
Brompton CLO Primer

What are CLOs?

A Collateralized Loan Obligation (“CLO”) is a type of fixed income investment which is categorized as a “structured 
credit investment”, a sector of the fixed income market that also includes asset-backed and mortgage-backed securities. 
To start the process, a “CLO Manager” (a specialized fixed income investment manager) takes the initiative to organize 
a special purpose investment company (a “CLO Fund”) to raise capital. The CLO Fund issues various tranches of rated 
debt (CLOs) and one tranche of equity to investors.   The CLO Manager then invests the proceeds on the CLO Fund’s 
behalf, primarily in  non-investment grade, senior-secured bank loans. 

The various tranches of CLOs each carries a different credit rating. CLO tranches rated AAA are the highest quality 
and have first priority of claim on the value of the loans in the CLO Fund’s portfolio and the cash flow the corporate 
loans produce, and are typically referred to as the “Senior” tranche.  The “Mezzanine” CLO tranches are rated AA, A, 
BBB and BB and they have progressively lower priority of claim on portfolio value and cash flows. The equity tranche 
has the lowest priority claim on only residual asset value or cash flow, if any, after all the CLO debt tranche claims are 
satisfied.   AAA CLO tranches typically offer the lowest coupon to investors but also carry the higher credit rating and 
therefore the lowest risk.  Mezzanine CLO tranches carry higher coupons commensurate with their progressively higher 
risk levels.  

Each CLO tranche provides protection from default to any more senior CLO tranche(s) that it is subordinate to, and the 
equity provides protection for all CLO tranches.

The portfolio of underlying loans is actively managed by the CLO Manager of the CLO Fund for a fixed period of time 
known as the reinvestment period, during which time the CLO Manager may buy and sell individual loans to create 
trading gains or mitigate losses. The CLO Fund’s portfolio will generally be required to adhere to certain diversification 
rules established by the CLO Fund to mitigate against the risk of concentrated defaults within a given industry or sector. 
After a specified period of time, the majority owner of the equity tranche may seek to call the outstanding CLO tranches 
or refinance its position. If the CLO tranches are not called or refinanced when the reinvestment period ends, the CLO 
Fund uses cash flows from the underlying loans to pay down the outstanding CLO tranches and eventually wind up the 
CLO Fund’s operations.

CLO Funds are similar to a bank in that they have assets made up of loans but instead of a bank directly holding the 
loans, a CLO Fund manages the loans and distributes the cash flow to investors through a structured, tiered system of 
tranches.

Companies need 

loans

Managers oversee a 

pool of loans

150-450 bank loans 
diversified across 25-30 

industries

Investors select the 

risk they want

BANK LOANS CLO MANAGERS CLO INVESTORS

AAA: 64%

AA-A: 16%

BB-B: 10%
Equities: 10%



Similarities to a Bank

CLOs are actively managed lending vehicles capitalized more conservatively than typical banks.

A portfolio of corporate loans act as the collateral supporting the CLO tranches. The U.S. loan market is a large, liquid 
market with $1.4 trillion outstanding as of December 31, 2024 (J.P. Morgan). The loans that CLO Funds invest in are 
usually broadly syndicated loans made to non-investment grade companies to support a range of activities, including 
mergers and acquisitions, stock repurchases, dividend payments, leveraged buyouts, or investment in new projects.

The loans are typically senior-secured which means the loans occupy a senior position in a company’s capital structure, 
are secured by a company’s assets and rank first in priority of payment ahead of unsecured debt and other liabilities in 
the event of bankruptcy. The senior secured position of these loans has contributed to higher historical recoveries in 
default scenarios than those seen in the high- yield bond market (J.P. Morgan, December 31, 2024).

Loans carry floating-rate coupons typically benchmarked to the Secured Overnight Financing Rate (SOFR) and pay 
interest on a monthly or quarterly basis. Therefore, as rates rise, loan coupons reset and provide investors with higher 
income payments. The loan asset class has proven to be resilient through most market cycles, as the income from 
loans helps drive overall positive total returns even during periods of price volatility. The U.S. loan market has produced 
positive returns in 28 of the last 31 years (Credit Suisse Leveraged Loan Index, as of December 31, 2024).

Many large, well-known companies issue senior loans to meet some of their financing needs:

A CLO’s Underlying Assets are Senior-Secured Loans

• Assets made up primarily of corporate and 
consumer loans

• Debt and liabilities make up 94% of total assets

• Equity makes up 6% of total assets

• Assets made up actively traded U.S. 
corporate loans

• Debt makes up 90% of total assets

• Equity makes up 10% of total assets

CAD$B %

Total assets 2,191 100

Deposits 1,442 65.8

Short-term borrowings 320 14.6

Long term debt 14 0.6

Other liabilities 282 12.9

Equity 133 6.1

Magnetite CLO 2024-41 USD$M %

Total assets 509 100

AAA notes 320 62.8

AA notes 60 11.8

A notes 29 5.6

Mezzanine notes 51 10.0

Equity 49 9.8

ROYAL BANK OF CANADA BLACKROCK

Royal Bank of Canada financials taken at 1/31/2025. CLO structure of Magnetite CLO Ltd 2024-41 managed by BlackRock Financial Management and 
led by RBC Capital Markets with Deutsche Bank Trust as trustee. 



Benefits of Investing in CLOs

Proven Asset Class

Over the long term, AAA CLOs have outperformed investment grade bonds, with lower volatility.

The CLO market is a large, growing market. J.P. Morgan estimates that the U.S. CLO market has grown to USD$1.06 
trillion and the CLO market in the European Union has grown to EUR€248 billion, or a combined USD equivalent of $1.35 
trillion (J.P. Morgan, as of November 20, 2024). New issuance in both the US and European CLO markets nearly doubled 
between 2023 and 2024, with US$202bn in new issue deal volumes priced in the U.S. and EUR€48bn in Europe in 2024 
(Deutsche Bank AG, February 11, 2025).

