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BUMA LUX II ECM – Universal Investment Luxembourg S.A.
INTRODUCTION
ARC Ratings, S.A. (ARC) has accorded a final, long-term public rating of ‘BBB(sf)’ to the
EUR 200,000,000 Notes issued by BUMA LUX II Europe S.C.S. SICAV-RAIF. BUMA
LUX II Europe S.C.S. SICAV-RAIF is a closed-end investment fund that has the ability,
and wishes to, raise debt capital in addition to the issuance of limited partnership shares
by issuing Notes in bearer form under German Law. Should there be a change in any of
the underlying assets’ ratings, ARC will review the rating of BUMA LUX II Europe S.C.S.
SICAV-RAIF. The rating addresses the timely payment of interest and ultimate
repayment of principal.
ARC has used its Global Collateralised Loan Obligation Criteria (CLO) to determine the
credit quality of the portfolio, in light of returns and the investment mandate, whilst
taking into consideration elements of its Global Fund and Asset Managers Rating
Criteria for the analysis of historical performance and management.
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BUMA LUX II Europe S.C.S.
SICAV-RAIF
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Universal Investment Luxembourg S.A.
ASSET MANAGER
Wells Fargo Asset Management
(International) Limited
GENERAL PARTNER
BUMA LUX II Management S.A.R.L.

KEY RATING DRIVERS
-

-

-

Asset Manager
Manager Assessment: ARC conducted an onsite review with Wells Fargo
Asset Management (International) Limited (WFAM) on 13 August 2019, whom is
responsible for dynamically managing and monitoring the performance of the
sub-fund. WFAM is an investment advisory and management firm comprised of
29 independent investment teams for investments, solutions and risk management
that encompass a range of needs such as capturing exposure to specific asset
classes, solving complex portfolio challenges and improving defined contribution
plans. At the review, ARC discussed the corporate profile, financial stability,
investment decision-making process and risk management of WFAM. ARC is of the
opinion that the Asset Manager has sufficient experience to effectively and efficiently
manage the sub-fund portfolio.
Historical Performance Analysis: ARC has analysed the returns of the BUMA LUX II
ECM sub-fund compared to its benchmark, namely the Credit Suisse Institutional
Non-USD Western Europe Leveraged Loan Index. The sub-fund consistently
outperforms the benchmark and displays lower volatility than the benchmark. In
addition, ARC has examined WFAM’s performance as a company, thus the analysis
of the historical performance assessment is not solely limited to the sub-fund.
Portfolio Credit Quality: The weighted average asset credit rating of the sub-fund
is ‘B’. Whilst assets rated in the ‘B’ rating category imply speculative grade
investments with a notable degree of credit risk, ARC ran its CLO model and
determined that the Notes would be unlikely to be affected by the projected level
of defaults. ARC also believes this will not adversely affect returns. The portfolio of
assets exhibits broad industry distribution with the largest sector being Business
Services (15.14% of the Total Asset Value). Regional distribution is primarily
concentrated in the United Kingdom (21.29% of the Total Asset Value),
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Germany (13.67% of the Total Asset Value) and Luxembourg (12.81% of the Total Asset Value). Whilst exposure
to the United Kingdom is high, WFAM highlighted that this was often due to companies having their registered
office in the United Kingdom, but not actually being domiciled there. Consequently, ARC looked to the currency
exposure in the portfolio, and only 10.5% of the portfolio is exposed to GBP. Although regional distribution is
more concentrated than industry distribution, the economic strength of the respective nations of the other four
of the top five exposures, and the otherwise diversified nature of the portfolio assists in balancing this exposure.
In addition, ARC has applied additional stresses to assets which are exposed to country risk, and Wells Fargo
take an active management approach to ensure that the portfolio is mitigated against such risks. ARC ran various
scenarios to assess the portfolio on a worst-case basis, including equity investments, thus ARC is confident of
the credit quality of the portfolio.
-

Risk Management: ARC discussed the risk management procedures in place at both WFAM and Universal
Investment Luxembourg S.A. (the ‘AIFM’). WFAM use a number of hedging mechanisms to manage risks in the
portfolio provided to ARC. The companies have integrated risk management systems for risk monitoring and
reporting of the several risk types. The Risk Management Department of the AIFM conducts monthly stress tests
for all investment funds using parametric default scenarios (for example interest rate and currency shocks); these
are then analysed, and anomalies are reported to the risk committee. Additionally, the AIFM has a watchlist to
monitor red flags in the investment fund which is prepared monthly and contains information on various factors
including the liquidity situation, the fund performance and net cashflows. The key figures on the risk list will be
compared over time and if risk limits are exceeded, the appropriate action will be taken (with the most severe
action being termination of the business relationship).

SUMMARY OF RATING METHODOLOGIES
ARC has applied the ARC Ratings’ Global Collateralised Loan Obligation (‘CLO’) Rating Criteria (updated February
2019) and the ARC Ratings’ Global Structured Finance Rating Criteria (updated September 2018). ARC has
additionally made reference to elements of the ARC Ratings’ Global Master Criteria for Rating Funds and Asset
Managers (updated November 2018). These methodologies are freely available from www.arcratings.com.

