ARC Ratings S.A. affirms the public, final long-term ‘BBB(sf)’ rating
accorded to the EUR 200m Notes issued by BUMA LUX II Europe S.C.S.
SICAV-RAIF, with stable outlook
London, 16 September 2020 - ARC Ratings S.A. (ARC) has affirmed the final, long-term ‘BBB(sf)’ rating to the
EUR 200m Notes issued in bearer form by BUMA LUX II Europe S.C.S. SICAV-RAIF, with stable outlook.
The Notes have an aggregate nominal amount of up to EUR 200m and an extended Maturity Date of
22 November 2033. The Issuer shall use all proceeds received from the issuance of the Notes in accordance with
its corporate purpose as well as its investment policy to acquire participations in one or more target funds which,
in turn, and in addition to investing in liquid assets and derivatives for hedging purposes, invest into debt
instruments in the form of debt securities such as bonds, promissory notes and loans.
This Press Release should be read in conjunction with the accompanying rating report, published on
16 September 2020, available at www.arcratings.com.
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TRANSACTION OVERVIEW
BUMA LUX II Europe S.C.S. SICAV-RAIF (‘Fund’) is an umbrella fund, the investment objective of the Fund is to
provide investors with periodic returns from an actively managed portfolio of predominantly European Debt
Obligations which are primarily Senior Secured Obligations. The Fund raises debt capital by issuing limited
partnership shares and Notes. The structure of the transaction has remained unchanged since ARC accorded the
rating in September 2019, in that there is still only one sub-fund underpinning the Notes issued – BUMA LUX II
ECM which is actively managed by Wells Fargo Asset Management (‘WFAM’, ‘Asset Manager’).
The Current Asset Portfolio Amount is EUR 182.15m as at 31 July 2020, with a Maximum Portfolio Amount of
EUR 285.7m. The portfolio predominately contains Leveraged loans (78.4%), High Yield Bonds (20.3%) and a small
proportion of Corporate Bonds (1.3%). Portfolio obligors operate across a broad spectrum of industry classifications
with the highest concentrations in Computer & Electronics, and Business services, with 17% and 15% respectively
of the Total Portfolio Amount. From a currency risk perspective, the portfolio is primarily exposed to Euro
denominated assets, making up 89.1% of the portfolio, with the remainder in GBP (7.9%) and USD (1.6%) assets.
Pertinently, WFAM has recently updated their equity investment limit, reducing the maximum proportion of equity
like instruments allowed in the Sub-fund to 5% of NAV, from 15% of NAV. ARC expects the Sub-fund’s equity
exposure in relation to the NAV to remain low (c. 1-1.5%); this view has been formed by the information provided
by WFAM in addition to the 0% historical and current equity exposure percentage. As such, should there be a
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prominent or sudden rise in the Sub-fund’s equity exposure, above ARC’s expectations and beyond the 5%
investment limit, which in turn causes a significant deterioration in the credit quality of the portfolio, rating action
could follow.