Historically, most CLOs were privately sold to large institutional investors such as banks, insurance companies, and 
asset management companies. But as the market has grown, CLOs have become more broadly accessible to retail 
investors through ETFs. The chart below illustrates the growing popularity of CLO ETFs, showing that CLO ETFs in the 
U.S. have grown faster than leveraged loan ETFs or high yield bond ETFs.

CLOs – A Large, Growing Market
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Source: Source: Morningstar, as of February 28, 2025. Data compares growth in AUM following the month of category inception for US AAA CLO ETF 
Category (inception in August 2020), US High Yield ETF Category (March 2007),  and US Loan ETF Category (February 2011).
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Source: Bloomberg L.P., as of 3/25/2025 for the Bloomberg US Aggregate Index and the JP Morgan AAA CLO Index. Inception date of the AAA CLO 
Index is 1/1/2012.
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5yr 28.2% -5.0%

10yr 43.9% 17.6%

Inception 53.0% 26.6%



Low Interest Rate Risk

CLOs have yields that adjust with short-term interest rates, making them less sensitive to interest rate changes than 
most fixed-rate bonds, whose prices react inversely to changes in interest rates. As a result, the prices of floating rate 
securities tend to be more stable in volatile interest- rate environments compared to fixed-rate securities.

Source: Bloomberg, as at 3/5/2025. Bloomberg indices other than the J.P. Morgan AAA CLO Index. Ratings taken as the lower if split rated.

Attractive Yield

Despite their higher credit ratings, CLOs can offer attractive yields relative to other fixed income assets. AAA CLOs 
typically other yields comparable to corporate bonds, notwithstanding their higher average credit quality.
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AAA CLOs Offer Attractive Yield with High Credit Quality

Low Historical Defaults

Historically, CLO default rates have been significantly lower than corporate bonds, as shown in the chart below.  There 
have been zero defaults on record for CLOs rated A to AAA (S&P Global, 2023).
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Source: S&P Global Default, Transition and Recovery 2023 Annual Study.  Default rates for CLOs and corporates include all rated entities. Speculative 
grade corporates include only companies rated ‘BB+’ or below.
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Brompton Wellington Square AAA CLO ETF (BAAA) offers investors access to high quality CLO investments historically 
available only to institutional investors, with the low cost, transparency, and liquidity benefits that come with an ETF.

BAAA is designed to provide attractive monthly distributions and capital preservation through investment in an actively 
managed portfolio of primarily AAA rated CLOs. Experienced CLO investment manager, Wellington Square Advisors 
Inc., selects CLOs for the portfolio, generally ranging in credit quality from AAA to BBB, with a minimum of 75% of the 
portfolio invested in AAA rated CLOs.

Wellington Square Advisors Inc. is a Canadian based independent investment manager with a long-term track record 
managing funds investing in CLOs, leveraged loans and corporate credit in the U.S., European and Canadian markets. 
Wellington Square’s partners have backgrounds within CLO management and managing institutional funds for Canada’s 
largest pension plans. 

How to Invest in CLOs

Diversification Benefits

By investing in CLOs, investors can diversify a traditional fixed-income portfolio, potentially benefiting from lower 
volatility, higher credit quality, reduced sensitivity to interest rate changes and lower correlations with other fixed-
income categories. The charts below illustrate how adding an allocation of AAA CLOs to a core bond portfolio can 
enhance risk-adjusted returns and overall yield.

AAA CLOs Can Improve the Risk-Adjusted Returns of a Core Bond Portfolio
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Source: Bloomberg L.P., as of 2/28/2025 for the Bloomberg US Aggregate Index and the J.P. Morgan AAA CLO Index. Returns are for the period 1/31/2012 
to 2/28/2025. Assumes monthly rebalance.

This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The opinions contained in this 
report are solely those of Brompton Funds Limited (“BFL”) and are subject to change without notice. BFL makes every effort to ensure that the information has been derived 
from sources believed to be reliable and accurate. However, BFL assumes no responsibility for any losses or damages, whether direct or indirect which arise from the use of 
this information. BFL is under no obligation to update the information contained herein. The information should not be regarded as a substitute for the exercise of your own 
judgment. Please read the prospectus or annual information form before investing.
 
Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded funds. Please read the prospectus before investing. 
Exchange-traded funds are not guaranteed, their values change frequently and past performance may not be repeated.
Information contained in this document was published at a specific point in time. Upon publication, it is believed to be accurate and reliable, however, we cannot guarantee 
that it is complete or current at all times. Certain statements contained in this document constitute forward-looking information within the meaning of Canadian securities 
laws. Forward-looking information may relate to matters disclosed in this document and to other matters identified in public filings relating to the ETF, to the future outlook of 
the ETF and anticipated events or results and may include statements regarding the future financial performance of the ETF. In some cases, forward-looking information can 
be identified by terms such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “intend”, “estimate”, “predict”, “potential”, “continue” or other similar expressions 
concerning matters that are not historical facts. Actual results may vary from such forward-looking information. Investors should not place undue reliance on forward-looking 
statements. These forward-looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances. 
reliance on forward-looking statements. These forward-looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect 
new events or circumstances.

Investor Relations
PHONE 416.642.6000
TOLL FREE 1.866.642.6001
FAX 416.642.6001
EMAIL info@bromptongroup.com

Website
www.bromptongroup.com

Address
Bay Wellington Tower, 
Brookfield Place
181 Bay Street
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Toronto, Ontario M5J 2T3
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