ARC Ratings, S.A. affirms the public, final long-term ‘AAA(sf)’ to
‘BB(sf)’ ratings to the A-E Credit Protection Deed tranches issued
by Fitzroy 2018-1 CLO DAC, all with stable outlooks
London, 28 September 2020 - ARC Ratings, S.A (ARC) affirms the final, public ratings of ‘AAA(sf) to ‘BB(sf)’ accorded
to the Credit Protection Deed tranches sold by Fitzroy 2018-1 CLO DAC (‘Fitzroy’ and ‘Protection Seller’) to
Santander UK PLC (‘Santander’ and ‘Protection Buyer’), all with stable outlooks.
The above public credit ratings address the credit risk the Protection Seller is exposed to on the reference portfolio.
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CLASS /
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RATING
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RATING

OUTLOOK

NEXT REVIEW DATE

Fitzroy 2018-1 CLO DAC

Tranche A

25%-100%

CLO

AAA(sf)

Stable

28 September 2021

Fitzroy 2018-1 CLO DAC

Tranche B

20%-25%

CLO

AA(sf)

Stable

28 September 2021

Fitzroy 2018-1 CLO DAC

Tranche C

14%-20%

CLO

A(sf)

Stable

28 September 2021

Fitzroy 2018-1 CLO DAC

Tranche D

10%-14%

CLO

BBB(sf)

Stable

28 September 2021

Fitzroy 2018-1 CLO DAC

Tranche E

5%-10%

CLO

BB(sf)

Stable

28 September 2021

TRANSACTION OVERVIEW
The transaction is a synthetic securitisation with risk transfer achieved via purchase of credit protection for each of
the rated tranches. The portfolio is currently still in the Replenishment Period with a Replenishment Cut-Off Date
of 1 October 2021. The portfolio currently has a total notional amount of GBP 1.08bn and a Scheduled Termination
Date of 15 June 2042.
The portfolio is comprised of senior secured, first-lien project finance loans primarily concentrated in the United
Kingdom (95.3%) and the Renewable energy sector (50.9%), more specifically onshore and offshore wind power
generation projects. The second largest concentration in the portfolio is in Private Finance Initiatives (26.7%)
comprising of assets in various sub-sectors, including healthcare and education. ARC draws comfort from the
portfolio’s industry exposure, particularly its renewable energy exposure which has been the most resilient energy
source to Covid-19 lockdown measures according to the IEA; in the first quarter of 2020. The global use of
renewable energy in all sectors increased by 1.5% relative to the first quarter in 2019, with renewable electricity
generation increasing by approximately 3%. Despite supply chain disruptions, wind and hydro power are
anticipated to continue to be key contributors to renewable electricity generation, which is expected to rise by
almost 5% in 2020. In addition, wind power is expected to increase the most in absolute terms among all
renewables, owing to its supply chain which is more globally interconnected than other renewables.
The other positions in the portfolio represent a diversified set of project finance assets across sectors such as
hospitals and telecommunication infrastructure. These assets along with the aforementioned renewable energy
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assets have shown resilience in light of Covid-19 due to their defensive non-cyclical nature which resultantly has
seen them not being negatively affected.

