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 MARKET FOCUS REPORT – STRUCTURED FINANCE JANUARY 21, 2019 

ARC PROVIDES ITS MARKET OUTLOOK FOR 2019 

London, 21 January 2019 – ARC Ratings. S.A. (ARC) provides its outlook for Structured Finance in 2019 and provides 

comments on the recently introduced European Union (EU) Securitisation Regulations. ARC’s expansion into the European 

rating market continued in 2018 and will continue in 2019, based on a twin strategy of offering superior service levels and 

a lower fee structure (relative to the “Big 3” Credit Rating Agencies (CRA)). Crucially, ARC has been accorded the same 

ECAI mapping as the Big 3 ‘CRAs’ and its ratings can thus be used for capital relief purposes under the standardised and 

rating based approach, as well as under Solvency II. Over the past 12 months the twin strategy and the ECAI mapping 

has supported ARC in procuring over 80 new Structured Finance rating mandates across Europe. ARC has been accepted 

as an eligible CRA by a number of leading London-based and international banks including Barclays, HSBC, RBS, 

NatWest, Lloyds, BNP Paribas, Santander, ING and Goldman Sachs.  

STRUCTURED FINANCE MARKET OVERVIEW 

In ARC’s view asset backed securitisations (ABS) remain the most resilient securitisation type, emanating from the 

underlying assets serving as security and the higher, mostly floating interest rates available to Investors. Noting that, ABS 

in the last few years has accounted for approximately half the floating rate issuances in Europe, these characteristics offer 

some protection from the wider prevailing economic themes present in the EU, namely Brexit and the resultant 

desynchronization of the UK market and higher interest rates being predominately driven by the US “Trade War” and the 

implementation of protectionism policies.  

ABS offer direct exposure to specific credit risk, more frequently to consumer credit risk, such as private auto loans and 

leases, credit cards and consumers loans, whilst corporate and SME assets can also be securitised. This provides a degree 

of resiliency to ABS issuance volumes but to a degree correlating ABS issuance volume and yields to the prevailing state 

of the EU and UK economies. Further to this, the changing dynamics of the EU market and an end to Quantitative Easing 

(QE) under which the European Central Bank (ECB) purchased EU ABS and provided more preferable and cheaper sources 

of funding compared to ABS, has brought ABS back to the forefront of issuers and investors minds once again.  

Interest rates across the EU are expected to remain unchanged for the near term, but are expected to increase in the UK. 

The prospect of rising interest rates makes ABS distinctly more attractive than Fixed Income instruments, offering floating 

rates whilst the underlying securing assets are easily adapted to demand. For instance given higher interest rates globally, 

consumers are shying away from further indebtness and seeking debt consolidation products or drawing on equity draws 

in existing mortgage loans. Both the aforementioned examples have driven increased prospective ABS issuance volumes 

with these assets backing the notes issued. These trends are further reinforced by the evolution of technology with lenders 

(other than traditional banks) setting up online lending platforms or online auto car purchasing and financing platforms. 
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The new lenders in turn find ABS issuances a more fungible source of funding after exhausting standard credit facilities. 

This then provides investors who would potentially like to invest in these new issuers an alternate more secure way to 

invest in them other than through traditional equity or traditional fixed income products. ARC expects this trend to 

continue with ABS remaining on course to return to the highs seen pre-financial crisis in the medium term against the 

backdrop of a substantially more regulated environment which has restored some of the unfairly lost confidence in EU 

ABS since the financial crisis. 

STRUCTURED FINANCE MARKET VOLUMES 

The predominate 2018 global economic themes have permeated into 2019. Interest rate hikes by the US Federal Reserve 

are set to be replicated by other large central banks, with the US trade war and UK’s Brexit process introducing volatility 

into the fixed income markets and setting the stage for structured finance in 2019. European securitisation issuance 

increased from 2017 to 2018, although volumes remained below pre-financial crisis levels. ARC expects further growth in 

EU securitisation volumes in 2019, with Euro GDP growth of 1.9% for 2018 and 1.6% in 2019 and 2020 boding well for 

structured finance issuance volumes in 2019. ARC draws further comfort, in respect of its opinion when factoring in the 

end to QE, the introduction of new European securitisation regulation and the prevailing stable state of credit quality in 

the EU. This is slightly contrasted by the impact of rising interest rates or the threat thereof, as well as the impact of the 

weakening pound on UK consumers and businesses alike. Overall ARC anticipates a fruitful year for EU securitisation, 

while factoring in a slightly dampened growth rate of securitisation issuance volumes in UK Residential Mortgage Backed 

Securities (RMBS) and Auto ABS. 

