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 I. INTRODUCTION 

ARC Ratings, S.A.’s (‘ARC’) Global Structured Finance Rating Methodology (the 
‘Methodology’) sets out a framework for the rating of any structured finance transaction 
rated by ARC. Structured finance transactions include all forms of asset backed securities, 
for example, transactions backed by residential and/or commercial mortgage loans, car 
loans and leases, consumer loans, equipment leases and corporate loans. 

The Methodology is complemented by asset class specific criteria that are published by 
ARC and updated over time. The asset class specific criteria disclose any additional details 
including the derivation of assumptions relevant to the specific asset class. This 
methodology can also be used to produce the ratings of transactions not covered by any 
asset specific criteria. 

A transaction may be rated under this Methodology together with asset specific criteria 
that will be detailed within the transaction report. 

It should be noted that ARC does not structure transactions nor provide structural advice. 

The main areas of attention when rating a structured finance transaction include the 
transaction’s legal structure, the historical and expected performance of the underlying 
assets, potential counterparty risks, the history of and the extent of reliance on the sponsor, 
originator and servicer, and the cash-flow analysis of the assets and liabilities. The 
analytical process is concluded when a rating panel assigns a rating, such panel typically 
consisting of a quorum of at least five analytical staff, including a member of the quorum 
who is independent of the structured finance rating team. 

 II. RELATED RESEARCH 

Each publicly rated transaction will be accompanied by a transaction specific report 
and/or press release that will disclose any additional observations and any bespoke 
inputs or considerations used in the analysis not covered by the Methodology or by asset 
class specific criteria. 

 III. STRUCTURED FINANCE RATINGS 

Structured finance ratings typically address timely payment of interest and ultimate 
payment of principal unless otherwise disclosed in the related research. The promise to 
pay of each rated security is based on the contents of the transaction documents – in 
particular the terms and conditions of the rated securities. 

This Methodology is an update of the version published in September 2021. The update to 
the Methodology will not have a rating impact on existing transactions. While all Structured 
Finance transactions rated by ARC will be rated using this Methodology, most transactions 
will also use asset specific criteria, as will be disclosed in ARC’s publications.  
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 IV. KEY RATING DETERMINANTS 

PERFORMANCE ANALYSIS 

ARC's performance analysis aims to produce an understanding of the credit 
characteristics of the underlying securitised assets and to predict their behaviour under 
given stress scenarios. For each transaction ARC will request a detailed set of data specific 
to the asset class to be securitised. The data requirements typically include a detailed 
asset-by-asset (or loan-by loan) data tape including original and outstanding principal 
amount, term, interest rate and interest rate type, history of arrears and details about any 
collateral securing such asset(s). In case of highly concentrated pools, more data will be 
requested on those exposures, for instance, individual obligor risk ratings may be required. 

A transaction may be backed by a pool of assets where there is relative homogeneity in 
asset size, and with no material concentrations in the pool – this would be considered a 
granular pool. Alternatively, the transaction could be backed by relatively few exposures, 
or have material loan or borrower concentrations, this would be considered a 
concentrated pool. The level of concentration is considered in the analysis and may have 
an impact on the required credit enhancement with higher levels of credit enhancement 
typically being required for concentrated pools due to the outsize effect of an asset 
default. 

Where the securitisation involves a granular pool of assets, static pool analysis is 
preferably conducted in addition to whole book through time, or ‘dynamic’, analysis of the 
originator’s portfolio. Static pool analysis involves analysing an originator’s entire historical 
book to be divided into sub-pools or vintages, typically by quarter or year in which the loan 
or receivable was originated. The performance, including defaults, recoveries, 
prepayments and redemptions of each sub-pool is then tracked over its entire life cycle, 
from origination until maturity of the last loan in the sub-pool. Such static pool analysis 
provides ARC with useful information in respect of the default, recovery and net loss 
experience of the assets. 

In the event that performance information does not include a full economic cycle, the 
rating panel might adjust the outcome of the base case calculations to more 
appropriately reflect the expected performance during the life of the transaction. Where 
insufficient information is available ARC may decline to rate the transaction. 

