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This brochure (the “Brochure”) provides information about the qualifications and business 
practices of MS 522 CLO Manager LLC (the “Adviser”). If you have any questions about the 

contents of this Brochure, please contact us at (212) 537-2352. The information in this Brochure 
has not been approved or verified by the United States Securities and Exchange Commission 
(the “SEC”) or by any state securities authority.  

Additional information about the Adviser is also is available on the SEC’s website at 

www.adviserinfo.sec.gov. 
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ITEM 2  MATERIAL CHANGES  

Not applicable. 
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Important Note about this Brochure 

This Brochure is not: 

 An offer or agreement to provide advisory services to any person; 

 An offer to sell interests (or a solicitation of an offer to purchase interests) in any 

collateralized loan obligation issuer or warehouse investment vehicle (each a “CLO”), 

or 

 A complete discussion of the features, risks or conflicts associated with any CLO or 

advisory service we offer. 

 

As required by the Investment Advisers Act of 1940, as amended (“Advisers Act”), we provide 

this Brochure to current and prospective clients and make it available to the public by filing it 
on the SEC’s Investment Adviser Public Disclosure website.  Although this publicly available 
Brochure describes our investment advisory services and products, persons who receive this 

Brochure (whether or not from us) should be aware that it is designed solely to provide 
information about our advisory business as necessary to respond to certain disclosure 
obligations under the Advisers Act. As such, the information in this Brochure differs from 
information provided in other relevant documents applicable thereto including but not limited 

to a client’s organizational documents and a client’s offering documents and related 
transaction documents (“CLO Documents”). More complete information about each client and 
each CLO is included in the CLO Documents, certain of which will be provided to current and 

eligible prospective investors only by the CLO or persons authorized to communicate with 
current or potential eligible investors by the CLO or on its behalf. To the extent that there is 
any conflict between discussions herein and similar or related discussions in any such CLO 

Documents, such CLO Documents shall govern and control. 

No offer or solicitation for an investment in the offered securities of a CLO we advise will be 

made before the delivery of the CLO’s offering memorandum to potential investors who should 
read the offering memorandum carefully and consult with their tax, legal and financial advisors 
before making any investment decision. 

Throughout this Brochure, “Clients” refers to CLOs to which we provide discretionary or non-
discretionary investment advisory services and “investors” refers to underlying investors in 
such CLOs.  
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 ITEM 4 ADVISORY BUSINESS  

MS 522 CLO Manager LLC, a Delaware limited liability company organized in 2020, is an 

indirect, wholly-owned subsidiary of Morgan Stanley, a publicly held company (“Morgan 
Stanley”). It is expected that certain affiliates of Morgan Stanley, including Morgan Stanley 
Investment Management Inc. (“MSIM Inc.”) and its advisory affiliates (which represent the 
investment management division of Morgan Stanley), will provide us with personnel, facilities and 

resources and perform certain back-office, credit analysis and reporting functions, among other 
services, which we require in order to carry out our business. 

Overview 

We expect to be, appointed to act as collateral manager (whether on an advisory or sub-advisory 

basis) to issuers of collateralized loan obligation securities and to special purpose vehicles entering 
into short-term and long-term warehouse, repurchase or other credit facilities to finance the 
preliminary accumulation and “ramp-up” of loans comprising all or a portion of the initial pool of 
collateral for any such issuer (each a “CLO” or “Client”).  Each CLO is expected to invest 

substantially all of its assets in, and its loans, notes and other securities, as applicable, are expected 
to be backed by, loans and other assets permitted to be held by the CLO under the applicable CLO 
Documents (collectively, “Assets”). In general, after its warehouse phase, a CLO is a pooled 
investment vehicle that has a tiered capital structure, issuing senior and mezzanine notes that are 

rated by one or more rating agencies (the “Rated Notes”) and unrated subordinated notes or other 
economic equity interests (the “Equity” and, together with the Rated Notes, the “CLO Securities”).   

Each Client will be described in, governed by and/or otherwise subject to a variety of documents 
(collectively, the “CLO Documents”), including: (i) the Client’s organizational documents; (ii) 

during the warehouse phase, the relevant collateral management agreement and warehouse 
transaction documents; and (iii) upon the issuance of its CLO Securities, an offering memorandum, 
indenture, collateral management agreement, account agreement and account control agreement, 
note purchase or placement agreement, subscription agreements, and other transaction documents . 

The CLO Documents describe the roles of various persons involved in the Client, establish our 
authority to manage the Client and the limits on that authority and set forth detailed eligibilit y 
criteria, specifications and requirements regarding the types of investments and describe the overall 
composition of the Client’s portfolio (including by imposing, as applicable, diversification, ratings 

and concentration tests).  While, in many cases, certain prospective investors in the CLO Securities 
will influence the investment criteria, guidelines, and other terms set forth in the final CLO 
Documents, it is generally the case that our investment advice to each CLO will primarily be 
limited to selecting and managing loans. 

Our affiliates, and certain private funds and portfolios that our affiliates advise, can hold interests 
in our Clients, including in risk retention, other Equity or first loss positions or any tranche of a 
Client’s Rated Notes. Any such investments will result in our affiliates’ clients bearing certain 
expenses and create conflicts of interest.  See Item 5, Fees and Compensation, and Item 11, Code 

of Ethics, Participation or Interests in Client Transactions and Personal Trading, below, for further 
discussion. 
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Assets Under Management  

As of the date of this Brochure, we have not commenced operations as a collateral manager and, 

as such, do not yet have any assets under management.  We expect to manage all assets on a 
discretionary basis. 

 ITEM 5  FEES AND COMPENSATION  

Management Fees  

As compensation for our services as a collateral manager of a CLO after its warehouse phase, we 
will generally be entitled to receive a senior collateral management fee and, if and as specified in 
the CLO Documents, a subordinated collateral management fee (collectively, the “Collateral 
Management Fees”), each as described in detail in the relevant Client’s CLO Documents. The 

senior collateral management fee has a higher priority in a CLO’s priority of payment waterfall 
than the subordinated collateral management fee and any incentive fee. The senior collateral 
management fee and subordinated collateral management fee are typically paid quarterly in arrears, 
in accordance with the Client’s CLO Documents. Please consult the Client’s CLO Documents for 

additional information regarding such Collateral Management Fees and Item 6, Performance-
Based Fees and Side-by-Side Management, below, for a discussion of conflicts associated with 
performance-based fees. We can choose to defer or waive Collateral Management Fees and, at our 
option, we can rebate or discount fees for certain investors in one or more of our Clients. 

Performance Fees 

We also can receive incentive fees if and as set forth in a Client’s CLO Documents. Incentive fees are 
expected to be payable only to the extent that funds are available for such purpose under the priority 
of payment waterfall in the Client’s CLO documents and provided that certain performance hurdles 

relating to the internal rate of return of the Equity investors are met on each payment date. 

In lieu of incentive fees, or in addition thereto, we could receive a profits interest (in the form of 
“Performance Notes” issued by the CLO) that entitles us to receive a stream of income if the Equity 
investors in the CLO achieve a specified internal rate of return. 

Incentive fees and Performance Notes are typically payable quarterly in arrears and dependent on 
certain performance hurdles and other cash distribution constraints set forth in the Client’s CLO 
Documents. 

CLO Warehouses 

CLOs during their warehouse phase are not expected to pay any collateral management fees or 
performance fees to us as the collateral manager except as negotiated on a deal-by-deal basis and 
described in the CLO Documents relating to the warehouse facility. 
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Other Fees and Expenses 

In addition to the Collateral Management Fees, incentive fees or CLO warehouse fees, if any, 

described above and in accordance with the terms of the applicable CLO Documents, each CLO 
will generally reimburse us from time to time for certain out-of-pocket expenses related to the 
services we or a third-party provide to such CLO although in connection with certain CLO 
warehouses, at our option, we could agree to pay such expenses without reimbursement . 

Additionally, except as otherwise agreed by us in the applicable CLO Documents, each CLO 
will bear a variety of fees and expenses, as described generally below, that are paid to us, our 
affiliates or third parties. 

Organizational Expenses. Each CLO will typically pay or otherwise bear all fees, costs, 

expenses, and other liabilities incurred in connection with its formation and organization, 
including all out-of-pocket legal, accounting, filing, capital raising, placement agent, rating 
agency, printing, electronic database, travel, accommodations, meals and other similar fees, costs 
and expenses (collectively, the “Organizational Expenses”) relating to the organization of the 

CLO, the negotiation, preparation and execution of the CLO Documents and issuance of the CLO 
Securities and any other fees, costs, expenses and other liabilities incidental thereto. In some 
cases, the treatment of fees, costs and expenses are consistent from CLO to CLO while in other 
cases these will be specific to a particular CLO. As a result, investors should review the applicable 

CLO Documents for further information and the discussion herein is intended as a general 
overview and, as such, is qualified in whole by such CLO Documents. 

Operating Expenses. In addition, each CLO, subject to its CLO Documents, will typically pay or 
otherwise bear all of the direct and indirect fees, costs, expenses and other liabilities or obligations 

resulting from or arising in connection with its operations (collectively, the “Operating Expenses”). 
The Operating Expenses of a particular CLO are set forth in its CLO Documents and can include, 
without limitation, fees, costs, expenses and other liabilities related to, arising from or incurred in 
connection with the following: 

(i) legal advisers, consultants, rating agencies, accountants, placement agents (whether 
acting as initial note purchasers or otherwise), brokers and other professionals  we, our 
affiliate(s) or the CLO retains or employs in connection with the CLO and/or the issuance of 

CLO Securities; 

(ii) asset pricing and asset rating services, independent review party services, appraisal 
services, hedging services, custodial, trustee, transfer agent and recordkeeping services, 

collateral management services, collateral administration services, compliance services and 
software, and accounting, programming and data entry services directly related to the CLO 
and/or the management of the Assets of the CLO; 

(iii) all taxes, regulatory and governmental charges (not based on our income) and 

insurance premiums, insurance retention amounts or expenses; 

(iv) the acquisition or disposition of investments on behalf of the CLO (whether or not 
actually consummated), including where such acquisitions or dispositions are effectuated 
through an affiliate,  
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(v) the management of the CLO’s Assets, including attorneys’ fees and disbursements 
and hedging fees and expenses; 

(vi) preparing reports as required under the CLO Documents or as requested; 

(vii) reasonable travel expenses (including without limitation airfare, meals, lodging and 
other transportation) undertaken in connection with the performance of duties pursuant the 
CLO Documents; 

(viii) risk management assessments and analysis of such CLO’s Assets; 

(ix) expenses and costs in connection with any investor conferences; 

(x) any broker or brokers (including an affiliated broker) in consideration of brokerage 

services in connection with the sale or purchase of any Assets of the CLO or of any subsidiary 
thereof or received in connection with any such Assets; 

(xi) bookkeeping, accounting or recordkeeping and reporting services obtained or 
maintained with respect to the CLO; 

(xii) software programs licensed from a third party that are used in connection with 
servicing the Assets of the CLO; 

(xiii) obtaining the market value of the Assets of the CLO  (including without limitation 
fees payable to any pricing service); 

(xiv) audit costs incurred in connection with any consolidation review; 

(xv) any costs and expenses in connection with compliance with any applicable risk 
retention regime; and 

(xvi) maintaining such CLO and any of its subsidiary entities, including fees, costs and 
expenses incurred in the organization and restructuring of such subsidiary entities; 

(xvii) insurance allocated to such CLO (including our group insurance policy, general 
partner's, directors' and officers' liability or other similar insurance policies, errors and 

omissions insurance, financial institution bond insurance and any other insurance for 
coverage of liabilities to any person that are incurred in connection with activities of such 
CLO, litigation expenses, (including expenses incurred in connection with the investigation, 
prosecution, defense, judgment or settlement of litigation) and other extraordinary expenses 

(including fees, costs and expenses that are classified as extraordinary expenses under U.S. 
generally accepted accounting principles); 

(xviii) such CLO’s indemnification obligations (including any fees, costs and expenses 
incurred in connection with indemnifying covered persons consistent with the applicable CLO 
Documents, and advancing fees, costs and expenses incurred by any such covered persons in 

defense or settlement of any claim subject to a right of indemnification under the applicable  
CLO Documents); 
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(xix) any amendments, modifications, revisions or restatements to the CLO Documents of 
such CLO; 

(xx) the dissolution, winding up and termination of such CLO; and 

(xxi) any other fees, costs and expenses as set forth or reflected in the CLO Documents. 

The foregoing categories of fees, costs, expenses and other liabilities shall be Organizational 

Expenses and Operating Expenses, respectively, regardless of whether the person or entity 
providing or performing the service or output giving rise to such fees, costs and expenses is us, 
any of our affiliates or a third party, and including allocated portions of fees, costs and expenses, 

including overhead, incurred in connection with services performed by our personnel or employees 
or by personnel or employees of our affiliates; provided that, if such service or output is provided 
or performed by us or by one of our affiliates and not a third party, then, unless otherwise approved 
if and as required by the relevant CLO Documents, the applicable fees, costs and expenses shall 

reflect those that would be payable pursuant to an arm’s-length agreement for the provision or 
performance of similar services or outputs.  

Any person or entity associated with the CLO including, without limitation, the CLO’s board of 

directors (or similar governing body), us, any of our respective affiliates, or any third party, in such 
person’s or entity’s respective capacities under the CLO Documents, is entitled to reimbursement 

from such CLO for any Operating Expenses or Organizational Expenses paid and/or incurred by 
us or by them, as applicable, on behalf of such CLO. We expect to have discretion to seek 
reimbursement for Organizational Expenses and Operating Expenses but might choose not to seek 
reimbursement from certain CLOs for certain expenses. In circumstances where we retain, or an 

affiliate retains, the Equity in a CLO, we or such affiliate, as applicable, could pay for the portion 
of expenses that would otherwise be allocated to such CLO notwithstanding that other portions of 
such expense have been allocated to, and will be borne by, one or more other CLOs.  

