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A Closer Look at Secondary CLO Equity Pricing

We believe secondary markets provide compelling entry points into CLO equity based on
market observations this year. One of the easiest illustrations of this is through the higher
implied discount rates (or forward rate of return) at observable market levels. We see
secondary CLO equity opportunities providing better relative value compared to comparable
new issue CLO equities, which remain very challenging from a risk-return perspective. Here,
we take a closer look at some key metrics in secondary CLO equity pricing—focusing on a
CLO equity’s observable price premium (or discount) in relation to its underlying loan
portfolio NAV (the estimated residual market value of the loan portfolio a CLO equity
investor could receive if the CLO’s loan portfolio were to be liquidated at that time). Based
on Clarion’s observations, secondary CLO equities are recently pricing at a discount or a
slight premium to the underlying value of the loan portfolio, which we believe makes for a
compelling entry point for investors.

As a reminder, a CLO equity investor receives the residual net cashflows of a CLO, which is
broken down into two main forms of cashflows over the life of a CLO:

1. Interest generated through CLO’s net interest margin (“NIM”) and often referred to
as “l0” cashflows. These cashflows represent the net difference between the
cashflows from the underlying loan portfolio less interest payments to the CLO debt
(the funding costs of a CLO). A CLO’s NIM can be expressed generally as the
underlying loan portfolio’s spread less the weighted cost of debt of the CLO. It is
important to remember that the loan portfolio of a CLO (its assets) and the CLO debt
tranches (its liabilities) are both floating rate and based off SOFR (and thus generally
base rate neutral). Moreover, the spread on a CLO’s debt is generally fixed at issuance
for its life (although CLOs have embedded refinancing options that could lower this
cost to the benefit of the CLO equity holders). With these considerations in mind, a
key driver of a CLO equity’s NIM is the underlying loan spread. As the underlying loan
portfolio spread increases, so does the CLO equity NIM (and conversely decreases as
loan spread compresses).

2. The ultimate liquidation value of the loan portfolio after incurring a lifetime of
realized credit losses from bankruptcies or loss-making sales of loans (offset by
lifetime realized gains from trading the loan portfolio and discounted loan purchases
that ultimately paydown at par).
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10 or “Interest Only”: Quarterly distributions from CLO equity
(1) arbitrage (funding gap between collateral asset yield and (2)
liabilities)

PO or “Principal Only”: CLO Equity NAV or CLO liquidation
value (asset portfolio market value — face value of all debt)

Most of the cashflow over the full life of a CLO equity security would be expected to come
from the cumulative NIM distributions (about 70% to 80%); whereas the final liquidation
value of the loan portfolio would only make a small portion of the overall cashflows to CLO
equity investors.I But most recently, in secondary markets, many CLO equities are trading
at or near the liquidation value (also referred to as “P0O” cashflows), with little credit in price
given to the long periods of expected 10 cashflows of many CLOs.2

So, we asked: what factors cause a secondary CLO equity to trade above or below liquidation
NAV?

Based on Clarion’s observations, the premium (or discount) in a CLO equity’s price relative
to its underlying loan portfolio NAV, is directly correlated with the NIM of that CLO equity.
This may suggest that market participants may be more willing to pay a premium for a CLO
with stronger future 10 distributions. CLO equities with higher net interest margins tend to
receive a higher price premium relative to deals with lower NIMs. This slight premium in
price can also be approximated by a CLO equity’s projected distributions (generally up to the
next two quarterly payments based on Clarion’s observations). In short hand CLO lingo:
“NAV plus two payments.” In the instances where a CLO equity is priced in-line with its loan
portfolio NAV, the purchaser is essentially paying for the residual market value of the loan
portfolio with little to no credit given to the future CLO equity 10 or NIM distributions in the

1 Source: Clarion Capital Partners, as of September 29, 2026. The projected cashflow profile is illustrative and
hypothetical. Assumes the CLO equity investment is held from the deal’s closing date through a projected call
two years following the end of the deal’s reinvestment period. Calculated as the total projected periodic
cashflows to CLO equity over the life of a CLO divided by CLO equity par.