TRANSACTION OVERVIEW
BUMA LUX II Europe S.C.S. SICAV-RAIF is an umbrella fund, offering a number of sub-funds which will have their
own Asset Manager appointed by the AIFM. The principal investment objective of the Fund is to provide investors
with periodic returns from a portfolio of predominantly European Debt Obligations and primarily Senior Secured
Obligations.
ARC has been provided with the portfolio of the sub-fund named ‘BUMA LUX II ECM’, which underpins the Notes
being issued. This is a closed-ended fund, with an Issue Date of 22 November 2018 and a 10 year term (terminating
on 22 November 2028). However, this term may be extended by a period of 5 times a year to a maximum of
22 November 2033. The AIFM for the sub-fund is Universal Investment Luxembourg S.A. (Universal Investment),
which has appointed Wells Fargo Asset Management (International) Limited (‘Wells Fargo’ or ‘WFAM’, formally
known as ECM Asset Management Limited) as the Asset Manager of the sub-fund. Whilst the AIFM remains
responsible for the risk management of the funds, the Asset Manager is responsible for portfolio management tasks
such as:
1. The purchasing of assets for the sub-fund;
2. Entering into and closing out of derivative positions both for investment and hedging purposes;
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3. Executing foreign exchange transactions;
4. Managing cash; and
5. Loan servicing.
Nonetheless, the Board of Directors of the AIFM has the final decision-making power when selecting target
investments for the portfolio. The Master Agreement between the AIFM and the Asset Manager can be terminated
by (a) the AIFM at any time upon the provision of written notice to the Asset Manager or (b) by the Asset Manager
upon providing 90 calendar days’ notice to expire at the end of a calendar quarter.
As a limited partnership, the fund has two types of unit-holders:
1. The General Partner which holds one complementary share per sub-fund and who is jointly liable for any
obligation which cannot be paid form the assets of the fund; and
2. The Limited Partners which hold one or more limited partnership shares and whose liability is limited to a capital
deposit in the fund. The fund may have an unlimited number of limited partners at inception.
BUMA LUX II Europe S.C.S. SICAV-RAIF wishes to raise debt capital in addition to the issuance of limited
partnership shares by issuing Notes in bearer form under German Law. The Notes have an aggregate nominal
amount of up to EUR 200,000,000 and a Maturity Date of 22 November 2033. Interest shall accrue from the
beginning of the first coupon period up to the Maturity Date at a fixed rate of 2% per annum. The interest payment
day is the 15th banking day in January of each calendar year. The Notes rank pari passu amongst themselves and
at least pari passu with all other outstanding unsubordinated obligations of the Issuer. The General Partner (detailed
below) intends to promote the inclusion of the bonds to trading on the Luxembourg Stock Exchange.
The issuance of limited partnership shares and raising of debt must always be carried out while respecting an Equity
Ratio of at least 30% (the ratio of the capital called up to the total volume of capital call). Due to the nature of the
Notes as debt capital, the Notes rank senior to the shares in limited partnership with regards to the priority of
payments in the event of a default of the fund.
USE OF FUNDS
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.
Moreover, payments received by the fund from sub-funds will be used primarily to settle the liabilities of the fund
(costs and fees, and interest on the Notes). Any amounts exceeding this limit may be used to pay a profit share to
the limited partners and thereafter to redeem the Notes, in an amount up to the Maximum Profit Sharing Amount
which is 1.5% of the total of the capital commitments raised for the issue of Notes and limited partnership shares.
Substituted dividends will be used to repay the Notes, and the General Partner may at its own discretion make
interim repayments of the Notes.
TRANSACTION DIAGRAM
The diagram below provides an overview of the transaction. ARC was provided with the portfolio of the BUMA
LUX II ECM sub-fund and has accorded a rating to the Notes issued in bearer form by BUMA LUX II EUROPE S.C.S.
SICAV-RAIF.
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KEY TRANSACTION COUNTERPARTIES
BUMA LUX II Europe S.C.S. SICAVSICAV-RAIF (the ‘Fund’ and the ‘Issuer’)
BUMA LUX II Europe S.C.S. SICAV-RAIF is an investment fund which was established on 22 November 2018 under
the laws of the Grand Duchy of Luxembourg as a limited partnership qualifying as an investment company with
variable share capital. Its registered office is at 15, rue de Flaxweiler, L-6776 Grevenmacher, Grand Duchy of
Luxembourg. BUMA LUX II Europe S.C.S. SICAV-RAIF will issue Notes in bearer form under German Law.
BUMA LUX II Debt Management S.A.R.L. (the ‘General Partner’)
BUMA LUX II Debt Management S.A.R.L. is the General Partner of the fund and was established on
13 November 2018 as a limited-rate company under Luxembourg law for an unrestricted duration. Its registered
office is at 15 Flaxweiler Street, L-6776 Grevenmacher (registered number: B229396).
Universal Investment Luxembourg S.A. (the ‘AIFM’
‘AIFM’ and the ‘Calculation Agent’)
Universal Investment was established on 17 March 2000 as a public limited company under Luxembourg Law
(registered number: B75014). Universal Investment has been appointed as the AIFM of the funds by the General
Partner. Universal Investment is responsible for determining the Net Asset Value (NAV) per share of the company
and also performs the function of central administration.
Hauck and Aufhä
Aufhäuser Privatbankiers AG (the ‘Custodian Bank’, the ‘Depositary’
‘Depositary’ and the ‘Paying Agent’)
Hauck and Aufhäuser Privatbankiers AG (Luxembourg branch) has been appointed as depositary of the fund, with
its registered office at 1 C Gabriel Lippmann Street L-5365, Munsbach. The depositary is responsible for the custody
or supervision of the assets in the fund as well as ensuring the fund’s cashflows are effectively and properly
monitored.
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Wells Fargo Asset Management (International) Limited (the ‘Asset Manager’
Manager’ and the ‘Loan Servicer’)
Servicer’)
Wells Fargo is a private limited company that was incorporated on 10 February 1999. Its registered address is at
33 King William Street, London, United Kingdom, EC4R 9AT (company number: 03710963). Wells Fargo was
formally known as ECM Asset Management Limited, which had its registered office at 34 Grosvenor Street, London,
W1K 4QU.
KPMG Luxembourg (the ‘Auditor’)
KPMG Luxembourg has been appointed as independent auditor for the fund. Its registered office is at 39 Avenue
John F. Kennedy, L-1855 Luxembourg.

MARKET OVERVIEW
As stated by the European Central Bank (‘ECB’, April 2019 Survey), credit standards in the first quarter of 2019 have
been subject to little change for loans to enterprises and Small to Medium Enterprises (SMEs) also. For loans to
large firms, credit standards have continued to ease, however, they have tightened for housing loans and consumer
credit. The effect of the credit standard movements can be seen via the net demands in the first quarter of 2019;
net demand has remained unchanged for loans to enterprises and has increased for housing loans as well as
consumer credit. This is attributable, mainly, to the relatively low level of interest rates and fixed investment which
is depicted in the pie chart below:

