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Executive Summary 

As European banks deleveraged their balance sheets in the wake of the financial crisis, large 
corporates have increasingly turned to the capital markets for financing. However, given 
their limited size, European small and medium enterprises (SME1s) do not often benefit 
from such direct access to the capital markets. They do, however, have indirect access to the 
capital markets through the issuance of bonds, or asset-backed securities (ABS), collateralised 
by a portfolio of SME loans or leases (SME ABS).  

SME ABS are securities through which bondholders receive principal and interest payments 
based on the cash flow from a portfolio of loans or leases to SMEs. The banks or other 
private institutions that originated loans and leases to SMEs securitise these assets by selling 
them to an entity, generally a special purpose vehicle (SPV), which finances their acquisition 
with proceeds from the sale of the SME ABS securities. As securities are typically issued in 
classes that have different payment hierarchies and levels of structural protection, structured 
finance investors can typically select different risk and return profiles, irrespective of the 
underlying risk of the portfolio of SME exposures (Exhibit 1). This report focuses on ABS 
backed by granular portfolios of loans or leases to European SMEs. The report does not 
address collateralised loan obligations (CLOs), which are typically backed by leveraged loans 
to larger companies (see Box 1). 

Securitisation provides distinct benefits to SMEs, their lenders and structured finance 
investors. Despite the cyclical nature of SME activity, SME ABS generally performed 
strongly over the course of the financial crisis. Additionally, several national and 
supranational initiatives to support SMEs, as well as enhanced structures and transparency, 
all combine to make the SME ABS asset class appear stronger now from a credit risk 
perspective, than it did before the crisis. However, despite the good performance of the asset 
class, European ABS SME volumes remain muted, as its costs relative to other funding 
sources remains high. Collateral quality, portfolio diversification and protection against 
credit and counterparty risks that structural features provide remain the key drivers of credit 
quality for SME ABS, which support our improved outlook for the asset class in the key 
European markets.  

                                                                          
1  In Europe, market participants usually refer to the guidelines of the European Commission to define as SMEs as companies with: (1) fewer than 250 employees (2) and 

either a yearly turnover below EUR50 million or total assets below EUR43 million (cf. 
http://ec.europa.eu/enterprise/policies/sme/files/sme_definition/sme_user_guide_en.pdf) 

http://www.moodys.com/
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=SF380823
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Structure 

EXHIBIT 1 

Securitisation allows the issuance of securities with different risk profiles against a pool of SME loans   

 
Source: Moody’s Investors Service 
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Market Composition  

BOX 1:  

Financial markets can finance SME debt through several structured finance instruments   
Conceptually, SME ABS refers to any structured finance securities whose collateral comprises SME 
debt. However, in practice, European market participants tend to use different terms for transactions 
that have different types of SME debt collateral, credit characteristics and uses, and we use different 
methodologies to rate them. While not all market participants use the same terms consistently, we 
broadly distinguish the three types of securitisations detailed below. In this guide, we use the term 
SME ABS to refer to granular securitisations of SME loans and leases.  

» SME balance sheet ABS: A relatively granular SME loan portfolio typically backs these securities. 
The funding needs or other balance sheet considerations of their originator (such as credit risk 
transfer) usually drive the need to issue these securities. Hence, the originators of balance sheet 
ABS do not, typically, originate the loans backing SME ABS transactions with the primary 
purpose of securitising them. For this reason, we also refer to “balance sheet securitisations” and 
our methodologies distinguish these transactions from ABS backed by SME leases.  

» SME lease ABS: ABS can also incorporate equipment2 leases instead of loans to SMEs, although 
in this instance we will not refer to these as SME balance sheet securitisations. From a credit risk 
perspective, ABS backed by SME leases are very similar to ABS backed by SME loans, since they 
primary depend on the credit risk of the underlying SME obligors. However, we will take into 
account specific considerations when assessing the risks and recoveries associated with lease as 
opposed to loan receivables. This guide also applies to ABS backed by SME leases as well as loans. 