All fees, costs and expenses incurred by our personnel for travel, accommodations, meals, events, 
entertainment and other similar fees, costs and expenses will be subject to our then standard 

practices with respect to travel and expense reimbursement. 

We can select or recommend that certain service providers (including accountants, administrators, 

lenders, bankers, brokers, agents, attorneys, consultants, and investment or commercial banking 
firms) and/or their affiliates perform services for the CLOs, the cost of which generally will be 
borne by the CLOs. These service providers, in some cases, also provide goods or services to or 

have business, personal, political, financial or other relationships with us or our affiliates. Such 
service providers could be our affiliates, investors in a fund or account advised by one of our 
affiliates, sources of investment opportunities or co-investors. These other services and 
relationships have the potential to influence us in deciding whether to select or recommend such a 

service provider to perform services for clients.  In certain circumstances, service providers, or 
their affiliates charge different rates or have different arrangements for services provided to us or 
our affiliates as compared to services provided to the CLOs, which could result in more favorable 
rates or arrangements for us or our affiliates than those payable by the CLOs. 

Allocation of Expenses. We and our affiliates from time to time expect to incur fees, costs and 

expenses on behalf of more than one CLO or on behalf of CLOs and other accounts advised by us 
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or our affiliates. To the extent such fees, costs and expenses are incurred for the account or benefit 
of more than one such account, our relevant CLO(s) will typically bear an allocable portion of any 

such fees, costs, and expenses in proportion to the participation in the activity, the use of a service 
or item or the size of its investment in the entity to which the expense relates (subject to the terms 
of each CLO’s applicable CLO Documents). We endeavor to allocate such fees, costs and expenses 
in a manner that we consider to be fair and equitable under the circumstances. However, due to 

differing pecuniary interests in the CLOs or other accounts, or circumstances where a Client’s 
CLO Documents or another account’s governing documents prohibit the CLO or other account (as 
applicable) from bearing an expense, we face a conflict of interest in making allocation decisions, 
especially if there is an overlap in investment amongst active CLOs or other accounts. For example, 

where we or an affiliate incurs an expense on behalf of multiple accounts, not all of which allow 
reimbursement of the expense, we have an incentive to allocate the expense to those accounts 
which are permitted to bear the expense to avoid incomplete reimbursement.  Where the fee, cost 
or expense involves an overlapping investment, we generally seek to allocate such fees, costs and 

expenses in proportion to the size of the investment in the Asset or entity to which the expense 
relates; however, in some cases, we will apply a non pro-rata or a per-transaction basis allocation, 
or allocate in a manner that we otherwise consider fair and equitable under the circumstances, 
consistent with our allocation policies.   

In addition, investments held by our Clients could also be held by an affiliate or its clients. To the 

extent that the we, our Client, an affiliate or a client of an affiliate incur fees, costs and expenses 
related to a commonly held investment, and we elect to allocate a portion of such expenses to one 
or more CLOs in accordance with our expense allocation policies, it is expected that such costs 
and expenses will be allocated pro rata based on hold size in the investment (or alternatively on a 

non pro-rata per-transaction basis) between the CLO, on the one hand, and the other accounts 
holding the investment, as appropriate, on the other hand. The portion allocated to the CLOs will 
be allocated between such CLOs as set forth in the preceding paragraph. 

Services from Morgan Stanley. Entities within Morgan Stanley expect to provide services to us 
and the CLOs, including: (i) providing assistance with portfolio management and underwriting, 

research, assessments and other information on potential investment opportunities; (ii) passing 
along information that was provided from third parties with respect to potential investment 
opportunities; (iii) providing physical space, back-office and other administrative services 
including, but not limited to, supporting legal, tax, accounting, compliance and risk functions; and 

(iv) providing advice and expertise related to the financing strategies we employ and granting 
permission to use their contacts at various institutions to help identify potential/prospective 
investors. We will bear fees, costs or expenses in connection with these services. In consideration 
for providing such services, certain entities within Morgan Stanley will be entitled to service fees 

pursuant to service agreements with us and will be entitled to reimbursement from our Clients for 
certain costs and expenses pursuant to such service agreements.  In addition, we expect that from 
time to time entities within Morgan Stanley will act as warehouse lender, placement agent, trustee 
and in other capacities in connection with one or more CLOs for which they will be entitled to 

receive from the applicable Client fees for services and reimbursement of various costs and 
expenses as specified in the related CLO Documents.  We also expect that the CLOs will execute 
purchases and sales of Assets through a Morgan Stanley affiliate and that the CLOs will bear the 
customary costs of such transactions, including spreads.  Clients utilizing services from Morgan 

Stanley will also agree to undertake certain other obligations and to bear certain liabilities relating 
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thereto as set forth in such CLO Documents which will benefit one or more Morgan Stanley 
entities. 

Fees Retained by Adviser Affiliates  

One hundred percent of all (i) investment banking, structuring, placement agent and underwriting 

fees, (ii) banking, trustee and custodial fees, (iii) loan arranging, loan agent and loan administrative 
fees of any nature, (iv) warehouse lending fees as well as interest and principal with respect to any 
warehouse loan and any other fees to be paid to the lender or any loan agent or other service 
provider in connection with any warehouse loan, (v)  fees with respect to transactions in Assets 

(including spreads), and (vi) any similar fees, whether in cash or in kind, in connection with any 
CLO or in connection with any CLO’s actual or contemplated investments paid to any of our 
affiliates with respect to any actual or potential CLO or investment by any CLO will be retained 
by such affiliates and will not reduce or offset the amount of any fees otherwise payable to such 

entities in accordance with the terms of the relevant agreement providing for such fees. 

CLOs generally are not required to pay fees, costs or expenses in advance. In addition, neither our 

personnel nor personnel of our affiliates receives compensation in connection with the sale of 
interests (including, without limitation, CLO Securities) in CLOs. 

Item 12, Brokerage Practices, below further describes our trading practices, including the factors 
that we consider in selecting or recommending intermediaries for client transactions and 
determining the reasonableness of their compensation. 

 ITEM 6  PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MANAGEMENT  

As discussed above, we expect that we will generally be eligible to receive performance-based 
compensation in the form of incentive fees and/or Performance Notes from the CLOs if and as 
provided in the CLO Documents.  Performance-based compensation arrangements create an 

incentive to recommend or select investments that are riskier or more speculative than those that 
might be recommended under a different fee arrangement.   

Our portfolio managers and other investment professionals often manage assets either on behalf of 
Morgan Stanley affiliates’ proprietary accounts or in their capacity as a portfolio manager or other 

investment professional with an affiliate on behalf of such affiliate’s clients, pooled investment 
vehicles and/or other accounts (including, without limitation, accounts of institutional clients and 
pension plans).  Such other accounts will have different fee schedules and can create an incentive 
for us, our affiliates and our shared personnel to favor higher paying clients or accounts with a 

performance-based fee (or a comparatively higher performance-based fee) or in which we or they 
otherwise have a greater pecuniary interest. In addition, our affiliates are expected to, and certain 
of our personnel could have, personal or proprietary investments in certain accounts, including 
certain of the CLOs, and our affiliates, portfolio managers or other investment personnel could 

have investments in certain accounts, and certain accounts could be investment options in relevant 
employee benefits and/or deferred compensation plans. Finally, the timing for realizing fees can 
vary; for example, we often do not receive fees from CLO Warehouses or ramping CLOs or such 
fees might be less than those of other CLOs. Even where these factors do not impact individua l 

compensation, there is an incentive to favor accounts in which we, our affiliates or such personnel 
have a greater pecuniary interest. For example, the possibility of greater fees from accounts that 
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pay performance-based fees or accounts in which we have greater pecuniary interests or a desire 
to increase or accelerate realization of fees gives us an incentive to allocate time resources and 

investment opportunities to certain accounts over others. 

To address these types of conflicts, we have adopted policies and procedures reasonably designed 
to ensure that allocation decisions are not improperly influenced by different pecuniary interests, 
including, without limitation, those associated with any differences in fee structures, investments 

in accounts by us or our affiliates or personnel and trading-related conflicts (including conflicts of 
interest that are raised when investment teams take conflicting (i.e., opposite direction) positions 
in the same or related securities for different accounts). In addition, we have established a Side -
by-Side Management Subcommittee to help ensure that such conflicts are reviewed and managed 

appropriately. The Side-by-Side Subcommittee meets on a regular basis and is comprised of 
representatives from business areas and control functions. The responsibilities and duties of the 
Side-by-Side Subcommittee include, among other things, establishing and reviewing appropriate 
reporting to monitor and review investment and related activities in side-by-side management 

situations for the relevant business areas.  

For additional information on conflicts related to allocations and our practices, please refer to Item 
12, Brokerage Practices, below. 

 ITEM 7  TYPES OF CLIENTS  

Clients will generally be organized as exempted companies incorporated with limited liability 
under the laws of the Cayman Islands. The CLOs are expected to be excepted from the definition 
of an “investment company” pursuant to Section 3(c)(7) of the Investment Company Act of 1940, 
as amended (the “1940 Act”), and the securities issued by Clients are expected to be exempt from 

registration under the Securities Act of 1933, as amended (the “Securities Act”), pursuant to 
Regulation D and/or Regulation S thereunder, although other exceptions could be relied on in 
certain circumstances. 

It is expected that each Client’s CLO Securities will be offered and sold in private placement 

transactions only to investors that are either (i) non-U.S. Persons in offshore transactions in 
reliance on Regulation S or (ii) both “qualified institutional buyers” (as defined in Rule 144A under 
the Securities Act) and “qualified purchasers” (as defined in Section 2(a)(51) of the 1940 Act), 
provided that certain CLO Securities are permitted to be issued to persons or entities that are both 

“accredited investors” as defined in Section 501(a) of Regulation D under the Securities Act and 
either qualified purchasers or “knowledgeable employees” within the meaning of Rule 3c-5 under 
the 1940 Act. 

Additional details concerning applicable investor criteria will be provided in each Client’s CLO 

Documents. In most cases, CLO Securities issued by Clients are expected to be issued in minimum 
denominations of $250,000, but these minimums can be waived in certain circumstances.  

ITEM 8  METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF 

LOSS 

This Item 8 describes certain material risks that are generally applicable to the CLOs, their 
investment strategies and the methods of analysis that we expect to use in managing the CLOs. 
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However, investors and prospective investors in a CLO should also consider the disclosures in the 
relevant CLO Documents for a more complete discussion of the investment strategies of, and the 

risks and conflicts of interest associated with an investment in, that CLO. 

Uncertainty Risks 

In general, and particularly in light of the novel coronavirus (SARS-CoV-2) and related respiratory 
disease (COVID-19) pandemic which, as of the date of this Brochure, is continuing to develop, 

Clients and investors should be aware that political, social and economic uncertainty creates and 
exacerbates risks and could impact our investment strategies, processes and methods of analysis.   
Social, political, economic and other conditions and events (such as natural disasters, epidemics 
and pandemics, terrorism, conflicts and social unrest) will occur that create uncertainty and have 

significant impacts on issuers, industries, governments and other systems, including the financial 
markets, to which CLOs and their investments are exposed.  As global systems, economies and 
financial markets are increasingly interconnected, events that once had only local impact are now 
more likely to have regional or even global effects.  Events that occur in one country, region or 

financial market will, more frequently, adversely impact issuers in other countries, regions or 
markets, including in established markets such as the United States. These impacts can be 
exacerbated by failures of governments and societies to adequately respond to an emerging event 
or threat. 

Uncertainty can result in or coincide with, among other things: increased volatility in the financial 
markets for securities, derivatives, loans, credit and currency; a decrease in the reliability of market 
prices and difficulty in valuing assets (including the Assets in which the CLOs are expected to 
invest); greater fluctuations in spreads on debt investments and currency exchange rates; increased 

risk of default (by both government and private obligors and issuers); further social, economic, 
and political instability; nationalization of private enterprise; greater governmental involvement in 
the economy or in social factors that impact the economy; changes to governmental regulation and 
supervision of the loan, securities, derivatives and currency markets and market participants and 

decreased or revised monitoring of such markets by governments or self-regulatory organizations 
and reduced enforcement of regulations; limitations on the activities of investors in such markets; 
controls or restrictions on foreign investment, capital controls and limitations on repatriation of 
invested capital; the significant loss of liquidity and the inability to purchase, sell and otherwise 

fund investments or settle transactions (including, but not limited to, a market freeze); 
unavailability of currency hedging techniques; substantial, and in some periods extremely high, 
rates of inflation, which can last many years and have substantial negative effects on credit and 
securities markets as well as the economy as a whole; recessions; and difficulties in obtaining 

and/or enforcing legal judgments. 

