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Fitch Ratings-Sydney/New York-27 May 2022: An increasing number of CLO managers are

citing Environmental, Social and Governance (ESG) factors as a consideration in investment

decisions, Fitch Ratings says. In our 2022 CLO Asset Manager Handbook, 92% of 121

managers surveyed said they have formal ESG investment policies, up from 84% of the 117

responses last year. Increased ESG focus does not materially limit investment opportunities

and, therefore, has not resulted in a trade-off in terms of diversi�cation.  
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CLO Platforms with Formal ESG Policies

Yes 91.74%

NR 3.31%
No 1.65%

In Process 3.31%

Source: Fitch Ratings

We observed slight regional and size differences in whether ESG factors play a role in

investment decisions. The proportion of US-only managers with ESG policies is 89%,

lagging the 93% of managers with operations in Europe. Similarly, a larger share of

managers with assets under management (AUM) of more than $30 billion incorporate ESG

considerations compared with those that manage less than $30 billion.  

A large majority of CLO managers consider ESG qualitatively as another risk factor within a

risk/return context and most are excluding high ESG risk issuers from their investment

universe, according to responses to an additional �ve-question survey covering investment

policy and process attributes completed by 79% of respondents.  



How CLO Managers Incorporate ESG in CLO Investment Decisions

Note: Based on responses to Fitch's CLO asset manager survey. Multiple responses allowed.

Source: Fitch Ratings.
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The determination of an ESG collateral obligation has two aspects: the type of business and

the materiality of that business within a company’s consolidated operations, which may be

assessed as a percent of revenue. Managers’ ESG determinations can be based on

reasonable judgment and in some cases may apply only on the acquisition date as set out in

CLO indentures. 

Common corporate activities avoided by CLOs have expanded from tobacco to a variety of

areas of business, including tar sands or artic drilling, coal mining, opioid distribution,

private prisons services, weapons manufacturing, predatory lending, and child or forced

labor.  



Examples of Business Areas Excluded in CLOs by ESG Factor

Speculative oil or gas 
extraction from Opioids  Anonymous accounts 

Tar sand extraction  Private prisons  Countries closed for business 

Arctic drilling Controversial weapons 
Products or activities deemed
illegal under local or national 
laws 

Thermal or metallurgical 
coal  Adult entertainment  Non-operating bearer share

entities 

Palm oil  Tobacco  Businesses under sanction 

Ozone-depleting chemicals  Weapons & �rearms Businesses with shell banks 

Banned chemicals  Child & forced labor, and human
traf�cking

Endangered or protected 
wildlife  Marijuana 

Payday lending 

Environmental Social Governance

Note: Those bolded are newer excluded categories. Categories are Fitch-evaluated and  

business areas may not be exclusive to one category. Not all areas are in all CLO documents.

Source: Fitch Ratings.

CLOs remain well diversi�ed by obligor regardless of ESG business area exclusions, with

single obligor exposure not usually exceeding 1% of portfolio par value. Some of the

“headline sectors” are a relatively small portion of the US institutional leveraged loan

universe, such as energy (3%) and chemicals (4%).  

However, a single ESG risk area can span various industries, which themselves are not

considered ESG risk areas. For example, BSL CLO exposure to private prison services

include TKC Holdings, a prison-food supplier, which falls within the business services

industry classi�cation, and The GEO Group, a prison operator, which is classi�ed under real

estate. These are not widely held across our aggregate rated portfolio and average

exposures are not high at 0.4% for CLOs with exposure to one or both issuers.  

Based on a cursory review of the leveraged loan universe, Fitch estimates that less than 2%

of loan issuers could be excluded from investment opportunities if managers avoided the

most common ESG business areas noted in the table above. The primary area of potential

exclusion relates to use of coal. 

