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Definitive Ratings 

Series Rating 
Amount 
(Million) % Of Notes 

Legal Final 
Maturity Coupon Subordination* Reserve Fund** 

A A1 (sf) €3,200 77.6% April 2035 3.00% 20% 3.1% 
B NR €924 22.4% April 2037 4.5 % 0.00% 3.1% 
Total  €4,124.00 100.00     

The ratings address the expected loss posed to investors by the legal final maturity. In Moody’s opinion the structure allows for timely 
payment of interest and ultimate payment of principal at par on or before the rated final legal maturity date. Moody’s ratings address 
only the credit risks associated with the transaction. Other non-credit risks have not been addressed, but may have a significant effect 
on yield to investors.  

*  At close, as a % of total assets. Total notes represent 103.1% of the total assets.     

**  As  a % of total assets. Total notes represent 103.1% of the total assets.     

 
V Score for the sector (Belgium SME): Medium 
V Score for the subject transaction: Medium 
 
The subject transaction is a static cash securitisation of loans extended to obligors located in 
Belgium. The portfolio consists of business and investments loans with fixed final maturity 
granted to micro, small and medium businesses. 

Asset Summary (Cut off date as of 31/1/2012)  

Seller(s)/Originator(s): Belfius SA (ex Dexia Bank Belgium NV/SA) (“Belfius”) (A3 on watch direction uncertain/P-1 on 
watch for downgrade) 

Servicer(s): Belfius 
Receivables: Loans to Belgian Micro, Small and Medium Enterprises 
Methodology Used: » 

» 

Refining the ABS SME Approach: Moody’s Probability of Default Assumptions In The Rating 
Analysis of Granular Small and Mid-sized Enterprise portfolios in EMEA, March 2009 
(SF141058) 

» 

Moody’s Approach to Rating Granular SME Transactions in EURope, Middle East and Africa, 
June 2007 (SF90890) 

» 

V Score and Parameter Sensitivities in the EMEA Small-to-Medium Enterprise ABS Sector 
(SF155092) 

» 
Historical Default Data Analysis for ABS Transactions in EMEA, December 2005 (SF64042) 

 
Moody’s Approach to Rating the CDOs of SMEs in Europe, February 2007 (SF90480)  

Total Amount: € 4,000,000,000 *** as of closing date (€ 4,228,014,860 as of cut-off date 31-01-2012) 
Length of Revolving 
Period: 

n/a, static portfolio 

Number of Borrowers: 38,743 
Number of Borrower 
Groups: 

37,380 

Number of Assets: 60,546 
Effective Number: 3,474 (at borrower level) 

 *** Closing portfolio comprises of € 3,871,148,718.57 of loans. The difference of €4,000,000,000  and the total loan principal will be 
available to repay the notes on the first payment date.
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Asset Summary (continued) 

WA Remaining Term: 9.60 years 
WA Seasoning: 3.48 years 
WAL of Portfolio in Years: 5.56 years 
Interest Basis: 98.96% fixed rate, 1.04% floating rate loans  
WA Current Collateral Ratio: 76% if we consider mortgage (assuming collateral is first to benefit of the issuer excluding mortgage mandates) 
Delinquency Status: No loans in arrears 
Historical Portfolio Performance Data  
Default Rate Observed:  3.15% (extrapolated data from 2000 to 2009) 
Recovery Rate Observed: 73% (extrapolated cumulative data from 2003 to 2011) 

Liabilities, Credit Enhancement and Liquidity 

Excess Spread at Closing: 1.56%  
Credit Enhancement: Subordination from Class B notes and the Reserve Fund 
Form of Liquidity: Reserve Fund, no Liquidity Facility 
Number of Interest Payments Covered 
by Liquidity: 

n/a  

Interest Payments: Monthly in arrears on each payment date 
Principal Payments: Monthly 
Payment Dates: 24th of each month  

First payment date: 24 July 2012 
Hedging Arrangements: none  

Counterparties  

Issuer: Mercurius Funding SA/NV (Institutionele VBS naar Belgisch recht, acting through its Compartment Mercurius-1)   
Sellers/Originators: Belfius 
Servicer(s): Belfius 
Back-up Servicer(s): Appointment of a back-up servicer if Belfius is downgraded below Baa3 within 180 days (no transfer of servicing until 

termination of servicer) 
Back-up Servicer Facilitator(s): Appointment of a back-up servicer facilitator if Belfius is downgraded below Baa3 within 20 days 
Cash Manager: Belfius  
Back-up Cash Manager: No back-up Administrator 
Calculation Agent/Computational 
agent: 

Belfius 

Back-up Calculation/Computational 
Agent: 

N/A 

Swap Counterparty: N/A 
Issuer Account Bank: Belfius 
Collection Account Bank: Belfius 
Paying Agent: Belfius 
Security Trustee: Stichting Security Agent Mercurius 
Issuer Administrator/Corporate Service 
Provider: 

Belfius 

Arranger: Belfius 
Lead Manager(s): N/A 
Liquidity provider: N/A 
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Moody’s View  

Rating  Belgium : Aa3/P-1 
Outlook for the Sector: Negative 
  
Unique Feature:  Asset type and structure previously seen in the market. 
Degree of Linkage to Originator: This transaction has rating linkage to Belfius since Belfius services the portfolio, holds the collection account, the issuer account, 

and there is exposure to set-off risk. There are suitable triggers in place to partially mitigate this risk.  
Originator’s Securitisation History:  
# of Precedent Transactions in Sector: None 

% of Book Securitised: Apprx. 35% 
Behaviour of Precedent Transactions: Performance for other Belgian SME transaction have been roughly in line with expectations so far 
Key Differences Between Subject and 
Precedent Transactions: 

N/A  

  
Portfolio Relative Performance:  
Default Rate Assumed/Ranking: 14.67%/NA 
Coefficient of Variation Assumed on 
Default Rate/Ranking: 

47%/NA 

Recovery Rate Assumed/Ranking: 45% /NA 

Parameter Sensitivities for the Class A Notes 

Table Interpretation:  At the time the rating was assigned, the model output indicated that Class A would have achieved a A2 model output even if the 
cumulative mean default probability (DP) had been as high as 16.67%, and the recovery rate as low as 40.00% (all other factors 
being constant). 

Factors Which Could Lead to a 
Downgrade: 

In addition to the counterparty linkage, the following factor may have a significant impact on the subject transaction’s ratings: 
significant deterioration of the credit quality of the borrower of the underlying collateral of the transaction and of the recovery 
rate following a deterioration of the real estate market.  

 
TABLE 1* 

Class A 
  Recovery Rate 

  40.0% 45.0% 50.0% 

Mean  
Default 

12.67% A1 (0) Aa3 (+1) Aa2 (+2) 
14.67% A2 (-1) A1* Aa2 (+2) 
16.67% A2 (-1) A1 (0) Aa3 (+1) 

- Results under base case assumptions indicated by asterisk ' * '.  

- Change in model output (# of notches) is noted in parentheses. 

- Results are model-indicated ratings, which are one of the many inputs considered by rating committees, which take quantitative and qualitative factors into account in determining actual 
ratings. The analysis assumes that the deal has not aged. The model does not intend to measure how the rating of the security might migrate over time, but rather, how the initial rating of 
the security might have differed if key rating input parameters were varied.  



 

 
4 MAY 7, 2012 NEW ISSUE REPORT: MERCURIUS FUNDING SA/NV 
 

ASSET-BACKED SECURITIES 
 

Composite V Score 

Breakdown Of The V Scores Assigned To Sector 
Trans-
Action Remarks 

Composite Score: Low (L), Low/Medium (L/M), Medium (M), Medium/High (M/H), or High (H)  

      M M  
1 Sector Historical Data Adequacy and Performance Variability M M  
  1.1 Quality of Historical Data for the Sector M M » Sector: Approximately 10 years of performance data 

available on the market. 
  1.2 Sector's Historical Performance Variability M M » Sector: Strong historical performance, but the number 

of deals is fairly limited, which reduces the reliability 
of the data. 