» SME CLO: Some market participants may use the term SME CLO indifferently to refer to 
concentrated or granular ABS backed by SME loans of any size. However, by contrast to ABS 
backed by SME loans or leases, a chunkier portfolio of exposures – typically leveraged loans - to  
larger companies generally forms the collateral for CLO pools. Although these companies may 
include large SMEs, we have rarely seen CLO transactions predominantly backed by SME debt 
in Europe. 

 

Covered bonds are another type of structured finance instruments that can use SME loans as 
collateral. However, covered bonds are secured bank debt, not securitisations, and only rarely use 
SME loans as collateral. 

 

  

                                                                          
2  We use the term in its broad sense. The leases may be used to finance auto or real estate equipment. 
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Purpose/Benefits 

Securitisation as a means to finance SMEs provides benefits to corporates, lenders and 
investors  

Securitisation provides indirect funding diversification to SMEs. SMEs are typically too small and 
financially opaque3 - in part due to the lack of consistent reporting standards and the costs of due 
diligence for investors - to access markets directly. Although SME funds, mini-bonds, and other 
innovative funding techniques have emerged recently, these have generated insignificant volumes to 
date, and there remain few funding alternatives to traditional bank lending for SMEs. Their scale and 
network of branches put banks at a relative advantage to assess the credit risk of SMEs with which they 
often have multiple financial relationships. Traditional bank lenders are also the originators of the 
SME loans that are securitised. However, by taking the loans off their balance sheets or transferring the 
related risk through securitisation, originating banks can indirectly fill SMEs funding needs by tapping 
structured finance investors, whose investments may increase the total amount of funding available to 
SMEs.  

Moreover, because securitisation turns a pool of SME loans into debt securities of different credit risk 
and return profiles, it allows the targeting of a broader range of investors, as compared with traditional 
bank lending. While the refunding of lending to SMEs through financial markets also introduces the 
potential for more volatility in credit access, it also provides an indirect form of funding diversification 
for SMEs. 

Securitisation provides banks with a way to transfer the risk related to SME lending.  Whether placed or 
retained, cash or synthetic, securitising assets allows banks to potentially increase their lending to SMEs, 
unlike other assets financing debt instruments (see box 2). The securitisation of SME loans provides 
balance sheet relief to the lending banks. In the most usual type of transactions, i.e., a cash securitisation, 
originators sell loans to the SPV that issues ABS. Therefore, both the assets and their risks may move off 
the banks’ balance sheet. When the banks are themselves purchasing or “retaining” the ABS backed by 
their loans the credit risk is not transferred externally, but eligible securities can be used for repurchase 
agreements or “repo” refinancing from central banks based on haircuts to the value of the securities that 
reflect their risk profile.  

Therefore, even when retained, securitization can facilitate bank funding, because it can make it easier 
for banks to obtain liquidity against assets on their balance sheet. Hence, securitisation also provides 
banks with a way to increase the liquidity of balance sheet assets. Securitisation can facilitate bank 
funding by turning relatively illiquid SME loans into tradable securities.  

Synthetic securitisations also exist, in which assets remain on balance sheet but credit default swaps 
transfer this risk to investors. Synthetic securitisations do not provide funding. However, by reducing 
the risks that banks retain on their books, these securitisations allow them to take on more risks 
through additional lending.  

  

                                                                          
3  See OECD, “Alternative Financing Instruments for SMEs and Entrepreneurs: the Case of Mezzanine Finance”   

http://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=CFE/SME(2012)9/FINAL&docLanguage=En
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BOX 2:  

Banks can fund SME lending through unsecured debt and deposits, covered bonds and ABS 

» Unsecured debt and deposits: Originators can finance their loans through senior or subordinated 
unsecured debt and deposits, whose credit risk will reflect the overall creditworthiness of the 
institution and its entire balance sheet. We provide a list of selected key originators and their 
senior unsecured debt rating in Exhibit 2 below. With the issuance of unsecured debt, loans 
remain on the balance sheet and there is no transfer of risk. Unsecured bank debt is subject to 
bail-in under the European Bank Recovery and Resolution Directive (BRRD). 

