

certain prospective investors.  Such persons generally will receive a fee in an amount equal to a 

percentage of the interests sold in a CLO.  Such fees will be negotiated individually between the 

Adviser and such person. 
 

Item 15.   Custody 
 

The Adviser is not deemed, under federal securities laws, to have custody of the assets of its 

CLOs by virtue of its status as an investment manager or collateral manager.  The Adviser does 

not have actual physical custody of any CLO assets; the CLO’s assets are held in the custody of 

their respective trustees. 
 

Item 16.    Investment Discretion 
 

The Adviser generally has the discretion to determine, without consent of the CLOs or the 

investors in the CLOs, the particular securities or instruments to be bought and sold in accordance 

with the terms and conditions of the applicable organizational and issuing documents of and 

investment advisory agreement with each CLO.  The Adviser will provide investment advice to 

the CLOs, subject to certain limitations and restrictions on the CLOs as to diversification and type 

of permitted investments.  
 

Item 17.    Voting Client Securities 
 

From time to time, an issuer of an equity security that is owned by a CLO will conduct a proxy 

solicitation of its shareholders to vote on various matters.  The Adviser has adopted the following 

proxy voting policies and procedures to address the instances where such voting is required. 
 

Where authority to vote proxies has been delegated to the Adviser, it is the Adviser’s fiduciary 

duty to vote proxies and consents in the best interests of the CLOs and the overriding principle   

of the Adviser’s proxy voting is to maximize the financial interests of the CLOs.  It is the policy 

of the Adviser in voting proxies to consider and vote each proposal with the objective of 

maximizing investment returns for the CLOs. 
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The Adviser has established guidelines regarding the voting of proxies on routine, non-routine, 

corporate governance and social issues.  In the event of a conflict, the portfolio manager for each 

account will advocate in the best interest of the specific client account.  In the event the portfolio 

manager manages conflicting accounts, a designee will be assigned to resolve the conflict 

between the conflicting accounts.  The Adviser may, however, vote in a manner that is contrary to 

the general guidelines if it believes that it would be in a CLO’s best interest to do so. 
 

All proxies, unless voted in accordance with the Adviser’s general guidelines on routine, non- 

routine, corporate governance and social issues, will require a mandatory conflicts of interest 

review, which will include consideration of whether the Adviser, any investment professional or 

other person recommending how to vote and/or the Adviser’s affiliates and their clients have an 

interest in how the proxy is voted that may present a conflict of interest.  The Adviser is not 

required to vote a proxy if the cost of voting a particular proxy due to special translation,  delivery 

or other requirements would outweigh the benefit of voting for the CLO.  Though not common, 

situations may arise in which more than one CLO invests in the same company or in which a 

single CLO may invest in the same company but through multiple accounts.  In those situations, 

two or more CLOs, or one CLO with different accounts, may be invested in strategies having 

different investment objectives, investment styles or portfolio managers.  As a result, the Adviser 

may cast different votes on behalf of different CLOs or on behalf of the same CLO with different 

accounts. 
 

The Adviser will retain all books and records relating to its proxy voting activities on behalf of 

client accounts in accordance with the requirements of Rule 204-2(c)(2) under the Advisers Act.  

Copies of the Adviser’s proxy voting policies and procedures and relevant proxy logs are 

available to any client or prospective client by calling Mr. Alexander McMillan at 212-588-6712 

or by writing to Mr. McMillan, Chief Compliance Officer, BSP CLO Management L.L.C., 9 West 

57th Street, Suite 4920, New York, New York 10019. 
 

Item 18.    Financial Information 
 

The Adviser does not require or solicit the prepayment of any fees, and does not have any adverse 

financial condition that is reasonably likely to impair the Adviser’s ability to continuously meet 

its contractual commitments.  The Adviser has not been the subject of a bankruptcy proceeding. 
 

Item 19.    Requirements for State-Registered Advisers 
 

The Adviser is not required to register with a state and therefore has nothing to report or disclose 

in this section. 

 