Looking from a specific securitisation collateral volumes perspective, Collateralised Loan Obligation (CLO) issuances saw 

a large increase in 2018, and ARC expects this to continue in 2019 with no dampening in the pace of growth despite the 

widening of spreads and the negative sentiment around the speculative grade tranches. ARC foresees the trend of US 

issuers issuing in the EU market which drove some of the aforementioned growth continuing, with EU issuers exploring 

the option of USD backed tranches set to further stimmy this upward trajectory of EU CLO volumes. Although Q2 2018 

saw a decrease in house price growth in the UK, globally house prices are continuing an upward trend and ARC believes 

the RMBS sector will continue to be a leader in the EU securitisation space in 2019. 

EU ABS volumes are expected to rise in prominence on the back of the end to QE and the introduction of new EU 

regulation. Further to this ABS’ resiliency in rising interest rate environments, given that ABS are predominately issued 

with floating margins, bolsters ARC’s opinion for an increase in ABS issuance in 2019. The UK is one of the larger Auto 

ABS markets and the uncertainty surrounding Brexit and potential interest rate rises is expected to impact growth in 2019. 

Commercial Mortgage Backed Securities (CMBS) returned to the EU market in 2018 with a renewed invigoration. This 

area of the market is expected to grow further in 2019 at the same pace it recorded in 2018. Covered Bonds are expected 

to be impacted by the end to QE and prevailing market volatility, with issuers potentially preferring ABS to Covered 

Bonds. However, ARC note that there is a growing interest in Green Covered Bonds. 
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NEW EUROPEAN SECURITISATION FRAMEWORK 

With effect from 1 January 2019, a new framework for European securitisations took effect, via two regulations that came 

into being on 17 January 2018 – Regulation (EU) 2017/2402 (Securitisation Regulation) and (EU) 2017/2401 (Securitisation 

Prudential Regulation, SPR) – which have repealed and replaced existing EU securitisation legislation. The new framework 

introduces rules for issuing simple, transparent and standardised (STS) transactions, with SPR replacing the previous 

provisions of the Capital Requirement Regulation (CRR), which related to regulatory capital treatment of securitisation 

exposures held by EU credit institutions and investments firms. The new regulations apply to securitisations completed 

after 1 January 2019, although legacy transactions may be eligible to use STS designation as long as they comply with 

the new criteria.  

From a regulatory prospective, STS is expected to invigorate ABS issuance volumes in the EU, after an initial bedding in 

period, aided by the adaptability of underlying securing assets fo ABS issuance. Although STS may to a degree be onerous 

for smaller issuers who will likely have to incur the expense of employing a 3rd party for verification purposes, STS in turn 

will potentially make ABS an attractive offering for investors, particulary Covered Bond investors. 

ARC note that it is now the joint responsibility of the Sponsors, Originator and Issuers to assign a transaction with an STS 

designation and whilst a third party can confirm compliance with STS criteria this does not remove their liability if the STS 

claim is false. Importantly, risk retention requirement levels have been maintained at 5% with the new SPR replacing the 

previous CRR’s risk retention provisions. A key change for risk retention is that the onus has moved from Investors needing 

to ensure compliance to the Originator, Sponsors and Original Lenders who have a new positive obligation to retain the 

5% interest. Additionally, the concept of Originator has been tightened meaning that only an entity of substance can act 

as Originator, ensuring that special purpose vehicles (whole only purpose is to securitise exposure) will no be used to 

satisfy risk retention requirements. Failure to comply has moved from a punitive capital charge against an Investor’s 

balance sheet to numerous administrative (and some criminal) sanctions depending on how the individual EU Member 

States implement the new regulations. The Member States need to ensure that any sanctions are “effective, proportionate 

and dissuasive”. 

Going forward, it is expected that some STS securitisations might be able to benefit from favourable capital treatment. 

However, it is noted by ARC that certain types of securitisation are unlikely to be able to satisfy the new STS criteria 

including CMBS, NPLs and managed CLOs. Additionally, synthetic securitisations under initial regulations do not qualify, 

although a report from European Banking Authority (EBA) is due by July 2019 pending which they may be included in the 

future. Re-securitisations which have been permissible since the financial crisis but subject to stringent capital are now 

banned altogether. The market impact is expected to be minimal as re-securitisations are rare given the capital 

requirements. 

