ARC Ratings, S.A. affirms the public, final long-term ‘A-(sf)’ rating
accorded to the Facility provided to Bain Capital Credit Global ICAV by
NatWest Markets PLC, and revises the outlook to stable from negative
London, 28 August 2020 - ARC Ratings, S.A. (ARC) has affirmed the public, final long-term ‘A-(sf)’ rating accorded
to the Facility provided to Bain Capital Credit Global ICAV by NatWest Markets PLC, and revises the rating outlook
to stable.
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This review follows the Covid-19 review conducted in May 2020 and focuses on the performance of the transaction
from the initial review in November 2019 to July 2020. ARC placed the transaction on negative outlook in May 2020
in light of the Covid-19 outbreak and its consequential economic impact. In May 2020, ARC took rating action
across its portfolio of Non-Performing Loan (NPL) transactions, including Unlikely-to-Pay (UtP) transactions.
The rating addresses the timely payment of interest and ultimate payment of principal.

TRANSACTION OVERVIEW
NatWest Markets PLC provided an initial Facility of EUR 123.1m to the Borrower to purchase a portfolio of
UtP loans. UtPs differ from NPLs in that, at the outset they were yet to be classified as non-performing. The Facility
has an Original Maturity of 12 July 2022 and two 1-year extension options, subject to certain conditions being met;
such as no Cash Sweep Event having occurred.
To date no Cash Sweep or Events of Default have occurred.
Current net collections are ahead of the initial business plan and serves as an indication of the servicer’s increased
use of extra-judicial procedures, this in order to realise collections more quickly due to the forced closure of the
courts in light of Covid-19.
The portfolio is backed by various underlying collateral asset types such as residential, hotels and offices, with
residential representing the largest concentration (41%), noting that 97% of the portfolio loans are secured against
collateral. From a geographical perspective, the portfolio is regionally concentrated in the North of Italy (90%). ARC
notes the significant concentration in the Liguria region (80%), however this is countered by the favourable
economic outlook of this region, benefitting from stable economic indicators and a robust real estate market in
comparison to other areas of Italy. This is particularly important in the context of the more robust residential sales,
with the North seeing an increase of 5.3% between 2018 and 2019 in contrast to the South of 3.1% over the same
period.
Further to the above, the transaction continues to benefit from structural enhancements which are designed to
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protect the repayment of the Facility from a deterioration in the performance of the loan portfolio. Firstly, the
transaction benefits from an equity cushion through the Advance Rate mechanism, allowing the transaction to
absorb a decline in portfolio performance. Furthermore, the transaction benefits from the existence of a
Cash Sweep Event trigger which increases the level of prepayment to 100% (the amount to be repaid towards the
Facility provider from collections, post fees and interest).

RATING RATIONALE
Key Rating Drivers Include:
-

Covid-19: Italy was one of the first countries to be affected by Covid-19 in Europe. The virus spread rapidly in
the North of the country during February and March 2020. Consequently, the Italian government instituted
nationwide lockdowns to help curb further infections. Resultantly, the economic impact of the lockdown has
caused a severe contraction in the Italian economy with the European Commission forecasting that GDP will
contract by 11.2% in 2020. The aforementioned forecast was captured in the recent downgrade of Italy’s
Sovereign rating to ‘BBB-‘ by one of the Top 4 rating agencies. The ultimate recovery of the Italian economy is
predicated on the resumption of consumer demand to pre-crisis levels coupled with sustainable local and
international consumer confidence. As the effects of the virus continue to be felt in Italy and other areas of
Europe, the prospects of a rapid recovery will become increasingly more unlikely.

-

Collection Timing: The servicer’s ability to collect on assets as per the original business plan has not been as
severely affected by the outbreak of Covid-19 as seen in other transactions, this evidenced by actual gross
collections of EUR 39.3m being in line with business plan expectations of EUR 38.8m. The servicer’s preferred,
and only course currently, strategy of pursuing extra-judicial collection strategies has allowed them to reduce
costs from EUR 23.4m expected in the initial busines plan, to EUR 6.4m as at June 2020. Gross collections that
are in line with expectations coupled with cumulative costs below expectations has resulted in net collections
of EUR 32.9m, which is EUR 17.5m (113%) ahead of business plan expectations. Whilst the positive level of net
collections supports the servicer’s strategy of extra-judicial recovery measures, ARC has taken a conservative
approach in determining the sustainability of net collections, timings and amounts. Net collection amounts are
the core focus of ARC’s analytical and modelling process, as they provide insight into the effectiveness and
sustainability of the servicer’s collection strategy, particularly as the negative effects of Covid-19 continue to
hinder economic performance globally and servicers’ ability to collect. Going forward, ARC will continue to
monitor gross and net collections closely and take necessary rating action should they fall below ARC’s internal
benchmarks.