For example, in late 2019 and early 2020, COVID-19 emerged in China and spread rapidly across 
the world, including to the United States. This outbreak has led and for an unknown period of time 
will continue to lead to disruptions in local, regional, national and global markets and economies 

affected thereby.  With respect to the U.S. credit markets, this outbreak has resulted in, and until 
fully resolved is likely to continue to result in, the following among other things: (i)  government 
imposition of various forms of “stay at home” orders and the closing of “non-essential” businesses, 
resulting in significant disruption to the businesses of many borrowers, including supply chains, 

demand and practical aspects of their operations, as well as in lay-offs of employees, and, while 
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these effects are hoped to be temporary, some effects could be persistent or even permanent; 
(ii) increased draws by borrowers on revolving lines of credit; (iii) increased requests by borrowers 

for amendments and waivers of their credit agreements to avoid default, increased defaults by such 
borrowers and/or increased difficulty in obtaining refinancing at the maturity dates of their loans; 
(iv) volatility and disruption of these markets including greater volatility in pricing and spreads 
and difficulty in valuing loans during periods of increased volatility, and liquidity issues; and 

(v) rapidly evolving proposals and/or actions by local, state and federal governments to address 
problems being experienced by the markets and by businesses and the economy in general, which 
will not necessarily adequately address the problems facing the loan market and businesses  
broadly. This outbreak is having, and any future outbreaks could have, an adverse impact on the 

markets and the economy in general, which could have a material adverse impact on, among other 
things, the ability of lenders to originate loans, the volume and type of loans originated, and the 
volume and type of amendments and waivers granted to borrowers and remedial actions taken in 
the event of a borrower default, each of which could negatively impact the amount and quality of 

loans available for investment by CLOs and returns to CLOs. As of the date of this Brochure, it is 
impossible to determine the scope of this outbreak, or any future outbreaks, how long any such 
outbreak, market disruption or uncertainties will last, the effect any governmental actions will have 
or the full potential impact on us, obligors and CLOs. 

Although it is impossible to predict the precise nature and consequences of these events, or of any 
political or policy decisions and regulatory changes occasioned by emerging events or uncertainty 
on applicable laws or regulations that impact us, our Clients and their investments, it is clear that 
these types of events are impacting and will, for at least some time, continue to impact Clients and 

borrowers and in many instances the impact will be adverse and profound. For example, companies 
in which CLOs invest are being significantly impacted by these emerging events and the 
uncertainty caused by these events. With respect to loans to such companies, CLOs will be 
impacted if, among other things, (i) amendments and waivers are granted (or are required to be 

granted) to borrowers permitting deferral of loan payments; (ii) borrowers default on their loans, 
are unable to refinance their loans at maturity, or go out of business permanently; and/or (iii) the 
value of loans held by the CLO decreases as a result of such events and the uncertainty they cause.  
There can be no assurance that such emerging events will not cause a CLO to suffer a loss of any 

or all of its investments or interest thereon.  A CLO would also be negatively affected if our 
operations and effectiveness or those of our affiliates or an issuer, obligor, or borrower (or any of 
the key personnel or service providers of the foregoing) is compromised or if necessary or 
beneficial systems and processes are disrupted. 

As a result, each of the risks discussed in Item 8 of this Brochure (as well as similar discussions in 
CLO Documents) is subject to, and should be considered in light of, the foregoing risks and 
uncertainties. 

Material Risks Relating to Methods of Investment Analysis  

The CLOs are expected primarily to invest in, and be backed by, broadly syndicated, floating rate, 
below investment grade leveraged loans made to U.S. domiciled obligors. We aim to construct 
diversified portfolios on the basis of a disciplined, bottom-up fundamental credit analysis that is 
designed to optimize risk and return, and, except for static CLOs, actively manage portfolio drift. 
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We seek to conduct reasonable and appropriate due diligence and credit analysis based on the facts 
and circumstances applicable to each investment. The objective of the due diligence and credit 

analysis process is to identify attractive investment opportunities based on the facts and 
circumstances surrounding an investment and to identify possible risks associated with that 
investment. When conducting due diligence and credit analysis and making an assessment 
regarding an investment, we rely primarily on publicly available information and resources. The 

due diligence and credit analysis process is at times subjective (such as with respect to newly 
organized companies for which only limited information is available). Accordingly, our due 
diligence investigations and credit analysis with respect to any investment opportunity cannot 
always reveal or highlight all relevant facts (including evidence of fraud) that are necessary or 

helpful in evaluating such investment opportunity. Due diligence investigations and credit analysis  
are no guarantee of the success of an investment or that the actual financial performance of an 
investment will achieve the results expected used when evaluating that investment. 

The investment due diligence and credit analysis methods used for the CLOs cannot fully mitigate 

general economic, financial and obligor-specific conditions. 

Material Risks Relating to Our Investment Strategies 

Investing in a CLO involves risk of loss that an investor in a CLO should be prepared to bear.  
CLO Securities are offered to investors pursuant to disclosure documents that contain detailed 

information about the risks of investing in the particular CLO, including, among others, the risks 
relating to the CLO Securities and structure, as well as those relating to the underlying Assets held 
by such CLO. With respect to each CLO, the summary of investment risks in this Brochure is 
qualified in its entirety by the CLO Documents for the particular CLO. Investors should carefully 

review the offering documents for a CLO before investing in such CLO and evaluate the 
information and risks disclosed therein with their legal, tax and accounting advisors.  

Risk of Loss 

The following risk factors are those generally applicable to the CLOs we expect to manage.   The 

Assets in which the CLOs invest will consist primarily of below investment grade broadly 
syndicated leveraged loans made to U.S. domiciled obligors or participations therein which are 
subject to liquidity, market value, credit, interest rate, reinvestment and certain other risks.  It is 
anticipated that these loans generally will be subject to greater risks than investment grade 

corporate obligations.  These risks could be exacerbated to the extent that the portfolio is 
concentrated in one or more particular types of loans.  There can be no assurance as to the levels 
of defaults and/or recoveries that will be experienced on the loans in which a CLO invests and an 
increase in default levels and/or decrease in recoveries could materially adversely affect the 

economic returns to such CLO including, without limitation, payments on its CLO Securities. 

The material risks involved in investing in these types of loans are discussed below. However, 
additional risk factors, including risk factors that are specific to a particular CLO’s investment 
strategy, are described in the applicable CLO Documents. 

No Assurance of Investment Returns. There can be no assurance that a CLO’s investments in 
loans or other Assets will generate returns or that returns will be commensurate with the risks of 



12 

investing in leveraged loans and other Assets that fall within a CLO’s individual investment 
objectives and the parameters and restrictions set forth in its CLO Documents. 

Business and Market Risks.  Prices of the loans and other Assets in which a CLO invests can be 
volatile, and will generally fluctuate due to a variety of factors that are inherently difficult to 
predict, including but not limited to changes in interest rates, prevailing credit spreads, general 
economic conditions, financial market conditions, domestic and international economic, political 

or pandemic events, developments or trends in any particular industry, and the financial condition 
of the obligors of the Assets.  See also “Uncertainty Risks”.  The current uncertainty due to 
COVID-19 affecting the United States economy and the economies of other countries and the 
current and possible future increase in volatility in financial markets could adversely affect the 

value and performance of the Assets.  Additionally, loans and participations in loans have 
significant liquidity and market value risks (including the use of third party appraisals to value the 
underlying collateral of asset-based loans) since they are not generally traded in organized 
exchange markets but are traded by banks and other institutional investors engaged in loan 

syndications.  Because loans are privately syndicated and loan agreements are privately negotiated 
and customized, loans are not purchased or sold as easily as publicly traded securities.  In addition, 
historically the trading volume in the loan market has been small relative to the debt securities 
market. Investments in below investment grade loans involve a high degree of business and 

financial risk, which could result in substantial loss to a CLO.   

Credit Risk. All of the loans and any other debt obligations in which a CLO invests (collectively , 
the “Debt Obligations”) are exposed to credit risk, which is the possibility that the loan obligor or 
issuer of a Debt Obligation will default on its obligation to pay interest and/or principal or 

otherwise default, which could cause the CLO that owns such Debt Obligation not to recover its 
invested capital. A significant portion or all of a CLO’s Assets will be below investment grade 
Debt Obligations. Debt Obligations with lower credit ratings generally pay a higher level of 
income to debt holders but carry a greater risk of default.  Below investment grade Debt 

Obligations are considered to have significant credit risk. A below investment grade Debt 
Obligation, or a participation in a below investment grade Debt Obligation, is generally considered 
speculative in nature and could become a defaulted obligation for a variety of reasons.  Upon any 
such Debt Obligation becoming a defaulted obligation, such defaulted obligation can become 

subject to either substantial workout negotiations or restructuring, which could 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 are sometimes quite extensive and protracted over 

time, and therefore can result in substantial uncertainty with respect to the ultimate recovery on 
such defaulted obligation.  The liquidity for defaulted obligations is 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.    Below investment grade Debt Obligations 

have historically experienced greater default rates than investment grade Debt Obligations.  A CLO 
could suffer material losses as a result of defaulted Debt Obligations. 

Interest Rate Risk. Most or all of the Debt Obligations are expected to bear interest at floating 
interest rates using LIBOR as a reference rate prior the effective date of any transition from the 

LIBOR reference rate to an alternative reference rate that can be expected to occur in the future in 
accordance with the underlying Debt Obligation documents.  To the extent interest rates increase, 
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periodic interest obligations owed by the related obligors will also increase.  As prevailing interest 
rates increase, some obligors might not be able to make the increased interest payments on their 

Debt Obligations or refinance their balloon and bullet Debt Obligations, resulting in payment 
defaults and defaulted obligations.  Conversely if interest rates decline, obligors might refinance 
their Debt Obligations at lower interest rates which could shorten the average life of the CLO 
Securities and expose the CLO to reinvestment risk.  See “Reinvestment Risk”. 

It is expected that banks will not be compelled to, and will not, submit rates for the calculation of 
LIBOR benchmark reference rate beyond 2021.  If LIBOR is discontinued as a benchmark 
reference rate, one or more of the following could occur: (i) an increase in the volatility of LIBOR 
prior to the consummation of any change to an alternative reference rate, (ii) an increase in the 

portion of Debt Obligations that calculate interest based on a benchmark reference rate other than 
LIBOR or bear interest at a fixed rate, (iii) an increase in pricing volatility with respect to Debt 
Obligations, (iv) a decrease in the likelihood that we can effectively hedge interest rate risks and/or 
(v) a negative impact on the liquidity of CLO Securities.  If LIBOR is eliminated as a benchmark 

reference rate, it is uncertain whether broad replacement conventions in the leveraged loan and 
CLO markets will develop and, if conventions develop, what those conventions will be, whether 
they will be similar or different within and between such markets and whether they will create 
adverse consequences for CLOs and/or the holders of CLO Securities.  Relevant regulators in 

various jurisdictions have published proposed alternative benchmark reference rates, which vary 
as among such jurisdictions and significantly differ from LIBOR, both in the actual rate and how 
it is calculated, and therefore it is unclear whether and when markets will adopt any of these 
proposed benchmark reference rates (or be required to do so) as a widely accepted replacement for 

LIBOR. If no widely accepted conventions develop, it is uncertain what effect broadly divergent 
interest rate calculation methodologies in the markets and differing times of adopting new 
benchmarks will have on the price and liquidity of Debt Obligations or of CLO Securities 
collateralized by such Debt Obligations and our ability to effectively mitigate interest rate risks. A 

mismatch can be expected to occur between the benchmark reference rates, calculation 
methodologies and adoption timing with respect to Debt Obligations owned by a CLO and those 
with respect to the CLO Securities issued by such CLO which might not be able to be mitigated 
and could result in investors in a CLO not receiving the returns they are expecting from their 

investment.  While it is expected that the CLOs we manage will provide for a methodology to 
amend the benchmark reference rate during LIBOR transition, there can be no assurance that any 
such amendment (i) will be entered into, (ii) that is entered into will effectively mitigate interest 
rate risks or result in an equivalent methodology for determining the interest rates on the CLO 

Securities, (iii) will be entered into prior to any date on which a CLO suffers adverse consequences 
from the elimination or modification or potential elimination or modification of LIBOR or (d) will 
not have a material adverse effect on the holders of any class of CLO Securities, including the 
liquidity of such CLO Securities. 

Lack of Liquidity of Investments. Debt Obligations purchased by a CLO will have only a limited 
trading market (or none).  A CLO's investment in illiquid loans can restrict its ability to dispose of 
such investments in a timely fashion and for a fair price, as well as its ability to take advantage of 
market opportunities.  Illiquid loans could trade at a discount from comparable, more liquid 

investments and could negatively impact the expected return of investors in CLO Securities. 
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A CLO’s portfolio investments are expected to consist primarily of below investment grade 
leveraged loans, including, but not limited to, senior secured loans, and can include unsecured loans, 

second lien loans, debtor-in-possession financings, delayed drawdown loans, revolving loans and 
other types of loans permitted by the applicable CLO Documents. Such loans are not generally 
traded on organized exchange markets but rather would typically be traded by banks and other 
institutional investors engaged in loan syndications. The liquidity of a CLO’s loans will therefore 

depend primarily on the liquidity of the leveraged loan market. Trading in such loans is subject to 
delays as transfers typically require extensive and customized documentation, the payment of 
significant fees and the consent of the agent bank and/or underlying obligor. In addition, trading in 
certain loans will be subject to legal or contractual restrictions or requirements of the applicable 

CLO Documents that limit the CLO’s ability to acquire or dispose of particular loans at a particular 
time or at all. The resulting illiquidity of these investments could make it difficult for a CLO to sell 
such loans if the need arises. If a CLO needs to sell all or a portion of its portfolio over a short 
period of time, it could realize significantly less value than the value at which it had previously 

recorded those investments due to then current market conditions and any conditions relevant to 
such a sale of such investments. There can be no assurance that CLOs will be able to generate 
returns for their investors or that the returns will be commensurate with the risks of investing in the 
types of loans described herein. As noted above, there is a possibility of partial or total loss of capital 

as a result of such constraints. 

In addition, adverse developments in the primary market for leveraged loans could reduce 
opportunities for CLOs to purchase new loans.  More particularly, the ability of private equity 
sponsors and leveraged loan arrangers to effectuate new leveraged buy-outs and the ability of 

CLOs to purchase such assets could be partially or significantly limited.  The primary leveraged 
loan market in large measure has paused due to the COVID-19 pandemic.  There can be no 
assurance that the primary leveraged loan market will return to its previous levels and there is no 
way to know how it will be affected, or how long it will be affected, by the COVID-19 pandemic.   