» Covered bonds: Covered bonds are bank debt secured over a specific portfolio of assets on the 
balance sheet, typically mortgages or public assets, and rarely SME loans. Because covered bonds 
benefit from a security over assets pledged by the issuer, their creditworthiness is typically 
stronger than that of their issuer, and their rating higher than that of unsecured debt. In addition, 
unlike unsecured debt, covered bonds are excluded from mandatory bail-in under the BRRD 
regime for the resolution of bank failures.4 

» SME ABS: With securitisation, the assets backing the securities are transferred to an outside 
entity (typically a special purpose vehicle) or the risk is transferred via credit default swaps. In 
both instances, securitising assets improves balance sheet or risk ratios and potentially allows the 
funding of more loans. Because the risk of the securities depends not only on the assets but also 
on the structure of the debt, their creditworthiness may be much higher than that of the 
originating bank. For this reason, we can rate SME ABS with the strongest structures and 
creditworthy counterparties at the highest achievable rating for their country of issuance, without 
a full linkage to the rating of the originator. 

 
Exhibit 2 below shows the ratings of the main originators of SME ABS, who also typically perform 
other roles such as servicing. 

Originator Profile 

Originator Country Moody's rating5 

ABN AMRO Bank N.V. Netherlands A2/P-1 

Alpha Bank AE Greece Caa1/NP 

Banco Bilbao Vizcaya Argentaria, S.A. Spain Baa2/P-2 

Banco Popolare Societa Cooperativa Italy Ba3/NP 

Banco Popular Espanol, S.A. Spain Ba3/NP 

Banco Sabadell, S.A. Spain Ba2/NP 

Banco Santander S.A. (Spain) Spain Baa1/P-2 

Bankia, S.A. Spain B1/NP 

Belfius Bank SA/NV Belgium Baa1/P-2 

BNP Paribas Fortis SA/NV Belgium A2/P-1 

Caixabank Spain Baa3/P-3 

ING Bank N.V. Netherlands A2/P-1 

                                                                          
4  See “Moody’s  Approach to Rating Covered Bonds”, March 2014. 
5  Ratings as of 10 October 2014, please see www.moodys.com for updated ratings or use the hyperlink for each rated originator in the above table.   

https://www.moodys.com/credit-ratings/ABN-AMRO-Bank-NV-credit-rating-821735916
https://www.moodys.com/credit-ratings/Alpha-Bank-AE-credit-rating-600017604
https://www.moodys.com/credit-ratings/Banco-Bilbao-Vizcaya-Argentaria-SA-credit-rating-85515
https://www.moodys.com/credit-ratings/Banco-Popolare-Societa-Cooperativa-credit-rating-600022308
https://www.moodys.com/credit-ratings/Banco-Popular-Espanol-SA-credit-rating-600017911
https://www.moodys.com/credit-ratings/Banco-Sabadell-SA-credit-rating-600011156
https://www.moodys.com/credit-ratings/Banco-Santander-SA-Spain-credit-rating-383200
https://www.moodys.com/credit-ratings/Belfius-Bank-SANV-credit-rating-211175
https://www.moodys.com/credit-ratings/BNP-Paribas-Fortis-SANV-credit-rating-684350
https://www.moodys.com/credit-ratings/Caixabank-credit-rating-822151545
https://www.moodys.com/credit-ratings/ING-Bank-NV-credit-rating-542100
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF345822
http://www.moodys.com/
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Originator Country Moody's rating5 

ING Belgium SA/NV Belgium A2/P-1 

Lloyds Bank Plc United Kingdom A1/P-1 

MPS Capital Services Italy B1/NP 

UniCredit SpA Italy Baa2/P-2 

Banca Popolare di Bergamo S.p.A. Italy  

Source: Moody’s. Long-term senior unsecured rating and short-term issuer-level rating, Ratings as of 10 October 2014.  

