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Are LMEs Being Put to Bed?
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Furthermore, the trailing twelve month defaults and distressed exchanges combined by
count reached a three year low by the end of June 2026. Further good news can be found in
leverage and cashflow metrics among leveraged borrowers. Loan borrowers have seen 22
consecutive quarters of EBITDA growth with the first quarter of this year topping 8.9%, the
largest reading since Q3 of 2022. Senior leverage trends are also favorable moving from 4.8x
in July of 2025 to 4.3x in June of 2026.2 Overall, credit conditions remain strong, but the
same cannot always be said for Private Equity Funds’ behavior.

One of the capital markets tools developed recently by Private Equity (“PE”) Sponsors for
troubled portfolio companies is known as an “LME”. Liability management exercises
(“LMEs”") are out-of-court loan restructurings that have become more prevalent in the CLO
market compared to traditional bankruptcies. As a reminder, LMEs are transactions where
loan borrowers (at the direction of their PE owners) restructure their existing loans by
negotiating—often coercively—with a majority of the lender group (instead of filing for
bankruptcy and going through in-court proceedings). A CLO manager’s size, scale, and active
loan market participation can often be meaningful in securing a voice among lender
cooperation groups (“Co-Ops”). Unlike in a normal bankruptcy where all lenders of the same
instrument would receive the same treatment and recovery value, LME recoveries can differ
depending on whether a lender is able to participate in these majority groups or Co-Ops.
These restructurings can become coercive as the first majority group to vote in favor of the
restructuring, which often includes concessions to lower the total amount of debt, receives
the best “deal” features (collateral package, priority of repayment, economics, etc.). These
types of coercive restructurings can often be referred to as “lender on lender violence”.

1 Pitchbook LCD, as of June 30, 2026.
2 Pitchbook LCD, as of June 30, 2026.
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Collectively the lender group fights among itself for betterment within the capital structure,
and the only real beneficiary is the PE sponsor who obtains a lower debt balance, extraction
of a “crown jewel” asset, and/or more flexibility to attempt a turnaround of the portfolio
company.

When a company begins to underperform or show signs of stress, the likelihood of a PE
sponsor using an LME increases as a tool to lower the company’s debt burden and improve
operating liquidity. CLO managers (lenders) can proactively pre-empt the potential risk of
LMEs by collectively organizing, which can often be more than a simple majority of lenders
(a Co-Op). This can help improve outcomes not only for large CLO managers, but also for
smaller platforms. However, in instances where a minority group of lenders are left out of
the Co-Op or majority group, those lenders often receive much lower recoveries as a result.
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like exchanging existing debt for more senior debt (often priced higher in the marketplace)
and tighter (more restrictive) loan documentation. The market has witnessed a meaningful
uptick in LMEs and distressed exchanges when compared to defaults. From 2020 through
June 2026, the traditional loan default rate by count has been 1.68% on average. This loan
default rate increases to 3.21% by count when including LMEs over that same time period.3
For every 1 default there has been roughly 1 LME over that time period. This has become a
new challenge for the CLO market. When the possibility of an LME becomes more likely,
loans will often decline in price as sellers look to exit, and buyers of that loan become more
limited, which can compound the early signs of loan stress. However, more recently, a new
court decision may prove to be a positive development for the loan market and CLO
managers.
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A New “Burning Bed?”

Readers of a certain vintage may remember the term "burning bed" as a famous $457 million
bridge loan made by First Boston Corp. in 1989 for the leveraged buyout (LBO) of the Ohio
Mattress Co. (which later became Sealy Corporation). Merchant banking firm Gibbons Green

3 Pitchbook LCD, as of June 30, 2026.
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Van Amerongen took Ohio Mattress private in an April 1989 LBO. First Boston provided a
massive bridge loan expecting to refinance it quickly through high-yield junk bonds. The
junk bond market suddenly froze and collapsed, leaving First Boston stuck holding hundreds
of millions in un-refinanced debt. The near-disastrous financial entanglement contributed
to a sharp slowdown in the 1980s LBO boom, forced First Boston into a close rescue embrace
with Credit Suisse, and etched the term "burning bed" into Wall Street lore.*