The impact of the COVID-19 crisis or any other crises on the global credit markets could adversely 
affect our management flexibility in relation to CLO portfolios and, ultimately, the returns on such 
portfolios to such CLOs. 

Risks of Investing in Senior Secured Bank Loans. The substantial majority of each CLO’s 

investments will be senior secured bank loans. Such loans are typically negotiated by one or more 
commercial banks or other financial institutions and syndicated among a group of commercial 
banks, financial institutions and other investors. The loans will typically be to obligors that have 
below investment grade ratings and will generally be highly leveraged companies.  Such loans 

generally are subject to greater risks than investment grade corporate obligations.  These risks 
include illiquidity, market value, credit, repricing, default, recovery, interest rate, reinvestment and 
other risks. 

Senior secured bank loans typically pay interest based upon floating rates. During periods of rising 

interest rates, the total payment obligations of the borrowers, issuers or obligors of floating rate 
debt will increase, perhaps significantly. This could lead to an increase in default rates on such 
investments.  See also “Interest Rate Risk”. 

The investment risks of senior secured bank loans include: limited liquidity and secondary market 

support, the limited supply of some new issue bank loans, the possibility that earnings of the loan 
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obligor will be insufficient to meet its debt service, the declining creditworthiness and potential 
for insolvency of the obligor of bank loans during periods of economic downturn, spread 

compression over the reference interest rate available for reinvestment during any period in which 
prepayments or payments at maturity are received and if subordinated, subordination of such loans 
to the prior claims of other loans or senior lenders. The COVID-19 pandemic has, and further 
economic downturns could, severely disrupt the market for bank loans and adversely affect the 

value of outstanding bank loans and the ability of the obligors to repay principal and pay interest.  

Senior secured bank loans typically are either balloon loans or bullet loans.  Balloon and bullet 
loans involve a greater degree of risk than other types of Debt Obligations 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 an obligor to make this final payment upon the maturity of the loan typically depends upon its 
ability either to refinance the 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 or at all, 
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 obligor might not have the ability to repay the loan at maturity, 

and the CLO could lose all or most of the principal of the loan.  In addition, if customary sources 
of credit (such as banks, CLOs and other providers of credit in the broadly syndicated leveraged 
loan market) are not available to provide refinancing to loan obligors due to their own liquidity 
issues, other economic, market, legal, regulatory or other reasons, such loan obligors might not be 

able to refinance their loans at maturity.   Given their relative size and limited resources and access 
to capital, some obligors could have difficulty in repaying or refinancing their balloon and bullet 
loans on a timely basis or at all.  If obligors default on loans, the CLO that owns such loans could 
suffer losses which could be material. 

Senior secured bank loans can become non-performing for a variety of reasons and as a result, could 
require substantial workout negotiations or restructuring, potentially including a substantial 
reduction in the interest rate, a substantial reduction of the principal or a substantial extension of 
the amortization or maturity date of the loan. Any such event will likely cause a significant decrease 

in the interest collections on the loan and/or a significant decrease in the principal collections on 
the loans. Although some senior loans in which a CLO will invest will be secured by specific 
collateral, there can be no assurance that liquidation of such collateral would satisfy the borrower’s 
obligation in the event of non-payment of scheduled interest or principal or that such collateral 

could be readily liquidated. In the event of bankruptcy of a borrower, the CLO could experience 
delays or limitations in its ability to realize the benefits of any collateral securing a senior loan. If a 
default occurs with respect to a senior secured bank loan, and the holder of the loan sells or 
otherwise disposes of the loan, the proceeds of the sale or disposition will likely be less than the 

unpaid principal and interest thereon. Historical information regarding default and recovery rates 
of senior secured bank loans is limited. Actual default and recovery rates could vary significantly 
from historical observations. Historical information on the market value volatility of senior secured 
bank loans is limited, and such loans have been, and in the future could be, subject to market 

volatility not apparent from historical volatility studies. Such volatility has been and in the future 
could be significant at times. 
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CLOs can purchase an assignment of, or a participation in, a senior secured bank loan issued under 
a loan facility to which it is expected that multiple lenders will be parties. These loan facilities are 

most often administered by agent lenders on behalf of the lenders pursuant to a loan agreement. In 
addition, because of the unique and customized nature of a loan and the private syndication of a 
loan, leveraged loans cannot be purchased or sold as easily as publicly traded securities, and the 
trading volume in the syndicated loan market has been small relative to the market for high-yield 

bonds. Trading in loans is subject to delays due to their unique and customized nature, and transfers 
can require extensive documentation, the payment of significant fees and the consent of an agent 
bank or the underlying obligor. In addition, the lenders will likely incur additional expenses if 
required to seek recovery upon a loan default or to participate in the restructuring of a loan.  

In the event a CLO acquires a participation in a senior secured bank loan, as opposed to an 
assignment of such loan, the CLO will have a contractual relationship only with the participating 
institution and not with the underlying obligor.  Participations typically constitute the unsecured 
contractual obligation of the selling institution to pay over principal, interest and certain fees when 

and as received from the obligor.  As a result, the CLO will assume the credit risk of both the loan 
obligor and the institution selling the participation, which will remain the legal owner of record of 
the applicable loan.  In the event of the insolvency of the selling institution, the CLO will be treated 
as a general unsecured creditor of the selling institution, and might not benefit from any set off 

between the selling institution and the obligor.  In addition, a CLO can purchase a participation 
from a selling institution that does not itself retain any beneficial ownership of the economic 
interests in the applicable loan and, therefore, could have limited interest in monitoring the terms 
of the loan agreement and the continuing creditworthiness of the obligor.  When a CLO holds a 

participation in a loan it will not have the ability to enforce the terms of the related loan agreement 
nor any right of set-off against the obligor; nor will such CLO benefit directly from the collateral 
securing such loan.  The CLO might be granted limited rights under its participation agreement to 
direct the selling institution regarding certain lender rights under the related loan and material 

amendments with respect thereto but typically will not be granted the right to direct how the selling 
institution will vote under the applicable loan agreement with respect to every matter that arises 
thereunder, and it is expected that, except as expressly granted to the CLO under the related 
participation agreement, a selling institution will reserve the right to administer the loan as it sees 

fit and to amend and otherwise exercise lender rights under such loan without considering the 
interests of the CLO.  Selling institutions exercising lender rights in connection with such matters 
can have interests different from those of the CLOs that own participations therein and might not 
be required to, and could fail to, consider the interests of the CLO in connection with their exercise 

of such rights. 

The senior secured bank loans in which the CLOs will invest are generally prepayable in whole or 
in part at any time at the option of the obligor thereof at par plus accrued unpaid interest thereon. 
Prepayments are caused by a variety of factors, and as a result, are often difficult to predict.  

Consequently, there exists a risk that loans purchased by a CLO at a price greater than par could 
experience a capital loss as a result of such a prepayment.  In addition, loans that include excess 
cash flow capture and other mandatory prepayment provisions can result in accelerated 
amortization.  If we are delayed in reinvesting, or unable or not permitted to reinvest, payments or 

other from proceeds from such loans in loans with comparable interest rates, the CLOs receiving 
such prepayments or proceeds will be adversely affected.  We cannot predict that actual rate of 
prepayments, accelerated amortization or defaults which a CLO will experience. 
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Some bank loans acquired by a CLO are permitted under its CLO Documents to be subordinated 
loans, which are typically subject to intercreditor arrangements. These agreements could prohibit or 

restrict the ability of the lenders to exercise rights against the obligor with respect to their second 
liens or junior position, as applicable, to challenge any exercise of remedies against the collateral by 
the first lien or senior lenders with respect to their first liens, to challenge the enforceability or priority 
of the first liens on the collateral and to exercise certain other secured creditor rights, both before and 

during a default or bankruptcy of the obligor. During a bankruptcy of the obligor, the holder of a 
junior loan often has to give advance consent to any use of cash collateral approved by the first lien 
creditors, sales of collateral approved by the first lien lenders and bankruptcy court and debtor-in-
possession financings. 

A substantial portion of the loans in which a CLO invests are expected to be comprised of “Cov-
Lite” loans.  Cov-Lite loans typically do not have financial maintenance covenants.  Ownership of 
Cov-Lite loans exposes a CLO to different risks than those of loans with maintenance covenants, 
including with respect to liquidity, price volatility and ability to restructure loans.  As a result of 

the ownership of such Cov-Lite loans, a CLO's exposure to losses can be increased, which could 
result in an adverse impact on the CLO's ability to make payments on its CLO Securities. 

Judicial decisions have upheld the right of obligors to sue their lenders on the basis of various legal 
theories, collectively termed “lender liability.”  Generally, lender liability is founded on the 

premise that a lender has either violated a duty, whether implied or contractual, of good faith and 
fair dealing owed to the obligor or has assumed a degree of control over the obligor resulting in 
the creation of a fiduciary duty owed to the obligor or its other creditors or equity owners.  
Representatives of our affiliates, typically in their capacity as an agent lender, expect to sometimes 

participate on committees formed by creditors to negotiate with obligors in connection with debt 
restructurings or bankruptcies. There can be no assurance that any such participation would be 
successful in obtaining results most favorable to a particular Client in connection with such 
negotiations and significant legal fees and other expenses could be incurred in connection with 

such representation, a portion of which could be borne by the related Client(s). To the extent that 
that we, our affiliates or our personnel participate on such committees, Clients could become 
subject to allegations of lender liability. A CLO acquiring a senior secured bank loan could be 
subject to allegations of lender liability made against it as part of a group of lenders and if proven, 

the CLO will likely be liable for its pro rata share of the costs, expenses and liabilities of the agent 
lender in connection therewith.  We cannot provide assurance that these claims will not arise or 
that a Client (directly or indirectly through its agent) subject to such claims will not be subject to 
significant liability if a claim of this type did arise. 

Loans to Private Companies. The CLOs will invest in Debt Obligations of private companies.  
Such investments involve a number of particular risks, including risks related to the fact that: 

 some of these companies have limited financial resources and limited access to 
additional financing, which could increase the risk of their defaulting on their 

obligations; 

 these companies can have shorter operating histories, narrower product lines and 
smaller market shares than larger businesses, which render them more vulnerable to 
competitors’ actions and market conditions, as well as general economic downturns; 
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 there is often not as much information publicly available about these companies as 
would be available for public companies, and such information might not be of the 

same quality; and 

 these companies are more likely than larger companies to depend on the management 
talents and efforts of a small group of persons; as a result, the death, disability , 
resignation or termination of one or more of these persons could have a material 

adverse impact on these companies’ ability to meet their obligations. 

General Legal, Regulatory and Tax Risks. CLOs can be adversely impacted by legal, regulatory 
and tax changes that impact the leveraged lending business or market, the businesses or operations 
of loan obligors, the CLO market, CLOs or their investors. The regulation of all of these activities 

has undergone substantial change in recent years and recently as a result of the COVID-19 
pandemic and such changes can be expected to continue. The effect of new or changed regulations 
on these activities, while impossible to predict, could be substantial and adverse to CLOs and to 
CLO investors and could, directly or indirectly, subject leveraged loans in which CLOs invest 

and/or CLOs to changes in structure and/or capitalization and increased fees and expenses, as well 
as limit the types of investors who could be interested in investing in CLO Securities. The full 
effect of recent and future legislation cannot yet be known. 

Laws and regulations, particularly those involving taxation, investment and trade, applicable to the 

leveraged loan market and to CLOs can change quickly and unpredictably and could at any time 
be amended, modified, repealed or replaced in a manner adverse to the interests of CLOs and/or 
their investors. It is impossible to predict what, if any, changes in regulation applicable to us or the 
CLOs, the Debt Obligations in which CLOs invest, the markets in which CLOs or their Debt 

Obligations trade or the counterparties with which they do business could be instituted in the 
future. We, the CLOs and/or the leveraged loan market could be or become subject to unduly 
burdensome and restrictive regulation. 

CLOs can also indirectly be affected by regulation of banks, particularly as it affects their lending 

to the leveraged loan market, and other financial institutions and financial services firms with which 
the CLOs do business, obtain financing or other services or seek to acquire or dispose of loans or 
sell CLO Securities. The regulatory regimes applicable to the firms with which CLOs do business 
can affect the availability and type of leveraged loans able to be acquired by CLOs, the number of 

institutions with which CLOs can trade their Assets, increased CLO borrowing costs or limits on 
the terms or availability of credit, affect the terms, pricing and/or liquidity of CLO Securities, or 
have other effects, which could be adverse to the interests of the CLOs and of their investors. 

Risk Retention Information.   We intend to act as collateral manager for “open market” CLOs 

and, as a result, do not intend to comply with the U.S. credit risk retention requirements under the 
Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”). However, 
we could act as collateral manager for CLOs in which we or one or more of our affiliates could 
decide to hold and retain certain CLO Securities issued by such CLOs in order to comply with EU 

or Japanese credit risk retention regulations as an “originator” or “sponsor” (each as defined in the 
applicable regulations) in order for such CLO to comply with such regulations. Additionally, we 
and/or our affiliates could hold CLO Securities in addition to the requisite risk retention amount. 
There has been very little guidance issued with respect to such risk retention regulatory regimes 
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and therefore the regulatory environment in which any CLO intending to be structured to comply 
therewith is highly uncertain. There can be no assurance that applicable governmental authorities 

will agree that any of the transactions, structures or arrangements entered into by us and our 
affiliates, and the manner in which we or they expect to hold credit risk retention interests, if any, 
will satisfy the applicable regulators. Credit risk retention regulations and the interpretation thereof 
in the U.S., in Europe and in Japan are subject to change, clarification and interpretation by 

governmental authorities and courts in a manner that could have an adverse effect on us, our 
affiliates, and any applicable CLOs and the investors therein. 

Despite our intent to only act as collateral manager for “open market” CLOs, it is possible that a 
governmental authority determines that any CLO managed by us is not an "open-market” CLO. 