  1.3 Sector's Historical Downgrade Rate M M » Sector: Transaction sample is too low to discriminate. 
2 Issuer/Sponsor/Originator Historical Data Adequacy, Performance 

Variability and Quality of Disclosure 
M M  

  2.1 Quality of Historical Data for the Issuer/Sponsor/ Originator M M » Sector: Same as 1.1 
» Transaction: Historical vintage default data since 

2004 completed with dynamic delinquent data since 
2004, information on internal ratings (incl. the most 
recent migration matrix) and historical data for 
recovery rate and prepayment. 

  2.2 Issuer/Sponsor/Originator's Historical Performance Variability M M » Sector: Same as 1.2 
» Transaction: Validation of internal rating point to need 

for a recalibration. 
  2.3 Disclosure of Securitization Collateral Pool Characteristics L/M M » Sector & Transaction: Portfolio information is very 

detailed and of good quality. Transaction:  audit info 
provided for end of 2011. 

  2.4 Disclosure of Securitization Performance L/M L/M » Sector and Transaction: Detailed servicer report and 
adequate loan-by-loan information. 

3 Complexity and Market Value Sensitivity M M  
  3.1 Transaction Complexity M M » Sector: Synthetic structure of many deals mean the 

transactions are not particularly complex 
» Transaction: The transaction is structured as a True 

Sale however the structure is relatively simple with 
sequential waterfalls. 

  3.2 Analytic Complexity M M » Sector and Transaction: Typical SME analysis with no 
additional complexity from the structure. Relatively 
complex set-off risk analysis 

  3.3 Market Value Sensitivity M L/M » Sector : Significant exposure to security on real estate 
properties, which linked with pro-cyclical nature of 
SME, increase the possible negative impact of asset 
liquidation. 

» Transaction: Portfolio poorly collateralized by real 
estate properties, so limited sensitivity to the pro-
cyclicality on the real estate market. Repurchase of 
defaulted assets sensitive to recovery levels, however 
limited to first 2.5% of repurchases 

4 Governance L/M L/M  
  4.1 Experience of, Arrangements Among and Oversight of Transaction 

Parties 
L/M L/M » Sector: Experienced transaction parties (securitisation 

exists for more than the years although remained 
limited until 2006). Each transaction party’s 
responsibilities are clearly specified in the transaction 
documents. 

» Transaction: In line with sector (although 
securitisation experience is limited in Belgium, 
arrangers experienced in other asset class like RMBS).   

  4.2 Back-up Servicer Arrangement L L » Sector: Investment grade servicer. 
» Transaction: In line with sector (investment grade 

rated servicer plus back-up servicer appointment upon 
breach of rating trigger). 

  4.3 Alignment of Interests L/M L/M » Sector: Subordinated tranches usually retained by the 
originator. 

» Transaction: Class B partially retained by Belfius. 
Deferred Purchase Price (excess interest and principal 
proceeds paid back to Dexia) 

  4.4 Legal, Regulatory, or Other Uncertainty L/M L/M » Sector & Transaction: Securitisation law and legal 
framework clearly codified and relatively stable (law 
improved in 2006). Between five and ten years of 
history of securitisation structures. 
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Strengths and Concerns 

Strengths: 

» Portfolio composition: The securitised portfolio is 
highly granular with the largest 10 and 20 largest 
borrowers representing 2.47% and 4.24% respectively. 
The portfolio’s effective number at borrower level is 
3,474 computed on the provisional portfolio. No loans 
in arrears are included in the final portfolio.  

» Back-up servicing: The servicer will identify a stand-by 
and back-up servicer if Belfius is downgraded below 
Baa3. At this stage, the back-up servicer will enter into 
a stand-by and back-up servicer arrangement. A back-
up servicing facilitator will also be appointed. 

» Collection Account: Obligors will be notified early on 
to redirect payments once Belfius is downgraded below 
Ba1 to an account opened in the name of the Issuer. 
This account has a P-2 rating trigger (see also 
Commingling Risk)  

» Portfolio audit prior to closing: An audit has been 
performed on the provisional portfolio by an 
independent auditor.   

» No revolving period: The transaction has a static 
portfolio with no additional loans allowed following 
the closing date. The noteholders will therefore not be 
exposed to additional losses.  

 

Concerns and Mitigants: 

Moody’s committees particularly focused on the following 
factors, listed in order of those most likely to affect the 
ratings: 

» Set-off risk: The transaction is exposed to set off risk, 
prior to or after notification of the transfer mainly on 
savings/current accounts held by the borrowers. This is 
mitigated by the monitoring of potential set-off 
exposure, the early notification to the borrowers and a 
set-off cash reserve to be put in place by the originator 
if certain rating triggers are breached. The amount to 
be credited in the reserve account is likely to be less 
than the actual set-off exposure which is mitigated by 
modeling partial collateralization of the exposure. 

» No liquidity facility: There is no liquidity facility 
provided in the transaction. However, principal 
proceeds may be used to pay interest on the class A 
notes if there is a shortfall of interest proceeds.   

» Financial strength of Belfius: Belfius is acting as 
originator and servicer in the transaction and is rated 
A3/P-1 on watch with direction uncertain following its 
acquisition by the Belgian state in late 2011. Even 

though the current rating limits the deal exposure to 
operational issues, including the likelihood of servicing 
interruption, a potential multi notch downgrade could 
introduce a certain level of uncertainty.    

» Exposure to real estate: Approximately 32% of the 
initial portfolio is exposed to the building and real 
estate sector (according to Moody’s industry 
classification). Furthermore, apprx. 14% of the 
portfolio loans have been extended to finance the 
acquisition of land and/or construct new buildings. 
This feature has been taken into account in Moody’s 
quantitative analysis as explained under “Credit 
Analysis”.  

» Portfolio security and shared mortgage: 62% of the 
portfolio benefit from a first lien mortgage security 
with a smaller portion benefiting from mortgage 
mandate as security. In Moody’s view, a mortgage 
mandate is a weaker mortgage receivable security than a 
mortgage as it does not ensure the claim ranking. 
Moody’s has taken these elements into account in its 
asset loss analysis. 

» Resettable loans: Certain loans may experience 
contractual reset of the interest rate payable on pre-
defined reset dates. Potential decreases can result in 
reduced interest proceeds available for application in 
the interest waterfall.  Moody’s modeled lower interest 
proceeds by 25% on such loans as a result of analyzing  
the historical evolution of reference rates and other 
factors affecting the magnitude of  interest rate changes 
due to contractual resets. 

» Economic conditions: The weak economic prospects in 
Europe, negative GDP growth since the end of 2011 
and potential rising insolvencies in Belgium are likely 
to drive up loans in arrears in the short to medium 
term. This risk was treated in Moody’s quantitative 
analysis as further explained under “Credit Analysis”.  

» Linkage to Belfius: Belfius is acting as originator, servicer, 
collection account bank and issuer account bank, There 
are suitable replacement triggers as well as collateral 
posting requirements in place to mitigate this risk. 

» Commingling risk: Commingling risk on collections is 
mitigated - to a limited degree - by (i) the rating of the 
servicer at closing, (ii) by the sweep of collections on a 
daily basis from the servicer collection account into the 
Issuer Collection Account, (iii) the mechanism of 
redirection of payment under further trigger 
downgrade (below Ba1). 
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Structure, Legal Aspects and Associated Risks 

CHART 1 

Structure Chart 

 
 

 
 

Liabilities: 

Description of transaction structure: The issuer will purchase 
the portfolio by issuing two classes of notes, the Class A notes 
(rated) and the Class B notes (unrated). The receivables to be 
sold by the seller will result from loans granted to borrowers, 
which loans (i) may have the benefit of one or more security 
interests; (ii) are entered into by the seller and the relevant 
borrowers; and (iii) are subject to the sale asset warranties set 
forth in the receivables purchase agreement. 

The credit enhancement to the structure is provided through 
subordination from the notes and reserve fund.  

The portfolio is static and there is therefore no revolving 
period. The issuer may not purchase new receivables or 
replenish existing ones. 