CONSUMER ABS 

ARC expects Consumer ABS to be exposed to later cycle credit quality with the “baby boomer” generation drawing on 

mortgage equity and the millennial generation being more debt adverse, both however may seek to consolidate their 
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debt positions through varying debt consolidation products that have become more available. Specifically, for the 

younger generations the advent of online lending platforms has seen a rise of Consumer ABS issuances backed by 

unsecured consumer loans originated through these platforms, with credit offerings enhanced through online markets 

targeting more credit aware consumers through platforms that help consumers manage their credit scores. However, 

subprime Consumer ABS will be more impacted by the macroeconomic environment prevalent, particularly in the UK. 

A big determinant in issuances volumes is interest rate prospects, from an EU perspective interest rates are expected to 

remain relatively flat however inflation, driven by higher wages, will slightly impact buying power, but this is expected to 

have a minimal impact on consumer spending, which reached recorded highs in 2018 and in turn bolstered Consumer 

ABS issuances. The UK however, is exposed to rising interest rates largely driven by the uncertainty surrounding Brexit, 

this has and will continue to impact consumer spending and consumer credit demand and thereby consumer ABS 

issuances in the near to medium term. From an Originator’s perspective, Consumer ABS have mostly had floating margins 

payable inherently protecting these securitisations from rising interest environments and thereby making them more 

attractive investments. On a side note, discussions are continuing about a LIBOR replacement, a “hot” topic in the 

securitisation space with an effective replacement expected by 2020. 

Euro area interest rate 

 

The implementation of STS will see consumer lenders more deeply scrutinised in respect of credit granting and origination 

polices with an increased level of due diligence performed, as STS eligibility criteria compliance is far more onerous than 

previously. During the initial implementation period this is expected to negatively impact consumer ABS issuance 

volumes, and potentially limit Originators as the use of 3rd party verification agents may prove costly for smaller consumer 

originators. STS’s impact is two-fold on Consumer ABS, with the entrance of big investors back in ABS a positive, but the 

scrutiny on credit policies applied may be more stringent which will be positive for credit quality, limiting lower credit 

quality loans in consumer ABS securitisations but will limit issuances as a select part of the lower credit scoring market 
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may not be as attractive to lenders.  

Given the adaptability of Consumer ABS with lenders changing their product to match consumer demand, the 

introduction of STS, the end of QE which favoured Covered Bond buying and the general well-off credit health of the EU 

and UK consumers, ARC is optimistic for Consumer ABS prospects in 2019. Although excessive growth will be contained 

by country specifics, with EU economic growth expected to be at a slightly more subdued pace, however this still bodes 

well for Consumer ABS volumes and quality. The outlook factoring in the bigger ongoing themes such as Brexit, the Italian 

elections and the “Trade War”. 

CONSUMER ABS (AUTO LOANS / LEASES) 

From an EU and UK Auto ABS perspective consumer spending although driven by more environmentally consciousness 

purchases along with macroeconomic and political tension will still see a degree of uncertainty introduced into ABS 

volumes in the large European markets. This demonstrated by the decline in new vehicle registrations seen over the later 

part of 2018, this driven by the transition to the new WLTP emissions testing standards with certain auto models 

unavailable to consumers, as these models have not been tested or have not yet been approved under WLTP. 

Commentators do not see sales growth in new autos improving dramatically from the slump that occurred in 2018, with 

EU markets (2018Q3 yoy Western Europe 3.5%1) less impacted than markets such as UK and Italy, both subject to a high 

degree of political tensions with the UK (yoy at 2018Q3 – 1.6%1) new auto market is expected to report an overall decline 

for 2018. This in turn will have a negative impact on Auto Backed Consumer ABS. However, the auto market is in the 

replacement stage of its cycle, which is expected to slightly improve sales in 2019 as consumers seek to buy new vehicles 

be it to replace older cars, to capitalise on the slew of innovations and technologies introduced in 2018 to the auto market 

or to make the switch to environmentally friendly cars. 

ARC expects ABS auto loan / lease volumes to grow particularly in the EU and to see a slight dampening in UK volumes. 

From a credit quality point of view, ARC does not expect a dramatic rise in auto loan defaults in the EU, it does however 

expect a slight, although very small, uptick in UK auto loan defaults. 