RATING RATIONALE
Key Rating Drivers:
 Covid-19: The outbreak of Covid-19 caused European economies to contract in 2020 and led to unprecedented
pressure in the European High Yield Bond and Leverage Loan markets as a consequence of the
government-imposed enforcement measures. Subsequently, there was a wave of downgrades from the rating
agencies reflecting the ongoing credit concerns. More recently, however, the European economies and more
specifically the leveraged finance market have begun displaying signs of recovery, as issuance volumes have
started to increase above levels seen in the first quarter of 2020.
 To account for the negative impact of Covid-19 and the potential for there to be a second wave of downgrades
in the leveraged finance market, ARC has applied a combination of stresses after examining each industry and
country comprising the Sub-fund's portfolio. In line with what was seen in the market, higher stresses have been
applied to industries and countries which suffered a greater impact from Covid-19. Although this resulted in an
increase in the portfolio’s loss rate, ARC notes that the structural enhancements in place are sufficient to protect
the transaction against expected losses at ‘BBB(sf)’ rating level.
 Portfolio Credit Quality: The weighted average asset credit rating of the Sub-fund is ‘B/B-’, these reflective of
ARC’s conservative rating assumptions where more than one rating is available. Despite the weighted average
rating of the Sub-fund deteriorating slightly, there has only been one company ‘Lecta’ which has defaulted
(0.53% of the current portfolio balance) in the last year. This company had already defaulted prior to the crisis
in December 2019 and subsequently defaulted again in May 2020 due to Covid-19 pressures. This shows a
degree of resilience by the assets in the portfolio, particularly as the sharp contraction in economic activity has
created financial difficulties and defaults for high-yield issuers, some of whom are not overly leveraged. This is
evidenced by European high-yield bond default rates increasing to 2.4% in the first-half of 2020 from 1.2% at
the end of 2019. Thus, ARC is of the opinion that credit risk in the portfolio is already incorporated into the
NAV, given current yield levels already have already priced in the risk. Given the evolving macro-economic
environment resulting from Covid-19, ARC will continue to monitor the ratings of the assets within the portfolio
closely.
 Industry diversification: The portfolio of assets exhibits broad industry distribution with the largest sector being
Computer and Electronics (17.39% of the Total Asset Value). Assets comprising this sector are predominantly in
the software and IT services sub-sectors, ARC is of the opinion that this is a credit positive given the defensive
nature of the sectors. An example of such would be Avaloq Group (rated ‘B’ by two other leading credit rating
agencies) which is a software company specialising in banking software and the largest contributor to the
Sub-fund’s performance. The potential long-term impacts on these sub-sectors are predicted to be positive, in
ARC’s opinion, due to the switch to remote working and online learning. Forecasts for IT spending indicate
continued demand for cloud infrastructure services whilst specialised software, communications equipment and
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telecom services are anticipated to experience increased demand.
 Regional distribution: The portfolio is primarily concentrated in the United Kingdom (23.03% of the Total Asset
Value), Germany (13.83% of the Total Asset Value) and Luxembourg (13.45% of the Total Asset Value). Whilst
exposure to the United Kingdom is high, WFAM highlighted that this was often due to companies being
domiciled in the United Kingdom, but not actually trading there. This is supported by the currency exposure
where only 7.86% of the portfolio is exposed to GBP, whilst 89.08% is exposed to EUR. The portfolio is
predominantly exposed to economically strong European countries with only 3.13% of the Total Portfolio
Amount comprised of assets from weaker sovereigns that have been more severely affected by Covid-19.
 Credit Enhancement: The structural enhancement mechanisms in place for the Notes, include a minimum
equity buffer of 30% which, combined with excess spread, is sufficient to protect the Notes at a ‘BBB(sf)’ rating
level in ARC’s worst-case scenario. In this scenario, ARC modelled the Sub-funds equity exposure reaching the
maximum amount permissable, in this regard WFAM has reduced its internal investment limit to 5% of NAV
from 15% of NAV.
 ARC Cashflow Model: ARC ran its cash flow model to assess the ability of the transactional cash flows to repay
interest on a timely basis and principal on an ultimate basis by the Maturity Date. ARC’s cashflow analysis
assumed that the assets with the highest margins defaulted first, up to the level determined in ARC’s default
model. ARC also ran front and back loaded vectors and calculated that the transaction with its current level of
credit enhancement is able to withstand stresses commensurate with a ‘BBB(sf)’ rating scenario.

RELATED CRITERIA AND RESEARCH
ARC Ratings’ Global Structured Finance Rating Criteria (updated September 2019)
ARC Ratings’ Global Collateralised Loan Obligation (CLO) Rating Criteria (updated February 2020)
ARC Ratings’ Global Master Criteria for Rating Funds and Asset Managers (updated November 2019)
BUMA LUX II Europe S.C.S. SICAV-RAIF – Universal Investment Luxembourg S.A. Report September 2020

THIS DISCLOSURE IS FOR INFORMATION PURPOSES ONLY AND SHOULD
BE READ IN CONJUNCTION WITH THE RESPECTIVE RATING REPORT
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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.
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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