Allocation of payments/pre-accelerated interest waterfall: 
On each monthly payment date, the issuer’s available funds 
(i.e. interest amounts received from the portfolio, the reserve 
fund, interest earned on the issuer’s account, the net proceeds 
of foreclosure procedure not related to principal) will be 
applied in the following simplified order of priority: 

1. Senior expenses;   

2. interest on Class A; 

3. replenishment of the Reserve Fund up to 1.2%; 

4. Class A PDL; 

5. Class B PDL; 

6. replenishment of the Reserve Fund up to 3.6% (or 3.1% 
if Class A has amortised by more than 50%); 

7. interest on Class B; 

8. excess paid to Belfius (Deferred Purchase Price) 

Allocation of payments/ pre-accelerated principal waterfall: 
On each monthly payment date, the principal amounts 
received from the portfolio (e.g. prepayments, repayments, 
repurchased loans) will be applied in the following simplified 
order of priority: 

1. Principal repayment of the Class A Notes;  

2. Principal repayment of the Class B Notes;  

3.  Excess paid to Belfius (Deferred Purchase Price) 

Allocation of payments/PDL-like mechanism: A PDL tracks 
the expected and realised losses as calculated internally by the 
servicer (Loan Reductions). The Loan Reductions relate to 
loans which are delinquent for at least 90 days or are in other 
default related status. They are updated based on the 
calculations of the servicer in its daily operations and 
represent the amount needed to cover estimated losses, or if 
applicable, the realized loss in relation to such defaulted loans. 

Optional Redemption: from the payment date falling in May 
2015 and on each payment date thereafter the issuer will have 
the option to redeem all the notes, provided the Class A Notes 
can be redeemed in full following the sale of all the receivables.  

Other early redemption : (i) clean up call when the aggregate 
outstanding of the notes is less than 10% of the outstanding 
of the notes at closing; (ii) tax reasons; (iii) change of law; and 
(iv) regulatory changes.   

Defaulted loans: loan which is in arrears for 90 days or more. 

Mercurius NV / SA
(Compartment Mercurius I)

(Issuer)
Belfius
(Seller) Noteholders

Terms & 
Conditions

SME Loan Sale 
Agreement

Collateral
Parallel Debt
Agreement and Pledge 
Agreement

Stichting Security Agent 
Mercurius

(Security Agent)
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Reserve fund: The reserve fund will be funded up front for 
an amount equal to 124,000,000 EUR (representing 3.1% 
of the principal outstanding on the loan portfolio at 
closing), in an account maintained with Belfius. It will then 
be replenished on every monthly payment date in two 
stages through the interest proceeds as outlined above.  

Timely Payment of Interest: The structure allows for the 
usage of principal collections to cover for interest payments 
on the Class A notes in the scenarios whereby the interest 
collections are less than the interest due to Class A.  
 

Assets: 

Asset transfer: True sale in respect of the loan receivables 
under Belgian law according to a legal opinion received by 
Moody’s. 

Status of the vehicle: Mercurius NV/SA is an investment 
company (Institutional Vennootschap voor Belegging in 
Schuldvorderingen, V.B.S). The institutional status of a 
V.B.S depends on the institutional (or professional) status 
of its underlying investors. As the loss of the institutional 
V.B.S status could have a material tax burden and serious 
legal implications (e.g. for mortgage loans), it is important 
to ensure that the institutional status of both investors and 
the SPV is maintained over the life of the transaction. 
Moody’s relied on the legal opinion provided by the 
counsel of the transaction to get comfortable that the 
institutional status of the V.B.S will be maintained over the 
life of the transaction. 

Repurchase of receivables: The seller is obliged to 
repurchase receivables for which its representations and 
warranties are proved untrue at closing for a price 
equivalent to the principal outstanding amount of the loan 
plus the accrued interests.  

Permitted variations: Loan modifications are possible but 
are subject to the following conditions, amongst others: 

» The balance of the affected loan will not be reduced 
other than via a payment; 

» maturity extensions will not be by more than 3 years, 
will not affect more than 7% of the initial portfolio 
notional, and will not result in a loan maturing later 
than 4 years prior to the final maturity date of the rated 
notes; 

» interest rate variations (excluding resettable and 
floating loans) will be market conform and will not 
result in an interest rate less than 3.5%; 

» no change to the interest periodicity of resettable loans; 

» Will not cause any of the loan sale warranties to be 
invalid.   

Any loan with an amendment classified as a non-permitted 
variation will have to be repurchased by the next payment 
date at a price equivalent to the principal outstanding 
amount of the loan plus accrued interest and relevant 
repurchase expenses, minus loan reductions due to default 
related losses. 

All sum mortgage: In respect of receivables secured by 
mortgages where the mortgage secures not only the 
securitised loan but also other existing liabilities of the 
borrower towards the originator (“All sum mortgage”), the 
seller has undertaken to subordinate its claims. However, 
such subordination may not be effective for non-securitised 
loans which already exist at the time of the assignment of 
the SME loans. 

Mitigant: When considering this risk in its quantitative 
analysis, Moody’s has assumed a pro-rata share of the 
recoveries between the securitized and non-securitised loans 
backed by mortgage. 

Interest rate: The vast majority of the loans pay interest on 
a fixed basis. Only a small minority of the loans pay floating 
interest (1.04% of the pool notional). The notes of the 
issuer will pay interest on a fixed basis, there is thus very 
limited mismatch of interest in the transaction.  

Mitigant:  Moody’s modeled the transaction assuming all 
loans are fixed, with the total interest rate paid by the 
floating loans fixed at current floating index plus spread.   

Resettable loans: Certain loans of the portfolio paying fixed 
rate interest, may experience contractual reset of the interest 
rate payable on pre-defined reset dates (usually every 3, 5 or 
10 years). The interest rates can move in both directions, 
with potential decreases resulting in reduced total interest 
proceeds available to the SPV for allocation subject to the 
interest priority of payments.  

Mitigant:  Moody’s analyzed the historical evolution of 
reference rates linked to the interest rate of resettable loans, 
other factors affecting the magnitude of  interest rate 
changes due to contractual resets as well as historical reset 
rates. The transaction was therefore modeled assuming the 
interest of each resettable loan will decrease by 25% on the 
first reset date of the respective loans.  

Cash commingling: All of the payments under the loans are 
collected by Belfius acting as servicer into the seller cash 
collection account at Belfius. 

Mitigant: Moody’s considers that commingling risk is 
mitigated by the following: (i) the collection account is a 
dedicated account into which only funds from the 
securitisation will be deposited; (ii) the seller will transfer all 
amounts of interest and principal received by the seller in 
respect of the loans to the issuer account on a daily basis. 
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Set-off: Until notice of assignment is given, borrowers may 
set-off their deposits (current accounts, saving and term 
deposits, the present value of their derivates (very limited 
exposures) and their Dexia  Bank Belgium bonds) against 
securitised loans to the extent that both assets and loan 
payments are due and payable. After insolvency of the 
originator, no further right to set-off will arise unless both 
debts are closely connected. In any case, no further right to 
set-off will arise after notice of assignment.  

After notice of assignment, a borrower can still invoke 
rights of set off but only between (i) the amounts due and 
payable to Belfius under the loan receivable before 
notification; and (ii) its claim on e.g. savings accounts or 
deposits due and held with Belfius. Under this situation, 
the exposure of the issuer to set-off risk should never exceed 
one month of collections.  
Mitigant:  
The notice of assignment will be triggered if the servicer’s 
rating falls below Ba1. In case the borrower invokes a right 
of set-off, the seller has committed itself to indemnify the 
issuer for the missing amounts.  

Defence of non-performance and compensation scheme:  
Under Belgian law, in certain circumstances when a 
creditor defaults, a debtor may invoke the defence of non-
performance. Under this, the borrower would be entitled to 
suspend payment of its obligations to its counterparty.  