RATING RATIONALE
The ratings predominantly reflect the significant credit enhancement available to each tranche to absorb losses
with there being a suitable buffer to reduce concerns regarding possible downgrades of the tranches in the
medium-term. The aforementioned is bolstered by the composition of the underlying portfolio, which forms the
core part of ARC’s model.
Key Rating Drivers:
− Weighted Average Asset Credit Quality: Santander’s internal rating scale utilised in grading the portfolio
assets has remained unchanged since the last review. However, Santander did conduct internal rating reviews
on the majority of the underlying’s assets as a result of Covid-19. Resultantly, the weighted average credit rating
of the portfolio has slightly migrated from ‘A-/BBB+’ in August 2019 to ‘BBB+/BBB’ as at 28 August 2020.
Noting that, only 3 projects are on Santander’s watchlist, and those, representing just 4.2%, are only on the first
stage (least severe) of the watchlist. Whilst this is credit negative to the transaction, the tranches do benefit from
a significant amount of subordination. Thus, ARC does not anticipate that the credit quality of the portfolio will
deteriorate beyond the protection provided to each tranche at the current rating levels in the short to
medium-term. However, ARC will continue to monitor the transaction and economic developments through
regular surveillance and will determine, where necessary, if any rating action is required should the portfolio’s
probability of default significantly deteriorate, especially in light of Covid-19 and Brexit.
− Industry Diversification: Whilst the portfolio’s assets are concentrated in the Renewable energy sector (50.9%),
this remaining unchanged as the largest industry over the past 12 months, any concentration risk is mitigated
by the defensive nature of the sector and the diversification of the remaining portfolio assets that have also
shown resilience in light of the outbreak of Covid-19. Furthermore, the relatively strong performance of the
assets over the past twelve months is captured in the low weighted average one year probability of default of
the portfolio which is 0.16%, this however, represents a 0.03 percentage point increase since the last review in
September 2019.
− Country Diversification: ARC notes the geographic concentration to the UK (95.3%). However, the culmination
of the renewables exposure and the geographical concentration is a sizeable strength to the transaction, owing
to the UK government’s commitment to renewable energy sources. Recent government data revealed that
renewable energy made up 47% of the UK’s electricity generation in the first three months of the year (30% of
which was generated by wind power). This is in line with the UK’s net zero target to reduce the country’s net
emissions of greenhouse gases by 100% relative to 1990 levels by 2050. Given Santander’s investment strategy
which is focused on strong sterling-denominated projects, the Replenishment Criteria restricts projects not
located in the United Kingdom to 20% of the Maximum Reference Portfolio Amount which ensures the UK will
be the largest country exposure.
− Tranche Amortisation: ARC’s model determined whether the rated tranches of the Credit Protection Deed fully
amortised and therefore, were not utilised to meet the protection payments from the Protection Seller to the
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Protection Buyer in the event of losses occurring, at their respective rating levels. ARC’s analysis of the portfolio
assessed the portfolio under various scenarios including front, stable and back loaded default vectors.

SENSITIVITY ANALYSIS
ARC has run sensitivity tests to determine to what extent the portfolio would need to deteriorate in order for the
rating to be downgraded. The table below shows the impact of increasing the weighted average default probability
as well as a decrease in the WA base recovery rate for the underlying portfolio on the ratings of the tranches.

Change in any of the tranches

Increase in the WA Default

Decrease in the WA Recovery

respective ratings?

Probability (%)

Rate of the portfolio (%)

10%

10%

15%

15%

20%

20%

Tranche A – Downgrade one notch
Tranches B, C, D, E – No change
Tranche A – Downgrade one notch
Tranches B, C, D, E – No change
Tranche A – Downgrade two notches
Tranche B – Downgrade one notch
Tranches C, D, E – No change

KEY TIPPING POINTS
Positive Turning Points

Negative Turning Points

− Positive change in the weighted average credit

− Greater exposure to infrastructure assets most

quality of the portfolio through the acquisition of

volatile to the economic contraction caused by

higher rated assets in sectors most resilient to

Covid-19 as a result of portfolio replenishments,

Covid-19 lockdown measures or the upwards

such as assets in the transportation sector,

rating movements in the current portfolio.

wherein demand and revenues may still be
affected post-Covid which in turn, negatively
impacts the portfolio’s loss rate beyond ARC’s
modelled scenarios.

RELATED CRITERIA AND RESEARCH
ARC Ratings` Global Structured Finance Rating Criteria (September 2019)
ARC Ratings’ Collateralised Loan Obligation (CLO) Rating Criteria (February 2020)
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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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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.
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