2 Clarion Capital Partners, as of September 29, 2026. Based on Clarion’s secondary market observations.
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purchase price. A CLO equity priced at a discount to NAV may reflect purchasers trying to
compensate for deals with low NIMs and thus lower projected CLO equity cash yields
through their purchase price. We believe low NIMs lately have been caused by persistent
spread compression on the CLO loan portfolios.

We observed secondary CLO equity pricing correlates with CLO equity NIMs.3 Based on our
observations, CLO equities with NIMs of 130 basis points or more generally price at a
premium to the underlying loan mid-price NAV, whereas CLO equities with lower NIM price
at a discount.* One way to support a strong or weak correlation is through a statistical
measure known as “R-squared.” Based on Clarion’s observations, the “R-squared” between
NIM and premium/(discount) in price was 54% (for reference 100% reflects a perfect
correlation). This measure is derived from the plot of secondary CLO equity observations
shown further below. This graph shows the relationship of a CLO’s NIM with the price
premium/(discount) to its underlying loan NAV. This data suggests that as a CLO’s NIM
increases (moving right along the x-axis) the higher the premium buyers are willing to pay.
Conversely, as NIM lowers (thus lowering future 10 distributions) the more discount a buyer
will look for in compensation.

We then sought other metrics that would show such high correlation. The underlying loan
spread (called “WAS”) of a CLO’s portfolio demonstrates a similar relationship (although not
as strong). Across the same data sample, the “R-squared” between loan portfolio spread and
premium/(discount) in price was nearly 48%.> This chart displays a similar relationship to
the NIM discussion above.

With new issue CLO equity markets remaining challenged, we believe the secondary market
can offer compelling CLO equity opportunities at attractive entry points for new investors—
particularly when unpacking the price driving relationships between a CLO equity’s
observable market price in conjunction with the underlying loan portfolio WAS and its NIM.

3 Clarion Capital Partners, as of September 29, 2026. Based on Clarion’s secondary market observations.

4 Clarion Capital Partners, as of September 16, 2026. Based on secondary market observations from June 30t
2026 to September 16t 2026 and includes 90 observations in Clarion’s sample. In addition, the sample only
includes CLOs with three years or more left in reinvestment and a minimum underlying loan portfolio NAV of
20 points.

5 Clarion Capital Partners, as of September 16th 2026 and based on the same observations as outlined in a
previous footnote.
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IMPORTANT INFORMATION: THESE MATERIALS ARE PRESENTED BY CLARION CAPITAL PARTNERS, LLC (_“CLARION” ) FOR
GENERAL INFORMATIONAL PURPOSES ONLY AND REFLECT CLARION’S VIEWS ON GENERAL CONDITIONS IN THE SECONDARY CLO

EQUITY MARKET. THESE MATERIALS DO NOT DESCRIBE OR OFFER ANY CLARION FUND OR OTHER INVESTMENT PRODUCT.

CLOS ARE EXTREMELY COMPLEX AND ARE SUBJECT TO A NUMBER OF RISKS RELATED TO, AMONG OTHER THINGS, CHANGES IN
INTEREST RATES, THE SPREADS OF LOANS IN THE COLLATERAL POOL, THE RATE OF DEFAULTS AND RECOVERIES IN THE COLLATERAL
POOL, PRE-PAYMENT RATES, TERMS OF LOANS PURCHASED TO REPLACE LOANS IN THE COLLATERAL POOL WHICH HAVE PRE-PAID,
THE EXERCISE OF REMEDIES BY MORE SENIOR TRANCHES AND THE POSSIBILITY THAT NO MARKET WILL EXIST FOR CLOS IN THE
FUTURE. CLO EQUITY IS SUBORDINATED TO THE PRIOR PAYMENT OF ALL OBLIGATIONS UNDER DEBT SECURITIES AND RECEIVES THE
NET RESIDUAL CASHFLOWS FROM THE UNDERLYING LOAN PORTFOLIO. AS A RESULT, CLO EQUITY REPRESENTS THE FIRST LOSS
TRANCHE OF A CLO AND BEARS THE GREATEST RISK OF LOSS RELATING TO DEFAULTS ON THE LOAN COLLATERAL HELD BY A CLO.