Factors Affecting Loan Demand: April 2019
-6%

Interest Rates

-6%
24%

-6%

Fixed Investment
Inventories, Working Capital

-4%

M&A, Restructuring

-4%

Debt Restructuring
Loans from Other Banks

7%

Internal Financing
21%
11%

Equity Issuance
Loans from Non-Banks

11%

Debt Issuance

Source: European Central Bank

In June 2014, the ECB became the first major central bank that made its deposit facility rate negative and thus
employed a negative interest rate policy; this monetary instrument was for the prevention of deflationary risks which
could arise due to policy rates reaching zero. A change in the policy rate is transmitted to deposit and loan rates
through the banking system, though it should be highlighted that banks which rely more on deposit funding are
more vulnerable to interest income losses when there are negative interest rates as they are less able to raise
non-interest income. The banks’ willingness to take on greater risk and search for high-yield can be amplified due
to the increase in asset prices and collateral values from lower policy rates. However, this is likely to reinforce the
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existence of negative rates which means an increased direct cost for banks as they must pay interest on their excess
liquidity holdings with the central bank.
The Credit Suisse Institutional Non-USD Western Europe Leveraged Loan Index stated a positive total return of
+2.55% for the first half of 2019, the highest recording since 2015. European leveraged loan issuance (including
first lien, second lien and mezzanine financing) significantly decreased to EUR 24.9bn in the first quarter of 2019;
this was 62.1% less than in the first quarter of 2018 whereby issuance totalled EUR 65.7bn. Suitably, 98.1% of the
leverage loans issued in the first quarter of 2019 were first lien loans with only one second lien that was financed,
worth EUR 0.1bn, whilst there were no mezzanine loans that were financed. More specifically, 37% of the deals that
were financed in the first quarter of 2019 were issued for refinancing and/or repayment of debt which was worth
EUR 9.2bn, 26.2% of the total proceeds were used for leveraged buyouts (LBO’s) worth EUR 6.5bn and acquisitions
had 22.8% of the total. The main LBO’s were for the acquisition of Areas Worldwide by PAI Partners and B&B Hotels
by Goldman Sachs Merchant Banking with further future pipeline mergers and acquisitions including buyouts of
Osram by Bain and Carlyle. In addition, the three sectors which account for over half of leverage loan issuance in
the first quarter of 2019 are auto/truck (EUR 7.4bn), healthcare (EUR 3.1bn) and professional services (EUR 2.7bn).
Regarding pricing spreads, institutional loans widened by 25 basis points quarter-on-quarter and 58 basis points
year-on-year in comparison to pro rata loans which widened by 12 basis points quarter-on-quarter and by 36 basis
points year-on-year. The occurrence of spread decompression has been evident as in the first 6 months of 2019,
the double-B rated loans’ spread increased by 2.77%, which is expected to further increase due to the scarcity of
them coupled with the portfolio pressure on CLOs for average ratings, and the single-B rated loans’ spread
increased by 2.66%. Furthermore, the loans had relatively low returns in the second quarter of 2019 compared to
other credit assets due to the limited ability of CLOs to price tighter due to the spreads required, which was when
there was increased selling of risky assets due to US-China trade relation concerns.
European CLO outstandings, including SMEs, increased by 14.7% from EUR 171.0bn in the first quarter of 2018 to
EUR 196.2bn in the first quarter of 2019, although decreased by 1.4% from EUR 198.9bn in the fourth quarter of
2018. At the end of 2018, 62% of leveraged loans are in CLOs and the next largest category is mutual funds whom
hold 19% of leveraged loans. Additionally, European CLOs have made EUR 14.7bn new issuances which is 10%
higher than in the same period last year. This shows that demand for CLOs has been robust despite negative
expectations due to issues discussed previously such as low loan supply and limited CLO spread tightening since
the sell-off in 2018; this was due to fee concessions to equity or AAA anchors, shorter reinvestment periods or the
addition of ESG criteria to increase the appeal to institutional investors.
There are various risks which could impact market volatility and loan performance such as the potential new Italian
general elections, the possibility of the EU going into recession and Brexit effects on the UK and Eurozone
economies.

MANAGEMENT ASESSMENT
ARC has assessed the asset manager’s ability to identify, monitor and select investments for the portfolio to achieve
the investment objective of the fund and to ensure positive performance of the fund; whereby ARC looked at the
experience of the management team, financial stability and operational efficiency.
WELLS FARGO ASSET MANAGEMENT (INTERNATIONAL) LIMITED
Wells Fargo Asset Management (International) Limited has USD 384bn assets under management as at
31 March 2019 (not including an additional USD 92bn from Galliard Capital Management). It has 24 offices
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worldwide including London, Luxembourg, Paris, Frankfurt, Dubai, Singapore, Hong Kong, U.S. and Tokyo. Wells
Fargo actively monitor the assets of the Sub-Fund across the credit spectrum in primary and secondary markets.
Portfolios typically contain 100 positions compared to 300 in the index.
ARC has considered the financial sustainability of WFAM to determine whether it has demonstrated financial
resilience which is crucial to the successful operation of an asset management organisation. WFAM’s credit
expertise was discussed at the onsite meeting whereby the management team exposed their strong track-record
of risk-adjusted returns despite there being multiple credit cycles and regime shifts in the past 20 years. WFAM has
one of Europe’s oldest GIPS compliant track records that originated in 2006, outperforming the benchmark in
11 out of 12 years; they are ranked number one since inception in the European loans market. This depicts WFAM’s
financial strength regarding operational efficiency which allows them to maintain competitiveness in the institutional
market. An example of financial resilience can be shown by WFAM’s successful Medium-Term Note Programme
which is seasoned as it has been through two major default cycles whereby restructuring was required. This affirms
the companies’ position as a highly efficient asset manager which is important as it directly relates to the
performance of the fund.
Wells Fargo Asset Management (International) Limited is a 100% subsidiary of Wells Fargo & Company, a financial
services company founded in 1852 and headquartered in San Francisco. As Wells Fargo & Company is the parent
company of Wells Fargo Asset Management Limited, its underlying cash position is key for WFAM’s ability to fund
current and future operations whilst meeting its capital requirements. In 2018, revenue was USD 86.4bn, which
shows the profitability of Wells Fargo & Company. However, revenue has not grown significantly since 2013, in fact
it has decreased (from USD 83.8 bn). Nonetheless, the small fluctuations over the 5-year period display
Wells Fargo’s financial stability and its ability to withstand changing market conditions. In addition, this can be seen
by net income, which totalled USD 22.4 billion in FYE 2018 and USD 21.9 billion in FYE 2013, thus has also been
subject to insignificant trends in change to the financial status.
Whilst ARC notes that Wells Fargo & Company has suffered a notable reputational hit recently, this however has
not had an adverse impact on its balance sheet fundamentals, which display good capital, liquidity and credit
quality. However, as previously stated, profitability of the company has suffered due to minimal revenue growth
and increased expenses. Whilst ARC does not currently rate Wells Fargo & Company, it currently has strong
long-term issuer ratings of ‘A2’ by Moody’s Investor Services (Moody’s), ‘A+’ by Fitch Ratings and ‘A-‘ by Standard
and Poor’s. Moody’s note that Wells Fargo have consistently performed well with the Federal Reserve’s annual
bank stress test.
WFAM’s net assets increased from GBP 27.5m as at the end of 2016 to GBP 96.4m as at the end of 2017 mainly
due to the capital injection of GBP 74.3m from Wells Fargo & Company. This shows the company is sufficiently
capitalised and has a substantial regulatory surplus. However, WFAM made a loss in 2017 of GBP 5.4m, which
decreased from the loss made in 2016 which was GBP 7.6m. WFAM has projected losses for 2018, however, the
directors of the company predict that the regulatory surplus will be retained. Administration expenses decreased
from GBP 20.4m as at the end of 2016 to GBP 18.3m as at the end of 2017, demonstrating WFAM’s robust ability
to control costs.
Management Experience
Wells Fargo Asset Management (International) Limited benefit from a highly experienced credit research and
portfolio management team, with the average number of years at the firm being 10 years and the average years in
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the industry being 17 years. The diagram below details the Wells Fargo Asset Management Credit Europe
Investment Team which manage the sub-fund and their relevant experience:

Alastair Thomas is responsible for managing cash and ensuring Wells Fargo do not become overdrawn, whilst
Adam Hicks manages FX and hedging. At the onsite review with ARC, Jens Vanbrabant highlighted that Bruno
Bamberger works closely with clients to take pressure off the Portfolio Managers.
Overview of the WFAM Credit Europe Loans and High Yield Team
1. Ross A Pamphilon (Head of Fixed Income EMEA) - Ross is a board member of Wells Fargo Asset Management
(International) Limited and acts as CEO, leading the firms` development in various strategies including high yield
and leveraged finance, financials and asset backed securities, emerging markets and investment grade
corporate debt. Prior to joining WFAM, Ross was a founding member of ECM Asset Management in 1999 and
became the Chief Investment Officer. He has over 25 years of experience in fixed income trading and portfolio
and risk management, whereby he started in the industry as an emerging markets specialist at Merrill Lynch.
Additionally, Ross is an ICAEW Chartered Accountant qualified with Price Waterhouse and has a BSc (Hons) in
Chemistry from City University, London.
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2. Jens Vanbrabant, CFA (Senior Potfolio Manager, Head of Loans and High Yield – Europe) - Jens is a lead
portfolio manager of WFAM Credit Europe’s Multi-Asset Credit portfolios and was previously a portfolio
manager responsible for the team’s corporate investment grade and high yield credit risk. He has over 15 years
of experience in portfolio and risk management. He was a credit research analyst accountable for the firm’s
industrial loan exposure in the Credit Portfolio Group. Furthermore, he is a member of the CFA Society of the
United Kingdom and has a Master’s of Law degree from King’s College London in addition to a Law degree
from University of Leuven in Belgium.
3. Henry CraikPortfolio Manager, WFAM Global Fixed Income) - Henry is co-lead of High Yield for the
Craik-White (Portfolio
WFAM Credit Europe Team. He has significant experience in sub-investment grade markets and previously, he
was a lead analyst responsible for sub-investment grade corporate issuers for the team’s portfolios. Furthermore,
Henry was a senior sector analyst at Blue Mountain Capital Management covering the retail and consumer, TMT
and global construction product sectors with a focus on European sub-investment grade and crossover
companies. In addition, he was an associate director at RBS in the leverage finance team, is a member of the
Chartered Institute for Securities and Investment, and has a BSc (Hons) in Chemistry from the University of
Bristol.
4. Stéphane Fiévée (Portfolio
Portfolio Manager, WFAM Global Fixed Income) - Stéphane manages high yield portfolios
in the Credit Europe team. Previously, he was an assistant portfolio manager and senior credit analyst with a
focus on leveraged finance at Chenavari Investment Managers. In addition, he has been a founding member
and senior investment analyst at Pearl Diver Capital LLP. Stéphane has had various other roles in structured
finance including senior associate in the Structured Credit Products group at Wells Fargo Securities, associate
in the asset finance group at Nomura International Plc and an analyst at BNP Paribas in the European ABS and
CLOs division.
5. Nicholas Wright (Trader,
Trader, WFAM Global Fixed Income) - Nicholas has over 20 years of experience in the credit
market; he was an institutional credit salesperson at MUFG Securities and Societe Generale. Prior to this, he was
a credit trader at Citibank and at The Royal Bank of Canada. In addition, he has a BSc (Hons) in English Language
and Literature from the University of Manchester.
6. Helen Roberts (Senior
Senior Portfolio Specialist, WFAM Global Fixed Income) - Helen has worked at ECM
Management and prior to this, at the National Association of Pension Funds covering a range of investment
assets and strategies for contribution pensions. Furthermore, she has been director and head of rates at F&C
Asset Management where she was responsible for GBP 28bn of client funds and the management of fixed
income portfolios for institutional clients in the U.K. and Europe. In addition, Helen has a BSc (Hons) degree in
Economics, French and Politics from the University of Manchester Institute of Science and Technology and is a
chartered FCSI.
7. Bruno Bamberger, CFA (Portfolio
Portfolio Specialist, WFAM Global
Global Fixed Income) - Bruno began his career as an
investment consultant at Aon Hewitt whereby he advised UK pension fund clients before moving to Aon’s
fiduciary management team to manage two fixed income fund-of-funds as well as numerous client portfolios.
Bruno has a BSc (Hons) in Economics and Industrial Organisation from the University of Warwick.
Overview of the Global Research Team at WFAM
1. Duncan WarwickWarwick-Champion (Head of European based Credit Research, Global Credit Research) - Duncan
has been the head of the Corporate Research team at ECM Asset Management. He has been a senior credit
analyst at Vanguard and was a TMT analyst in addition to the head of the European Credit Research team at
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UBS where, notably, he was ranked Europe’s #1 TMT analyst by Institutional Investor for four consecutive years.
Furthermore, he has been the head of the European Telecom team at Standard & Poor’s advising governments
on deregulation of the telecommunications sector. Duncan has a Master’s degree in Applied Finance and a BSc
(Hons) in Economics from Macquarie University.
2. Jamie Newton II, CFA (Head of Global Fixed Income Research, Global Credit Research) - Jamie has been
the co-head of the Global Credit Research team at WFAM. Previously, he was an investment-grade credit analyst
in the public fixed-income department at the Northwestern Mutual Life Insurance Company as well as being a
director. Furthermore, he was an auditor at Deloitte & Touche, LLP and is a certified public accountant. Jamie
has a Master’s degree in Business Administration from the University of Michigan.
3. Amit Staub, CFA (Senior
Senior Analyst, Global Credit Research) - Amit re-joined WFAM in 2018 from MeDirect
Strategy, he first joined ECM (now WFAM Credit Europe) in 2009 as a high-yield analyst and then became a
senior portfolio manager in the Special Situations Fund. Thus, he has significant buy-side and leveraged finance
experience having worked at numerous roles at Premira Debt Managers, Invesco, Roxbury Asset Management,
J.P. Morgan and Manchester United. In addition, Amit has a BSc (Hons) in Econometrics and Mathematical
Economics from London School of Economics.
The investment process at Wells Fargo Asset Management (International) Limited is highlighted in the next section
of this report.
UNIVERSAL INVESTMENT LUXEMBOURG S.A.
Universal Investment was founded as a joint venture in 1968 and is the largest independent investment company
in German-speaking countries with EUR 462bn assets under management and plans to increase this to up to
EUR 500bn by 2023. Universal Investment has 1,402 funds and structures under administration and is backed by its
owner, whom is based in London, Montagu Private Equity. Suitably, Montagu was established in 1968 and
specialises in middle market investments, from EUR 100mn to EUR 1bn, in European markets. Universal Investment
Luxembourg S.A. was one of the first capital management companies (KVGs) in Luxembourg to receive the AIFM
licence in 2014. In 2015, there was a greater focus on real asset investments and real estate which led to the real
estate platform being launched in Luxembourg as well as in Germany. A summary of the timeline of Universal
Investment to date is shown below.
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Source: Universal Investment Powerpoint Presentation (as of 30 June 2019) provided to ARC