This year’s handbook includes new information from managers regarding which of their

CLOs have ESG-speci�c stipulations, such as exclusionary language, written into operating

documents. Ares and Anchorage noted this on Fitch-rated Ares XXVII CLO and Anchorage



Credit Opportunities CLO 1, as examples. More CLOs are coming on line with ESG-related

exclusionary language compared with last year. Fitch recently rated a number of CLOs with

such language in their indentures, such as OCP CLO 2016-12 (reset), Symphony CLO XXXII,

Bain Capital Credit CLO 2022-2, Octagon 64 and Trinitas CLO XIX. 
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The above article originally appeared as a post on the Fitch Wire credit market

commentary page. The original article can be accessed at www.�tchratings.com. All

opinions expressed are those of Fitch Ratings. 
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https://www.�tchratings.com/site/regulatory. Fitch may have provided another permissible

or ancillary service to the rated entity or its related third parties. Details of permissible or

ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch

Ratings company (or branch of such a company) can be found on the entity summary page

for this issuer on the Fitch Ratings website. 

In issuing and maintaining its ratings and in making other reports (including forecast

information), Fitch relies on factual information it receives from issuers and underwriters

and from other sources Fitch believes to be credible. Fitch conducts a reasonable

investigation of the factual information relied upon by it in accordance with its ratings

methodology, and obtains reasonable veri�cation of that information from independent

sources, to the extent such sources are available for a given security or in a given

jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party

veri�cation it obtains will vary depending on the nature of the rated security and its issuer,

the requirements and practices in the jurisdiction in which the rated security is offered and

sold and/or the issuer is located, the availability and nature of relevant public information,

access to the management of the issuer and its advisers, the availability of pre-existing

third-party veri�cations such as audit reports, agreed-upon procedures letters, appraisals,

actuarial reports, engineering reports, legal opinions and other reports provided by third

parties, the availability of independent and competent third- party veri�cation sources with

respect to the particular security or in the particular jurisdiction of the issuer, and a variety

of other factors. Users of Fitch's ratings and reports should understand that neither an

enhanced factual investigation nor any third-party veri�cation can ensure that all of the

information Fitch relies on in connection with a rating or a report will be accurate and

complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to �nancial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of �nancial and other

information are inherently forward-looking and embody assumptions and predictions

about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation of current facts, ratings and forecasts can be affected by future events or

conditions that were not anticipated at the time a rating or forecast was issued or af�rmed. 

The information in this report is provided 'as is' without any representation or warranty of

any kind, and Fitch does not represent or warrant that the report or any of its contents will

meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to

the creditworthiness of a security. This opinion and reports made by Fitch are based on

established criteria and methodologies that Fitch is continuously evaluating and updating.
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Therefore, ratings and reports are the collective work product of Fitch and no individual, or

group of individuals, is solely responsible for a rating or a report. The rating does not

address the risk of loss due to risks other than credit risk, unless such risk is speci�cally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identi�ed in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for

the information assembled, veri�ed and presented to investors by the issuer and its agents

in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice

of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do

not comment on the adequacy of market price, the suitability of any security for a particular

investor, or the tax-exempt nature or taxability of payments made in respect to any

security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and

underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000

(or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a

number of issues issued by a particular issuer, or insured or guaranteed by a particular

insurer or guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to

use its name as an expert in connection with any registration statement �led under the

United States securities laws, the Financial Services and Markets Act of 2000 of the United

Kingdom, or the securities laws of any particular jurisdiction. Due to the relative ef�ciency

of electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers. 

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian �nancial services license (AFS license no. 337123) which authorizes it to provide

credit ratings to wholesale clients only. Credit ratings information published by Fitch is not

intended to be used by persons who are retail clients within the meaning of the

Corporations Act 2001. 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a

Nationally Recognized Statistical Rating Organization (the 'NRSRO'). While certain of the

NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are

authorized to issue credit ratings on behalf of the NRSRO (see

https://www.�tchratings.com/site/regulatory), other credit rating subsidiaries are not listed

on Form NRSRO (the 'non-NRSROs') and therefore credit ratings issued by those

subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may

participate in determining credit ratings issued by or on behalf of the NRSRO. 
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