THE MIDDLE EASTERN ABS MARKET 

ARC witnessed an increase in volumes of ABS issuance in the Gulf Cooperation Council (GCC) region during 2018, 

especially in the issuance of Secured Bonds by the Small and Medium Sized Enterprise (SME) sector. SMEs in the UAE 

and broader GCC region have been and still are poorly served by commercial banks, as the scaling to serve SMEs in the 

region would require significant investment in infrastructure, which commercial banks are reluctant to do. Furthermore, 

the current legal and regulatory environment in the GCC region is not fully enabling of mainstream asset finance. Currently 

conventional banks are prohibited from owing assets, and whilst modern bankruptcy laws are only just being introduced, 

they are largely untested and may result in some ‘teething’ issues throughout 2019. Historically it has also been difficult 

                                                           

1 Source LMC Automotive. 
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to charge and protect fixed asset securities, however, this is changing. 

The reluctancy from Banks to lend to SMEs, coupled with the difficult legal situation has meant that there is a huge 

regional credit gap, with a significant portion of this being asset finance related. As a result, ARC expects the ABS market 

in the GCC region to remain largely in the hands of private originators. However, ARC is also aware that the propensity 

for new entrants into the asset finance space in the GCC is low due to the relatively high capital required to establish 

profitable operations, and the domestic expertise needed both in terms of the legal environment and the local market, 

which are both high barriers to entry. 

TRADE RECEIVABLES 

ARC has seen an increase in interest and volume in Trade Receivables Financing and Trade Receivables Securitisations 

over the past few years, especially since the European Debt Crisis (2012) and the earlier financial crisis. Both events lead 

to a reduction in traditional sources of financing, and an increase in desire of trading firms to diversify their funding away 

from these traditional sources. 

More recently, ARC has witnessed a shift in the way in which Trade Receivable transactions are being funded. Typically, 

ARC would expect to see an SPV funding the purchase of Trade Receivables by way of an Asset Back Commercial Paper 

(ABCP) Conduit. However, over the past year ARC has begun to see the funding of these transactions towards private 

investors, with an increase in demand for private ratings of such transactions. This is a trend that ARC expects to continue 

and increase throughout 2019 and we anticipate having to rate more and more of these privately funded Trade Receivable 

transactions in the coming year. 

Trade Receivables transactions are becoming increasingly popular and ARC expects this to further increase, especially 

with the increase of financial technology being applied to the sector. ARC believes that the implementation of modern 

technologies, such as machine learning and artificial intelligence, will create additional opportunities in this asset class. 

ARC has also seen an increase in the creation of online marketplaces and platforms, that allow receivables to be more 

easily traded and with a greater degree of confidence, due to improved due diligence methods. 

COLLATERALISED LOAN OBLIGATIONS 

CLO transaction growth is expected to continue, however, concerns regarding deteriorating collateral quality, widening 

spreads and changes in regulations remain. During 2018 more than USD 124 bn of US CLOs and more than EUR 26 bn 

of European CLOs have been raised, beating the previous post-crisis records of USD 123.6 bn (in 2014) and EUR 19.2 bn 

(in 2017), respectively. 

ARC noticed a sharp rise in CLO issuance in December 2018, when warehouse transactions rated by ARC saw a 3.5x 

increase compared with an average month. The reason could lie within a continuing fall in leveraged loan prices, which 

encouraged some companies to price their deals in the end of the year in case negative pressure continued into 2019. 

However, due to the widening spreads, some CLO transactions were put on hold until 2019 hoping for a possible decrease 

in volatility. The average collateral quality tended to be B+/B during the year, however, ARC noted that towards the year 
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end it started to deteriorate to B/B-. ARC expects weaker portfolio health of new CLOs in 2019 consequently leading to 

slightly higher default rates, although the performance of existing CLOs should remain stable. 

Table 1: Growth of Global CLO Warehouse transactions completed by ARC in 2018 

 

In 2018 the issuance of CLOs was boosted by new managers entering the European CLO market and who are currently 

expanding their platforms. However, ARC expects the future issuance to be impacted by widening CLO spreads. These 

are caused by excessive supply of new funds and limited amount of investors. ARC believes this might discourage buyers 

of the equity portion of the funds. 

The new EU Securitisation Regulation detailed earlier in the report places an onus on Investors to ensure that credit-

granting, transparency and risk retention requirements are in compliance with new rules before even investing in the 

securitisation. Investors will have to conduct their own due diligence and assess the risk, structural features of the 

transaction, carry out ongoing monitoring and stress tests. Additionally, the new regulations apply not only to credit 

institutions and investment firms but also to regulated alternative investment fund managers and to insurance and 

reinsurance undertakings.  