Defense of non-performance may be asserted by borrowers 
even after insolvency/notice of assignment, provided there is 
a close interrelationship between the two debts. An author 
has argued that the necessary interrelationship may be 
established if the loan agreement contains certain clauses 
such as a set-off clause in favor of the bank. Moody’s has 
considered that there is indeed a possibility that borrowers 
may assert the defence of non-performance to set-off their 
deposit amount with their loan amount upon Belfius’ 
bankruptcy.  

The Belgian compensation scheme: 

Borrowers may prefer to make a claim with the Belgian 
compensation scheme for amounts in deposits up to EUR 
100,000 (which is the limit of the compensation) instead of 
seeking a set-off with the loan. Some of the conditions of 
the scheme are as follows: 

- A claim must be made within 2 months of the 
bank insolvency; 

- If no notice of assignment has been given at the 
time of the claim, the securitised debt will be 
deducted from the compensation claim; 

- If notice has been given at the time of the claim, 
the scheme will compensate the full deposit subject 
to (i) deduction for any set-off right that has 
already accrued, in particular for unsecuritised debt 
also residing at the originator; and (ii) a limit of 
EUR 100,000; 

- The depositor must choose if to claim the entire 
deposit against the compensation scheme or 
against the loan. 

Moody’s has considered the eligibility of the borrowers for 
the Belgian deposit guarantee scheme. Only small SME 
enterprises are able to demonstrate to the fund that during 
the two full accounting years preceding application they 
have met the legal criteria to be eligible for compensation 
from the scheme.  

We have assumed that most borrowers will choose to claim 
under the compensation scheme when their deposit is equal 
to or less than EUR 100,000. We further assumed that the 
compensation scheme claims will be reduced by the non-
securitised exposures of the borrowers. The calculation of 
Belfius with respect to set-off is different as it does not 
include reduction of the compensation scheme claims by 
unsecuritised exposures. 

Mitigant: Moody’s will receive a monthly update of the 
potential set-off exposure by the originator and a cash 
reserve will be put in place by the seller upon loss of Baa1 
and Baa3 and will cover 50% and 100% respectively of the 
potential set-off amount as calculated by Belfius. As 
mentioned above, Belfius will calculate the potential set-off 
exposure in a slightly different way to how Moody’s 
calculates such exposure. Therefore the gross set-off 
exposure of 16.6% (which assumes no benefit from the 
compensation scheme) has been assumed to reduce to 4.5% 
in our analysis. (For more details, see “Treatment of 
Concerns” section below).  
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Originator Profile, Servicer Profile and Operating Risks 

Date of Operations Review: 28.11. 2011 

Originator Background: 
Rating: » Belfius (ex. Dexia Bank Belgium) (A3/P-1/D)– has already received systemic support from Belgium through 

acquisition - Fourth largest commercial bank in Belgium  
Financial Institution Group Outlook 
for Sector: 

» Negative 

Ownership Structure: » Acquired by the Belgian state (Aa3 stable/P-1) in late 2011 
Asset Size: » 247.9 billion EUR (as of December 2010) 
% of Total Book Securitised: » 35% 
Transaction as % of Total Book: » 35%  
% of Transaction Retained: » 100% notes initially purchased by Belfius 

 

Originator Assessment Main Strengths (+) And Challenges(-)  

 

Strengths:  
» Advanced Internal Rating Based Approach under Basel II  
» All rating models are back-tested, though may require recalibration from time to time 
Challenges:  
» Uncertain direction of credit ratings in the short term 

Servicer Background: Belfius SA 
Rating: » A3/P-1/D 
Regulated by: » NBB (National Bank of Belgium) 
Total Number of Receivables 
Serviced: 

» N/A 

Number of Staff: +/-  61 
 

Servicer Assessment: Main Strengths And Challenges  

 

Strengths:  
» Experienced servicer in Belgium;  
» at least yearly review of the credit assessment of the borrower;  
» early warning system in place;  
» use of Watch List.    
Challenges: None.  

Back-up Servicer Background: None Appointed as closing 
Rating: Needs to satisfy  minimum servicer ratings 
Ownership Structure: - 
Regulated by: - 
Total Number of Receivables 
Serviced: 

- 

Number of Staff: - 
Strength of Back-up Servicer 
Arrangement: 

- 

Receivables Administration   
Method of Payment of Borrowers in 
the Pool: 

100% Direct debit 

Obligors with Account at Originator: 100% 
Distribution of Payment Dates:  100% Monthly 

Cash Manager Background: Belfius 
Rating: Belfius (ex. Dexia Bank Belgium) (A3/P-1/D) Outlook: ratings on watch 
Main Responsibilities: Calculate, determine the Principal Available Amount, the Interest Available Amount and all other amounts required for 

the operation of the Issuer Accounts and the collateral amount required with respect to set-off risk. 
Apply the Interest Available Amount and the Principal Available Amount according to the Priority of Payments 
Maintain and administer the principal deficiency ledgers and the Deposit Account. 

Calculation Timeline:  Monthly 
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Back-up Cash Manager Background: None 
Back-up Cash Manager and Its 
Rating: 

-  

Main Responsibilities of Back-up 
Cash Manager: 

- 

 

Originator/Servicer/Cash Manager Related Triggers 
Key Servicer Termination Events: Insolvency, payment  and performance default not remedied within 10 days  
Appointment of Back-up Servicer 
Upon: 

Upon Loss of Baa3 appointment of a stand-by and a warm back-up servicer  

Key Cash Manager Termination 
Events: 

 

Notification of Obligors of True Sale: Upon loss of Ba1 
Conversion to Daily Sweep (if original 
sweep is not daily): 

n/a  

Notification of Redirection of 
Payments to SPV’s Account: 

Upon loss of Ba1 

Accumulation of Set Off Reserve: Upon loss of Baa1 with 50% collateralization, upon loss of Baa3 100% collateralisation 
Accumulation of Liquidity Reserve : N/A 
Set up Liquidity Facility: N/A 

Collateral Description  

CHART2 

Portfolio Breakdown by Year of Origination 

 
Source: Belfius.  

CHART 3 

Portfolio Breakdown by Maturity 

 
Source: Belfius.  

  
CHART 4 

Portfolio Breakdown by Industry  

 
Source:Belfius.  

CHART 5 

Portfolio Breakdown by Region 

 
Source:Belfius. 
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CHART 6 

Portfolio Breakdown by Borrower Classification 

 
Source:Belfius. 

CHART 7 

Portfolio Breakdown by Top Obligor Size 

 
Source:Belfius. 

 
CHART 8 

Portfolio Breakdown by internal rating classes  
(equivalent DPs) 

 
Source:Belfius. 

 

 

Audit: An audit has been performed on the initial portfolio 
as of November 2011. 

Product description: The securitised portfolio consists of 
business and investments loans extended to micro, small 
and medium business.  The borrowers are small firms with 
annual sales less than 10 million EUR or total assets less 
than 10 million EUR with micro companies and self 
employed individual having sales or assets less than 2 
million EUR (originated within retail segment). Larger 
borrowers are classified as medium sized enterprises if they 
have sales of up to 50 million EUR or total assets less up to 
43 million EUR (originated with midcorp segment).  

The balance of the portfolio is approximately €4 billion. All 
loans are paying interest on a monthly basis and the vast 
majority are amortising loans. 

Eligibility Criteria  

There are no defined eligibility criteria for this transaction. 
However, the seller is making a well defined set of 

representations and warranties with respect to the 
securitised loans, including the following: 

» All loans are granted as per the credit policies of the 
Belfius; 

» all loans were originated on or after 1st January 2000; 

» loans are either investment credits or business loans 
granted to Belgian SMEs; 

» all loans are Euro-denominated; 

» no further disbursements are to be made by the seller to 
the borrower with respect to the loans; 

» all loans have been granted subject to standard loan 
documentation; 

» the minimum internal rating is B and the loans are 
performing (no arrears); 

» all loan repayments are made on a monthly basis via 
direct debit agreements; 
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» all loans have had at least one installment paid prior to 
the closing date; no loan has a maturity of more than 
30 years since its origination nor it will mature after 
2032; 

» No tax is to be withheld or deducted under the loan; 

» the immovable property of first ranking mortgages exist 
and the Seller has received no notice nor has it any 
reason to believe that it does not exist; 

» the capacity of the Borrowers to repay the loans is not 
conditional upon the sale or renting of any immovable 
property whose construction represented the loan 
purpose. 