Roll forward to today and mattress LBOs continue to make news. In 2020, Serta Simmons
went through an LME with a minority of the lender group getting primed (having
incremental debt placed above them in the capital structure) by the majority who were part
of the Co-Op group. The minority lender group fought back when the company filed for
Chapter 11 bankruptcy in 2023 challenging the legality of the 2020 LME transaction. The
case dragged on for over 3 years, but on July 7t of this year, a Houston Bankruptcy Court
Judge awarded the excluded lenders $400 million in a settlement that included $261 million
in damages and $142 million in interest. Furthermore, the judge ruled that the majority
lender group who participated in the LME transaction were liable for the damages—not
simply the borrower. Each lender in the Co-Op group would be held accountable for their
pro-rata share of the award. The majority group of lenders unsuccessfully argued that the
LME was legal and constituted an open market purchase, which was ultimately rejected (the
judge ruled the exchange was privately negotiated and not conducted on the secondary
market).56

Setting a Precedent and Future Implications

This ruling may slow the pace of these coercive restructurings by PE sponsors. While
circumstances may differ across LME transactions, this ruling sets a precedent that could
incentivize PE sponsors to coordinate their actions to benefit all lenders (or at least reduce
the coercive nature of these restructurings). This could limit the number of future coercive
LMEs in the loan market as PE sponsors and lenders consider the additional litigation risks.
Although still too early to tell, this appears to be a positive for the loan market. We’ve already
seen anecdotally that PE firms that are repeat users/abusers of coercive LMEs develop a
negative reputation in the loan market, and this may impact the cost of debt funding for their
next buyout loan. Moreover, certain CLO managers may quietly blacklist or underweight
portfolio companies managed by highly aggressive PE sponsors. If major players refuse to
anchor a debt syndication, the PE sponsor may be forced to turn to alternative, more
expensive private credit providers or accept harsher terms from the remaining syndication
market. If this recent Serta Simmons court ruling shifts the market towards more
cooperative LME outcomes for all lenders, there may be more buyer support for loans with
early signs of stress (and therefore support higher loan prices as the risk of bifurcated
recovery outcomes lessens). A reduction in coercive restructurings should improve
recoveries across the board and encourage cooperative solutions among lenders and PE
sponsors.

4 Reuters, as of February 24, 2015. “Fresh flames rise from Sealy’s ever-burning bed.”

5 Pitchbook LCD, as of July 9, 2026. “Excluded Serta Simmons lender group awarded $400M in damages and
interest”

5 NY Post, as of March 4, 2004. “KKR GOES TO THE MATTRESS FOR SEALY”
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LEGAL DISCLAIMERS: THESE MATERIALS ARE PRESENTED FOR DISCUSSION AND INFORMATIONAL PURPOSES ONLY FOR USE BY
CLARION CAPITAL PARTNERS, LLC AND ITS AFFILIATES (THE “FIRM” OR “CLARION” ) AND THOSE WHO HAVE BEEN FURNISHED
THESE MATERIALS BY CLARION. BY ACCEPTING THESE MATERIALS, THE RECIPIENT AGREES TO THE CONTENT OF THIS DISCLAIMER.

ANY RECIPIENT WILL, AND WILL CAUSE ITS REPRESENTATIVES AND ADVISORS TO, USE THIS INFORMATION ONLY TO DISCUSS ITS
INVESTMENT OR POTENTIAL INTEREST IN THE DESCRIBED INVESTMENT AND FOR NO OTHER PURPOSE AND AGREES THAT UNDER
NO CIRCUMSTANCES MAY A COPY, IN ANY FORMAT, BE SHOWN, REPRODUCED, TRANSMITTED, SHARED OR OTHERWISE PROVIDED TO
ANY OTHER PERSON. IN THE EVENT YOU HAVE RECEIVED THESE MATERIALS BUT ARE NOT CURRENTLY AN INVESTOR IN PRODUCTS
MANAGED BY CLARION, YOU ACKNOWLEDGE THAT ALL COPIES OF THIS PRESENTATION, INCLUDING ELECTRONIC COPIES, MUST BE
RETAINED IN A CONFIDENTIAL MANNER AND MUST BE DELETED OR DESTROYED UPON THE REQUEST OF CLARION.