-

Security: The unsold real estate assets that provide security to the loans are in excess of the Outstanding Facility
Amount according to latest Quarterly Monthly Report received by ARC. The outstanding portfolio of assets
exhibit broad asset type diversification with the largest category being Residential (41%) followed by Hotel
(15%) and Office (10%) based on Valuation amounts. For residential real estate, market conditions are expected
to deteriorate in the short term with the number of transactions decreasing by 20-25% in 2020 (according to an
Italian NPL report by PWC: June 2020). This will likely compound the impact of the market house price decline
witnessed (3.6% decline between the end of 2016 and the end of 2019, based on OECD Real House price
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indices). In respect of security makeup, the concentration of Hotel assets is concerning, due to the decrease in
tourism witnessed in Italy due to travel restrictions placed on countries in light of Covid-19.
-

Structural Enhancement Mechanism: The initial Advance Rate of the portfolio purchase price provides an
equity cushion to the transaction allowing it to absorb a decline in portfolio performance. Should the
transaction’s performance deteriorate, as evidenced by a breach of the LTC or LTV ratio limit, a Cash Sweep
mechanism will provide additional protection to the Facility provider, as discussed above (ARC notes that neither
ratio is near its trigger threshold). Furthermore, there is an Equity Leakage Cap in place that limits the amount
of cash that can be released to the Borrower.

-

Cash Flow Model: ARC analysed the current level of gross and net collections in the portfolio in comparison to
ARC’s cash flow model which incorporates collection stresses in order to determine if the Facility will be repaid
before the Final Maturity Date. The current level of collections in the portfolio are sufficiently far enough ahead
of ARC’s stressed cash flow expected collections for the same time period, to give ARC sufficient comfort to
affirm the rating at the current ‘A-(sf)’ level and change the outlook to stable from negative.

-

Sponsor: ARC drew a degree of comfort from the sponsor’s extensive experience in the distressed and special
situations sector and its involvement in the management of the servicer’s collections strategy through its majority
controlling stake.

SENSITIVITY ANALYSIS

Sensitivities Analysis
Stressed Scenario Description

Rating Level

5% additional decrease in stressed collections

BBB+ (sf)

10% additional decrease in stressed collections

BBB- (sf)

KEY TIPPING POINTS
Positive Turning Points

Negative Turning Points

-

-

Considerable and sustainable outperformance
against business plan.

Deterioration in gross collections below levels
needed to sustain sufficient net collections to
discharge

the

Facility

before

the

Final

Extended Maturity Date at the current rating
level.
-

Increase in expenses above predicted levels.

-

Further delays in achieving resolutions.

-

Protracted

economic

effect

of

Covid-19

beyond initial estimates.
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RELATED CRITERIA AND RESEARCH
ARC Ratings’ Global Structured Finance Rating Criteria (September 2019)
ARC Ratings’ Non-Performing Loans (NPLs) Rating Criteria (October 2019)
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Note that ARC Ratings is not a legal, tax or financial adviser, and only provides a credit opinion of the rated securities. For
example, a rating does not cover a potential change in laws nor can it be regarded as an audit. Moreover, ARC Ratings is not a
party to the transaction documents. Users of our credit ratings should familiarise themselves with the transaction
documents / mechanics and should form their own views in this respect. They should not rely on ARC Ratings for legal, tax or
financial advice, and are encouraged to contact the relevant advisers.
ARC Ratings, S.A. is registered as a Credit Rating Agency (CRA) with the European Securities and Markets Authority (ESMA) ,
within the scope of the Regulation (EC) No. 1060/2009 of the European Parliament and of the Council, of 16 September, and
recognised as External Credit Assessment Institution (ECAI).
This Review Report should be read together with initial Rating Report and with the subsequent Review reports.
Ratings assigned by ARC Ratings represent opinions on the capacity and willingness of an entity to make all required payments
on a given obligation in a timely manner. The meaning of each rating category is explained in www.arcratings.com.
The rating(s) assigned by ARC Ratings in this report was / were sought by the entity whose financial commitments are being
rated.
ARC Ratings provides to the entity whose financial commitments are being rated the documents that substantiate the rating to
be attributed. This entity is thus given the opportunity to clarify or correct factual details, thus allowing the rating assigned to be
as accurate as possible. ARC Ratings also grants the issuer the possibility of appealing a rating accorded by ARC Ratings as long
as this appeal is supported on additional information that hasn’t been taken into account in the original rating accordance.
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ARC Ratings, S.A. historical default rates are published in the European Securities and Markets Authority Central Repository
(CEREP) which can be accessed on the website cerep.esma.europa.eu/cerep-web/. ARC Ratings default rate is the probability of
lack of full and timely payment of capital or interest or of the occurrence of any event that explicitly indicates that the future full
and timely payment of those commitments will not occur (e.g., in case of insolvency).
Ratings do not constitute a recommendation to buy or sell, but only one of the factors to be weighted by investors.
Throughout the entire period during which ratings are valid, ARC Ratings monitors the issuer’s performance on a constant basis,
and may even bring forward the date of the review unless stated as point in time. Hence, prior to an investor using a rating, ARC
Ratings recommends that it be confirmed, namely by consulting the list of public ratings available on the website
www.arcratings.com.
ARC Ratings’ ratings are assigned based on information, which may include confidential information, collected from a wide group
of sources, which may include the entity whose financial commitments are subject to rating. ARC Ratings uses and treats this
information with due care and attention. Although all due care was taken in the collection, cross-checking and processing of the
information for the purposes of the rating analysis, ARC Ratings cannot be held liable for its accuracy. ARC Ratings must make
sure that the information has a minimum level of quality prior to assigning a rating based on such information.
In the rating process, ARC Ratings adopts procedures and methodologies aimed at ensuring transparency, credibility and
independence, and also that rating classifications are not influenced by situations of conflict of interests. Any exceptions to these
principles are disclosed by ARC Ratings together with the rating of the financial commitment in question.
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