The head office of Universal Investment is in Frankfurt am Main, with additional offices in Luxembourg, Krakow and
Vienna. Universal Investment has over 700 employees and greater than 400 Asset Managers worldwide with
cross-border operations in Germany, Luxembourg and Austria. The three main areas they focus on are
administration, insourcing and risk management which can be summarised in the table below:

Administration

Insourcing

Risk Management

•

Master funds/Special-AIF

•

Management companies

•

Risk Measurement

•

Private label funds

•

Asset Managers

•

Portfolio Management

•

Real Estate funds

•

Insurance companies

•

Risk Controlling

•

Hedge funds

•

Custodian banks

•

Risk Reporting

•

Investment-AG

•

Direct investments (EUR 13bn)

•

Investment-KG

EUR 356bn Assets under Administration

EUR 103bn Assets under Administration

EUR 36bn Assets under Management

Source: Universal Investment Powerpoint Presentation (as of 30 June 2019) provided to ARC
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Universal Investment’s client base is varied, with the largest proportion being insurance companies as depicted in
the pie chart below:

Universal Investment's Clients
4% 2%
8%

10%

39%

Insurance
Companies
Pensions (non
Corporates)
Corporate Pensions
Corporates
Churches

16%

Financial Institutes

21%

Miscellaneous

Source: Universal Investment Powerpoint (June 2019) provided to ARC

Universal Investment has shown a significant increase from FYE 2017 to FYE 2018 in terms of its assets in its balance
sheet representing all of its sub-funds, with Total Net Assets representing EUR 21,975,488.97 in FYE 2017 and
EUR 1,055,299,714.77 in FYE 2018. As at 31 March 2019, the Total Assets of Universal Investment equate to
EUR 1,248,920,888.73 already showing an increase from FYE 2018. However, whilst in FYE 2017 Universal
Investment made a Total Realised Profit of EUR 2,405,872.22, it made a Total Realised Loss of EUR 12,083,935.50
in FYE 2018. ARC does not have the information on the profit/loss for 2019 so far.
Overview of the Management Board of Universal Investment Group
1. Frank Eggloff (Chief Financial Officer (CFO))
(CFO)) - Frank was appointed Manging Director in 2017 and as CFO, he
is responsible for the divisions Accounting and Treasury as well as Controlling, Corporate Reporting and Finance
and Administration. Previously, he was Managing Director and CFO at State Street Bank International in Munich.
He started his career at Arthur Andersen in Germany and the United States which is an international accounting
firm. In addition, he has a degree in Business Administration.
2. Katja Müller (Chief Customer Officer (CCO))
(CCO)) - Katja has been a Managing Director since May 2019 and as
CCO she focuses on relationship management for all customer groups as well as on sales. She joined Universal
Investment in 2014 whereby she initially was Head of the Sales and Relationship Management and since 2017
she has been a member of the Management Board. Previously, she worked at Deutsche Bank for 12 years
whereby she was the Global Chief Operating Officer of the International Corporate Tax department. In addition,
Katja has been the Managing Director and Head of Fiduciary Management at Deutsche Asset Management.
3. Michael Reinhard (Chief Executive Officer (CEO))
(CEO)) - Michael was appointed Manager Director in 2018 and as
CEO he is responsible for corporate strategy and product units Securities, Alternatives and Portfolio
Management in addition to Human Resources and Communications. Before this role, he was the COO whereby
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he monitored Administration Services, Tax and IT. Moreover, Michael has spent 15 years in various management
roles at AXA Investment Managers including being the Global Head of Operations. In addition, he has been a
principal consultant at PricewaterhouseCoopers and has a degree in Business Administration.
4. Peter Flöck (Member
Member of the Board – Universal InvestmentInvestment-Gesellschaft mbH
mbH Portfolio Management)
Management) - Peter
is a management team member whom promotes further expansion of portfolio management. Previously, Peter
was responsible for divisional risk management, overlay management and rule-based investment products as
he was the Director of portfolio management since 2007. Furthermore, he has been a team leader at Deka
Investment whereby he gained credit research and special fund management for corporate bond funds
knowledge.
5. Dr. Sofia Harrschar (Head
Head of Area - Alternative Investment/Real Assets)
Assets) - Dr. Sofia has been the Head of
Alternative Investments/Real Assets Department since 2011 whereby she is responsible for structuring complex
investment projects involving private equity, debt and real assets for institutional investors. Previously, she
worked at Dresdner Kleinwort Benson and Prime Capital, she has over 17 years of experience in structuring and
investment in alternative investments. Furthermore, Dr. Sofia has a degree in Business Administration and a
doctorate in Finance from J.W. Goethe University in Frankfurt/Main, Germany.
6. Aneta Pilch (Country Head – UniversalUniversal-InvestmentInvestment-Gesellschaft mbH Branch Poland)
Poland) - Aneta heads the team
of specialists in robotics and data science in Krakow. Previously, she was a board member at UBS Business
Solutions in Krakow and was the Regional Head of Operations for Continental Europe at HSBC Service Delivery.
In addition, Aneta has a degree in Economics from the University of Illinois.
7. Stefan Rockel (Managing Director – UniversalUniversal-InvestmentInvestment-Gesellschaft mbH Tax/ Real Estate and Managing
Member of the Board of Directors at UniversalUniversal-InvestmentInvestment-Luxembourg)
Luxembourg) - Stefan is responsible for
transfer/register, tax and portfolio management issues in Luxembourg and develops customised solutions for
institutional investors. He has worked at Universal Investment since 1990 and was appointed as a Managing
Director of Universal Investment Luxembourg in 2007 and of Universal Investment in 2011.
8. Matthias Mueller (Head of Area – Securities and Managing Member of the Board of Directors at
UniversalUniversal-InvestmentInvestment-Luxembourg)
Luxembourg) - Matthias joined Universal Investment in 2014 and has been part of the
executive board since 2015. He is responsible for the risk management and fund administration applicable to
an Alternative Investment Fund Manager and a Third-Party Management Company.

INVESTMENT PROCESS
PROCESS
ARC discussed the investment process at Wells Fargo at the onsite review on 13 August 2019 in London, United
Kingdom. Wells Fargo take a thorough management approach specifically for the asset selection process and
portfolio monitoring, initially taking a top-down view, hosting a Portfolio Strategy Meeting each month with the
exception depending on market developments. This meeting will be attended by the Head of Fixed Income, Ross
Pamphilon, the Head of Investment Grade and Portfolio Manager, Herietta Pacquement, the Head of High Yield
and Portfolio Manager, Jens Vanbrabant, and finally the Head of Financials, ABS and Portfolio Manager, Satish
Pulle. The purpose of the meeting is to update WFAM Credit Europe’s market view by identifying market drivers
and expectations, and strategic and tactical views that can affect performance such as duration, yield curve
positioning, regions and risk. The diagram below summarises the credit research process which takes a bottom-up
approach:
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Universe - Opportunities from 550 Companies
Initial Screening - eliminate illiquid issuers or
credits with significant downside risk
Investable Universe - 150 to 180 companies
divided across the investment analysts.
Forecast cashflows, recommend buy/sell.

