ARC Ratings (UK) Limited accords a public, final ‘BBB’ rating to the
Senior Secured Fixed Rate Note issued by BSCH 2 DAC, with stable
outlook
London, 29 June 2021 - ARC Ratings (UK) Limited (ARC) has accorded a final, long-term public rating of ‘BBB’ to
the Senior Secured Fixed Rate Note issued by BSCH 2 Designated Activity Company (DAC), with stable outlook.
The rating addresses the ultimate payment of interest and ultimate repayment of principal by the maturity date.

ISSUER

ISSUE

ISSUE AMOUNT

BSCH 2 DAC

Senior Secured
Fixed Rate Note

USD 500,000,000

RATING CLASS
CLO

RATING
‘BBB’

OUTLOOK

NEXT REVIEW DATE

Stable

29 June 2022

TRANSACTION OVERVIEW
The USD 500m Senior Secured Fixed Rate issuance has a maturity date of 21 June 2023 and is secured against
cash and a portfolio of credit assets, with the portfolio having a fair market value (‘FMV’) of USD 661.6m as at
22 June 2021. The additional cash held translates to a total advance rate of 70%, thereby providing credit
enhancement of 30%. The Note pays a fixed margin of 60bps, which results in a significant amount of excess spread
for consideration given the underlying pool has a weighted average spread of 4.4%.

ISSUER PROFILE
BSCH 2 DAC (company number: 687926) is a private company limited by shares incorporated under the laws of
Ireland, with registered address at 1-2 Victoria Buildings, Haddington Road, Dublin 4, D04 XN32, Ireland. The Note
issued by BSCH 2 DAC is being purchased by GLQ International Holdings Ltd (‘GLQI’ – a private unlimited company
incorporated under the laws of England and Wales). In addition, GLQI is providing a guarantee over the Note,
however ARC has not considered this as part of its analysis.
Subordination agreements in place provide funding for any fees payable by the Issuer and for any currency
movements against the transaction (given 60.7% of the underlying pool is non-US denominated). Note however,
these agreements do not determine the distribution of losses and thereby do not constitute credit tranching which
would subsequently make this transaction a securitisation. As such, whilst ARC conducted its analysis of this
transaction in accordance with its Global Structured Finance Rating Criteria and its Collateralised Loan Obligation
Rating Criteria, the rating accorded does not carry an ‘(sf)’ modifier.

RATING RATIONALE
The rating reflects the quality of the underlying collateral and the legal and financial structure of the transaction.
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Key Rating Drivers include:
-

Portfolio Credit Quality: The weighted average credit rating of the portfolio is ‘B/B-‘, implying a relatively weak
to moderate credit quality and thus moderate to high risk. This has a direct impact on ARC’s base probability
of default, and as such the deterioration of the weighted average rating could cause a rating action, though the
results of ARC’s sensitivity analysis below indicate this would require a substantial level of negative rating
migration.

-

Portfolio Diversification: The portfolio exhibits some diversity with respect to underlying industries and
geographies, spread across several respectively with the largest industry, computer and electronics, accounting
20.8% of the total FMV and the largest country, United Kingdom, accounting 48.5% of the total FMV. Any
benefit brought on by this, however, is completely negated by the small collateral pool size of 17 assets
comprising the USD 661.6m portfolio. This has a strong impact on the asset-level model, which resulted in the
82% default rate assumption ARC modelled in a ‘BBB’ rating scenario.

-

Recovery Expectations: ARC has modelled a 45% recovery rate assumption in a ‘BBB’ rating scenario, a
relatively high assumption owing to the fact that all pool assets are senior secured loans. In addition, on a
quarterly basis the Issuer must procure that the principal amount of the Note divided by the FMV of the
Collateral (cash and assets) is less than or equal to 70%. In the instance where this test fails, it must be remedied
by way of a further drawing under the Subordination Agreement, else it would constitute an Event of Default.
Effectively this means that any actual recovery of funds relating to the Note is likely to be very strong, a credit
positive to the transaction that gives ARC confidence in the conservative nature of its recovery assumption. Due
to some assets having a longer maturity date than the Note this introduces market risk, which is largely mitigated
by the FMV test. Nonetheless, ARC assessed the maximum additional yield stress that could be applied and
found that the short risk horizon, thanks to the weighted average remaining asset life of 2.1 years, translated to
a high level of maximum stress applicable.

-

Credit Enhancement: The key structural enhancement mechanism in place, namely the FMV test, ensures that
the advance rate must remain no higher than 70%. This gives a minimum ‘hard’ credit enhancement of 30%,
which, combined with excess spread, is sufficient to protect the Senior Secured Fixed Rate Note at a ‘BBB’
rating level.