THE VIEWS HEREIN REFLECT CLARION’S GENUINE ASSESSMENT OF CURRENT MARKET DYNAMICS, PROVIDED THAT CLARION DOES
MANAGE INVESTMENT STRATEGIES WITH EXPOSURE TO CLO EQUITY AND MEZZANINE TRANCHES AND THUS HAS A FINANCIAL
INTEREST IN THE SUBJECT MATTER. THESE MATERIALS DO NOT CONSTITUTE INVESTMENT ADVICE OR AN OFFER TO SELL OR THE
SOLICITATION OF AN OFFER TO PURCHASE ANY INVESTMENT PRODUCT OR ANY INTEREST IN ANY INVESTMENT VEHICLES ADVISED
BY CLARION IN ANY JURISDICTION TO ANY PERSON. ANY OFFER OR SOLICITATION FOR INTERESTS IN ANY CLARION-MANAGED OR
ADVISED FUND OR PRODUCT (COLLECTIVELY, THE “PRODUCT”) WILL ONLY BE MADE PURSUANT TO THE DEFINITIVE OFFERING
DOCUMENTS OF SUCH PRODUCT, WHICH WILL CONTAIN A DESCRIPTION OF THE MATERIAL TERMS (INCLUDING RISK FACTORS,
CONFLICTS OF INTEREST, FEES AND CHARGES, AND REGULATORY AND TAX CONSIDERATIONS), AND SHOULD BE REVIEWED
CAREFULLY PRIOR TO MAKING AN INVESTMENT OR ENTERING INTO RELATED TRANSACTIONS. ALL INVESTORS ARE URGED TO
CONSULT A PROFESSIONAL ADVISOR REGARDING THE POSSIBLE ECONOMIC, TAX, LEGAL OR OTHER CONSEQUENCES ASSOCIATED
WITH AN INVESTMENT IN THE PRODUCT OR RELATED TRANSACTIONS, AND TO CAREFULLY REVIEW THE PRODUCT’S CONFIDENTIAL
PRIVATE PLACEMENT MEMORANDUM AND THE RISKS AND CONFLICTS RELATED TO AN INVESTMENT IN THE PRODUCT CONTAINED
THEREIN. ANY INVESTOR WHO SUBSCRIBES, OR PROPOSES TO SUBSCRIBE, FOR AN INVESTMENT IN THE PRODUCT MUST BE ABLE TO
BEAR THE RISKS INVOLVED AND MEET SUITABILITY REQUIREMENTS. INVESTORS MUST REALIZE THAT THEY COULD LOSE ALL OR A
SUBSTANTIAL AMOUNT OF THEIR INVESTMENT IN THE PRODUCT, AND THAT THERE IS NO PUBLIC MARKET FOR AN INTEREST IN
PRIVATE PRODUCTS AND NO SUCH MARKET IS EXPECTED TO DEVELOP. THE TRANSFERABILITY OF INTERESTS IN THE PRODUCT WILL
BE SUBSTANTIALLY RESTRICTED BY THE DEFINITIVE DOCUMENTS OF THE PRODUCT AND APPLICABLE LAW.

