
 
 
                                                            

 

   

 

 

Eagle Point Credit Research 

 

Description: A closed ended fund launched and managed by Eagle Point Credit Management 

LLC. It invests in fixed income markets of the United States. The fund invests in equity and 

junior debt tranches of collateralized loan obligations consisting primarily of below investment 

grade U.S. senior secured loans. Eagle Point Credit Company Inc. was formed on March 24, 

2014 and is domiciled in the United States. In other words, Eagle Point invests in high yield (junk 

market) structured fixed income products. 

 

Ticker: ECC 

Price: $14.21 

Market Cap: $328.5M 

Performance: -13.7% Y/Y 

 

Before we can even dive into ECC and whether we like them as an investment or not we need 

to first understand what these CLO’s they’re heavily invested in are. CLO’s are Collateralized 

Loan Obligations. They are a type of structured credit that generally invests in asset-backed 

securities (ABS), residential mortgage-backed securities (RMBS), and commercial mortgage-

backed securities (CMBS). CLOs purchase a diverse pool of senior secured bank loans made to 

businesses that are generally rated below investment grade (high yield/junk).  

 

Why is it so important to understand what CLO’s are? Because ECC is currently paying a 

MONTHLY distribution of $0.20 per share, which equates to $2.40 per year… AKA a 16.89% 



 
 

yield. With a yield this high we need to make sure the reward matches the risk and have to 

wonder if there is something we may be missing that could cause this yield to be materially 

different than what it is today.  

 

So, what are the benefits of CLO’s and how do they work?  

 

Standard & Poor’s defines leveraged loans as senior secured bank loans rated BB+ or lower 

(below investment grade) or yielding at least 125 basis points (1.25%) above a benchmark 

interest rate (typically the London Interbank Offer Rate known as LIBOR) and secured by a first 

or second lien. Leveraged loans are particularly suitable for securitizations because they pay 

interest on a consistent monthly or quarterly basis, trade in a highly liquid secondary market, 

have a historically high recovery rate in the event of default, and originate from a large, 

diversified group of issuers. The size of the leveraged loan market is large and growing, with 

institutional loans outstanding totaling an estimated $1 trillion in the US and €113 billion in 

Europe. 

 

OK CUBE… WTF does that mean. We get it, you may be confused right now. So let’s do what we 

do best and simplify it for you. A CLO is basket of loans (all kinds from auto, to commercial, to 

mortgages, etc). They are all bundled together. Obviously some have higher probabilities of 

paying their loans than others but the attracting thing about these products is that they are 

diversified. All these people that have these loans have to pay them off monthly (principal and 

interest). Those payments are then passed along to the investors in the CLO. The ones that get 

paid first make less of a return on their investment because it’s safer. The ones that get paid 

last are taking on more risk because there might not be anything left if people default on their 

loans enough. As a result, they earn a potentially higher return for bearing higher risk. That is 

pretty much what ECC invests in. So we want to take a minute and let you all know that this is 

risky. 

 

CLO’s get a really bad rap because they’re similar to the structured products that led to the 

financial crisis in 2008 because they both have a type of tranche system in which institutions 

bundle up the loans and pay them out in levels. Let’s review some stats and figures: 

 



 
 

 

 

As you can see, the payout works life a waterfall. The lower you are on the list, the more risk 

you take on as you get paid after the tranche before you. Let’s zoom into that third column. 

 

 

ECC falls into the Equity Tranche. In other words, they are playing it riskier than most as they 

are lower on the totem pole for more lucrative payouts.  

 



 
 

CLO’s are more diversified than the good ol’ collateralized debt obligations (CDO’s) that 

contained a large portion of mortgage-backed securities in 2008 and have performed 

significantly better. Review the chart below: 

 

 

 

As you can see, from 1994-2013, AAA and AA rated CLO’s didn’t have ANY defaults. If you just 

take a look at straight up normal corporate debt with the same credit rating, they experienced 

default rates of 0.4%, 0.9%, and 1.3% based on the maturity of the loan. We will note again that 

ECC is not investing in the AAA or AA rated CLO’s. They are investing in BB+ or lower. 

 

CLO Benefits: 

1. Diversified 

a. Via types of underlying loans, tranches, maturities, industries, countries, etc. 

2. Inflation hedged 

a. CLO’s are generally floating rate which means they perform better in higher rate 

environments 

3. Stronger Credit Quality 

a. When compared to corporate debt, CLO’s have higher returns and fewer 

defaults 

CLO Risks: 

1. With regard to ECC, specifically, they’re lower on the payout list so difficult economic 

times could be detrimental  

2. Liquidity can dry up in difficult times 

3. Actively managed means you need to ensure CLO managers know how to navigate 

against changing market environments, planning for any prepayments on loans that 

can affect cash flows, etc. 



 
 

 

Some more facts on CLO’s.  