-

Cash Flow Analysis: ARC’s cash flow model assessed the ultimate payment of interest and ultimate repayment
of principal by the Maturity Date of 18 June 2023. For the asset portfolio, given each pays a floating rate plus a
quoted spread, ARC used the spread only within the model to minimise the cash generated whilst also reflecting
the current macroeconomic environment. As aforementioned, ARC also applied a market value stress for any
assets that had a maturity date past that of the Note. In doing so ARC determined that the transaction would
be able to withstand an increase in asset yields commensurate with a ‘BBB’ rating scenario, with front loaded
and stable default vectors applied.

ARC will perform regular surveillance of the transaction, including monitoring of the underlying portfolio’s ratings,
and will review the rating accorded should anything that has a material impact be found.
ARC ran sensitivity tests to determine to what extent the performance of the portfolio would need to deteriorate
in order for the rating to be downgraded. The table below shows the increase in the weighted average default
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probability (WAPD) for the underlying assets that would trigger a rating downgrade.

Increase in the base WAPD of:

Rating Change?

10%

No Change

20%

No Change

30%

One Notch Downgrade

KEY TIPPING POINTS
Positive Turning Points

Negative Turning Points

− Significant reduction of the Advance Rate as a

-

the FMV test without remedy.

proportion of the Asset Pool FMV;
− Positive migration in the weighted average rating
of the underlying assets.

Reduction in Asset Pool FMV triggering a fail in

-

Reduction in the credit quality of the underlying
assets.

RELATED CRITERIA AND RESEARCH
ARC Ratings‘ Global Structured Finance Rating Criteria (September 2020)
ARC Ratings’ Collateralised Loan Obligation (CLO) Rating Criteria (February 2021)

The rating(s) were assigned by ARC Ratings (UK) Limited and endorsed by ARC Ratings, S.A. in accordance with
Regulation (EC) Nº 1060/2009 of the European Parliament and of the Council.

THIS DISCLOSURE IS FOR INFORMATION PURPOSES ONLY
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Note that ARC Ratings is not a legal, tax or financial adviser, and only provides a credit opinion of the rated securities. For example, a
rating does not cover a potential change in laws nor can it be regarded as an audit. Moreover, ARC Ratings is not a party to the transaction
documents. Users of our credit ratings should familiarise themselves with the transaction documents/mechanics and should form their
own views in this respect. They should not rely on ARC Ratings for legal, tax or financial advice, and are encouraged to contact the
relevant advisers.
ARC Ratings, S.A. is registered as a Credit Rating Agency (CRA) 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).
ARC Ratings (UK) Limited is registered as a Credit Rating Agency (CRA) by the UK Financial Conduct Authority (FCA), within the scope
of the STATUTORY INSTRUMENT 266/2019 - Credit Rating Agencies (Amendment, etc.) (EU Exit) Regulations 2019, of 13 February, and
recognised as External Credit Assessment Institution (ECAI).
Ratings assigned by ARC Ratings represent opinions on the capacity and willingness of an entity or transaction to make all required
interest and principal payments on a given obligation in a timely manner. The meaning of each rating category is explained in
www.arcratings.com.
The rating(s) assigned by ARC Ratings in this report was/were sought by the entity whose financial commitments are being rated.
ARC Ratings provides to the entity who requested the rating the documents that substantiate the rating to be attributed. This entity is
thus given the opportunity to clarify or correct factual details, thus allowing the rating assigned to be as accurate as possible. ARC Ratings
also grants the issuer the possibility of appealing a rating accorded by ARC Ratings as long as this appeal is supported on additional
information that hasn’t been taken into account in the original rating accordance.
ARC Ratings default rate is the probability of lack of full and timely payment of capital or interest or of the occurrence of any event that
explicitly indicates that the future full and timely payment of those commitments will not occur (e.g., in case of insolvency).
Ratings do not constitute a recommendation to buy or sell, but only one of the factors to be weighted by investors.
Throughout the entire period during which ratings are valid, ARC Ratings monitors the issuer’s performance on a constant basis, and
may bring forward the date of the review unless stated as point in time. Hence, prior to an investor using a rating, ARC Ratings
recommends that it be confirmed, namely by consulting the list of public ratings available on the website www.arcratings.com.
ARC Ratings’ ratings are assigned based on information, which may include confidential information, collected from a wide group of
sources, which may include the entity whose financial commitments are subject to rating. ARC Ratings uses and treats this information
with due care and attention. Although all due care was taken in the collection, validation (whenever possible), and processing of the
information for the purposes of the rating analysis, ARC Ratings cannot be held liable for its accuracy. If ARC Ratings is not satisfied with
the quality of the information it receives it will decline to assign the rating.
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 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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