As a result, we would no longer be in compliance with the U.S. credit risk retention requirements 
under the Dodd-Frank Act and could be required to acquire additional CLO Securities.  If we fail 
to comply (or are unable to comply) with the U.S. credit risk retention requirements under the 
Dodd-Frank Act, such failure (or inability) could (i) result in significant negative reputational 

consequences, (ii) materially and adversely affect our ability to perform our obligations as 
collateral manager to any CLO and/or (iii) have a material adverse effect on the CLOs managed 
by us. 

Failure to comply with one or more of the applicable credit risk retention requirements specified 

in the offering documents of a CLO that are intended to be complied with can result in a loss of 
liquidity for the CLO Securities issued by such CLO as well as various penalties for those investors 
subject to an applicable regulatory regime including, in the case of those investors subject to 
regulatory capital requirements thereunder, the imposition of a punitive capital charge on the CLO 

Securities acquired by the relevant investors and/or the requirement to take corrective action, as 
applicable.  Aspects of the credit risk retention requirements and what is or will be required to 
demonstrate compliance to national regulators remain unclear.  

Monetary Policy and Governmental Intervention. In addition to other governmental actions to 

stabilize markets and seek to encourage economic growth, the U.S. Federal Reserve (the “Federal 
Reserve”) and global central banks, including the European Central Bank and the Bank of England, 
have acted to hold interest rates to historic lows. It cannot be predicted with certainty when, or 
how, these policies will change, but actions by the Federal Reserve and other central banks could 

have a significant effect on interest rates and on the U.S. and world economies generally, which in 
turn could affect the performance of the CLOs and their Assets. Governments globally have 
intervened in an unprecedented manner during the COVID-19 crisis to stabilize and support 
various markets and provide programs to assist companies whose business has been significant ly 

disrupted by the pandemic.  In addition to the COVID-19 pandemic, future crises could result in 
additional governmental intervention in the markets. The consequences of these interventions and 
changes to the various markets, market participants and companies arising out of any such crisis 
are unknown and difficult to predict. 

Possibility of Fraud and Other Misconduct of Employees and Service Providers . Misconduct by 
us, other service providers to CLOs and/or our or their affiliates, or our or their personnel, could 
cause significant losses to the CLOs. Misconduct could include entering into transactions without 
authorization, the failure to comply with operational and risk procedures, including due diligence 

procedures, misrepresentations as to investments being considered by such CLOs, the improper 
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use or disclosure of confidential or material, non-public information, among other things, which 
could result in litigation, regulatory enforcement or serious financial harm. Such activities could 

result in reputational damage, litigation, business disruption and/or financial losses to us and/or to 
such CLOs. We have controls and procedures in place that seek to minimize the risk of such 
misconduct occurring. However, no assurances can be given that we will be able to identify or 
prevent such misconduct. 

Changes in Investment Focus. CLOs are restricted in the CLO Documents, among other things, in 
the percentage of their capital that can be invested in a particular industry, geographic region or 
obligor. Many factors could contribute to changes in emphasis in the construction of a particular 
CLO’s portfolio, including changes in market or economic conditions or regulation as they affect 

various markets and industries and changes in the political, economic or social situations in 
particular countries. CLOs can have significantly different trading restrictions with static CLOs 
having significantly less trading permitted than more actively managed CLOs which can have an 
adverse effect on the returns to the investors in such static CLOs.  There can be no assurance that 

the investment portfolio of any CLO will resemble the portfolio of any other CLO. 

Leverage. CLOs generally are highly levered entities. Although leverage presents opportunities for 
increasing a CLO’s total return, it also has the effect of potentially increasing losses. During a CLO’s 
warehouse phase, warehouse leverage can also result in an increased risk of loss and increased 

volatility to the CLO due to possible margin calls, events of default, adverse fluctuations in interest 
rates, downturns in the leveraged loan market or the economy and the possible inability to 
refinance such warehouse debt when it matures or liquidate the related loan portfolio for an amount 
sufficient to pay such warehouse debt and return capital and/or profits to the CLO or its investors. 

If an event of default occurs under the related warehouse facility, the lenders or other 
counterparties to the warehouse facility (or some designated portion or agent thereof) would be 
able to exercise remedies with respect thereto including but not limited to the liquidation of or 
taking title to the collateral for such facility which will terminate the rights thereto of the CLO and 

could result in a full or partial loss of the CLO’s direct or indirect investment therein. 

Once the CLO issues its CLO Securities, the leverage is embedded in the structure of the CLO 
itself with the claims of the holders of each class of CLO Securities that is senior to one or more 
other classes of CLO Securities being senior to the claims of the holders of such subordinated 

classes with the most subordinate class of CLO Securities bearing the risk of loss before any more 
senior class of CLO Securities. 

Any event that adversely affects the value of a CLO’s direct or indirect investment in its loan 
portfolio could result in a substantial loss to the CLO and its investors which would be greater than 

if such CLO’s account was not subject to leverage. Interest or similar costs associated with such 
leverage will be a direct or indirect expense of the related CLO, and, to the extent not covered by 
net returns attributable to the Assets acquired, will cause the returns of such CLOs to be lower than 
if they have not used leverage. Interest or similar costs associated with leverage could be based on 

one or more interest rate indices, which can be different from the interest rate indices applicable 
to the Assets supporting such leverage. Any such mismatch will not necessarily be hedged.  

Hedging Policies/Risks.  Subject to each Client’s CLO Documents, we can, but are not required to, 
employ hedging techniques that are designed to reduce the risks of adverse movements in interest 
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rates and currency exchange rates, or in mismatches in interest rates or timing between the CLO 
Securities and the Assets in the CLO. While such hedging transactions could reduce certain risks, 

hedging transactions themselves entail other risks. Thus, while CLOs could benefit from the use of 
these hedging mechanisms, unanticipated changes in the risks being hedged could result in poorer 
overall performance for CLOs that enter into hedging transactions.  On the other hand, failure to 
hedge these risks also could result in poorer overall performance for CLOs that do not hedge these 

risks compared to CLOs that effectively hedge such risks. 

Cybersecurity Risk. The increasing reliance on computer programs and applications to conduct 
transactions and store data creates growing operational and security risks. Targeted cyber attacks, 
or accidental events, can lead to a breach in computer and data systems security and subsequent 

unauthorized access to sensitive transactional and personal information. Data taken in breaches 
could be used by criminals in identity theft, obtaining loans or payments under false identities and 
other crimes that could affect the value of Assets in which CLOs invest. Cybersecurity breaches 
involving our systems or those of vendors and service providers, including Morgan Stanley and its 

affiliates, could also lead to theft, data corruption or overall disruption in operational systems. 
These threats could also indirectly affect CLOs through cyber incidents with third party service 
providers or counterparties. These risks can disrupt the ability to engage in transactional business, 
cause direct financial loss and reputational damage or lead to violations of applicable laws related 

to data and privacy protection and consumer protection. Cybersecurity risks also result in ongoing 
prevention and compliance costs.  

 ITEM 9  DISCIPLINARY INFORMATION  

Not applicable. 

 ITEM 10  OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS 

As noted in Item 4, Advisory Business, above, we are controlled by Morgan Stanley, a financial 
holding company under the Bank Holding Company Act of 1956, as amended. As a result, we are 
part of a large global financial services and banking group, and investors in the CLOs likely will 

have relationships with our affiliates beyond their relationship with us. 

It is expected that certain affiliates of Morgan Stanley, including MSIM Inc. and its advisory 
affiliates (which represent the investment management division of Morgan Stanley) will provide 
us with personnel, facilities and resources performs certain back-office, credit analysis and 

reporting functions, among other services, which we require in order to carry out our business. 

As discussed below, the varied nature of our affiliates’ clients and their respective investments, 
and the activities of our affiliates and their personnel and clients create a variety of conflicts of 
interests.  For example, subject to restrictions in applicable CLO Documents, we or one of our 

affiliates could advise or manage other clients or types of clients, including additional public or 
private funds or investment vehicles in the future and such funds, and existing funds that they 
advise, could make investments that would be suitable for our existing Clients.  In addition, other 
clients of our affiliates invest in equity of public companies whose loans could be suitable for 

investment by our Clients.  We maintain a written allocation policy and policies with respect to 
other conflicts of interest associated with different clients maintaining simultaneous investments 
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in different securities of the same issuer, each as described below, that are reasonably designed to 
mitigate associated conflicts. 

Material Arrangements or Relationships with Affiliates  

Broker-Dealer Affiliates. We are affiliated with Morgan Stanley Distribution, Inc. (“MSDI”), a 
limited purpose broker-dealer registered under the Securities Exchange Act of 1934 (the 
“Exchange Act”) and the Financial Industry Regulatory Authority (“FINRA”). Certain of our 

management persons are registered representatives of MSDI.  

We are also affiliated with Morgan Stanley & Co. LLC (“MS&Co.”), Morgan Stanley Smith 
Barney LLC (“MSSB”), and Prime Dealer Services Corp., each a registered broker-dealer under 
the Exchange Act and with FINRA. We are also affiliated with foreign broker-dealers and financial 

services companies, including Morgan Stanley & Co. International PLC, Morgan Stanley MUFG 
Securities Co., Ltd., Morgan Stanley India Company Private Ltd., Block Interest Discovery System 
(BIDS), and TradeWeb LLC (hereinafter, together with our other affiliated broker-dealers 
registered under the Exchange Act, collectively referred to as “Affiliated Broker-Dealers”).  

When permitted by applicable law and subject to the considerations set forth in Item 12 “Brokerage 
Practices”, below, we can utilize Affiliated Broker-Dealers to effect purchases or sales of Assets 
and other transactions for the CLOs. The “Participation or Interest in Client Transactions” 
subsection of Item 11, Code of Ethics, Participation or Interest in Client Transactions and Personal 

Trading, below, describes in greater detail the manner in which we utilize Affiliated Broker-
Dealers to effect Client transactions and the conflicts of interest that can arise.  

We also expect to pay placement fees to Affiliated Broker-Dealers.  

Commodity Trading Advisor/Commodity Pool Operator Registration. MSIM Inc. is registered 

with the CFTC as a commodity trading advisor and a commodity pool operator and is also a 
member of the National Futures Association (“NFA”). As a result, certain personnel we share with 
MSIM, Inc. are registered with the NFA as associated persons of MSIM Inc., in connection with 
activities performed on behalf of MSIM Inc. clients. 

Investment Adviser Affiliates. We are part of a group of investment advisers within the Morgan 
Stanley Investment Management business, including: (1) MSIM Inc.; (2) Mesa West Capital, 
LLC.; (3) Morgan Stanley Investment Management Company; (4) Morgan Stanley Investment 
Management Limited; (5) Morgan Stanley AIP GP LP; (6) Morgan Stanley Infrastructure, Inc.; 

(7) Morgan Stanley Private Equity Asia, Inc.; (8) MS Capital Partners Adviser, Inc.; (9) Morgan 
Stanley Real Estate Advisor, Inc.; (10) MSREF Real Estate Advisor, Inc.; (11) MSREF V, LLC;  
and (12) MSRESS III Manager, LLC (together, “Affiliated Advisers”). 

From time to time and with prior client consent, we can delegate some or all of our responsibilit ies, 

duties and authority under an investment management agreement to one or more of our Affiliated 
Advisers to the extent permitted by applicable law. Our Affiliated Advisers, in certain instances, 
likewise can delegate some or all of their responsibilities, duties and authority to us. 
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Investment Companies and Other Pooled Investment Vehicles. Our affiliates serve as investment 
advisers, subadvisers and/or administrators to U.S. registered funds and other pooled investment 

vehicles. 

In certain instances, we or our related persons act as general partner or special limited partner of a 
limited partnership or managing member or special member of a limited liability company to 
which we serve as adviser or sub-adviser. In some cases, the general partner or special limited 

partner of a limited partnership or managing member or special member of a limited liabilit y 
company is entitled to receive an incentive allocation from a partnership. As discussed in Conflicts 
of Interest Associated with Overlapping, Competing or Conflicting Investments, below, some of 
these funds invest in the same assets or types of assets as our Clients or otherwise create conflicts 

of interest. 

Along with Morgan Stanley, MSIM Inc. has established procedures, to which we are also subject, 
that are intended to identify and mitigate conflicts of interest related to our and our affiliates’ 
business activities on a worldwide basis, including conflicts related to our business of managing 

CLOs. A conflict management officer for each business unit and/or region acts as a focal point to 
identify and address conflicts of interest that can arise in their business area. When appropriate, 
there is an escalation process to senior management within the business unit, and ultimately if 
necessary to firm management or the firm’s franchise committees, for potentially significant 

conflicts that cannot be resolved by the conflict management officers or that otherwise require 
senior management review.  

Conflicts of Interest Related to Relationships with Affiliates 

Conflicts of Interest Associated with Overlapping, Competing or Conflicting Investments . In 

addition to responsibilities with respect to the management and investment activities of the CLOs, 
we and our affiliates expect to have (and in the future could form or acquire subsidiaries who could 
have) similar responsibilities with respect to other advised client accounts, proprietary accounts, 
and others with whom they have contractual arrangements (collectively, the “Other Accounts”) 

that could have investments, objectives or strategies that overlap, compete or conflict with those 
of a CLO. The existence of such Other Accounts necessarily creates a number of conflicts of 
interest. 

We and each of our relevant affiliates have discretion to make investment recommendations and/or 

decisions with respect to a CLO or Other Account that are the same as, or different from, those 
made with respect to a Client’s investments. It is expected that we and our affiliates will, on behalf 
of Clients and Other Accounts, arrange, purchase, hold, sell, trade or take other related actions in 
loans or other investments of a type that is suitable to be included as assets owned, or that could 

be acquired by, a Client. Neither we nor any of our affiliates will be required to offer such loans, 
other investments or other opportunities with respect thereto to a Client, or provide notice to a 
Client of such opportunities or actions.  