Additional information on borrowers: 
Top Debtor  0.35% 
Top 5 Debtors  1.43% 
Top 10 Debtors/Groups  2.47% 
Top 20 Debtors/Groups  4.24% 
Industry Concentration 31.2% Construction and Building 
Geographic Diversity  49.4% Flemish region 

34.1% Wallonia 
16.4% Brussels 

 

Additional information on portfolio: 
Number of Contracts  60,546 
Contract Amortisation 88.0% annuity, 10.4% linear 
% Bullet Loans  1.5% 
% Large Corporates  None 
% Real Estate Developers  2.2% 
WA Interest Rate 4.56%  
WA DP based on internal 
ratings  

1.51%  
(default probability corresponding to a 
Moody’s rating of Ba1) 

Collateral Ratio  NA 
 
Mortgage and mortgage mandate in Belgium 

The mortgage receivables can be secured by a first or 
sequential ranking mortgage loan and/or a mortgage 
mandate. A mandate is not a security per se, but it facilitates 
the option to put security e.g. a mortgage, in place. A 
mandate does not reserve the ranking of the mortgage to be 
created upon exercise of the mandate. Mandates are widely 
offered in the Belgium market because they reduce 
mortgage registration fees. 

Moody’s believes that upon default of Belfius, the benefit of 
mandates in the transaction might be extremely limited due 
to the following reasons: (i) benefit of mandate may not be 
transferable to the SPV; (ii) another lender may have 
registered a more senior ranking mortgage ahead of Belfius’ 
mandate before its conversion.Credit Analysis 

Precedent transactions’ performance: There is no 
precedent transaction of the originator. 

Data quality and content: Moody’s has been provided with 
good quality loan-by-loan information both on borrowers 
and collateral of the initial portfolio. Moreover, Moody’s 
has received data from 1995 to 2011 reflecting cumulative 
default data for loans. This data therefore covers several 
economic cycles. Moreover, Moody’s has also received 
quarterly recovery data covering a shorter period (2003 to 
2011).  Prepayment data has also been provided to 
Moody’s; this data is on quarterly interval covering 2000 to 
2011. 

CHART 10 

Cumulative defaults (2004-2010) 

 
Source:Belfius. 

 
Moody’s has received meaningful information about the 
observed default rate vs. expected default rate by rating 
systems over the last years. Furthermore, in Moody’s view, 
the quantity and the quality of historical default and 
recovery data provided by the originator are satisfactory 
compared to other transactions which have achieved 
investment grade ratings in this sector and on this market.   

Default definition: The definition of a defaulted asset in 
this transaction is one which is more than 90 days in 
arrears.  

Assumptions: Note that other values within a range of the 
notional amount listed below may result in achieving the 
same ratings. 
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Assumptions  
Default Distribution Inverse normal  
Default Rate 14.67% 
Default Definition 90 days 
Standard Deviation/Mean 47% 
Timing of Default Flat  
Recovery 45% 
Recovery Cov 20% 
Recovery Lag 33.3% after 2 years, 33.3% after 3 

years, 33.3% after 4 years  
Correlation Defaults/Recoveries 5% and 10% 
Constant Prepayment Rate (CPR) 5% 
Amortization Profile Received from the arranger 
Portfolio yield 4.5% at closing 
Fees (as modeled) 0.5% on portfolio/Balance p.a. + 

200,000 fixed fee 
Euribor/Swap Rate n/a 
PDL Definition Losses 

 

Modeling approach:  

Default distribution: The first step in the analysis is to 
define a default distribution of the pool of loans to be 
securitised. Due to the granularity of the pool, Moody’s 
uses a continuous distribution to approximate the default 
distribution: the normal inverse distribution. 

In order to determine the shape of the curve, two 
parameters are needed: the mean default and the volatility 
around this value. These parameters are generally derived 
from the historical data as well as bank’s internal estimates 
and adjustments have be made based on further analytical 
elements such as country insolvency statistical data. 

Derivation of default rate assumption:  Moody’s has 
analysed historical default performance data covering 1995 
to 2011, as well as internal estimates and their validation 
results (including the most recent migration matrix over 
2007-2010) and other sources of information (i.e. 
macroeconomic data, insolvency data) to determine the 
default assumption. Moody’s has complemented historical 
data analysis with a top-down approach1. Moody’s has not 
adjusted the Belgian specific base assumption (Ba1/Ba2) 
with respect to the originator’s underwriting ability. 
Moody’s split the portfolio into sub-pools based on the size 
of the companies (assuming one notch penalty for micro-
SMEs) and on the economic sector where the debtor was 
active:  Construction and Building and  all other industries. 
In addition, Moody’s also stressed the PD assumption for 
bullet loans, due to refinancing risk (adding 1-year extra 
default probability).  

According to the Bank, the exposure to weighted-average 
internal estimates for the one-year probability of default of 
the initial portfolio corresponds to approximately 1.51% 
(equivalent to Moody’s proxy rating of Ba2).  

Therefore, Moody’s assumed a cumulative default rate over 
the weighted average life of the portfolio (5.6 years) of 
14.7% (corresponding to a Moody’s proxy rating of Ba3).  
The standard deviation of the default distribution was 
determined based on historical data, as well as by 
benchmarking this portfolio with similar transactions.  

Moody’s assumed a fixed asset correlation of 6-8%. 

Timing of default: Moody’s has tested different timings for 
the default curve to assess the robustness of the ratings. In 
the base case scenario, the timing of defaults curve assumed 
is flat over the weighted average life of the initial portfolio, 
with first default occurring with a 3-month lag (according 
to default transaction definition). 

Derivation of recovery rate assumption: Moody’s has 
analysed the collateral information specific to each loan as 
well as the historical LGD information provided by the 
originator. Historical information considered indicates 
cumulative recoveries in excess of 70%. It is uncertain 
whether such a high recovery rate would be achievable 
during a stressed economic environment, such as the 
current one, especially considering the large portion of 
mortgage mandates and the uncertainty attached to their 
conversion into mortgages. Assumptions for recoveries were 
made also on the basis of (i) Moody’s view on the creditor-
friendliness of the bankruptcy regimes and the security 
package (Belgium in Tier C, i.e. second-worst bucket for 
Western European countries); (ii) statistical information on 
the Belgian residential and commercial real estate market; 
(iii) house price stressed applied to the market values of the 
real estate property using borrower-by-borrower 
information; and (iv) other qualitative and pool-derived 
aspects. Moody’s has adopted a stochastic approach for the 
recovery rate with a mean of 45% and a standard deviation 
of 20%. 

Tranching of the notes: Moody’s has used a normal inverse 
distribution to describe the default distribution of the 
portfolio. This distribution has hence been applied to 
numerous default scenarios on the asset side to derive the 
level of losses on the notes. 

Timing of recoveries: Moody’s has tested different timings 
for the recovery curve to assess the robustness of the ratings. 
In the base case scenario, the timing of defaults curve 
assumed is flat over the second, third and fourth years 
following a default. 

The chart below represents the default distribution (green 
line) Moody’s has used in its modeling of the deal.  
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CHART 11 

Default Distribution 

 
Source: Moody’s Investor Service 

 
Moody’s has considered how the cash flows generated by the 
collateral are allocated to the parties within the transaction, and 
the extent to which various structural features of the transaction 
might themselves provide additional protection to investors, or 
act as a source of risk. In addition, Moody’s has analysed the 
strength of triggers to reduce the exposure of the portfolio to the 
originator/servicer bankruptcy. 

