MIDTERM EXAM REVIEW
QUESTION 1:
Spreadsheet: Carry and Waterfall Distribution (Feb 11 spreadsheet)
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QUESTION 2
Spreadsheet: CLO Credit Risk Management Model (Feb 18 spreadsheet) and Homework 4
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QUESTION 3
Spreadsheet: Secondary Loan Market Yields (Feb 18 spreadsheet) and Homework 4
[image: ]





image1.emf
Assumptions ($ 000's)

Initial und Investment (I):      500,000 

GP Investment 5%

Preferred Return (PR%) 8%

Carried Interest (CI%): 20%

Hold Period (HP) 5

years

Expected MOIC 3.0x

Expected Results

Investment Proceeds (IP%)

1,500,000          3 x I

Expected Gain $

1,000,000          IP - I

Expected Carry Interest $

200,000              (IP - I)*CI%

Distribution Waterfall

Total Distribution

1,500,000         

STEPS Total  Excel Formula

Step 1

FV to Preferred (FV1)

$734,664 =FV(PR%,HP,0,-I)

Percentage

100%

 Remaining $765,336 I - FV1

$734,664.04

Step 2

Amount ("Catch up")

58,773                 Hurtle Rate x FV (Pref)

Percentage

 Remaining $706,563 STEP 1 - Catch-up

Step 3

Amount (Remaining of Carry)

141,227              [ (IP-I)*CI% ] - Catch up to GP

 Remaining

$565,336 STEP 2 - STEP 3

Step 4

Amount (Balance)

$565,336 BALANCE

Percentage

Total

Amount

1,500,000         

Percentage

100%
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Transaction Sources ($ 000'S)

Final 

Distribution

Profit MOIC IRR%

LP Investor 475,000      95% 1,235,000      760,000                          2.6x 21%

GP Investor 25,000         5% 265,000           240,000                          10.6x 60%

   Total Invested (Inv) 500,000      100% 1,500,000      1,000,000                      3.0x 25%
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QUESTION 1

PORTFOLIO INFORMATION FUND FINANCING

Amount

$ million

 % Cap Interest  % Debt WAI

Portfolio Amount 800             

million  Debt Financing

Expected Portfolio Avg Return 5.00%

Tranche A 520.0 65.0% 2.00% 72.2% 1.444%

Management Fee 0.50%

Tranche B 64.0 8.0% 3.00% 8.9% 0.267%

    Default Rate 2.00%

Tranche C 56.0 7.0% 4.00% 7.8% 0.311%

    Recovery 70.00%

Tranche D 48.0 6.0% 6.00% 6.7% 0.400%

Tranche E 32.0 4.0% 8.00% 4.4% 0.356%

  Total Debt 720.0 90.0% 100.0% 2.778%

Equity Financing 80.0 10.0%

Total

800.0 100.0%

CLO Cash Flow Analysis

Use positive/negative CF

CLO Fund Income 40.00                 million

Less Management Fee (4.00)                  million

Less Interest on Debt (20.00)               million

Equity Cash Flow 16.00                million

Loss Given Default

LGD % 0.600% %

LGD$ (keep positive) 4.80                  million

Net Equity Output

Equity Return before Risk Adjusted % 20.0% %

Equity after Portfolio Loss 11.20                million

RAROC - Equity % 14.0%%
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Calculate the Current Yield and OID Yield for the following Leveraged Loan Investments assuming SOFR is 3.0%

Spread OID

Current

Secondary

Pricing

Remaining

Average

Life (yrs)

OID

Yield

Current

Yield

ABC Company 4.00% 99.0 98.5 3.50 7.250% 7.429% 3.00%

XYZ Company 3.50% 98.0 100.5 3.75 7.000% 6.367%

DCD Company 5.00% 98.5 96.8 3.25 8.375% 9.000%