Valuation
Buy - best risk/reward, meet
investment guidelines and ensure
diversification
Sell - change to credit risk,
risk/reward no longer attractive and
better opportunities

Portfolio
70-90
Issuers

During the credit research process, analysts conduct financial and ratio analysis, business analysis and ESG analysis.
At the onsite with ARC, Wells Fargo highlighted that they would prioritise a company which displays ability to
generate cashflows over a company with lower leverage but less ability to generate cashflows. Analysts will also
look at the experience of the management team, industry dynamics, regulatory factors, and will seek a third-party
opinion on the credit from rating agencies.
After the analysts have conducted their research, Wells Fargo will host a Credit Committee meeting, whereby the
Portfolio Managers will assess investment opportunities presented by the analysts. If there are questions such as
terms of the legal documentation, the relevant analyst will go back to the banks and the Credit Committee will
reconvene at a later date. The table below provides an overview of the regular meetings held at Wells Fargo:

Meeting

Morning Meeting Research Meeting

Sector Review

Frequency

Daily

Weekly

Weekly

Attendees

All investment
professionals

Credit Research
Analysts, PMs

Credit Research
Anlaysts, PMs

Aim

Bottom-up. Assess
the
appropriateness of
Review credit
Market activity and
current bond and sector and industry
macro data
loan positions
trends
within the model
portfolio

Macro and
Market Valuation Portfolio Strategy
Review
Team
Sovereign Review
Monthly
Monthly
Monthly
Rates
Management, PMs

Trading, PMs

CIO, PMs

Top-down. Discuss
economic outlook, Review pricing,
Identify key
monetary policy, fund flows, supply
themes and drivers
inflation, labour
and maturities,
impacting credit
market, consumer
liquidity and
markets
and business
valuations
confidence

Portfolio
Calibration
Monthly
CIO, PMs and Risk
Manager
Review and
challenge client
portfolio
positioning and
risk budget vs.
investment
objectives and
market outlook

Wells Fargo also uses a number of internal and external systems to aid its portfolio analysis such as Bloomberg
PORT, RADAR, MSCI ESG Research, DebtExplained.
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ELIGIBLE INVESTMENTS
As outlined in the Issue Document provided to ARC, acquirable assets of the BUMA LUX II ECM sub-fund are
limited to:
1. Debt securities, such as bonds, notes, unsecuritised loan receivables or other debt instruments;
2. Equity investments in subsidiaries and related shareholder loans;
3. Equity instruments in connection with portfolio investments (e.g. as a result of a credit event);
4. Liquidity investments such as bank deposits, money market instruments, shares in money market funds,
fixed-income securities or other listed securities held for liquidity purposes; and
5. Derivative financial instruments for hedging currency and interest rate risks only (credit default swaps are not
permitted).
INVESTMENT RESTRICTIONS
The fund must comply with the following investment limits after a start-up period of 3 years from the date of creation
of the fund:
1. The fund may not invest more than 30% of its net assets in assets of the same type and the same issuer;
2. The fund will not make short-selling;
3. The fund’s investments may be made in primary and secondary markets;
4. Other than short-term capital raising of up to 10% of the fund’s assets for liquidity purposes and the issue of
bonds, the fund will not raise any further leverage; and
5. The sub-fund will not invest in consumer loans or loans to private individuals.
In addition to the investment restrictions above (set by Universal Investment), Wells Fargo has its own internal
investment restrictions:

Item

Limit (percentage of the Total
Portfolio Balance)

Investment in (i) Subordinated Secured
Obligations, (ii) Senior Unsecured Obligations,
(iii) CLO Obligations, (iv) Equity like instruments

15%

Borrowing (overdraft facilities)

10%

Funds

10%

Single Obligor

5%

RISK MANAGEMENT
Universal Investment has appointed a money laundering officer and deputy, as well as a compliance officer and
deputy. PricewaterhouseCoopers acts as the internal auditor for Universal Investment, assessing the effectiveness
and appropriateness of risk management.
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Wells Fargo Asset Management (International) Limited is a MIFID firm regulated by the Financial Conduct Authority
(FCA), whereas Wells Fargo Asset Management Luxembourg S.A. is a UCITS Management Company regulated by
CSSF. A summary of the extensive compliance structure at Wells Fargo is shown in the diagram below:

The diagram below highlights the teams involved in portfolio risk management at Wells Fargo and their
corresponding responsibilities:
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Investment
Analytics Team
- Liquidity risk
- Counterparty risk
- Model risk
- ESG analytics

Quantitative
Analytics Team
- Risk reporting
- Stress testing

Portfolio Risk
Management

Compliance
Team
- Regulatory
requirements
- Monitors
investment limits

- Bloomberg

Investment Team
- Portfolio manager
focuses on
volatility
- Reserach team
can veto purchases