To determine the rating assigned to the notes, Moody’s has used 
an expected loss methodology that reflects the probability of 
default for each series of notes times the severity of the loss 
expected for the notes. In order to allocate losses to the Notes in 
accordance with their priority of payment and relative size, 
Moody’s has used a cash-flow model (ABSROM) that 
reproduces many deal-specific characteristics: the main input 
parameters of the model have been described above. Weighting 
each default scenario’s severity result on the notes with its 
probability of occurrence, Moody’s has calculated the expected 
loss level for each series of notes as well as the expected average 
life. Moody’s has then compared the quantitative values to the 
Moody’s Idealised Expected Loss table to determine the ratings 
assigned to each series of notes. 

In summary, the rating of the notes has therefore been based on 
an analysis of: 

» The characteristics of the securitized pool; 

» macroeconomic environment; 

» sector-wide and originator specific performance data;  

» protection provided by credit enhancement and 
liquidity support against defaults and arrears in the 
portfolio; and 

» the legal and structural integrity of the issue. 

Treatment of Concerns: 

» Exposure to real estate: Approximately 32% of the 
portfolio is exposed to the building and real estate 
sector (according to Moody’s industry classification). 
In the implementation of the PD approach for 
benchmarking purposes, Moody’s assumed a higher 
default probability for these borrowers, as opposed to 
all other obligors (roughly 1 notch lower rating). 

» Commingling risk: Several provisions mitigate this 
risk. See p.7 for more details. 

» Set-off risk: Belfius has provided (i) borrower-by-
borrower information on  deposits (current accounts, 
saving accounts and term deposits), present value of the 
derivates and the amount  of the bonds issued by 
Belfius held at Belfius by borrowers being part of the 
initial pool and (ii) information on the eligibility status 
of the borrowers to the Belgian deposit guarantee 
scheme.  

The actual potential set-off amount giving credit to the 
Belgian deposit guarantee scheme, apart for borrowers 
with a minimum between the loan and the deposits 
above 100’000 EUR, represents approximately 12.2% 
of the total loan balance at closing. The exposure has 
been determined considering that (i) the potential set-
off cannot be above 100% of loan exposure; (ii) only 
certain companies (mainly small SME enterprises) are 
eligible to the Belgian deposit compensation guarantee 
scheme; and (iii) the borrower, with the lower between 
the loan and the deposits being above 100’000 EUR, 
will try to exercise the defense-of non performance for 
the entire amount and will not claim under  the deposit 
guarantee scheme.  Moreover, Moody’s has considered 
that the eligibility status of the SME borrowers in the 
portfolio to the Belgian deposit guarantee scheme 
might change over time and not been fully captured in 
the information available at that time. Moody’s has 
modeled a potential set-off amount of 4.5%, which is 
the difference between Moody’s view of the set-off 
exposure (12.2%) and the amount to be collateralized 
(current calculations by Belfius at 7.7%). Further 
sensitivity runs have been included to address potential 
increases in set-off exposures. 
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Benchmark Table 
Performance Relative to Sector: In Moody’s view, the performance of Belgian SME transaction is good (see Chart 13) 

Deal Name Mercurius Funding SA/NV Belgian Lion SME 

Country Belgium Belgium 
Closing Date (dd/mm/yyyy) 07/05/2012 30/07/2010 
Currency of Rated Issuance EUR EUR 
Rated Notes Volume (excluding NR and Equity) 3,200,000,000 4,737,933,960 
Originator Belfius (Dexia Bank Belgium N.V. – S.A.) ING Belgium NV/SA 

  Long-term Rating1 A3 (on watch direction uncertain) Aa3 

  Short-term Rating1 P-1 (on watch for downgrade) P-1 

Name of Servicer1 Belfius (Dexia Bank Belgium N.V. – S.A.) ING Belgium NV/SA 

  Long-term Rating1 A3 (on watch direction uncertain) Aa3 

  Short-term Rating1 P-1 (on watch for downgrade) P-1 

Name of separate Cash Administrator1 Belfius (Dexia Bank Belgium N.V. – S.A.) ING Bank NV 

  Long-term Rating1 A3 (on watch direction uncertain) Aa3 

  Short-term Rating1 P-1 (on watch for downgrade) P-1 

Portfolio Information   (as of date)  31/01/2012  30/4/2010 and 5/5/2010 
Currency of securitised pool balance EUR EUR 

Securitised Pool Balance ("Total Pool")1 4,000,000,000 6,116,620,140 

Contract Information (as % Total Pool)3     

Portion of (fully) amortising contracts  % 98.50% 97.10% 
Portion of pure bullet / balloon payments % 1.50% 2.90% 
Contracts with grace period for principal payments %     
WA Residual Grace Period (in months)      
Revolving Credit Facilities  %  0%  0.7% 
Other type of credit facilities % (e.g. guarantees)     
Monthly paying contracts  %  100% 76.12% 
Quarterly paying contracts  %  0% 18.00% 
Semi-annually paying contracts  %  0% 2.78% 
Annually paying contracts  %  0% 2.70% 
Floating rate contracts  % 1.04% 20.11% 
Fixed rate contracts  % 98.96% 79.89% 
WA initial yield (Total Pool) 4.56% 4.05% 
Minimum yield for additional portfolios p.a. not relevant not relevant 
WAL of Total Pool initially (in years)  5.65 4.18 
WA seasoning (in years)  3.60 3.12 
WA remaining term (in years) 9.80 7.16 
Portfolio share in arrears > 30 days %  0%  0% 
Portfolio share in arrears > 90 days %  0%  0% 
No. of contracts 60,546 79,054 

Obligor Information (as % Total Pool)3     

No. of obligors 36,743 36,864 
Name    1st largest industry Construction & Building Construction & Building 
Size %  1st largest industry 31.2% 29.63% 
Start-up companies % NA NA 
Effective Number (obligor group level) 3,474 1,434 
Single obligor (group) concentration % 0.22%  1.16% (1.16%) 
Top 10 obligor (group) concentration % 2.47% 5.24% (5.62%) 
Top 20 obligor (group) concentration % 4.24% 7.9% (8.97%) 
     small companies % (incl. self-employed) 82.30% 32.24% 
     medium sized companies % 17.70% 67.76% 
     large corporates % 0.01% 0.00% 

Collateral Information (as % Total Pool)3     

Portfolio share that is collateralised (in exposure)  92.3% (considering all type of collateral, including 
personal guarantee) 

 92.46% (considering all type of collateral, 
including personal guarantee) 

Portfolio share collateralised by real estate (i.e. mortgages)  62% of total collateral (mortgage or mortgage 
mandate) 

 35% of total collateral (mortgage or 
mortgage mandate) 

WA RE LTV (of mortgage secured portfolio share)  NA  NA 
RE under Construction %  0.00%  0.00% 
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Deal Name Mercurius Funding SA/NV Belgian Lion SME 

Geographical Stratification (as % Total Pool)3     

Name    1st largest region Flemish Region Antwerpen 
             2nd largest region Wallonia West-Vlaanderen 
             3rd largest region Brussels Oost-Vlaanderen 

Size %  1st largest region 49.40% 19.21% 
             2nd largest region 34.10% 16.76% 
             3rd largest region 16.40% 15.10% 

Asset Assumptions6     

Gross default / Net loss definition in this deal both both 
Type of default / loss distribution Inverse Normal Inverse Normal 

Moody's equivalent rating for Non-RE subpool7     

Moody's equivalent rating for RE subpool7     

Mean gross default rate - initial pool  14.67% (Ba3)  9.28% (Ba2/Ba3)  
CoV 50.00% 50.00% 
Mean recovery rate  45.00% 45.00% 
Stdev. recovery rate (if any) 20.00% 20.00% 
Recovery lag (in months) 42.00 30.00 
Prepayment Rate(s) 2% 5% (15 months) / 5% 
Structural features     
Revolving Period (in years) n/a  2.0  
Priority of principal payments from closing date onwards Sequential Sequential 
Credit reserve ("RF") available and when can it be used?   Yes - Ongoing Yes - Ongoing 
Size of credit RF up front (as % of Total Pool) 3.10% 2.46% 
Principal available to pay interest?  Yes No 
Synthetic transaction? No No 
Excess Spread granted on use-it-or-loose-it basis No No 
Set-off risk? Yes Yes 
Set-off mitigant 1 Reserve upon rating trigger and/or ownership 

trigger 
Reserve upon rating trigger and/or 
ownership trigger 

            mitigant 2     
Commingling Risk? No Yes 
Commingling  mitigant 1 - Re-direction of payments upon trigger 
                     mitigant 2 - Two-days  sweep upon trigger 
                     mitigant 3 - Reserve upon rating trigger 
Back-up servicer (BUS) BUS appointed upon loss of certain rating BUS appointed upon loss of certain rating 
Back-up servicer appointed if servicer rated below  Baa3  Baa2 
Swap in place? No Yes 

