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1. Methodological Framework - Structured 

Finance Rating  

This generic methodology for structured Finance instruments sets forth the key 

analytical issues and Axesor´s general approach to rating securitized transactions. 

Axesor (or the Agency, indistinctly) evaluates both qualitative and quantitative factors 

in line with market standards and practices and other factors deemed to be relevant 

during the analytical process in order to determine the final rating of the securitization 

transaction.  This generic methodology will be combined in certain cases with 

specialized methodologies that deal with specific securitized asset classes. 

The rating must be considered as a dynamic element in continuous review and with a 

predictive character because it is based on future default probabilities. 

The structured finance instrument payments will depend mainly on the underlying 

portfolio asset’s payments as well as on the structural improvements designed to 

protect the instrument’s bond / notes payments. Therefore, the issued security’s 

credit risk will be linked not only to the counterparty risk of the financial agents 

involved in the securitization fund but also and especially to the collateral assets’ 

credit quality and their structure. 

Finally, this methodology will map the numeric rating resulting from the analytical 

process into the scale “Axesor Long-Term Structured Finance Credit Scale” 

(available for consultation on the website). In addition, the rating is accompanied by 

an outlook (over the next year) depending on the prospects of both the sector and the 

performance of the company (Outlook Methodological is available on the website). 

2. Scope 

This methodology applies to all types of structured finance instruments, particularly 

debt instruments issued by a special purpose vehicle (SPV) usually a securitization fund 

and exposed to the credit risk of financial assets. The credit risk of the securitised 

asset can be transferred to the issuer via a true sale (ownership transfer) or through 

credit derivatives (synthetic transfer). 

The payment of structured finance instruments issued by an SPV is driven primarily by 

the cash flow generated by a pool of assets that pay the corresponding interest and 

principal of the issue. We refer to these as cash flow transactions, which primarily 

include asset backed securities (ABS), collateralized debt obligations (CDO), 

commercial mortgage backed securities (CMBS), covered bonds and residential 

mortgage backed securities (RMBS).  
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3. Quantitative factors analysis 

3.1 Collateral analysis 

The analysis of the underlying assets allows to estimate the portfolio’s future cash 

flows, a key element for calculating payments to the structured finance instrument 

issued by the SPV. The intrinsic characteristics of each loan within the pool of assets 

determine its credit risk and its amortization schedule, but also potential recoveries 

in case of falling into arrears. 

For the initial estimation of the projected cash flows, a detailed analysis of the 

portfolio is performed, in which its most relevant characteristics will be examined 

through distribution charts, i.e., stratification tables (geographical distribution, 

classification by payment frequency, classification by ranges of LTV ratio, etc.) that 

allow the analyst to draw initial conclusions. Aspects such as portfolio granularity, 

features of the loans (reference interest rates, amortization system, etc.…), debtor’s 

concentration, debtor’s solvency or LTV of the collateral are key elements to properly 

model the securitization’s future performance. 

Another aspect that is initially assessed is the static/dynamic nature of the fund’s 

assets. In ABS or RMBS, for instance, the collateral of the transaction will be mainly 

static, so the analysis performed by the analyst will focus on current portfolio 

information. In case the securitization’s structure is revolving in which new assets are 

added to the securitization, analysis will not only contemplate current conditions of 

the portfolio but also possible variations that may take place in its future composition.   

Portfolio analysis has the ultimate goal of estimating the future cash flows generated 

by each asset belonging to the pool, categorized by their amortization profile, 

prepayments from the debtor, probability of default at each point-in-time (influenced 

by existing correlations between portfolio assets), estimated recoveries and risk 

exposure at default. 

In order to determine the loss distribution of the portfolio, it is essential to establish 

a projected model that takes into account the variables mentioned above. Historical 

information and loan-by-loan data tape, both provided by the originator, as well as 

debtor information collected by Axesor, will be the main input to estimate the cash 

flows, although other public market information or from other transactions rated by 

Axesor may be a source of information to effectively calibrate the estimations. 

3.2 Cash flow modelling 

The portfolio’s cash flow depends on factors mentioned in the previous section. 

The portfolio’s ability to generate a calendar of cash payments both from interest and 

principal payments is calculated modelling estimated prepayments, non-performing 

loans, calendar amortization and a projected rate of recoveries for defaulted loans.  
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The Monte Carlo methodology is used for simulating different scenarios with the aim 

of gathering a flow distribution which reflects the payment capacity of the portfolio 

and determines its ability to repay the principal and interests of the instruments of 

the securitization transaction, taking into account its structure.   

The underlying assets’ payment performance together with the defined waterfall 

structure is the main driver defining the instrument’s ability to redeem on each 

payment date the amounts due under the securitization and therefore, plays an 

important role in determining the probability of  default of the debt issued.   

However, apart from the payment performance of the underlying loans, the credit 

quality of the instrument will depend on the rules of distribution of the flows according 

to the structure of the deal, i.e., the accompanying credit enhancements also impact 

the overall rating of the debt issue. 

The analysis of the structure is the final element for the determination of the portfolio 

flows towards the securities. Elements such as the payment frequency, reference rate, 

possible liquidity mismatches between assets and the instrument, existence of grace 

periods or improvements on existing credits are essential to determine the default risk 

of the securities. 

