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RATING ACTION: 

ARC RATINGS TAKES VARIOUS RATING ACTIONS 
ON THE RATINGS ACCORDED TO THE TRANCHES 
OF THE SENIOR FINANCIAL GUARANTEE PROVIDED 
BY NATIONAL WESTMINSTER BANK PLC, RELATING 
TO THE CREDIT LINKED NOTES ISSUED BY 
NIGHTINGALE CRE 2018-1 LIMITED 

London, 22 November 2021 - ARC Ratings (UK) Limited (ARC) affirms the final, long-term 
public rating of ‘BBB+(sf)’ accorded to Tranche D and concurrently upgrades the final, 
long-term public rating accorded to Tranche A, to ‘AAA(sf)’ from ‘AA+(sf)’, Tranche B, to 
‘AA(sf)’ from ‘AA-(sf)’, and Tranche C, to ‘A+(sf)’ from ‘A(sf)’, of the Senior Financial 
Guarantee provided by National Westminster Bank PLC; all with stable outlook. 
The above ratings relate to the credit risk the Guarantor is exposed to on the Reference 
Portfolio. 

ORIGINATOR TRANCHE AMOUNT RATING CLASS RATING OUTLOOK NEXT REVIEW DATE 

National Westminster Bank Tranche A GBP 1.33bn Synthetic CLO AAA(sf) Stable 22 November 2022 

National Westminster Bank Tranche B GBP 22.79m Synthetic CLO AA(sf) Stable 22 November 2022 

National Westminster Bank Tranche C GBP 45.58m Synthetic CLO A+(sf) Stable 22 November 2022 

National Westminster Bank Tranche D GBP 190.05m Synthetic CLO BBB+(sf) Stable 22 November 2022 
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TRANSACTION OVERVIEW 

The portfolio’s Reference Obligation Notional Amount is GBP 1.78bn as at 31 July 2021, having 
reduced from GBP 2.28bn following the end of the Replenishment Period on 30 November 
2020. The now-static portfolio is comprised of mid-cap term loans and revolving credit 
facilities originated by National Westminster Bank (NWB), which are secured against 
Commercial Real Estate (CRE) in the UK. There is some diversification to protect against 
market value declines, with Retail (24.3%), Residential (18.7%), Office (23.1%) and Industrial 
(15.7%) properties predominantly collateralising the portfolio. The portfolio also remains 
regionally distributed throughout the UK, with the largest concentrations in London (34.4%) 
and the South East (22.0%). 

RATING RATIONALE 

The rating action primarily reflects the significant increase in credit enhancement (CE) 
available to each rated Tranche, which reduces concerns prevalent due to the current 
state of the UK CRE market and the associated negative impact this has had on key 
portfolio metrics. Key rating drivers include:  

− UK CRE Market: The future of the CRE market in the UK remains delicately poised, with a 
decline that began following Brexit having been catalysed by the pandemic; where 
national lockdowns impacted almost all sectors and led to cultural shifts, which could 
also lead to a long-term reduction in the demand for retail and office spaces. Despite 
this concern, leading indicators are reflecting an increased demand for commercial 
properties in the UK. In addition, several months of near-sustained increases now 
leaves UK GDP approximately 0.6% below its pre-pandemic level (Office for National 
Statistics, September 2021). ARC remains cautious as support measures such as the 
furlough scheme continue to unwind, since this could lead to some businesses 
(particularly in vulnerable sectors) facing further liquidity issues. 

− Portfolio Metrics: The portfolio’s weighted average life has reduced to 1.7 years 
(July 2021) from 2.2 years (July 2020), a key credit positive which has led to an 
improvement in ARC’s asset-level model results. Tempering this improvement, ARC’s 
weighted average rating for the portfolio has reduced from ‘BB+’ to ‘BB’ due to net 
negative rating migration over the past year, whereby c.33% of the portfolio was subject 
to internal rating downgrades by NWB compared with c.21% subject to upgrades. The 
strain on the UK CRE market outlined above has resulted in the occurrence of 3 credit 
events, equating to a current default rate of 0.8%, with additional technical defaults 
giving a total default rate of 4.4%; with both figures based off the total Reference 
Obligation Notional Amount as at July 2021. Though the secured nature of the loans 
means that post-default losses are expected to be low, ARC remains cognisant of the 
fact that future market volatility could lead to more credit events coming to fruition. 
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− Tranche Amortisation: The portfolio’s amortisation since the end of the Replenishment 
Period has resulted in the available amount of CE increasing for all the rated (A to D) 
Tranches. These increases are credit positive to the transaction given they provide 
further protection against any losses incurred. As evidenced in ARC’s sensitivities below, 
Tranche D remains the most sensitive to a rating downgrade.  

− Modelling: ARC’s modelling determined that the rated Tranches are able to withstand 
the respective level of losses for each rating level, given the level of CE available to each 
Tranche. In determining the revised rating levels, ARC remained conservative owing to 
the turbulence in the UK CRE market over the past year and the resultant credit events 
that occurred in this period. ARC also factored the risk posed by increased 
concentrations into its decision.  

SENSITIVITY ANALYSIS 

ARC has run sensitivity tests to determine to what extent the portfolio would need to 
deteriorate in order for ARC to take negative rating action. The table below shows the 
impact on the ratings of the Tranches as a result of increasing the weighted average 
probability of default (WAPD) in conjunction with a decrease in the weighted average base 
recovery rate (WARR) for the assets comprising the underlying portfolio. 