Despite the political and new regulation uncertainties, Europe has still more than EUR 90 bn of CLO funds outstanding 

and the global leverage loan market is growing, hence, ARC believes that 2019 should be another strong year in terms 

of CLO issuance. 

RESIDENTIAL MORTGAGE BACKED SECURITIES 

UK house prices have presented a long-term positive evolution since the 1950s, other than the early 1990s and the 

financial crisis in 2007. However, figures from the UK’s Office of National Statistics (ONS) indicated that growth in the 

housing market fell from 3.5% to 3% from April 2018 to May 2018 nationally. A primary reason for the sluggish growth in 

the UK housing market in 2018 was the uncertainty of Brexit, which has discouraged homeowners from purchasing a new 
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property. The Bank of England also raised its base rate from 0.5% to 0.75%, only the second increase in over a decade 

but making it more expensive to borrow.  

The share of new lending for Buy-To-Let (BTL) properties declined to 12% in the UK in September 2018, which was the 

lowest percentage since FYE 2012. This decrease is likely to have been influenced by the tax reform, which has affected 

the affordability of homes by limiting the property tax deductions available to borrowers. Re-mortgaging increased by 

2 percentage points in the UK in 2018, although decreased towards the end of 2018. ARC believe that re-mortgaging will 

continue to decline in the UK throughout the first half of 2019, with house prices likely to fall.  

Delinquency rates were historically low throughout 2018. According to the UK’s Financial Conduct Authority (FCA), the 

share of loans with a Loan-To-Value (LTV) of greater than 90% increased throughout 2018, as did high Loan-To-Income 

(LTI) lending. In the US, Fannie Mae has increased its maximum allowable Debt-To-Income ratio for mortgages to 50% 

from 45%. ARC believes lending criteria may continue to be less stringent throughout 2019 in the UK, as it becomes 

harder for millennials to enter the property ladder and homeowners become less willing to move. In 2019, ARC believes 

there will be a further rise in sub-prime mortgages due to the lower level of delinquencies, but that volumes will be 

substantially lower than at the time of the financial crisis. ARC also believes there will be an increase in non-traditional 

mortgage products. 

The RMBS market will see a further rise in technology, with more auto-valuation models in place (AVMs), the digitalisation 

of documentation and automation of lending processes. 

With the impact of Brexit looming, it is looking increasingly likely that the UK will leave the EU without any future trading 

plans. Whilst the UK housing market is likely to slow initially, ARC believes it will return to growth in future years as the 

housing market generally shows an upward trend. Having said this, future interest rate hikes are likely to dampen growth 

as it will make it more expensive to obtain a mortgage; ARC believes interest rates are likely to rise to around 1% in 2019. 

ARC is expecting to rate a number of new RMBS transactions in 2019, with more opportunities expected in the Irish 

residential mortgage market. Ireland enters 2019 in a position of economic strength, with rising levels of employment and 

wages and higher levels of government spending. ARC believes house prices in Ireland will continue to rise and lending 

criteria will continue to become stricter. ARC has received enquiries to rate reverse mortgage portfolios and expects there 

to be an increased level of issuance for this type of transaction in 2019 given high levels of consumer indebtedness and 

an increasing numbers of elderly and retired individuals who are equity rich but cash poor. 

EURO-AREA NON-PERFORMING LOANS 

Non-performing Loans (NPLs) are broadly defined as loans that are more than ninety days past due and/or are unlikely to 

be repaid in full. According to the EBA, the EU economy had approximately EUR 688.0 bn worth of NPL stock at the end 

of 2018, with the year seeing a record EUR 205.0 bn in sales, most of which were driven by targets set by the ECB. 

The Spanish secured NPL market has been very active in recent years with international distressed investors and credit 

funds continuing to see large returns, spurred by several factors such as the additional capital requirements for NPLs 
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forcing banks to prioritise these sales in order to improve their ratios by reducing the exposures on their balance sheets. 

ARC therefore saw an increase in activity in both NPLs and Real Estate Owned (REO) portfolio deals in Spain over the 

course of 2018 with the notional amounts of the deals being in the billions of euros as opposed to the average notional 

amount of between EUR 400 m to EUR 800 m reported in previous years. Furthermore, Spanish banks are aware of the 

competition from countries such as Italy and Greece, whose economies have stabilised recently with both holding sizeable 

stocks of NPLs, which encouraged sales further. Whilst there have been a few publicly rated NPL transactions during the 

course of 2018 the majority have been privately rated. It is expected that this trend is likely to continue. In addition, there 

has been a lot of enquiry in respect of NPL transactions that have not as yet been brought to market. 