Conflicts can also arise if investments are held by some Clients or Other Accounts but not by 

others or certain Clients or Other Accounts have levels of holdings in certain investments different 
from those of others.  We or our affiliates will, from time to time, give advice or take action with 
respect to the investments of one or more Client or Other Account that is not be given or taken 
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with respect to others with similar investment programs, objectives, and strategies.  Accordingly, 
Clients will not always hold the same investments or achieve the same performance as Clients or 

Other Accounts with similar strategies.  We and our affiliates also will advise Clients or Other 
Accounts with conflicting programs, objectives or strategies to those of a Client.  A Client and 
other Clients or Other Accounts owned or advised by our affiliates could invest in different classes 
or types of loans of the same obligor, or different classes of securities of the same issuer, or 

different amounts of the same class or type of such loans or securities, depending on the investment 
objectives and policies of each such Client or Other Account, respectively.  As a result, we and an 
affiliate will, at times, seek to satisfy our respective fiduciary obligations to certain Clients or Other 
Accounts owning loans of a particular obligor or securities of a particular issuer by pursuing or 

enforcing rights or taking or not taking actions on behalf of such Clients or Other Accounts with 
respect to such loans or securities that will be different than those taken or not taken on behalf of 
a particular Client, and those activities on behalf of other Clients and Other Accounts could have 
an adverse effect on such a Client. 

Neither we nor any of our affiliates have any affirmative obligation to offer any investments to a 
Client or to inform a Client of any investments before offering any investments to any other Client 
or Other Accounts including, without limitation, any proprietary Client or Other Account.  
Furthermore, we or an affiliate could be bound by affirmative obligations at present or in the future, 

whereby one or more of them is obligated to offer certain investments to certain accounts before 
or without offering those investments to others. Alternatively, we and/or an affiliate could, from 
time to time, offer certain investments to certain Clients or Other Accounts simultaneously with, 
or in addition to, offering those investments to a particular Client. Thus, such other Clients or Other 

Accounts could become co-investors with a Client. In the event that either the we or an affiliate 
decides, in its sole and absolute discretion, to offer any investments to a particular Client together 
with any of their respective other Clients or Other Accounts, we or such affiliate, as applicable, 
will allocate such investments in a manner consistent with its obligations under the Advisers Act, 

and as determined by it in view of its applicable internal policies and procedures. 

We and our affiliates expect to conduct their respective obligations with respect to each Client’s 
or Other Account’s investment program in a manner that is similar to the investment programs of 
certain other Clients or Other Accounts, particularly where the investment objectives and policies 

overlap (in whole or in part). However, there are or are expected to be differences among Clients 
and between Clients and Other Accounts (such as with respect to investment objectives, 
investment strategies, investment parameters and restrictions, portfolio management personnel, 
tax considerations, liquidity considerations, legal and/or regulatory considerations, asset levels, 

timing and size of investor capital contributions and withdrawals, cash flow considerations, 
available cash, market conditions and other criteria deemed appropriate by the relevant party), the 
nature and extent of which differences will vary from Client to Client or between Clients and Other 
Account, as relevant. 

Notwithstanding these differences, there could be circumstances where Clients and/or Other 
Accounts participate in parallel or other contemporaneous investment transactions, at the same 
time and on the same terms or on different terms. We seek to allocate portfolio transactions 
equitably whenever concurrent recommendations are made to purchase or sell loans or other 

investments for Clients (and our affiliates similarly seek to allocate portfolio transactions equitably 
whenever concurrent recommendations are made to purchase or sell loans or other investments for 
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Other Accounts that they advise). We will apply our allocation policy to any purchase or sale 
portfolio transaction we determine to make on behalf of a Client.  In addition, we can amend, 

supplement, restate or otherwise modify our allocation policy from time to time.  The application 
of our allocation policy in certain circumstances will reduce the amount of the portfolio transaction 
available to a Client. In making such allocations among Clients, the main factors considered are 
expected to be, with respect to Clients: the relative size of each, their respective investment 

objectives, the relative size of their portfolio holdings of the same or comparable investments, the 
availability of cash for investment, the size of investment commitments generally held, the current 
phase within their lifecycle (e.g., warehouse, ramp-up or reinvestment period) and opinions of 
relevant personnel (who could be shared personnel) responsible for recommending the portfolio 

transaction. Application of these factors can result in prioritization of CLO Warehouses as well as 
CLOs that are in a ramp-up or reinvestment period (i.e., because such accounts have a relatively 
larger amount of cash to invest within a potentially limited timeframe), relative to other CLOs 
(including CLOs managed by an affiliate), in order to facilitate timely investment of an account of 

a CLO Warehouse or a CLO that is in a ramp-up or reinvestment period in accordance with its 
investment objectives.  As noted in Item 6, Performance Based Fees and Side-by-Side 
Management, above, the fee structures of these Clients can create an incentive for us to favor them 
over others.     

Conflicts of Interest Related to Restrictions on Trading. We, and our affiliates in connection with 
their other respective business activities, are expected, from time to time, to acquire material non-
public information that could restrict us from purchasing or selling loans, securities or other 
investments (or recommending the purchase or sale thereof) for ourselves, our Clients or relevant 

Other Accounts or otherwise using such information for the benefit of ourselves, our Clients or 
relevant Other Accounts.  Our ability to pursue trading strategies on behalf of a Client could be 
adversely affected due to additional regulatory requirements or changes to regulatory requirements 
that are or could be applicable due to our activities or those of our affiliates, as described below 

(including, for the avoidance of doubt, any position we take with respect to the types of assets to 
be purchased by a Client in order to ensure that the Client satisfies the loan securitization exclusion 
under the Volcker Rule). Any changes to current regulations or any new regulations applicable to 
us, our affiliates, our Clients or their portfolios of Assets could have a materially adverse effect on 

a Client, its investors and/or on the market for, and liquidity of, the CLO Securities issued by the 
Client.  In addition, if a CLO fails to satisfy the loan securitization exclusion under the Volcker 
Rule, we or an affiliate could be required to sell or otherwise dispose of any CLO securities issued 
by the Client then owned by it. 

Conflicts of Interest Related to Trading While Engaged in an Obligor Restructuring. While we 
intend to comply with applicable securities laws and to make judgments concerning restrictions 
on trading in good faith, we could, at times, trade (or recommend a trade) on behalf of a Client in 
an obligor’s loans or securities while engaged in that obligor’s restructuring activities. Such trading 

creates a risk of litigation and liability that could cause us, an affiliate or a Client to incur 
significant legal fees and suffer potential losses. 

Conflicts of Interest Related to Information that Will Not Be Available for Use on Behalf of a 

Client. We or our affiliates could own, and effect transaction in, loans, securities or other 

investments of companies that Clients own, seek to acquire or sell.  Certain personnel of an affiliate 
could cover such companies in investment research or provide investment banking services to such 



26 

companies or make a market in such loans, securities or other investments, or have positions of 
influence or financial interests in such companies. As a result, such personnel might possess 

information relating to such companies or to such loans, securities or other investments that is not 
known to those responsible for managing a Client’s investments, or such information might be 
subject to confidentiality or other restrictions by law, contract or internal procedures. Such 
personnel will not be required to, and might be prohibited from, sharing such information with 

those responsible for managing a Client’s investments. In general, we will not make 
recommendations or initiate investments on behalf of a Client in companies with respect to which 
our personnel have controlling interests or are affiliated, except as permitted under applicable law.  

Conflicts of Interest Arising from Certain Other Business Activities. Various conflicts of interest 

are likely to arise from our overall investment and other activities and those of our affiliates and 
Other Accounts (collectively, the “Other Persons”). For example, one or more of the Other Persons 
could: 

 invest, on behalf of one or more Other Accounts, in loans or other investments that would 

be appropriate for a Client to purchase but are not being acquired by the Client, as well as 
in loans, securities and/or other investments that are senior or junior to, or have interests 
different from or adverse to, the loans owned or being acquired by a Client; 

 give advice or take actions or not take actions for Other Accounts with similar strategies 
which could differ from advice given or action taken or not taken in respect of a Client; 

 have ongoing relationships with companies whose loans, securities and/or other 
investments are acquired by a Client (including, without limitation, as a placement agent, 

arranger, loan agent, lender, trustee and/or equity owner); 

 own, directly or through Other Accounts, loans and/or securities of, and/or other 
investments in, companies whose loans, securities and/or other investments are acquired 

by a Client; 

 on behalf of themselves or their Other Accounts, be active on steering committees of 
creditors in the restructuring of debt obligations issued by companies whose loans, 

securities and/or other investments are owned by Other Persons (including a Client). Such 
relationships could give rise to multiple conflicts of interest; 

 at certain times be seeking to purchase or dispose of loans, securities and/or other 

investments for a Client while at the same time also seeking to purchase or dispose of, or 
might have already purchased or disposed of, similar or identical investments for Other 
Accounts or for any other entity for which an Other Person serves as general partner, 

managing member, advisor, officer, director, sponsor or manager; and 

 at times, in an effort to avoid restrictions for their Other Accounts and a Client, elect not 
to receive information that other market participants or counterparties are eligible to 
receive or have received. 

Clients will depend on our managerial expertise and that of our personnel. The success of 
Clients’ investments will depend, in large part, on the skill and expertise of our personnel, 
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including members of our investment committee.  We also expect to have access to personnel 
shared with affiliates.  Such shared personnel could perform similar services on behalf of such 

affiliates and Other Accounts.  When providing services through us, shared personnel are 
supervised by us and subject to our compliance policies and procedures, and when providing 
services through the an affiliate, such shared personnel are supervised by that affiliate and subject 
to its compliance policies and procedures, in both such cases including a code of ethics.  There can 

be no assurance that any professionals who constitute shared personnel will continue to serve in 
their positions, continue to be employed by an affiliate and made available to us or continue to be 
shared personnel of us and our affiliate. 

Clients are not direct beneficiaries of any employment or personnel sharing arrangements between 

us and our affiliates, which arrangements are in any event subject to change without notice to, or 
the consent of, Clients.  In addition, individuals not currently associated with us or our affiliates 
could in the future become associated with either, and the performance of Clients could also 
depend on the financial and managerial experience of such individuals.  Our professional staff will 

only devote as much time to a Client’s business and affairs as it deems appropriate to perform its 
duties in accordance with the Client’s CLO Documents.  Such professional staff will typically also 
be providing services to other Clients and Other Accounts. As such, our professional staff could 
have conflicts in allocating its time and services among Clients and other activities. 

We can employ or delegate to third parties (or affiliates) in connection with the services provided 
to Clients as provided in a Client’s CLO Documents. 

Transactions with Affiliates. We expect to purchase Assets on behalf of a Client directly from an 
affiliate of Morgan Stanley that is acting as a manager of a syndicate or selling group.  We also 

could purchase Assets from unaffiliated underwriters or placement agents in a syndicate or selling 
group in which a Morgan Stanley affiliate is a member.  In these cases, our affiliate might benefit 
from the purchase through receipt of a fee or otherwise.  Purchases or sales on behalf of a Client 
from Morgan Stanley or a Morgan Stanley Affiliate that constitute principal transactions must 

meet the requirements of applicable law. See “Client Cross-Transactions, Intermediated 
Transactions and Principal Transactions” below. 

Morgan Stanley Conflicts of Interest 

Morgan Stanley is a global financial services firm that is engaged in securities and loan trading 

and brokerage activities, as well as providing investment banking research and analysis, financing 
and financial advisory services and whose activities might be inconsistent or in conflict with the 
interests of Clients and their investors. In particular, Morgan Stanley currently owns or operates, 
directly or indirectly, several registered investment advisers, registered investment companies, 

broker dealers and service providers (collectively, “Morgan Stanley Affiliates”) and, in the future 
could acquire or otherwise establish and operate, directly or indirectly, other Morgan Stanley 
Affiliates. Morgan Stanley and any current or future Morgan Stanley Affiliates could take actions 
in conducting their own businesses that are materially adverse to the interests of the Clients and 

their investors. Morgan Stanley Affiliates regularly act as a placement agent and/or initial 
purchaser in other transactions involving issues of collateralized loan obligations and other similar 
portfolios managed by other collateral managers and receive significant compensation in the form 
of fees for such activities. Furthermore, Morgan Stanley Affiliates regularly provide financing for 
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the accumulation of leveraged loans as collateral for such transactions and earns significant 
compensation in the form of interest and fees thereon. Such activities could have an adverse effect 

on the availability of loans for Clients, including by providing liquidity to collateralized loan 
obligation issuers other than Clients investing in the same types of commercial loans that Clients 
seek to acquire. 

In addition, the businesses conducted by Morgan Stanley and the Morgan Stanley Affiliates afford 

them broad access to the current status of certain markets and investments, such as those that might 
be eligible investments for Clients. As a result of these activities and the access and knowledge 
arising therefrom, Morgan Stanley and the Morgan Stanley Affiliates could possess information 
relating to such markets and investments, which, if known to us, might cause us to seek to dispose 

of, retain or increase interests in investments held by a Client, or to acquire certain investments on 
behalf of a Client. However, neither Morgan Stanley nor the Morgan Stanley Affiliates (nor their 
respective employees and other personnel) will be under any duty to make any such information 
available to us or in particular our personnel making investment recommendations or decisions on 

behalf of Clients. 

In addition, in connection with our other business activities, we could acquire material non-public 
information that restricts us from purchasing or selling loans, securities or other investments (or 
recommending the purchase or sale thereof) for us or Clients or otherwise using such information 

for the benefit of Clients or ourselves. Furthermore, while we intend to comply with all applicable 
securities laws and to make judgments concerning restrictions on trading in good faith, we could, 
on behalf of the Clients, trade in a company’s loans, securities or other investments while engaged 
in that company’s restructuring activities. Such trading creates a risk of litigation and liability that 

could cause the Client or us to incur significant legal fees and potential losses. 