Credit enhancement mechanisms that are commonly included in the structured 

finance instrument that are subject to our analysis are: 

• Subordination of bonds. The existence of tranches with different payment 

priorities reduces the risk for senior tranches and provide credit enhancement 

to the notes with higher priority. Different triggers which are defined in the 

structure will be taken into account: pro rata or sequential amortization, that 

restricts the pro rata amortization of notes with different priority and the 

deferral interest trigger, which protects the payment of the instrument’s 

principal with higher priority over the interests payments, will be included in the 

modelling. 

• Excess of spread. The difference between the loans weighted average interest 

rate and the bonds’ average interest rate.  

• Reserve Fund. Funded by an equity tranche or by a subordinated loan in order 

to assume first losses. It also acts as a mechanism to mitigate liquidity risk.   

• Overcollateralization. Though unusual in Europe in corporate and SME loans 

securitization transactions, the Fund can have an asset transfer value bigger than 

the issuance volume; the difference between the issued volume and the assets’ 

value is the overcollateralization. 

• Swaps agreements. Interest rate and exchange rate swaps can provide a hedge 

in cases where there is an interest rate or currency mismatch between the 

underlying collateral and the securities issuance. The counterparty’s quality and 

the triggers specified in the contract will be verified, in order to establish the 

requirements for the counterparty replacement if necessary.  

• Default definition. Under certain European jurisdictions an instrument enters 

into default once a number of months have elapsed since the security became 
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delinquent. This default definition protects the most senior bonds due to the 

fact that it accelerates the amortization of the senior classes, but it can also 

induce to a default in a given moment. 

3.3 Sensitivity analysis 

Once a preliminary rating has been given to a transaction, a sensitivity analysis will be 

performed in order to measure the stability of the rating.  

The sensitivity analysis is carried out varying the main inputs and assumptions used to 

determine the portfolio’s cash flows in conjunction with the waterfall of payments 

structure. Particularly, and without it being a closed list, independent sensitivity 

scenarios will be performed on: 

• The projected interest rate. The Agency tests the structure in rising, falling and 

flat interest rate scenarios with the purpose of addressing any potential 

mismatches 

• The expected future macroeconomic scenario. A stressed macroeconomic 

scenario will be applied to the transaction, where the trend in GDP is lower than 

in the baseline scenario. Including assumptions of worst-case scenarios based in 

the past economic crisis.   

• Change in the underlying assets´ probability of default and the correlations 

between them.   

• Prepayment assumptions. Three prepayment scenarios are modelled: slow, 

medium and fast in order to establish different stress scenarios concerning the 

timing of amortisations. The prepayment rate is a key variable in determining 

the volume of excess spread. 

• Recovery rates estimations. For those loans that default in the cash flow analysis, 

different recovery rates are fed into the model requiring lower rates of recovery 

for the higher rating categories 

Fulfilling with bond payments under these stress scenarios corroborates the ratings 

assigned to the bonds. In case the structure does not withstand a particular sensitivity 

scenario, the preliminary rating assigned to the notes will be reviewed, although the 

results arising from the sensitivity scenarios will not necessarily lead to a change in 

the preliminary rating.  

4. Qualitative factors analysis 

Although the quantitative analysis is the starting point to determine the rating of the 

notes under each scenario and its distribution, there are elements of risk associated 

to qualitative factors that may have an impact on the notes, therefore the final rating 

may differ from the modelling results.  

The main qualitative risks considered during the rating process include: 
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• Counterpart risk. The failure by any counterparty to perform its obligations may 

represent a risk for investors and should be assessed. In order to do this, the risk 

of all counterparties involved in the Fund is assessed; especially the servicer of 

the transaction, of the swap counterparty (if any) and the paying agent. The 

quantitative model will comprise the key elements of counterparty risk itself.   

• Commingling risk. Commingling risk arises whenever cash belonging to the fund 

is deposited into an account of a third party or is mixed with cash belonging to 

a third party. Under a bankruptcy event, the cash belonging to the fund, but not 

yet transferred would be at risk.  The Agency may model commingling risk by 

assuming at the beginning of the transaction asset flow losses equal to one month 

as general guidance. This stress scenario is assumed in the early part of the 

transaction life.  

• Operational risk. The performance of a securitization transaction depends not 

only on the credit quality of the underlying loan portfolio, but also on other 

factors such as the requirement of a timely and effective inter-action of the 

various parties (originator, servicer, analysts, management). These parties must 

present a successful track record and expertise in relation to the role that they 

play within the transaction. Particularly, the functions identified as critical 

include origination, monitoring and recovery procedures and policies.  The 

assessment of the different players in the securitization may affect the 

modelling assumptions and sensitivity scenarios.   

• Legal risk. Legal risk refers essentially, but is not limited to, the risk derived 

from the actual transfer or "true sale" of assets to the fund. The legal opinions 

of the operation will be examined to ensure that there is a "true sale" in the 

assignment of assets to the Fund. 

Additionally, regulatory risks that arise may have to be studied ad hoc for each 

operation. These risks may affect both in the underlying asset pool credit quality 

as well as the proper securitized notes that could be negatively impacted by an 

unexpected regulatory change. 

• Sovereign risk. Sovereign risk will not be taken as an independent qualitative 

risk for the assessment and will not be considered as a rating cap to the loan 

instruments. Sovereign risk arises from the macroeconomic conditions that 

prevail in a country and is therefore already considered in the macro scenarios 

performed. 

This document updates the previous version while preserving its original methodological 

assumptions; therefore, all existing ratings remain unchanged. In this version, the format 

has been updated. 