Securitisation provides investors with tailored credit exposures to SMEs. Holdings of ABS backed by 
loans to SMEs provide investors with credit exposure to a diversified portfolio of SMEs, while 
retaining the ability to select different profiles of risk and return depending on the portion of the 
capital structure they invest in (see Exhibit 1). Indeed, as with any other structured financed securities, 
SME ABS are  typically offered in tranches that correspond to different risk levels, with senior bonds 
that can be structured to achieve the highest credit quality achievable for any bond in a given country 
of issuance, thanks to subordination from more junior notes and other forms of structural 
enhancement. As is also common with most securitisations, investors can select bonds that offer 
tailored repayment schedules, interest rate types or currencies, in addition to different risk and return 
profiles. Hence, SME ABS investors can target exposures tailored to their specific risk preferences, 
irrespective of the underlying credit risk of the collateral.  

Moreover, pools of loans underlying SME ABS typically provide investors with an exposure to a 
portfolio of companies that offers diversification across borrower types, industries, geographies and 
maturities (see Exhibit 3). For investors, SME ABS thus provides a way to gain exposure to a more 
tailored and diversified credit risk profile than a direct investment in corporate debt would. Hence, 
despite the cyclicality of many SME businesses, portfolio diversification and structural protection offer 
SME ABS investors the ability to obtain risk and return profiles similar to those available to investors 
in RMBS or ABS backed by other types of consumer receivables. 

https://www.moodys.com/credit-ratings/ING-Belgium-SANV-credit-rating-90450
https://www.moodys.com/credit-ratings/Lloyds-Bank-Plc-credit-rating-449565
https://www.moodys.com/credit-ratings/MPS-Capital-Services-credit-rating-600066938
https://www.moodys.com/credit-ratings/UniCredit-SpA-credit-rating-212250
https://www.moodys.com/credit-ratings/Banca-Popolare-di-Bergamo-SpA-credit-rating-822080105
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Portfolio Description 

EXHIBIT 3 

SME ABS allow investors to gain exposure to loan portfolios diversified across obligors, maturities, industries, geographies6 

Borrower related aspects: 

Borrower Type and Size  Predominantly microenterprises (i.e., with a turnover below €1 million) and SMEs. These may include self-employed 
individuals. Public entities, non-profit organisations, start-up companies (with a short tenure since foundation date) - 
SPVs as borrowers are usually excluded.  

Contract-related aspects: 

Loan or lease type  Fully drawn loans with recourse to an operating company (this definition excludes construction loans in particular). Some 
transaction portfolios also include short-term credit facilities as well as equipment leases7. 

Maturity  Tenor depends on whether the loans are collateralised. Unsecured loans tend to have a maturity of 1-5 years, while 
mortgage loans are extended for a longer horizon of typically 5-15 years and in some cases even up to 30 years.  

Amortisation Profile  Predominantly amortising loans with a fixed repayment schedule (typically, “French amortisation” with a fixed 
installment up to maturity date) and some bullet loans. Typically, short-term credit facilities provide for a bullet 
repayment at maturity date. 

Payment frequency  Mainly monthly, quarterly or semi-annually. 

Interest rate  Fixed or floating interest rates, depending on the country and the products offered by the originator.  

Collateral related aspects: 

Collateral  Loans may be secured by first or higher ranking lien mortgage on commercial or residential real estate property, or a 
combination thereof. Otherwise, loans and leases may be unsecured or benefit from personal (or third party) guarantees.  

Portfolio composition/concentration:  

Granularity  The number of debtors is on average 10,000. The largest borrower and the top 10 borrowers generally represent around 
1.5% and 10% of the pool, respectively. Lease portfolios can be even more diversified. 