Capital structure (as % Total Pool)3     

Size of                              Aaa (sf) rated class  68.75% 
                                         Aa2 (sf) rated class   8.71% 
                                         A1 (sf) rated class  80%   
                                         Baa2 (sf) rated class     
                                         Ba2 (sf) rated class     
                                         NR class 23.10% 25.00% 
                                         Equity   

Credit Enhancement (as % Total Pool)3     

Reserve fund as % of notes excl. equity  3.1% 2.4% 

Annualised net excess spread9   

Notes 

1  As of closing date (portfolio statistic as per pool cut date 31/01/2012 with total notional apprx. EUR 4.2b) 

3  As a % of Total Pool at closing, unless indicated otherwise. Please note that size of notes in Absrom model is shown as a % of (Total Pool - Initial Overcollateralisation) and (ii) the size 
of RF in Absrom model is shown as a % of Rated Notes (i.e. total debt including rated and non-rated tranches but excluding equity). 

6  Voted in committee 
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Parameter Sensitivities 

Parameter sensitivities provide a quantitative, model-indicated 
calculation of the number of notches that a Moody's-rated 
structured finance security may vary if certain input 
parameters used in the initial rating process differed. The 
analysis assumes that the deal has not aged. It is not intended 
to measure how the rating of the security might migrate over 
time, but rather, how the initial rating of the security might 
differ as certain key parameters vary. For more information on 
V Score and Parameter sensitivity methodology for EMEA 
SME loan ABS,  please refer to ‘V Scores and Parameter 
Sensitivities in the EMEA Small-to-Medium Enterprise ABS 
Sector’, published in January 2009. 

Parameter sensitivities for this transaction have been 
calculated in the following manner: Moody’s tested 9 
scenarios derived from the combination of mean default for 
the initial pool: 14.67% (base case), 12.67% (base case -2%), 
16.67 % (base case + 2%) and recovery rate: 45% (base case), 
50% (base case  +5%),  40% (base case - 5%). The 14.67% / 
45% scenario would represent the base case assumptions used 
in the initial rating process. 

The charts below show the parameter sensitivities for this 
transaction with respect to the Moody’s rated notes. 

Class A 
  Recovery Rate 

  40.0% 45.0% 50.0% 

Mean Default 
12.67% A1 (0) Aa3 (+1) Aa2 (+2) 
14.67% A2 (-1) A1* Aa2 (+2) 
16.67% A2 (-1) A1 (0) Aa3 (+1) 

* Results under base case assumptions indicated by asterisk ' * '.  

Change in model-indicated rating (# of notches) is noted in parentheses. 

Results are model-indicated ratings, which are one of the many inputs considered by rating 
committees, which take quantitative and qualitative factors into account in determining 
actual ratings. The analysis assumes that the deal has not aged. The model does not intend 
to measure how the rating of the security might migrate over time, but rather, how the 
initial rating of the security might have differed if key rating input parameters were varied. 

 
Worse case scenarios: At the time the rating was assigned, the 
model output indicated that Class A would have achieved a 
A2 model output even if mean default had been as high as 
16.67% with a recovery as low as 40.00% (all other factors 
unchanged).  

Monitoring  

Moody’s will monitor the transaction on an ongoing basis to 
ensure that it continues to perform in the manner expected, 
including checking all supporting ratings and reviewing 
periodic servicing reports. Any subsequent changes in the 
rating will be publicly announced and disseminated through 
Moody’s Client Service Desk. 

Originator linkage: The originator act as servicer, therefore 
the performance of the pool will be linked to the quality of 
servicing the loans, collecting on delinquencies as well as 
conducting recoveries upon default. Provision for the 
appointment of a back-up servicer reduce the originator 
linkage. The originator is also collecting payments from 
borrowers. Daily sweep of funds received by the servicers into 
an account in the name of the issuer mitigate substantially 
this exposure, as well as other provisions, as described in detail 
in the commingling section of this report. Belfius will also act 
as Administrator. 

Significant influences: In addition to the counterparty issues 
noted, the following factors may have a significant impact on 
the subject transaction’s ratings: further deterioration of the 
Belgium economy to a degree which is worse than the default 
probability and recovery which were modeled.  

Counterparty Rating 
Triggers Condition Remedies 

Issuer Account Bank Loss of P-2 Replace 
Collection Account 
Bank 

Loss of Ba1 
 

Debtors will be notified to 
redirect their payments.  

Back-up servicer  Loss of Baa3 Back-up servicer will be appointed 
within 180 days 

Back-up servicer 
facilitator 

Loss of Baa3 Back-up servicer facilitator 
appointed within 20 days  

Servicer Loss of Baa1  A set-off reserve will be created.  
 
Monitoring report:  
Data Quality:  

» Investor report format finalized and discussed with 
Moody’s analyst. 

» The report includes all necessary information for 
Moody’s to monitor the transaction.  

» Undertaking to provide Moody’s with updated pool cut 
on a periodical basis.  

Data Availability:  

» Report provided by: Belfius (Administrator);  

» The frequency of the publication of the investor report is 
monthly and the frequency of the IPD is also monthly. 

» Investor reports will be available on a website.  

http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF161508�
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF161508�
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF161508�
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF161508�
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Moody’s Related Research 

For a more detailed explanation of Moody’s approach to this type of transaction as well as similar transactions please refer to the 
following reports: 

Methodologies Used: 
» Historical Default Data Analysis for ABS Transactions in EMEA, November 2005 (SF64042)  

» 

» 

Refining the ABS SME Approach: Moody’s Probability of Default Assumptions In The Rating Analysis of Granular Small 
and Mid-sized Enterprise portfolios in EMEA, March 2009 (SF141058) 

» 

Moody’s Approach to Rating Granular SME Transactions in EURope, Middle East and Africa,  
June 2007 (SF90890) 

Special Reports: 

V Score and Parameter Sensitivities in the EMEA Small-to-Medium Enterprise ABS Sector (SF155092) 

» Portfolio analysis: Moody's Industry Allocation of Borrowers, December 2009 (SF169435)  

» Investor/Servicer Reports: Key Considerations for Moody’s Surveillance of EMEA ABS SME and Lease Transactions,  
January 2012 (SF269082) 

Originator Profile: 
» Dexia Bank Belgium 

Credit Opinion: 
» Dexia Bank Belgium, December 2011 

Performance Overview of previous deals from the same originator: 
» 

Pre-Sale Report/New Issue Report: 

N/A 

» 

» 

Stichting SME Lion I, January 2010 (SF192253) 

» 

BEL SME 2006 - I, December 2006 (SF88120) 

Investor/Servicer Report:  

Belgian Lion SME I, September 2010 (SF215418) 

» Important Considerations for Moody’s Surveillance of EMEA ABS and RMBS Transactions, June 2009 (SF154502)  

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. 
 
  

http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF64042�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF141058�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF141058�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF90890�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF90890�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF155092�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF169435�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF269082�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF269082�
http://www.moodys.com/credit-ratings/Dexia-Bank-Belgium-credit-rating-211175�
http://www.moodys.com/research/Dexia-Bank-Belgium-Credit-Opinion--COP_211175�
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF208733�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF192253�
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF88120�
http://moodys.com/viewresearchdoc.aspx?docid=PBS_SF215418�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF154502�
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Appendix 1: Summary of Originator’s Underwriting Policies and Procedures 

Originator Ability At Closing  

Sales and Marketing Practices  
Origination Channels:  Business and Investment credits to micro, small and medium businesses (up to a turnover or balance of Eur 

10 million) are originated through Belfius' network of 800 branches, grouped in 128 regional clusters. 
Underwriting Procedures   
% of Loans Manually Underwritten: Applications of S10 clients (self-employed and and SMEs with turnover below EUR 2 million) for Dexia 

business credits are automated up to 70%. Larger loans are mainly granted after review by Business Bankers 
and Risk specialists. 