THE VIEWS HEREIN REFLECT CLARION’S GENUINE ASSESSMENT OF CURRENT MARKET DYNAMICS. HOWEVER, CLARION MANAGES
FUNDS AND ACCOUNTS THAT INVEST IN CLO EQUITY AND MEZZANINE TRANCHES, INCLUDING SECONDARY CLO EQUITY, AND
THEREFORE HAS A FINANCIAL INTEREST IN THE SUBJECT MATTER. CLARION-MANAGED FUNDS AND ACCOUNTS MAY HOLD, BUY OR
SELL SECURITIES OF THE TYPE DISCUSSED HEREIN, INCLUDING POSITIONS THAT MAY BE INCONSISTENT WITH THE VIEWS
EXPRESSED. THESE MATERIALS DO NOT CONSTITUTE INVESTMENT ADVICE OR AN OFFER TO SELL OR THE SOLICITATION OF AN
OFFER TO PURCHASE ANY SECURITY OR ANY INTEREST IN ANY INVESTMENT VEHICLE ADVISED BY CLARION IN ANY JURISDICTION TO
ANY PERSON. INVESTORS SHOULD CONSULT THEIR OWN PROFESSIONAL ADVISORS REGARDING THE ECONOMIC, TAX, LEGAL AND
OTHER CONSEQUENCES OF ANY INVESTMENT.

THESE MATERIALS CONSTITUTE THE VIEWS OF CLARION AND DO NOT CONSTITUTE AN AGREEMENT WITH, OR UNDERTAKING BY,
CLARION. 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 MARKET CONDITIONS, PRICING RELATIONSHIPS OR OPPORTUNITIES DESCRIBED HEREIN WILL CONTINUE OR
MATERIALIZE, OR THAT ANY INVESTMENT IN CLO EQUITY WILL BE PROFITABLE OR AVOID LOSSES. THE INFORMATION CONTAINED
IN THESE MATERIALS DOES NOT TAKE INTO ACCOUNT THE PARTICULAR INVESTMENT OBJECTIVES OR FINANCIAL CIRCUMSTANCES
OF ANY SPECIFIC PERSON WHO MAY RECEIVE IT, AND THESE MATERIALS SHOULD NOT BE CONSIDERED A RECOMMENDATION TO
PURCHASE OR SELL ANY SECURITY OR TO PURSUE ANY INVESTMENT STRATEGY.

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. HISTORICAL MARKET OBSERVATIONS AND RELATIONSHIPS, INCLUDING
THOSE DESCRIBED HEREIN, ARE NOT INDICATIVE OF FUTURE RESULTS OR MARKET CONDITIONS.

THE INFORMATION CONTAINED HEREIN MAY CHANGE AT ANY TIME WITHOUT NOTICE, AND CLARION UNDERTAKES NO DUTY TO
UPDATE IT. CERTAIN INFORMATION HEREIN, INCLUDING SECONDARY MARKET PRICING OBSERVATIONS, HAS BEEN OBTAINED FROM
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THIRD-PARTY SOURCES THAT CLARION BELIEVES TO BE RELIABLE; HOWEVER, CLARION HAS NOT INDEPENDENTLY VERIFIED SUCH
THIRD-PARTY INFORMATION AND MAKES NO REPRESENTATION AS TO ITS ACCURACY OR COMPLETENESS.

INVESTING INVOLVES RISK, INCLUDING THE POSSIBLE LOSS OF PRINCIPAL. CLO EQUITY IS THE MOST SUBORDINATED, FIRST-LOSS
AND MOST HIGHLY LEVERAGED POSITION IN A CLO’S CAPITAL STRUCTURE. CLO EQUITY IS GENERALLY ILLIQUID, SECONDARY
MARKET PRICES CAN BE VOLATILE AND BID/ASK SPREADS WIDE, AND DISTRIBUTIONS MAY BE REDUCED OR SUSPENDED, INCLUDING
AS A RESULT OF LOAN DEFAULTS, SPREAD COMPRESSION OR THE FAILURE OF OVERCOLLATERALIZATION OR INTEREST COVERAGE
TESTS. INVESTORS IN CLO EQUITY MAY LOSE ALL OF THEIR INVESTMENT, AND CLO EQUITY IS NOT SUITABLE FOR ALL INVESTORS.

UNLESS OTHERWISE NOTED, ALL OF THE INFORMATION IN THESE MATERIALS IS AS OF SEPTEMBER 2026.