Industry Diversification  Generally, industry diversity exists within the securitised pools. Certain concentrations might result from the originator’s 
strategy and regional activities, or transaction-specific criteria. The first, second and third sectors (according to our 
industry classification) typically represent 25%-35%, 10%-15% and around 8% of the total portfolio, respectively. 
Concentrations in certain industry sectors vary by country or originator. The sectors most commonly subject to elevated 
concentrations are: building and real estate, beverage, food & tobacco, hotel, gaming & leisure and capital equipment.  

Geographical Diversification  Portfolios usually comprise SMEs domiciled in a single country and spread out across different regions within the country. 
Transaction-specific geographical borrower concentration depends on (1) the originator’s presence within the country 
(local bank vs. national / international bank); (2) the concentration of economic activities in certain regions within the 
country and 3) selection criteria for securitisation. On average, the top region accounts for around 30% of a portfolio. 
However, this percentage could be up to 100% for portfolios originated by smaller regional banks.  

Collateral And Rating Performance 

SME securitisations appear stronger now than they did before the crisis 

Despite the effects of weakened fundamentals, the asset class performed well over the crisis. Despite the 
global downturn and the recession affecting many European countries, and a related increase in 
corporate insolvencies for the largest SME ABS jurisdictions (Exhibit 4), in addition to steep decreases 
on real estate markets for some of these jurisdictions, none of the senior notes in European ABS - 
including ABS SMEs - that we rated Aaa (sf) incurred, or are expected to incur, principal losses. With 

                                                                          
6   The table is based on the typical characteristics of securitised EMEA SME backed by loan portfolios. Specific portfolio or loan characteristics that are not listed in the 

exhibit may require specific consideration and adjustments in our assumptions, in addition to those listed in this report.  
7 Please see footnote 2. 
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the main exception of some Spanish SME ABS that suffered from the severe economic downturn in 
Spain, the European SME ABS sector registered low levels of losses between 2007 and 2014.8 

EXHIBIT 4 

Corporate insolvencies increased significantly in key SME ABS markets during the crisis 

 
Source: CreditReform 

 
Exhibit 5 shows cumulative loss rates for European SME ABS over a five-year horizon by initial rating 
category between January 2007 and March 2014. The losses that appear in the table are either realised 
or expected.9 A few initially investment grade-rated SME ABS tranches became impaired, mainly in 
Spain where the economic crisis had an impact on asset performance. Italian and German SME ABS 
experienced no impairment over the period and for UK SME ABS only tranches in the Ba category 
became impaired. Over the period, only two tranches of notes in two transactions experienced 
principal losses. Senior classes did not incur any loss of principal or interest because of the protections 
that subordination and other structural features provide. 

EXHIBIT 5 

      Few highly rated SME ABS became impaired between 2007 and 2014 
SME 

      Rtg Cat. \ Horizon Avg. Counts 1 Yr 2 Yr 3 Yr 4 Yr 5 Yr 

Aaa 175 0.00% 0.00% 0.00% 0.00% 0.00% 

Aa 75 0.00% 0.00% 0.00% 0.00% 0.00% 

A 115 0.14% 0.35% 0.53% 0.53% 0.53% 

Baa 93 0.70% 1.56% 2.14% 2.60% 3.77% 

Ba 58 0.54% 1.25% 1.53% 1.53% 1.91% 

B 31 0.53% 1.33% 1.81% 1.81% 1.81% 

Caa 24 2.18% 5.12% 8.91% 13.68% 20.72% 

Ca_C 16 13.04% 24.44% 32.87% 36.19% 39.79% 

Source: Moody’s Investors Service; January 2007 to March 2014. 