The fund faces a number of risks. ARC has conducted a due-diligence meeting with both the AIFM and the Asset
Manager to determine how these risks are mitigated:
1. Credit Risk – Wells Fargo are exposed to credit risk due to fee debtors and cash at bank. Fee debtors are
settled monthly with managed funds, and cash is held in interest bearing current accounts with reputable
financial institutions. ARC discussed in detail at its onsite review how the Asset Manager selects, tests and
ensures credit quality of the portfolio provided to ARC. Wells Fargo have a number of analysts constantly
monitoring the assets in the portfolio. ARC has also assessed the credit quality of the underlying portfolio
provided; this is detailed in the ‘Portfolio Quality’ section of the report.
2. Market Risk – market risk is the risk that changes in the level of interest rates, the rate of exchange between
currencies or the price of securities or other financial contracts will have an adverse impact on the results of
operations or financial condition of the company. Wells Fargo does not run a trading book and is therefore not
directly exposed to market risk.
3. Concentration Risk - as previously stated, the AIFM and Asset Manager both apply investment restrictions to
the portfolio to minimise concentration risk. In particular, no fund may invest in more than 30% of its net assets
in assets of the same type and the same issuer. Wells Fargo ensure that no single obligor represents more than
5% of the portfolio. Furthermore, Wells Fargo highlighted to ARC that whilst the limit is 5%, the largest obligor
tends to represent around 2.5% of the portfolio. ARC notes that neither the AIFM or the Asset Manager have
stringent limits on industry and region to mitigate concentration risk, nor minimum rating requirements or limits
to exposure of certain rating levels; ARC has taken this into consideration in according its rating to the Notes.
Nonetheless, the portfolio dated 31 July 2019 provided to ARC displays a diversified portfolio in terms of region
and industry, and a weighted average rating of ‘B’ (further details of this are highlighted below).
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4. Currency Risk – the Asset Manager is able to make investments in currencies other than Euros (in which the
Notes will be issued in). This may have a negative effect on the returns of the fund if there was a devaluation of
the respective foreign currency against the Euro. ARC has analysed the portfolio provided and notes the use of
FX forward contracts to hedge non-EUR currency exposure back to EUR. However, whilst the use of hedging
mechanisms can mitigate currency risk, derivatives can introduce additional counterparty risk to the transaction.
5. Interest Rate Risk – a rise in interest rates may lead to possible refinancing problems at the maturity date of the
fund. In addition, a rise in interest rates may cause the value of the underlying instruments to fall, and if the
Borrower has not hedged against this, this may lead to a significant reduction in free cash flow. Moreover,
interest rates can affect loan demand as a change in policy rates is reflected in loan rates through the banking
system whereby, banks are, ceteris paribus, more willing to take on additional risk and search for high-yield if
there are lower policy rates. Universal Investment’s Risk Management Department conducts monthly stress tests
for all investment funds using parametric default scenarios (for example interest rate and currency shocks); these
are then analysed and anomalies are reported to the risk committee.
6. Liquidity Risk – it is important for the fund to maintain sufficient liquidity levels to enable it to meet its financial
obligations as they fall due. Liquidity risk is minimised as the BUMA LUX II Europe S.C.S. SICAV-RAIF fund is a
closed-ended fund. Therefore, investors are not required to accept the full or partial redemption of their limited
partnership shares demand. In addition, the AIFM uses a liquidity management procedure to monitor the fund’s
liquidity risks. This includes instruments and processes for carrying out stress tests under normal and exceptional
liquidity conditions. Control of the Liquidity Coverage Ratio is validated by KPMG, the Independent Service
Auditor of the Investment Fund, within the core-system assessment whereby the watchlists by Universal
Investment are analysed, a comparison with the previous period is conducted and known critical points are
examined. In addition, Wells Fargo ensures that adequate levels of liquidity are maintained well in excess of its
current and total liabilities.
7. Political Risk – Wells Fargo informed ARC that they wish to limit the portfolio’s exposure to assets denominated
in GBP due to the uncertainty surrounding Brexit. As detailed later in this report, only 10.5% of the Total Asset
Value of the portfolio is denominated in GBP. Furthermore, ARC has accorded a sovereign rating to the United
Kingdom of ‘AA+’ however, it should be highlighted that since the date of this rating (26 April 2019) there has
been increasing likelihood of a no-deal Brexit coupled with political uncertainty. Further details of the regional
distribution of the portfolio are outlined later in this report.
8. Operational Risk – both Wells Fargo and Universal Investment mitigate operational risk (the risk of loss to a firm
resulting from inadequate or failed internal processes and systems or from external events) by implementing a
strong control environment and managing risk proactively.
9. Disaster Recovery – Wells Fargo maintains a contingency plan for disaster recovery that ensures data saving in
case of a system breakdown and regular testing of backup facilities. Wells Fargo performs regular system checks
to mitigate against fraud, especially if employees are working from home. Universal Investment uses a backup
data centre at locations that are in sufficient distance from each other, protected by coded access systems and
locking cylinders as well as alarm systems. At Universal Investment’s main data centre in Frankfurt, an additional
diesel system is also installed to supply emergency power. Annual emergency/failure tests and monthly
inspections of emergency work-stations are performed.
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HISTORICAL PERFORMANCE ANALYSIS
ANALYSIS
HISTORICAL RETURNS
ARC has analysed the returns of the BUMA LUX II ECM sub-fund in respect of the Credit Suisse Institutional
Non-USD Western Europe Leveraged Loan Index. This quarter to date, the portfolio displayed greater annual
returns of 1.44% (net) compared to the benchmark which displayed a 1.18% annual return rate. The returns of the
fund since inception are displayed in the graph below:

BUMA LUX II ECM (Net) vs Credit Suisse Institutional Western European
Leveraged Loan Index (non USD Denom)
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Credit Suisse Institutional Western European Leveraged Loan Index (non USD Denom)
(Average over period)

Since inception, the average return of the sub-fund is 0.40%, whereas the average return of the Credit Suisse
Institutional Western European Leveraged Loan Index is 0.41%. However, the volatility in returns is lower for the
BUMA LUX II ECM fund, at 0.22% compared to 0.25% for the benchmark. The graphs below show the volatility in
returns since inception of both the fund and the benchmark:
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BUMA LUX II ECM (Net) 6-month volatility
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ARC notes that a fund’s historical performance track record is not a predictor of the prospective performance of
the portfolio.
HISTORICAL DEFAULT AND RECOVERY RATES
As highlighted in the graphs below, Wells Fargo Asset Management Credit Europe displays significantly lower
average default rates from the period of 2008 to 2018 (1.2%) to the benchmark, Credit Suisse Institutional Non-USD
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Western Europe Leveraged Loan Index (2.9%). Similarly, Wells Fargo displays a higher percentage of recoveries at
65% compared to 51% for the benchmark.

PORTFOLIO QUALITY
DETERMINATION OF NAV
The NAV of the fund is calculated by the AIFM by dividing the value of the net assets of the sub-fund (assets less
liabilities), by the number of units outstanding on the day of valuation. The net assets are calculated according to
the following basic terms:
a. Assets listed on a stock exchange are valued at the last available price;
b. If an asset is not listed or traded on a stock exchange, the value of such assets on the basis of the reasonably
foreseeable sale price shall be based on a prudent assessment;
c. The pro-rate interest on assets is included as long as they are not expressed in the market value;
d. All non-euro assets are converted into Euros at the last available exchange rate;
e. Debt instruments are valued at fair value, and if not available then the nominal value;
f. Derivatives that are traded on the stock exchange are generally valued at their last available stock market prices.
Those that are not listed on any exchange (OTC derivatives) are carried out on the basis of independent price
sources.
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The trend of the NAV of the sub-fund from December 2018 to July 2019 is shown in the table below:

Net Asset Value EUR Millions
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BUMA LUX II ECM PORTFOLIO
ARC has run its CLO model to determine the credit quality of the underlying portfolio. ARC was provided with the
BUMA LUX II ECM portfolio managed by Wells Fargo Asset Management (International) Limited, dated
31 July 2019. The portfolio has a Total Asset Value (including cash and FX contracts) of EUR equivalent
191,805,191.49. Leveraged Loans represent 91.44% of the Total Asset Value, with the remaining 8.56%
represented by High Yield Bonds.
Obligor Concentration
The portfolio is granular and well diversified in respect of obligor concentration, with exposure to 108 obligors. The
largest obligor represents 1.95% of the Total Asset Value and is rated ‘B-‘, and the largest ten obligors represent
18.14% of the Total Asset Value, all rated in the single B range. Whilst the largest 10 obligors represent a relatively
high percentage of the Total Asset Value, the otherwise diversified nature of the portfolio in terms of industry and
regional diversification, and the minimum equity buffer of 30% mitigate against this risk.
Industry and Regional Distribution
ARC considers it reasonable to expect loan portfolios demonstrating weak industry and/or regional distribution to
experience higher default rate volatility, relative to the base case. ARC assessed the sector and geographical
correlations of the portfolio, and their impact on the rating identified. In addition, Wells Fargo Asset Management
(International) Limited considered global trends that had the ability to affect the portfolio upon the underlying asset
selection and they constantly monitor them.
The portfolio contains obligors operating across 16 regions, with the largest country being the United Kingdom
which represents 21.29% of the Total Asset Value. However, at the onsite review with Wells Fargo, the management
team highlighted that this is often misleading as a number of positions such as private equity are domiciled in the
United Kingdom, i.e. have a registered office there, but are not actually located there. ARC has therefore
considered the currency exposure below. Nonetheless, Germany (13.67%), Luxembourg (12.81%), France (10.32%)
and the United States (10.09%) make up the five largest obligors alongside the United Kingdom. The proportion
of the portfolio with exposure to Italy is low at 0.59% of the Total Asset Value; Wells Fargo Asset Management
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noted the reluctancy to invest in assets exposed to the Italian market due to political uncertainty. Similarly, it is
worth noting that no assets have exposure in Greece.
Whilst ARC does not currently rate Germany, Luxembourg, France or the United States, these countries have
long- term ratings of ‘AAA’, ‘AAA’, ‘AA’ and ‘AAA’ by Fitch Ratings, respectively. ARC currently rates the United
Kingdom at ‘AA+’ as at April 2019, however given the increasing likelihood of a no-deal Brexit, this rating may be
subject to review. The graph below shows the regional distribution of the portfolio as at 31 July 2019:

% of Total Asset Value
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20.00%
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10.00%
5.00%
0.00%

At the onsite with Wells Fargo, ARC discussed that whilst a number of assets are domiciled in the United Kingdom,
the currency exposure to the GBP is minimal, at 10.5% of the portfolio, as highlighted by the table below:

Currency

% of Total Asset Value
(not including hedging
mechanisms or cash)

EUR

88.97%

GBP

10.50%

USD

0.53%

The portfolio contains obligors operating across 19 of ARC’s industry classifications. Industry distribution is primarily
concentrated in Business Services, representing 15.14% of the Total Asset Value. Banking and Finance represents
15.14% of the Total Asset Value, and Retail represents 10.40% of the Total Asset Value. ARC has applied additional
stresses to the recovery prospects of assets based on industries such as Software (a sub-asset class of Computer
and Electronics displayed below) and Retail, due to market research and discussion with Asset Managers in the
industry. The graph below highlights the industry distribution in the portfolio as at 31 July 2019:
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Industry Distribution
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Average Asset Quality
The Issuers of all assets comprising the portfolio, have issuer ratings from either Moody’s Investor Service, Standard
& Poor’s or Fitch Ratings. ARC mapped these ratings to establish the equivalent ARC rating. By ARC’s rating scale,
all assets in the portfolio are rated between ‘CCC+’ and ‘BB’, and the weighted average rating of the portfolio is
‘B’. Whilst issuers rated in the ‘B’ rating category denote relatively week credit quality, ARC considers the Notes
are unlikely to be affected by the projected level of defaults – primarily given the equity buffer provided to the
structure, and the otherwise diversified nature of the portfolio.
Furthermore, ARC ran additional scenarios through ARC’s CLO model to determine the credit quality of the
portfolio on a composition worst-case basis, primarily introducing equity investments. ARC did note deviations
from the main scenario rating outcome but drew comfort from the historical track record of the asset manager
especially when contrasted against the conservative modelling outcomes.

RATING CONCLUSION
ARC has used its Global Collateralised Loan Obligation (‘CLO’) Rating Criteria to determine the rating for the Notes
issued by BUMA LUX II Europe S.C.S. SICAV-RAIF. ARC has also made reference to elements of its Global Master
Criteria for Rating Funds and Asset Managers.
Considering the portfolio quality, the historical performance of the fund and the dynamic management assessment
of both Universal Investment Luxembourg S.A. and Wells Fargo Asset Management (International) Limited, ARC
has accorded a final, long-term public rating of ‘BBB(sf)’ to the Notes issued in bearer form by BUMA LUX II Europe
S.C.S. SICAV-RAIF, with stable outlook.
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RATING CONSIDERATIONS
CONSIDERATIONS
RATING MEANING
The public rating accorded to the ‘BBB(sf)’ rated Notes relates to the timely payment of interest and ultimate
repayment of principal. The rating excludes an assessment of the ability of the Issuer to pay either any (early
repayment) penalties or any default interest rate penalties.
The suffix code ‘sf’ means that the rating is of a structured finance nature. A rating outlook indicates the potential
direction of a rating over the medium to long term, typically an 18 month to 2-year period.
ARC will perform regular surveillance on the transaction, and surveillance reports will be made available to
subscribers to ARC’s information services. Should there be a change in any of the underlying assets’ ratings, ARC
will review the rating of BUMA LUX II Europe S.C.S. SICAV-RAIF.

DATA RECEIVED FROM UNIVERSAL INVESTMENT AND WELLS FARGO
1.

Term Sheet for the Note Issuance

2.

BUMA LUX II ECM – European Loans – Monthly Report from April 2019 – July 2019

3.

Monthly Returns of the BUMA LUX II ECM Fund compared with the benchmark since inception

4.

Sub-fund portfolio dated 31 July 2019

5.

Asset Overview dated 28 June 2019

6.

Note Price Summary December 2018

7.

Issue Document of BUMA LUXX II Debt S.C.S. SICAV-RAIF dated 31 May 2019

8.

Issue Document of BUMA LUX II Europe S.C.S. SICAV-RAIF dated 22 November 2018

9.

Management Agreement dated 9 November 2018

10. Master Agreement for the Outsourcing of the Portfolio Management of Investment Funds dated 22 November
2018
11. Terms and Conditions of the Notes
12. Description of controls, their design and operating effectiveness – KPMG Assurance Report of
Universal-Investment-Gesellschaft mbH
13. Senior Executive Management Information on Universal Investment
14. Universal Investment Presentation dated June 2019
15. Presentation by Wells Fargo Asset Management dated 13 August 2019
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DISCLAIMER
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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ARC Ratings, S.A. is registered as a Credit Rating Agency (CRA) by 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 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 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 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 in the assignment of the rating.
ARC 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 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 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
recommends that it be confirmed, namely by consulting the list of public ratings available at the web site 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 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 cannot be held liable for its accuracy. ARC 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 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 together with the rating of the financial commitment in question.
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