ARC also saw the syndication of committed facilities for the acquisition of NPL and REO portfolios during 2018 which it 

expects to continue to occur in 2019. This should reduce exposure as the increasing competition between investors could 

create situations where the assessment of risk when pricing and calculating collateral values may not be fully considered. 

For the coming year, ARC expects to see a further expansion of the NPL markets in Portugal, Italy, Greece and Cyprus as 

the economic outlook for these countries strengthens. International distressed investors and credit funds will seek access 

to these NPL stocks, especially in Italy which is also the largest in Europe, valued at approximately EUR 225.0 bn. 

In terms of NPL ratios by total assets, the EBA in its risk dashboard reports Greece as having the largest NPL ratio at 

44.5%, with Cyprus at 36.5%, Portugal at 12.7% and Italy at 10.0%. As these economies pick up and greater regulatory 

processes are put in place, ARC expects to see an increase in NPL and REO portfolio deals in these countries. The map 

below shows the NPL/asset ratio of countries in the EU. 

 

COMMERCIAL REAL ESTATE 

ARC has noticed that despite flattening yield curves, concerns regarding trade tariffs and the impact of Brexit there has 

been a continued rise of global Commercial Real Estate (CRE) investments given the stable economic and employment 
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growth in the main global markets. Global CRE transactions by volume grew 13% year-on-year in the first half of 2018. 

Prices in Northern Europe’s largest cities have risen by almost 50% during the past five years and are expected to surpass 

the highs of the pre-financial crisis years. ARC believes that the growth in prices will continue as investors do not seem to 

be discouraged by flattening yield curves as it is not expected to impact borrowing or the capital markets significantly. 

Floating rate CRE debt is priced off LIBOR whilst fixed rate loans are prices off the corresponding treasury equivalent, 

such as the 5- or 10-year treasuries. The flattening of the yield curve essentially means that there is not much of a difference 

in pricing between the 5 year and 10 year loan. In terms of European CRE one of the biggest concerns is the increase in 

popularity of populist parties which could significantly impact economic policy in the region. 

ARC rated several CRE transactions in 2018 structured in various forms, with a significant portion being structured as 

financial guarantees. These involved funded first loss elements with unfunded and unexecuted final loss elements. From 

the portfolios analysed by ARC, the weighted average LTV’s seen were conservative with significant regional and asset 

diversification as well as significant buffers in place. Broad syndication as well as some cross collateralisation was also 

seen and ARC expects this to continue in the coming year, as financial institutions look to strengthen their balance sheets 

and to comply with ring fencing regulations. The CRE transactions rated by ARC continue to perform in line with 

expectations. 

SYNTHETIC SECURITISATIONS 

Synthetic transactions have continued their trend of remaining largely private however this has not impacted issuance 

volumes, with banks predominately using synthetic securitisations to manage credit risk and improve capital ratios. EU 

issuances have also tended to be simpler in nature, predominately balance sheet synthetics, further making them more 

attractive to investors. However, given the reluctancy of the regulators to promulgate STS synthetics this is expected to 

have a negative impact on issuance volumes as institutional investors may prefer other STS securitisation types now 

available to them. It is however, envisioned that the EU will in the future potentially create an STS framework for balance 

sheet securitisations. The later part of 2018 saw a more distinctive synthetic Auto ABS backed securitisation launched, a 

potentially foretelling indicator for synthetics despite the regulatory hiccup. ARC anticipates growth in synthetic 

transactions for 2019, however quantifying this growth will be difficult, given the private nature of issuance. Although it 

should be noted, there is definite renewed interest in the market for synthetics. 
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ARC Ratings is registered as a Credit Rating Agency 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) 

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 rating(s) assigned by ARC Ratings in this report was / were sought by the entity whose financial commitments are being rated. 

Prior to the assignment or revision of a rating ARC Ratings provides to the entity whose financial commitments are being rated the 
documents that substantiate the rating to be attributed (the Preliminary Rating Report). This entity is thus given the opportunity to clarify 
or correct factual details, thus allowing the rating assigned to be as accurate as possible. The comments made by the entity whose 
financial commitments are being rated are taken into account by ARC Ratings in the assignment of the rating. 

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 at the website www.arcratings.com. 

Ratings are assigned based on information, including confidential information, collected from a wide group of sources, and in particular 
from the entity whose financial commitments are being rated. ARC Ratings uses and treats this information with due care and attention. 
Although all due care was taken in the collection, verification 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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