Despite their exposure to cyclical sectors such as building and real estate that particularly suffered from 
the combination of the recession and large drops in real estate prices, the credit performance of 

                                                                          
8  See “Performance of Moody’s Rated ABS and RMBS Transactions in EMEA, 2007-2014”, July 2014 and “European ABS and RMBS: Historical Resilience Will 

Continue Beyond 2014”, June 2014. 
9  Impairments track either (1) actual payment shortfalls (including principal loss, interest shortfall or distressed exchange) and (2) downgrades to Ca/C without any 

realised losses of tranches initially rated above Caa. 
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portfolios backing SME ABS has demonstrated more resilience than the general economy. Low 
exposures to real estate developers and the absence of construction loans partially explain this relative 
performance. For most markets and our SME loan and lease index as a whole, delinquencies over 90 
days10 have been decreasing since their 2012 peak (see Exhibit 6), although losses could still rise for 
some existing transactions.  

EXHIBIT 6 

The index of delinquencies over 90 days has steadily decreased since 2012 

 
Source: Moody's Investors Service, periodic investor/servicer reports 

Outlook 

Our outlook for European SME ABS has improved  

The economic outlook for key markets such as Spain has improved, as reflected in recent sovereign 
rating upgrades.11 All of our European SME collateral outlooks are now stable, after we updated our 
outlooks for Spain and Italy, which were previously negative (see Exhibit 4). Our collateral outlooks 
reflect our view on expected performance outlook over the next 12 to 18 months. 

EXHIBIT 7 

Collateral performance outlooks for SME ABS improved in 201412 
Positive=green, stable=blue, negative =red 

Country Asset July 2014 Outlook Previous Outlook (Dec 13) 

Germany Auto and Consumer Loan ABS Stable Stable  

ABS SME Stable Stable  

RMBS Stable Stable  

Italy Auto and Consumer Loan ABS Stable Stable  

Leasing/ABS SME Stable Negative  

 RMBS Stable Stable 

Spain Consumer Loan ABS Stable Negative  

SME and Leasing ABS Stable Negative  

RMBS Stable Negative  

Source: Moody’s Investors Service 
                                                                          
10 Delinquencies over 90 days are one of the various measures of portfolio performance that we track. However, default definitions vary according to jurisdictions and 

transactions, and may not correspond to 90 day delinquencies. For more performance measures, please see our “EMEA SME loan and lease indices” on 
www.moodys.com 

11  See for instance https://www.moodys.com/research/Moodys-upgrades-Spains-government-bond-rating-to-Baa2-assigns-positive--PR_292078.  
12  This table shows performance outlooks only for markets for which we publish an ABS SME collateral outlook.  For our complete list of performance collateral outlooks, 

see “European RMBS and ABS: A Mid-Year Sector Update”, July 24, 2014.  
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As Europe’s economy continues to stabilise, and credit enhancement builds up with portfolio 
amortisation for older transactions, we expect a decrease in the number of notes likely to incur 
principal losses. Improved structural protections, such as higher credit enhancement, and more 
stringent mechanisms against counterparty risks reduce the likelihood of notes in newly structured or 
restructured European ABS and RMBS transactions incurring principal losses.  

Government and Policy Initiatives 

Several national or pan-European initiatives have further strengthened the asset class 

European governments or supranational entities have introduced a number of initiatives designed to 
support SME lending and create a viable securitisation market.13 Generally, because of several 
initiatives designed to increase market transparency, the supply, quality and comparability of credit 
data across asset classes, whether at the debtor or securitisation level, has improved.  

Improved borrower data is credit positive because it allows underwriters and investors to detect risks in 
a more effective and timely manner, which in turn helps reduce defaults and increase recoveries on 
defaulted loans. Regulatory initiatives have lead to an increase in transparency and data 
standardisation, which, in turn, can help the credit supply. For instance, in 2013 the ECB defined new 
data templates for ABS and RMBS securitisations with the goal of improving the transparency and 
comparability of credit information. While the ECB has defined the standards for transactions to be 
eligible as repo collateral, such standards are likely to spill over to transactions that originators place in 
the private market rather than those that banks retain. For all these improvements, however, a number 
of key statistics that national or supranational bodies provide remain available only at an aggregation 
level that does not distinguish SMEs from larger non-financial firms. 