Our Personnel or Personnel of an Affiliate could invest in Other Accounts. Certain of our 
principals, officers, employees, personnel (including shared personnel) and professional staff 
could invest in one or more of our Clients or in Other Accounts. Such Clients or Other Accounts 

could have interests that are adverse to another Client or to an obligor under a loan held by another 
Client. As a result, such individuals might, by virtue of their investments, have an incentive to take 
action with respect to a Client which it would not otherwise take were it not for such investments.  

Morgan Stanley and its affiliates engage in sales and trading activity that could be adverse to a 

Client. Morgan Stanley and Morgan Stanley Affiliates trade, make markets and take long and short 
proprietary positions in fixed income securities and related products globally, including, among 
other products, investment and below investment grade corporate debt, distressed debt, bank loans, 
U.S. and other sovereign securities, emerging market bonds and loans, convertible bonds, 

collateralized debt obligations, credit, currency and other fixed income linked notes, and securities 
issued by structured investment vehicles, mortgage-related and other asset-backed securities and 
real estate loan products, municipal securities, preferred stock and commercial paper, money 
market and other short-term securities. Thus, Morgan Stanley and/or any Morgan Stanley Affiliate 

expect to take proprietary positions in the securities issued by a Client, the loans held by a Client 
or any other and loans or securities issued by obligors of such loans. There can be no assurance 
that any positions taken by Morgan Stanley or any Morgan Stanley Affiliate will not be adverse 
to the interests of Clients, their investors or the obligors of the loans held by Clients.  As noted 
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below, we expect that Clients will purchase and sell Assets through Morgan Stanley or Morgan 
Stanley Affiliates.   

We, Morgan Stanley and our respective affiliates are subject to regulatory considerations which 

could adversely impact Clients and the securities they issue. Morgan Stanley is a bank holding 
company (a “BHC”) under the U.S. Bank Holding Company Act of 1956, as amended (the 
“BHCA”).  A BHC that meets certain criteria can also elect to be treated as a financial holding 

company (“FHC”), which are permitted to engage in a broader range of activities than BHCs that 
are not FHCs.  Morgan Stanley has elected to be treated as an FHC. 

As a result, Morgan Stanley and its affiliates are subject to certain U.S. banking laws, including 
the BHCA, and Sections 23A and 23B of the Federal Reserve Act, and to regulation by the U.S. 

Federal Reserve Board. These banking laws, rules, regulations and guidelines and the 
interpretation and administration thereof by the staff of regulatory agencies which administer them 
impact the transactions and relationships among us, Morgan Stanley and our affiliates, on the one 
hand, and Clients on the other hand, and can restrict the investments and transactions by Clients.  

These restrictions can materially and adversely affect Clients, among other ways, by potentially 
imposing a maximum holding period on some or all of Clients’ investments, limiting the amount 
of an entity’s beneficial ownership interests which a Client is permitted to hold, restricting our 
ability and that of Morgan Stanley or other affiliates to invest in a Client, or affecting our ability 

to pursue certain strategies within a Client’s investment program.  Certain statutory and regulatory 
requirements under the federal banking laws also require aggregation of certain types of positions 
owned, held, or controlling client and proprietary accounts by us, Morgan Stanley and its affiliates 
with positions held by Clients.  Moreover, Morgan Stanley could cease in the future to qualify as 

an FHC and/or the bank regulatory requirements applicable to Morgan Stanley could change, and 
any such change could have a material adverse effect on Clients. 

Additionally, the U.S. Federal Reserve Board could take more restrictive interpretations of or 
positions on control and/or the availability or use of certain authorities in the future. Changes in 

the administrative application or interpretation of the BHCA, the Dodd-Frank Act or other 
applicable laws and regulations, future modifications to such laws and regulations or new laws 
and regulations adopted in the future could impose significant restrictions or burdens on Morgan 
Stanley’s activities or a Client’s activities, and could adversely affect their business, operations, 

performance and prospects. 

Section 609 of the Dodd-Frank Act (the “Volcker Rule”) generally, with some exceptions, (i) limits 
the extent of the “ownership interest” (as defined in the Volcker Rule) banking entities (including 
Morgan Stanley and its subsidiaries) can have in “covered funds” and (ii) prohibits banking entities 

(including Morgan Stanley and its subsidiaries) from engaging in certain “covered transactions” 
(e.g., loans, extensions of credit, purchases of assets and certain other transactions (including 
derivative transactions and guarantees) that would cause the banking entities or their affiliates to 
have credit exposure to “covered funds” managed by their affiliates), restricts transactions that 

would result in a “material conflict of interest” between a banking entity and its clients, customers 
or counterparties, and requires that certain other transactions between Morgan Stanley and covered 
funds managed by its affiliates to be on “arms’ length” terms. 
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Limitations imposed on such banking entities can serve to restrict or discourage them from 
acquiring securities issued by CLOs, which could adversely affect the liquidity of such securities. 

Clients generally are expected to operate within the “loan securitization” exclusion from the 
definition of “covered fund.” While no assurance can be made and there is no guarantee that each 
Client will qualify for the “loan securitization” exemption or for any other exclusion or exemption 
that might be available under the Volcker Rule and its implementing regulations, we will be 

prohibited from acquiring certain assets that it might otherwise be permitted to acquire that are not 
consistent with the restrictions in the “loan securitization” exclusion and the Volcker Rule, and 
interpretations thereunder could further restrict the manner in which we manage the portfolio of 
investments held by Clients, or perform other activities on behalf of Clients, which could have a 

material adverse effect on such Clients or their investors. If, contrary to a Client’s expectations, 
the Client were determined to be a covered fund, we or our affiliates might be unable to continue 
to hold any securities issued by the Client. Any resulting divestiture could have an adverse effect 
on the holders of such securities and the liquidity of the securities.  In addition, Sections 23A and 

23B of the Federal Reserve Act restrict covered transactions between Morgan Stanley’s U.S. bank 
subsidiaries and Clients, whether or not the Client is a covered fund, which could limit such a 
Client’s ability to engage in ordinary course trading and financing activities with certain Morgan 
Stanley businesses. 

Service Providers. Certain advisers and service providers, or their affiliates (including 
accountants, administrators, lenders, bankers, brokers, agents, attorneys, consultants, investment 
and commercial banking firms and certain other advisors and agents), to Clients could also provide 
goods or services to or have business, personal, political, financial or other relationships with us, 

Morgan Stanley or other Morgan Stanley Affiliates. These other services and relationships could 
influence us in deciding whether to select or recommend such a provider to perform services for a 
Client (the cost of which will generally be borne by the Client). Similarly, these service providers 
and their affiliates could engage in competitive activities and earn fees from or receive or provide 

other consideration from such persons or entities, and could provide different advice or services, 
take different action, or hold or deal in different loans for any other client or account, including 
their own accounts, from the advice or services they provide, action they take, or loans they hold 
or deal for a Client. Moreover, in certain circumstances, the rates charged by such advisers or 

service providers with respect to services provided to us, Morgan Stanley and other Morgan 
Stanley Affiliates (including the Service Provider) might be lower than the rates charged by such 
advisers or service providers with respect to services provided to a Client.  

Policies and Procedures of Morgan Stanley. Policies and procedures implemented by Morgan 

Stanley and Morgan Stanley Affiliates (including us) from time to time to mitigate conflicts of 
interest and address certain regulatory requirements and contractual restrictions could reduce the 
synergies across Morgan Stanley’s areas of operation or expertise that we expect to draw on for 
purposes of pursuing and evaluating attractive investment opportunities for Clients. Because 

Morgan Stanley has other activities unrelated to the Clients, it has a number of conflicts of interest, 
additional regulatory considerations and more legal and contractual restrictions than that to which 
it would otherwise be subject if it focused only on Clients. As a consequence, that information, 
which could be of benefit to a Client, might become restricted to those respective businesses or 

otherwise be unavailable to the Client. For example, Morgan Stanley will, from time to time, 
establish or modify an information barrier between one division of Morgan Stanley, on the one 
hand, and the rest of Morgan Stanley, on the other. Additionally, the terms of confidentiality or 
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other agreements with or related to companies in which Morgan Stanley and Morgan Stanley 
Affiliates have made or have considered making an investment or are advisory clients of Morgan 

Stanley or a Morgan Stanley Affiliate could restrict or otherwise limit the ability of a Client and/or 
its underlying obligors and their affiliates to make investments in or otherwise engage in 
businesses or activities competitive with such companies. Morgan Stanley could enter into one or 
more strategic relationships in certain regions or with respect to certain types of investments that 

could limit the opportunity a Client could otherwise take. 

Relationships with Other Accounts. Morgan Stanley and Morgan Stanley Affiliates have existing 
and potential relationships with a significant number of sponsors and managers of corporations 
and institutions.  In providing services to its Other Accounts and to Clients, Morgan Stanley will 

face conflicts of interest with respect to activities recommended to, or performed for, the Other 
Accounts, on the one hand, and Clients and their investors on the other hand.  Morgan Stanley will 
also face conflicts of interest in connection with any purchase or sale transactions involving an 
investment by a Client, whether to or from an Other Account, and in connection with the 

consideration offered by, and obligations of, such Other Account in such transactions, or in voting 
proxies or exercising consent rights with regard to such investments.  In such cases, Morgan 
Stanley will owe fiduciary duties to the Other Account that could make Morgan Stanley’s interest 
adverse to that of a Client.  In addition, these client relationships present conflicts of interest in 

determining whether to offer certain investment opportunities to a Client. 

ITEM 11  CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT 

TRANSACTIONS AND PERSONAL TRADING  

Code of Ethics and Personal Trading 

We have adopted a Code of Ethics and Personal Trading Policy (the “Code”) pursuant to Rule 
204A-1 under the Advisers Act. Each of our employees is required to acknowledge the Code at 
the inception of his/her employment and annually thereafter. The Code is designed to make certain 
that all acts, practices and courses of business engaged in by our employees are conducted in 

accordance with the highest possible standards and to prevent abuse, or even the appearance of 
abuse, by employees with respect to their personal trading and other business activities.  

Additionally, all employees are subject to firm-wide policies and procedures found in the Morgan 
Stanley Code of Conduct (the “Code of Conduct”) that sets forth, among other things, restrictions 

regarding confidential and proprietary information, information barriers, information security, 
privacy and data protection, private investments, outside business interests and personal trading. 
All Morgan Stanley employees, including our employees, are required to acknowledge that they 
have read, understand, are in compliance with and agree to abide by the Code of Conduct’s terms 

as a condition of continued employment. 

The Code requires all employees to pre-clear certain personal trades in covered securities, as 
defined under the Code. A pre-clearance request generally will be denied if there is an open order 
for a client in the same security. The Code also imposes holding periods and reporting requirements 

for covered securities, which includes U.S. mutual funds advised by an affiliate. Our employees 
are prohibited from acquiring any security in an initial public offering or any other public 
underwriting. Investments in private placements or an employee’s participation in an outside 
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business activity must be pre-approved by our compliance group and the employee’s manager. 
Certain of our employees who, in connection with job functions, make or participate in making 

recommendations regarding the purchase or sale of securities or loans or who have real-time 
knowledge of such recommendations, are held to more stringent standards when placing trades in 
personal accounts. Violations of the Code are subject to sanction, including reprimand, restricting 
trading privileges, reducing employees discretionary bonus, if any, potential reversal of a trade 

made in violation of the Code or other applicable policies, suspension or termination of 
employment. 

We will provide you with a copy of the Code upon request. 

Client Cross-Transactions, Intermediated Transactions and Principal Transactions   

Although we do not expect to enter into cross-transactions, there could be circumstances where a 
transaction is effected between Clients or between a Client and an Other Account.  Additionally , 
we can cause a Client to effect transactions in which an affiliate acts as an intermediary in 
connection with a CLO’s purchases or sales of Assets.  In effecting these transactions, we have 

potentially conflicting divisions of loyalties and responsibilities regarding the parties to the 
transaction. Intermediated transactions are subject to compliance with applicable law, as well as 
policies and procedures we have designed to mitigate and disclose conflicts of interest. In an 
intermediated transaction, our affiliate will in most cases be acting as a “riskless principal” and 

can receive fees or other compensation (including a spread) from the seller and the buyer under 
certain conditions, which is in addition to (and does not offset) any Collateral Management Fees 
we receive from the CLO.  

We or our affiliates, in certain circumstances, and where permitted by applicable law and the 

relevant CLO Documents, will engage in principal transactions (including on a “riskless principal” 
basis, as described above) with a CLO. Although principal transactions can have certain 
advantages for a CLO, they also present significant conflicts of interest.  We or our affiliate will 
comply with any disclosure and consent requirements applicable under the Advisers Act to 

principal transactions. Moreover, a Client’s CLO Documents can include additional requirements 
related to principal transactions and will generally provide that disclosure with respect to a 
principal transaction will be provided to the CLO’s board or a designated party and their approval 
granted prior to settlement of the principal transaction. Principal transactions are conducted in 

accordance with our relevant policies and procedures on terms expected to be consistent with an 
arm’s length transaction on terms no less favorable than those that could reasonably be obtained 
with an unaffiliated third party.   