Change in Tranche ratings 
Increase in the WAPD 

(%) 
Decrease in the WARR 

(%) 

Tranches A to D – no change 10% 10% 

Tranche A – one notch downgrade 
Tranches B-C – no change 

Tranche D – one notch downgrade 
15% 15% 

Tranches A to B – one notch downgrade 
Tranche C – no change 

Tranche D – two notch downgrade 
20% 20% 
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KEY TIPPING POINTS 

Positive Turning Points Negative Turning Points 

- Recovery of the UK’s economy and the 
CRE market. 

- Decrease in the portfolio’s WAPD, 
caused by an improvement in the 
internal ratings beyond ARC’s modelled 
scenarios. 

- Increase in the WAPD, caused by a 
decrease in borrowers’ internal ratings, 
beyond ARC’s modelled scenarios. 

- A further deterioration of the UK CRE 
market, thus reducing collateral values 
and in turn potential recoveries on 
defaulted loans. 

RELATED CRITERIA 

ARC Ratings’ Global Structured Finance Rating Criteria (September 2021) 

ARC Ratings’ Collateralised Loan Obligation (CLO) 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. 
  

https://arcratings.com/wp-content/uploads/2021/06/ARC-Ratings-Global-Structured-Finance-Criteria-30-Sep-2021.pdf
https://arcratings.com/wp-content/uploads/2021/06/ARC-Ratings-Collateralised-Loan-Obligations-Criteria-26-Feb-2021.pdf
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 DISCLAIMERS 
 

ARC Ratings only provides a rating of the rated securities or of the issuer and neither recommends nor will recommend how an issuer can 
or should achieve a particular rating outcome. A rating does not cover a potential change in laws and is not and cannot be regarded as 
an audit. Moreover, ARC Ratings is not a party to any transaction documents of the instrument/transaction it is rating. Users of our ratings 
should familiarise themselves with the transaction documents. ARC Ratings does not act as a legal, tax, financial, investment or other 
advisor and users should seek professional advice from appropriate third parties where necessary. 
 

ARC Ratings, S.A. 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). 
ARC Ratings (UK) Limited is registered as a Credit Rating Agency with the United Kingdom Financial Conduct Authority, within the scope of 
the Statutory Instrument Nº 266/2019, of 13 February, and recognised as ECAI. 
 

This Review Report should be read together with initial Rating Report and with the subsequent Review reports. 
Credit Ratings assigned by ARC Ratings are independent and forward looking opinions of the relative credit risks of financial obligations 
issued by various entities. The credit risk is the risk that an entity may not meet its financial obligations as they come due i.e. the capacity 
and willingness of an entity/issuer to make all required interest and principal payments on a given obligation in a timely manner in 
accordance with its terms. Credit ratings express risk in relative rank order – they are an ordinal measure of credit risk whose probability 
of default or loss may vary through the credit cycle. They are issued using an established and defined ranking system of rating categories 
(rating scale). ARC’s credit ratings are determined using ARC’s published rating criteria. 
The rating(s) assigned by ARC Ratings in this report was/were sought by the entity whose financial commitments are being rated. 
ARC Ratings provides to the entity whose financial commitments are being rated the documents that substantiate the rating to be 
attributed. This entity is thus given the opportunity to clarify or correct factual details. ARC Ratings also grants the issuer the possibility of 
appealing a rating accorded by ARC as long as this appeal is supported on additional information that hasn’t been taken into account in 
the original rating accordance. 
ARC Ratings, S.A. historical default rates are published in the European Securities and Markets Authority Central Repository (CEREP) which 
can be accessed on the website cerep.esma.europa.eu/cerep-web/. It should be highlighted that ARC Ratings’ rating portfolio can be 
characterized as a “very low default portfolio” and therefore the agency’s historical defaults are not statistically significant. Default is the 
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 or offer or solicitation to buy or sell any investments that may be mentioned, and are only 
one of the factors that investors may wish to consider. The use of any rating is entirely at the user’s own risk. 
Throughout the entire period during which ratings are valid, ARC Ratings monitors the issuer’s performance via public sources and 
information provided by the issuer/sponsor and, if a material development occurs, ARC Ratings may bring forward the date of the review 
unless stated to be a point in time rating. the updated list of public ratings is available on the website www.arcratings.com. 
ARC Ratings’ ratings are assigned based on information, which may include confidential information, collected from a wide variety of 
sources which ARC Ratings believes to be reliable including from the entity being rated or whose financial commitments are subject to 
rating. ARC Ratings has adopted and implements measures aiming to ensure that, to the extent available in the circumstances, it has 
obtained reasonable verification of the information it uses in assigning a rating and that such information is from reliable sources. 
Notwithstanding the foregoing, if ARC Ratings is not satisfied with the quality of the information it receives it will decline to assign the rating. 
The according of a rating should not be viewed as a guarantee of the accuracy, completeness, or timeliness of the information relied on 
in connection with the rating or the results obtained from the use of 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 conflicts of interest. 
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London E14 5RE 

UNITED KINGDOM 

+44 203 927 8600 

arcratings_uk@arcratings.com 

ARC Ratings, S.A. 

Rua de São José 

35 – 1º B 

1150-321 Lisbon 

PORTUGAL 

+351 21 304 11 10 

arcratings_eu@arcratings.com 

 Rhonda Moore 

Business Development Director 
rhonda.moore@arcratings.com 
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