The ECB, other supranational entities or national governments have taken other initiatives aimed to 
improve the supply of credit to SMEs through measures that supported the development of 
securitization or direct lending to SMEs.  

Issuance 

Despite the strong performance of the asset class, European ABS SME volumes remain muted 

European ABS SME have declined to historically low levels of issuance. Throughout the crisis, 
European ABS SME issuance volumes have ebbed and flowed in parallel with those of other ABS 
securities, which experienced a sharp decline over the past three years (Exhibit 8 distinguishes SME 
ABS and other ABS). Between 2012 and 2013, ABS SME issuance levels even decreased faster than 
those of the overall ABS market. In addition, for the overall European securitization market in 2013, 
the volume of issuance that was retained (EUR 104.5 billion) continued to exceed that placed with 
investors (EUR 76.4 billion) 14. European SME ABS volumes seem low as a proportion of the total 
lending to non-financial firms (less than 3%) when compared with RMBS volumes as a proportion of 
total residential lending (approximately 22%)15.  

                                                                          
13  See “The case for a better functioning securitisation market in the European Union,” Sections 13, 89, 90, 14, and 91.   
14  Source: Association for Financial Markets in Europe (AFME).  
15  Moody’s calculation based on data as of end-2013 from AFME and the ECB on outstanding amounts. Please note that the data does not relate specifically to SMEs. 
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EXHIBIT 8 

European Structured Finance Issuance – SME Securitisations Levels Still Low and Declining  
(€ billion) 

 
Source: Moody’s Investor Service, AFME 

 
European SME ABS remains largely concentrated in Italy and Spain. Spain and Italy dominate the 
European ABS SME market (Exhibit 8), especially if looking at the number of transactions. There 
have been larger but fewer Dutch and Belgium ABS SME transactions.  

EXHIBIT 9 

Spain and Italy remain the largest SME ABS markets by transaction numbers 
Outstanding Transaction Number per country (%) 

 

Total Outstanding Balance by country (%)  

 
Source: Moody’s rated transactions, as of July 2013 

 
Costs relative to other funding sources continue to curb issuance volumes. Despite initiatives intended 
to support SME-backed securities, uncertainty surrounding the ultimate details of the regulatory 
framework for securitisation makes European investors cautious. The capital requirements for 
structured finance investments are particularly high relative to those applied to other debt instruments 
of similar credit risk, such as covered bonds. The general market sentiment is that the capital 
requirements for securitisations serve as a barrier to the market’s expansion. 
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Key Risks and Methodology 

Collateral quality, including portfolio concentrations, and structural features are key 
drivers of credit risk for ABS SME   

Our rating analysis of SME-backed securitisations includes both quantitative and qualitative 
elements. The main drivers of our quantitative analysis are our projections of the future losses on 
the underlying assets, which depends on the asset default rate and the recovery rate on assets that 
default. 

The credit quality of the SME loan portfolio drives our default and recovery analysis and includes 
and an assessment of: 

» the credit risk of each obligor taken in isolation 

» the type and amount of collateral (e.g., real estate properties) securing each securitised 
receivable 

» the portfolio composition in terms of obligor, regional and industry concentrations, which 
determine the dependencies between the default probabilities and severities of each obligor, a 
key determinant of credit risk for the different classes of securities 

The approach that we take to determine the probabilities of the asset default scenarios depends 
largely on the data available and on the granularity and diversification of the pool. For example, 
when historical data is limited, we typically use individual borrower/loan data (derived from 
various sources such as credit estimates, mappings of bank’s internal ratings, our SME top-down 
approach or commercial mortgage-backed security (CMBS) type analysis) to determine the default 
distribution.  