 

In the first six months of 2018, $66.7B of CLOs were issued, 27% higher than a year earlier and 

almost 10% ahead of the same point in 2014, according to Thomson Reuters LPC Collateral 

data. 

 

One thing that used to be a big plus for investing in CLO’s that we’re pretty upset isn’t there 

anymore is the fact that the ruling behind managerial vested interest was removed. CLO 

managers used to have to own 5% of the original value of the assets in their portfolio to align 

their interests with those of the investors. The guidelines were designed to prevent a repeat of 

the subprime crisis, where lenders made bad loans and sold them off to investors that bore the 

losses when the debt soured. Managers of CLOs won an exemption to the risk-retention 

provision in February. 

 

Now that we have an idea of what ECC does and is invested let’s examine them specifically. ECC 

has dropped heavily as of late falling from $17.50 on November 12th to $13.00 last week. Shares 

bounced back to $14’s now.  

 

What’s with the drop? This was extremely hard to figure out. We even spoke to some people to 

try and figure out what’s going on and we’re really not getting a solid explanation. What we’re 

thinking is that investors are getting nervous about a severe market slowdown in the coming 

years with some analysts even expecting 2019 to be a bad year. As a result of this, investors 

could be worried that interest rates won’t be on the up and up and that isn’t necessarily great 

for CLO’s because they tend to be floating rate. On the other end, with a slowdown in the 

economy people are worried that some of these debt holders might not get paid, especially 

with ECC being at the bottom of the tranche. 

 

 

 

 

 



 
 

Below is a look at the ECC’s portfolio 

 

  

 

ECC is diversified quite well amongst many companies, sectors, industries, countries, and 

varying credit qualities. Their average rating they hold is B+/B with a maturity of 5.2 years and 

their single largest obligor is Dell at 0.94%. We find the Dell position a bit odd considering how 

levered the company is. Is there any chance news leaked about Dell coming back onto the 

public markets earlier this month? For those unaware, just a couple of days ago DELL bought 

back shares that tracked the financial performance of software maker VMware (VMW), in 

which Dell held an 81% stake. The cash-and-stock deal was worth nearly $24 billion. Buying 

back the shares allowed Dell to bypass the traditional IPO process, which would likely have 

involved getting grilled by investors over the company’s $52.7B debt pile. So is there any 



 
 

chance investors are concerned about Dell’s ability to make their payments? This is just a 

theory in which potentially the news leaked and reminded people how levered Dell actually is. 

While not a probable cause, we feel it’s something worth mentioning. 

 

We even searched some market commentary from experienced analysts on the Street and this 

is what some said. “While the rapid growth, easing in lending conditions and relatively low 

spreads signal somewhat frothy conditions in the leveraged loan and CLO markets, we still view 

the risks to financial stability as moderate,” economist Daan Struyven and credit strategist 

Amanda Lynam wrote. “The default risk on CLO AAA tranches is likely to remain relatively low.” 

 

So what are we thinking here. If you’re risk tolerance is large enough, this can be a part of your 

portfolio. We wouldn’t make it too large of a position, though. Not only are these types of 

investments very risky, they’re also extremely difficult to understand and also very difficult to 

price because the CLO market is not something that has it’s own specific index or anything like 

that. There are some benchmarks that can be compared but nothing direct. 

 

A similar company to ECC is Oxford Lane Capital (OXLC). They’ve been performing much better 

than ECC (up 11.5% in 2018 vs. -14% for ECC) but that doesn’t necessarily mean it’s a better 

investment going forward. You can diversify by investing in both or you can even take a 

different approach and go long ECC/short OXLC and vice versa. OXLC reports their net asset 

value quarterly and that could be a reason they are performing better too as ECC reports 

there’s monthly and the market is able to better assess where they believe shares are valued. 

This could create an opportunity whereby when ECC reports their NAV it may go higher and 

possibly a situation in which OXLC drops when they post their NAV in their next quarterly 

report. 

 

Referring to the graph below, we see ECC’s chart. Last week, the stock hit oversold levels and 

that is why we saw such a sharp jump back into the $14s. We found something interesting. If 

we refer to the bottom portion of the chart you’ll see that under MFI and RSI this stock doesn’t 

hit oversold often (crossing below the bottom lines). In fact, for MFI this has only happened 4 

times over the last 3 years. For RSI, this has only happened once by this measure back in 2016 

when shares fell from $11 to $9.50, only to climb to $13+ a few months later. Technically 

speaking, this area is very attractive as an entry point. 



 
 

 

 

 

All in all, this is probably one of the hardest securities we’ve had to research. CLO’s and other 

structured alternative investments are extremely complex. ECC should be releasing news of 

their next distribution and their NAV in the coming days and by then we’ll get a better idea if 

this sell off was warranted. For now, we just want to make sure you understand the risks 

associated with this investment. We believe for those who are willing to take on the risk, this 

can earn a spot in your portfolio.  

 