Ongoing Relationships with Obligors 

We will have ongoing relationships with the obligors of loans acquired by Clients.  Our affiliates 
and/or their Other Accounts could own equity or other securities and/or loans or other obligations 
issued by certain of the obligors of investments acquired by Clients. In some cases, an affiliate will 
own as principal and/or have structured and originated certain of the loans acquired by Clients 

and/or have other investments (including equity investments) in the obligors thereof. Morgan 
Stanley is an active participant in the loan market for arranging, underwriting, placement, 
structuring, originating, market making in and trading of loans and it or an affiliate could, for a 
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negotiated fee, perform advisory or other services or engage in a variety of other transactions with 
companies that are current or prospective obligors or issuers of loans or other investments of 

acquired by Clients. There could be circumstances when a Client is prevented from purchasing 
loans because our affiliate has been involved in the arranging, underwriting or placement of, or 
has provided advisory services in connection with, the related transaction. 

To the extent Morgan Stanley or an affiliate acts as the underlying administrative agent or agent 

bank pursuant to any loan held by a Client, such role could create conflicting interests between the 
Client (as a lender under the loan) and Morgan Stanley or the affiliate, as applicable.  For instance, 
the administrative agent under a loan could wish or be required to declare a default or pursue 
remedies against an obligor even if doing so would not be in the best interests of a Client, and vice 

versa. Furthermore, the administrative agent is likely to receive information related to an obligor 
that other lenders do not receive, and the administrative agent could have no obligation to share 
such information with other lenders. Although Morgan Stanley has established information 
barriers between personnel and affiliates who serve in such an administrative agent role and those 

who are involved in advising Clients, there can be no assurance that such information barriers will 
always be enforced or that they will be effective, and such information barriers would not prevent 
Morgan Stanley (or an affiliate), in its capacity as administrative agent, from communicating with 
us with, or on behalf of, a Client in the ordinary course of dealings between the administrative 

agent, on one hand, and the lenders on the underlying loans, on the other hand. Furthermore, there 
can be no guarantee that the role of Morgan Stanley or an affiliate as administrative agent under a 
loan held by a Client will not influence or create an incentive for us to take any action with respect 
to such loan that we otherwise would not take. 

Aggregation of Orders  

We have the discretion to aggregate orders among Clients and with certain Other Accounts. 
Depending upon market conditions, the aggregation of orders could result in a higher or lower 
average price paid or received by a Client.  See also Item 12, Brokerage Practices, below, for more 

information as to aggregation of orders. 

Allocation of Investment Opportunities among CLOs 

When we manage multiple CLOs that are eligible to invest in the same loans at the same time, we 
will be presented with conflicts of interest related to allocating investment opportunities among 

those CLOs.  In particular, due to the life cycles and fee structures common in CLOs, we could 
have an incentive to favor CLOs that, for example, are less than fully invested or which we believe 
are performing sufficiently to pay relatively larger incentive fees over a CLO that is established 
but whose performance is such that we believe it to be relatively less likely that incentive fees will 

be as lucrative in order to accelerate or increase fees. To mitigate these conflicts, allocations among 
CLOs are subject to the allocation policy described in Item 10, Other Financial Industry Activities 
and Affiliations, above. 
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An Incentive Collateral Management Fee and ownership of Subordinated Notes or 

Performance Notes creates an incentive for us to seek to maximize the yield on Client 

Investments 

Our interests in fees paid by the CLOs create conflicts of interest.  Payment of an incentive 
collateral management fee and payments on subordinated and other notes issued by a CLO will be 
dependent to a large extent on the yield earned on the investments held by that CLO.  As a recipient 

of incentive fees and holder of these notes, we have an incentive to seek relatively higher yield 
over higher creditworthiness in selecting collateral obligations.  Those more speculative 
investments could increase the incentive collateral management fee and payments on subordinated 
or other notes.  Efforts to increase yield could result in an increase in defaults or volatility and 

could contribute to a decline in the aggregate market value of a Client’s investments.  However, 
we are subject to investment restrictions set forth in each Client’s CLO Documents, including 
requirements as to portfolio composition that partially mitigate this conflict. 

 ITEM 12  BROKERAGE PRACTICES 

The Assets bought and sold on behalf of the CLOs typically trade at a bid/ask spread and without 
an explicit brokerage charge.  While the CLOs do not pay commissions or other formal trading 
expenses of the sort associated with more traditional equity market transactions, the CLOs bear 
the implicit trading costs reflected in these spreads. We seek “best execution” for client 

transactions. Best execution generally refers to the execution of portfolio transactions in such a 
manner that total cost or proceeds in each transaction is the most favorable under the 
circumstances. The SEC defines best execution to include “qualitative considerations,” not merely 

the lowest possible execution cost.    

When we engage a broker, dealer or other intermediary (including an affiliate) (each an 
“intermediary”) to execute client transactions, we consider various factors, including, but not 

limited to: 

 Execution capability; 

 Transaction charges such as spreads; 

 Financial responsibility and responsiveness; 

 Access to particular markets or instruments; 

 Overall costs of a transaction (i.e., net price paid or received) including  mark-ups, mark-

downs, spreads commissions or other current transaction costs; 

 Reputation, financial strength and stability; 

 Quality of execution (including accurate and timely execution, settlement, clearance and 
dispute resolution); 

 Willingness to execute difficult transactions; and 
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 Market intelligence regarding trading activity. 

In addition to the general factors considered, as listed above, there are several additional factors 

and circumstances that we consider when selecting intermediaries for a CLO’s purchase or sale of 
Assets  in the leveraged loan market, including: 

 Relevant Market Place. The senior secured loan market, and to a lesser extent the high-

yield bond market, is not traded on an exchange where current asset prices are readily 
available. Further, the senior secured loan market is a private market in which the level of 
information known by intermediaries and various investors ranges significantly. We strive 

to maintain solid relationships and information flow with not just the “top-tier” 
intermediaries, but substantially all of the active intermediaries in the market. 

 Liquidity. Certain investments are highly illiquid, whereby very few intermediaries are 

able to make a market in the security or instrument. Further, an intermediary might be 
one-sided (only has an offer or a bid) for a particular position. 

 Assignment Fees. In some cases, the transfer of a senior secured loan could entail the 
payment of an assignment fee to the administrative agent. Depending on the size of the 

trade and the number of funds the asset will be allocated to/from, these fees can be 
significant. Trading with the administrative agent with respect to a particular transaction 
could eliminate these fees. 

 Trade Limitations. Several factors could preclude the ratable allocation of a trade of a 
senior secured bank loan among multiple accounts, including minimum hold levels. 

 Agent Bank Considerations. In addition to the possibility of eliminating assignment fees, 
there are other potential benefits (or disadvantages) to trading with (or away from) the 

administrative agent. All trades are disclosed to the trading desk of the administrative 
agent and allocations of primary transactions are generally favored to those accounts 
which provide high and consistent trading volume with the administrative agent. Further, 
the administrative agent typically is the most knowledgeable intermediary regarding the 

trading of an asset, understands who the buyers and sellers are and can provide the “early 
look” when a certain asset is trading; 

 Idea Generation. We value the insight and research of intermediaries. To the extent an 
intermediary provides valuable trade information or insight into a credit, we could prefer 

to execute the trade with that intermediary, provided the price is within our understanding 
of market levels; and 

 Complexity of the Asset or Transaction . Transactions in senior secured bank loan assets, 
in particular, can be very complex, requiring an understanding of trading levels and 

features of numerous tranches and structural differences among the financial instruments 
of a particular issuer. It is important to transact with intermediaries that understand these 
factors. 

We do not expect that our Clients will invest in securities that trade on an agency basis through 

broker-dealers to which Clients pay commissions as is the case in more traditional equity markets.  
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As a result, we do not currently expect to use commission sharing arrangements or otherwise have 
arrangements to pay for brokerage and research services with client commissions. However, 

consistent with long-standing industry practice in the fixed income and loan markets and subject 
to applicable law, we can receive brokerage and research services and other information, including 
access to fixed income and loan trading platforms, that intermediaries provide for no charge to 
their customers in the ordinary course of business. Therefore, we have an incentive to select or 

recommend intermediaries based on our interest in receiving products and services rather than 
solely on our Clients’ interest in obtaining the best price. Fixed income and loan instruments 
typically trade at a bid/ask spread and without an explicit brokerage charge. While there is not a 
formal trading expense or commission, Clients will bear the implicit trading costs reflected in these 

spreads. 

Order Aggregation 

If we determine that the purchase or sale of the same Asset is in the best interest of more than one 
Client, we can, but are not obligated to, aggregate orders in order to reduce transaction costs to the 
extent permitted by applicable law. Aggregated transactions will be allocated among participating 
Clients and Other Accounts as described above in Item 10, Other Financial Activities and 

Affiliations, above, under the heading “Conflicts of Interest Associated with Overlapping, 
Competing or Conflicting Investments.” Under certain circumstances, we believe that aggregation 
of orders for multiple clients (including aggregated trades where Other Accounts are also 
participants) can be consistent with our duty to seek best execution. For example, aggregation of 

orders can facilitate more efficient and less costly execution by enabling an intermediary to “work” 
a large order throughout the day, rather than dealing with multiple small orders, and avoids 
competition in the marketplace among what otherwise would be smaller, separate orders. In any case 
in which we believe that aggregation would lead to results not in the best interest of Clients (e.g., 

higher transaction costs taking into account all appropriate factors), we will not effect the 
transaction on an aggregated basis. 

When an aggregated order is filled through multiple trades at different prices from the same time 
period within a trade day, each participating account will receive the average price with transaction 
costs allocated pro rata based on the size of that account’s participation in the order (or allocation 
in the event of a partial fill) as determined by us, relative to that of other participating accounts. In 

the event of a partial fill, allocations generally will be made pro rata based on the initial order but  
could be modified on a basis that we deem to be appropriate, including, for example, in order to 
avoid odd lots or de minimis allocations. This could result in allocations of certain investments on 
other than a pro rata basis. See Item 10, Other Financial Industry Activities and Affiliations, above, 

for additional information on investment allocations. 

 ITEM 13  REVIEW OF ACCOUNTS 

The accounts of each CLO will be reviewed on an ongoing basis by our portfolio management 
team and investment committee. Reviews will assess overall portfolio strategies, performance and 

compliance with investment guidelines in the relevant Client’s CLO Documents, including any 
investment restrictions and other tests, such as detailed coverage tests, portfolio profile tests, and/or 
collateral quality tests. Primary responsibility for the execution of these reviews resides with the 
CLO’s portfolio management team. In addition, for each CLO, the CLO’s trustee prepares 
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schedules of fees and expenses, distributions and dividends (the “priority of payment waterfalls”), 
which are reviewed and agreed to by our CLO operations group. 

The trustee of each CLO provides investors with monthly and quarterly written reports as described 
in the CLO Documents for each Client. We could also furnish reports to the trustees of the CLOs. 

 ITEM 14  CLIENT REFERRALS AND OTHER COMPENSATION  

Not Applicable. 

 ITEM 15  CUSTODY  

It is not expected that we will be deemed to have custody of a CLO’s funds or securities. 

 ITEM 16  INVESTMENT DISCRETION  

Each Client’s CLO Documents grant us discretion to manage the CLO’s Assets, subject to the 
investment objectives, eligibility criteria and investment guidelines, policies, and restrictions set 
forth in such CLO Documents. While we have sole discretion to pursue any investments and 
strategies on behalf of a Client that are not prohibited by the applicable CLO Documents, and to 

modify the strategy from time to time in the future without the approval of or prior consultation 
with any other person, the CLO Documents typically place restrictions on our ability to buy and 
sell collateral obligations on behalf of the Client.  As a result of such restrictions, we could be 
unable to buy or sell Assets on behalf of a Client or to take other actions which we might otherwise 

consider in the best interests of such Client and the holders of the Client’s CLO Securities. 

 ITEM 17  VOTING CLIENT SECURITIES  

While the Assets held by Clients are not expected to solicit proxies, a Client could, from time to 
time, own interests that grant voting rights or solicit consents.  In these cases, we could be called 

upon to provide (or withhold) consent to proposed modifications to loan terms and covenants. To 
the extent that we have authority to act in these circumstances, we will seek to make consent 
decisions in the overall best interests of the CLO(s) from which consent is sought, subject at all 
times to each such Client’s CLO Documents.  We face conflicts of interest in making a consent 

decision as to a loan where Morgan Stanley has a business relationship with or interests in the 
obligor, a related sponsor or another party with an interest in the outcome of a consent request, or 
where Other Accounts hold interests in the obligor which are junior or senior to those held by the 
CLOs.  Conflicts also arise in the event a senior executive or other person connected with the 

obligor or another party with an interest in the outcome of a consent request has a significant 
relationship with our personnel or those of Morgan Stanley. We also face conflicts of interest to the 
extent that we hold CLO Securities and are required to exercise rights under those CLO Securities 
and the outcome of the exercise of such rights could benefit us or an affiliate or operate to the 

detriment of other holders of the CLO Securities. To the maximum extent permitted by the CLO 
Documents, and as disclosed to CLO investors, we expect to exercise our rights under any CLO 
Securities we hold in our interest.   

In accordance with our fiduciary duty to each CLO, and pursuant to Rule 206(4)-6 under the 

Advisers Act, we have adopted and implemented policies and procedures, including Morgan 
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Stanley’s firm-wide conflicts policy, reasonably designed to assure that these decisions are made 
in the best interest of the CLOs.  Decisions with respect to consents are generally made by our 

portfolio managers; however, under our policies and procedures, we will undertake a review prior 
to any decision with respect to a consent to determine whether there is a material conflict of interest.  
In the event that a material conflict of interest is identified, we will take such steps as are deemed 
necessary in order to determine how to exercise a consent right in the best interests of the CLO, 

which could include, but are not limited to, consulting with our legal and compliance department, 
outside counsel, a consultant or the portfolio manager, to the extent he or she is not personally or 
professionally conflicted. 

Upon written request, Clients can obtain, without charge, a copy of our relevant policies and 

procedures or information regarding how we exercised consent rights on their behalf  

 ITEM 18  FINANCIAL INFORMATION  

Not applicable.   