THESE MATERIALS CONSTITUTE THE VIEWS OF CLARION AND DO NOT CONSTITUTE AN AGREEMENT WITH, OR UNDERTAKING BY,
CLARION OR THE PRODUCT. THIS COMMENTARY PRESENTS CLARION’S VIEWS AND IS NOT INTENDED AS A COMPREHENSIVE
ANALYSIS. CLOS INVOLVE SIGNIFICANT RISKS, AND NOTHING HEREIN SHOULD BE CONSTRUED AS A RECOMMENDATION TO INVEST
IN OR AVOID ANY PARTICULAR STRUCTURE OR INSTRUMENT. CLARION’S ANALYSIS REFLECTS ITS CURRENT VIEWS, WHICH MAY
CHANGE, AND REASONABLE INVESTORS MAY REACH DIFFERENT CONCLUSIONS FROM THE SAME INFORMATION. THERE CAN BE NO
ASSURANCE THAT THE PRODUCT WILL ACHIEVE ITS INVESTMENT OBJECTIVES OR WILL MAKE ANY PROFIT, OR WILL BE ABLE TO
AVOID INCURRING LOSSES OR THAT ANY OF THE SYNERGISTIC BENEFITS OR OTHER OPPORTUNITIES DESCRIBED HEREIN WILL
MATERIALIZE (OR TO THE EXTENT DESCRIBED HEREIN). SUCH BENEFITS OR OPPORTUNITIES MAY NOT MATERIALIZE, INCLUDING,
WITHOUT LIMITATION, FIDUCIARY, CONTRACTUAL, COMMERCIAL, REGULATORY, REPUTATIONAL OR SIMILAR REASONS. AS THE
INVESTMENT OPPORTUNITY DESCRIBED HEREIN IS SUBJECT TO A VARIETY OF RISKS, INVESTMENTS ARE SUITABLE ONLY FOR
QUALIFIED INVESTORS THAT FULLY UNDERSTAND THE RISKS OF SUCH INVESTMENTS. THE INFORMATION CONTAINED IN THESE
MATERIALS DO NOT TAKE INTO ACCOUNT THE PARTICULAR INVESTMENT OBJECTIVES OR FINANCIAL CIRCUMSTANCES OF ANY
SPECIFIC PERSON WHO MAY RECEIVE IT. CLARION HAS NOT MADE, NOR IS NOW MAKING, ANY RECOMMENDATIONS AS TO AN
INVESTOR’S DECISION TO INVEST IN THE PRODUCT DESCRIBED HEREIN AND THESE MATERIALS SHOULD NOT BE CONSIDERED A
RECOMMENDATION TO PURCHASE OR SELL ANY PRODUCT.

ANY FORWARD-LOOKING STATEMENTS MADE HEREIN CONSTITUTE CLARION’S VIEWS WITH RESPECT TO FUTURE EVENTS, AND ARE
MADE BASED ON VIEWS AS OF THE DATE OF THESE MATERIALS AND INFORMATION AVAILABLE AT THAT TIME. THERE IS NO
ASSURANCE THAT SUCH VIEWS ARE OR WILL, WITH THE PASSAGE OF TIME, PROVE TO BE CORRECT. ACTUAL EVENTS, RESULTS OR
PERFORMANCE MAY DIFFER MATERIALLY FROM THOSE REFLECTED OR CONTEMPLATED BY SUCH FORWARD-LOOKING STATEMENTS
AS A RESULT OF FACTORS BEYOND CLARION’S CONTROL. IN CONSIDERING THE PRIOR PERFORMANCE INFORMATION CONTAINED
HEREIN, PROSPECTIVE INVESTORS SHOULD BEAR IN MIND THAT PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS, AND
THERE CAN BE NO ASSURANCE THAT THE PARTIES DESCRIBED HEREIN WILL BE ABLE TO IMPLEMENT THEIR STRATEGIES OR
APPROACH, ACHIEVE DESIRED, COMPARABLE OR PAST RESULTS.

THE INFORMATION CONTAINED HEREIN MAY CHANGE AT ANY TIME WITHOUT NOTICE, AND THERE IS NO DUTY TO UPDATE THE
PERSON OR FIRM TO WHOM THIS INFORMATION IS PROVIDED. NO WARRANTY OF ANY KIND, IMPLIED, EXPRESSED OR STATUTORY,
IS GIVEN IN CONJUNCTION WITH THE INFORMATION SET FORTH HEREIN. CLARION MAKES NO REPRESENTATIONS OR WARRANTIES,
EXPRESS OR IMPLIED, AS TO THE ACCURACY OR COMPLETENESS OF ANY INFORMATION, STATEMENTS AND ESTIMATES PRESENTED
HEREIN.

THE INTERESTS IN THE PRODUCT MAY NOT BE ELIGIBLE FOR SALE IN SOME JURISDICTIONS, OR SUITABLE FOR ALL TYPES OF
INVESTORS. PROSPECTIVE INVESTORS SHOULD INFORM THEMSELVES AS TO THE LEGAL REQUIREMENTS AND TAX CONSEQUENCES
OF THE RECEIPT OF THESE MATERIALS AND INVESTMENT IN THE PRODUCT WITHIN THE COUNTRIES OF THEIR CITIZENSHIP,
RESIDENCE, DOMICILE AND PLACE OF BUSINESS.

UNLESS OTHERWISE NOTED, ALL OF THE INFORMATION IN THIS PRESENTATION IS AS OF JULY 2026.