In our “top-down” approach, we determine the probability of a default by a single SME obligor 
based, first on a country-specific assumption and then on a series of adjustment to take account of 
other credit characteristics (see Exhibit 10). These credit considerations take into account, among 
other: 

» the projected macroeconomic environment for a specific country and activity sector  

» the receivable originator’s specific underwriting and servicing policies 

» the nature of the receivables securitised (e.g., loans versus short-term facilities) including their 
tenure, repayment profile, etc. 
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16   

                                                                          
16   Please see moodys.com for the most updated rating information (via the links provided in the above table). 

EXHIBIT 10 

SME Top-Down Approach at a Glance – European Example 

Roadmap for PD assumption in rating SME securitizations 
Potential impact of each step 

on single loan level 
Average impact on  
standard portfolio 

Step (1): Define Country-Specific Base Assumption for 
Standard SME 

Ba2-Ba3 in Europe 

Step (2): Portfolio Quality Adjustment [-4 / +4] notches [-2 / +1] notches 

Step (2.1): Underwriting /origination quality adjustment 

Step (2.2): Portfolio borrower composition adjustment 

Step (2.3): Loan-specific adjustments 

Step (2.4): Past performance / seasoning adjustments   

Step (3): Outlook Adjustment [-3 / +2] notches [-2 / +1] notches 

Step (3.1): Macro-cycle adjustment 

Step (3.2): Sector-specific cycle adjustment 

 
Structural features determine the overall credit risk of a transaction as well as that of each specific 
class of securities. As with any securitisation, irrespective of the underlying asset, specific features 
such as the priority of payment and forms of credit enhancement like reserve accounts, over-
collateralisation and cash-trapping mechanisms, triggers,  hedges, etc. determine the relative risk of 
each security issued in an ABS SME. For transactions with a revolving period, the ability to 
replenish the portfolio with new loans makes the analysis of the transaction collateral quality 
contingent on eligibility criteria, and not just the initial portfolio composition.  

Counterparty and legal risks also key components of credit quality. As with any securitisation, the 
extent to which non-performance by any counterparty in a transaction could pose risk to investors 
is a key component of our credit risk assessment. As part of that assessment, we analyse the role of 
the counterparty (e.g., servicing, cash management, swap counterparty), its ability to carry out its 
role, its operational and financial stability, and the back-up mechanisms that the transaction 
incorporates to remediate the inability of a counterparty to perform its role. 

Similarly, the degree of protection the securities enjoy from the effects of a bankruptcy of their 
sponsor or issuer is also key. The potential effects of a bankruptcy include: delays in payments to 
investors, the trapping of assets pledged to the issuer in the estate of the bankrupt entity 
(commingling risk) or the loss of cash flows because of obligors setting off debt payments pledged 
to the issuer against deposits owed by the bankrupt entity (set off risk).  

Some of the components of sovereign risk affect not only the credit risk associated with the 
debtors of the receivables backing SME ABS transactions but also the risk of payment disruptions 
affecting the issuer itself.  

https://www.moodys.com/
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Moody’s Related Research 

» Credit-Insight-European-RMBS-ABS-Newsletter, September 2014. (SF380132) 

» EMEA-ABS-SME-loan-and-lease-Indices, September 2014 (SF380843) 

» European RMBS and ABS: A Mid-Year Sector Update, July 2014. (SF373727) 

» Performance of Moody’s Rated ABS and RMBS Transactions in EMEA, 2007-2014, July 2014 
(SF387384) 

» European ABS and RMBS: Historical Resilience Will Continue Beyond 2014, June 2014. 
(SF367681) 

» Moody’s  Approach to Rating Covered Bonds, March 2014.(SF345822) 

» Moody's Approach to Rating EMEA Auto Lease ABS Exposed to Residual Value Risk, February 
2014 (SF358910). 

» Moody’s Global Approach to Rating SME Balance Sheet Securitizations, January 2014 
(SF350183) 

» Moody’s Approach to Rating ABS Backed by Equipment Leases and Loans, December 2013 
(SF345885). 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 

 

Moody’s publishes a weekly summary of structured finance credit, ratings and methodologies, available 
to all registered users of our website, at www.moodys.com/SFQuickCheck. 
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