Ratio of Loans Underwritten per FTE* per Day: NA 
Average Experience in Underwriting or Tenure with 
Company** 

NA 

Approval Rate: N/A 
Percentage of Exceptions to Underwriting Policies: Exceptions are very rare 
Underwriting Policies  
Source of Credit History Checks: NA 
Use of Internal Ratings: Yes, main drivers of rating: behavior data, balance sheet information, external data and qualitative data for 

SMEs.  
The clients risk rating is automatically reviewed on a monthly basis based on client behavior.  

Methods Used to Assess Borrowers’ Repayment   
Capabilities: 

Credit applications are analysed along the following lines: 
» Borrower identification:  ‘Know You Customer’ and compliance requirements 
» Borrower's need: purpose of the loan and verification that it fulfills the client’s needs 
» Borrower's repayment capacity: based on a financial analysis of the client (creditworthiness, liquidity, 

income, debt) 
» Verification of the adequacy of the terms and conditions of the loans with the borrower's need 
» Risk assessment of the guarantees (even though this alone cannot be a basis for acceptance/refusal) 

Other Borrower’s Exposures (i.e. other debts) Taken 
into Account in Affordability Calculations: 

Yes (other outstanding debt taken into account in repayment capacity analysis) 

Risk Adjusted Pricing Applied: Yes (cost of risk per client determined by risk management) 
 

Maximum Loan Size: General rule: 
- EUR 75,000 for Business Credits 
- EUR 22,500,000 for Investment Credits 

Collateral Requirement Policy: Different Collateral Requirements in function of Client Segment and Client Risk Rating. 
General rule: 50% collateral coverage as from BB/BB- Masterscale rating, 100% below that level 
In order to determine collateral values, the value of collateral is discounted. Standard valuations: 
» First rank residential mortgage: 60 to 80% of Voluntary Selling Value 
» First rank commercial mortgage: 60 to 80% of Forced Selling Value 
» First rank mortgage mandates: 40% of  mortgage valuation 

Valuation Types Used for Secured Loans & LTV Limits: NA 
Valuation Types & Procedure for Construction Loans & 
LTV Limits: 

NA 

Collateral Valuation Policies and Procedures  
Value in the LTV Calculation: NA 
Type, Qualification and Appointment of Valuers: NA 
Monitoring of Quality of Valuers: NA 
Credit Risk Management  
Reporting Line of Chief Risk Officer: President of Management Committe & CEO of Belfius 
Internal Rating System: Yes 
Approach Adopted under Basel II: Advanced IRB approach 
Segmentation of the Portfolio by Rating Models: Yes 
Validation of the Model: Yes 

* FTE: Full Time Employee 
** Credit department personnel 
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Originator Stability: At Closing 

Quality Controls and Audits  
Responsibility of Quality Assurance: Quality control of the origination process is organised as follows: 

» all files undergo a basic check by a centralised team to ensure that the appropriate documentation was 
received and the due process followed; 

» more thorough checks (administrative/legal/risk) are performed on approx. 33% of professional credits 
after settlement of funds 

» audit of each branch every 2 years. 
Branches are incentivized to duly follow-up the origination process and documentation requirements via a 
financial penalty policy and a revocation of their autonomy in case of gross mistakes. 

Number of Files per Underwriter per Month Being 
Monitored: 

NA 

Management Strength and Staff Quality  
Average Turnover of Underwriters: NA 
Training of New Hires and Existing Staff: Belfius employees are entitled to 3 days of formal training per year, complemented by intensive on-the-job 

training. 
Technology  
Frequency of Disaster Recovery Plan Test: 1 week of testing every year 
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Appendix 2: Summary of Servicer’s Collection Procedures 

Servicer Ability  At Closing 

Loan Administration  
Entities Involved in Loan Administration: NA 
Early Stage Arrears Practices:  
Entities Involved in Early Stage Arrears: The collections process is taken care of by:  

» Credit Operations for the S10 segment and the S15/S20 segment enterprises with an outstanding 
exposure of less than EUR 250,000 

» Credit Risk Management (Intensive Care) for the S15/S20 segment enterprises with an outstanding > EUR 
250,000, and files on the watchlist (i.e. under close scrutiny by CRM) 

» Legal Department for recovery 
Arrears management starts as from the 1st day of delay in payment on the centralized account of the debtor. 
After 3 days (after the due date for payment), the client is informed that the payment is late by way of a 
statement of account. After one month past the due date for payment, the first reminder letter is 
automatically generated by the loan servicing system and sent to the borrower notifying him that his 
payment is late. This is followed after 40 to 60 days (after the due date for payment) by a second letter 
indicating that payment is still delinquent and stating that a default to pay can give rise to the issuance of a 
notice of default. This letter will inform the borrower that the delinquency will be reported to the Credit 
Register at NBB when the loan will be 90 days delinquent. 

Definition of Arrears: From 1 days to 90 days in arrears.  
Arrears Strategy for 1-29 Days Delinquent NA 

 
Arrears Strategy for 30 to 59 Days Delinquent  NA 
Arrears Strategy for 60 to 89 Days Delinquent NA 

  
Loss Mitigation and Asset Management Practices:  
Transfer of a Loan to the Late Stage Arrears Team / 
Entities Involved in Late Stage Arrears: 

As of 75 to 90 days delay, the loan is enforced and transferred to another team or department depending on 
outstanding amount and guarantees: 
» Outstanding < 50,000.00 € and without real guarantees: Collections team within Credit Operations 
» Outstanding < 50,000.00 € and with real guarantees: Legal department 
» Outstanding > 50,000.00 €: Legal department. 
A letter is sent to the client to confirm that his loan has been terminated and invite him to pay or take 
contact with the bank. A wage constraint or a foreclosure procedure may be started if necessary. If the file is 
still handled by the Collections team within Credit Operations, the customer will be contacted again 5 days 
after the letter of confirmation has been sent and once more after an additional 7 days. If no agreement can 
be found at that time, a last letter will be sent. If no solution is reached within 15 days after this last letter, a 
strategy is defined that will either lead to the transfer of the loan to the Legal department or to a write-off. 
Once the file is transferred to the Legal department, an external law firm may or may not be appointed. If an 
appearance before court is required, such firm will be appointed, otherwise debt management happens in-
house. Every settlement with a defaulted customer needs to be approved by two persons, of whom at least 
one lawyer. Depending on the amount due, higher seniority is required (< 500 000 EUR: lawyer + file 
manager; < 1 000 000: lawyer + lawyer; > 1 000 000: senior lawyer + lawyer). 

Ratio of Loans per Collector (FTE): 
 

NA 

Time from First Default to Litigation and from 
Litigation to Sale: 

NA 

Average Recovery Rate: NA 
 
 

Servicer Stability At Closing 

Management and Staff  
Average Experience in Servicing or Tenure with 
Company: 

» Loan management team: average experience of 23 years 
» Credit Operations Collections & Recovery team: average experience of 19 years 
» Legal department Collections & Recovery team: average experience of 8 years 

Training of New Hires Specific to the Servicing 
Function (i.e. excluding the company induction 
training) 

» Intensive on-the-job training & Individual training path 
»  Specific trainings on legal framework evolution 
»  "Client-oriented" servicing trainings 

Quality Control and Audit  
Responsibility of Quality Assurance: See Appendix 1.   
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1  For more details, please see “Refining the ABS SME Approach: Moody’s Probability of Default Assumptions in the Rating Analysis of Granular Small and Mid-
sized Enterprise Portfolios in EMEA”, March 2009. 

http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF141058�
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF141058�
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