For securitisations of non-granular pools of assets or where there are significant 
concentrations (for example, a single loan or asset representing more than 10 per cent of 
the overall securitised portfolio), the analysis may take the form of fundamental analysis 
or a Monte Carlo simulation, or other appropriate methods as will be described by the 
asset specific methodology or report. 
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ARC's review of the proposed securitised assets’ historical performance, of other 
benchmark securitisation data, of market or macroeconomic data, as well as its projected 
expected future performance of the assets to be securitised, allows it to establish a ‘base 
case’ performance scenario. 

ARC expects to receive a sufficient amount of historical data for the transactions it rates, 
which is at least three years, or longer, depending on the maturity profile of the securitised 
assets. Additionally, ARC may adjust its requests in case the available data comprises a 
benign economic time frame. Where such data is not available then ARC will use market 
or other representative data from highly comparable transactions or assets, provided that 
it is appropriate to do so. Alternatively, ARC may decline to rate the transaction. 

ORIGINATOR AND SERVICER REVIEW 

As part of the rating process, ARC’s analysts will meet key personnel and management of 
the important transaction parties, such as originator, sponsor, fund manager or servicer 
to assess the strengths of their policies and procedures. 

ARC will determine which are the key transaction parties for review, typically the originator 
and servicer, and will ask those parties to provide a presentation that addresses the 
aspects listed in Appendix D. It is critical to perform a review of underwriting/credit 
granting policies, as well as on-going origination, collections and servicing policies and 
procedures pertaining to the securitised assets, to determine the quality of origination as 
well as the ability of the relevant transaction parties to service and collect on the 
securitised assets. In addition to the review, an independent audit opinion on the 
underlying collateral/portfolio is expected to be provided for each transaction, except in 
cases where the collateral is fully insured by a suitably rated external insurance 
counterparty. Such audit should be performed in line with best market practice. Should 
ARC believe that the auditor is not independent, or is not a sufficiently experienced firm, or 
if an audit opinion is not provided, ARC may either request an additional audit or may carry 
out a file review on a random selection of files relating to the underlying collateral. 

For existing transactions, a review of the key transaction parties is expected to be carried 
out on an annual basis to assess adherence, as well as changes, to policies and 
procedures. Such a review may focus on the originator in the case of revolving portfolios. 

ASSET ANALYSIS 

ARCs asset analysis starts with the derivation of a base case performance scenario for the 
securitised assets covering the life of the transaction until the legal maturity. For most 
asset classes, the base case performance scenario includes ARC’s expectation of the 
securitised assets’ cumulative defaults and recoveries until the legal maturity of the 
transaction, which then is used to derive a base case expected loss. 
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As described above, the derivation of the base case can be based on static data analysis, 
historic data relating to the securitised assets, on appropriate comparable data or other 
sources. Other common sources include, amongst others, a mapping of defaults from the 
originator’s internal credit models, the use of credit assessments or a scoring approach 
whereby each individual securitised asset is assigned a default probability and recovery 
rate in accordance with ARCs methodologies which can be based off large sets of data. 

The base case assumptions are forward looking over the expected life of the assets or 
transaction, and typically correspond to a ‘B(sf)’ rating. The base case settings are 
determined in a rating panel and will be progressively stressed for higher target rating 
categories in accordance with ARC’s rating category definitions. The method of setting the 
base case scenario differs for each asset class; for example, for consumer asset backed 
securitisation (“ABS”) transactions the originator’s historical portfolio information is used 
where available, for Collateralised Debt Obligation transactions a Monte Carlo simulation 
estimates the securitised portfolio’s future credit performance while for residential 
mortgage backed (RMBS) transactions a mix of originator-specific historical data and 
market-generic data is used. Other asset classes will stress similar or different variables. 
Where a portfolio is exposed to high asset concentrations, the transaction may be 
sensitivity tested by simulating the default of a certain number of the largest obligors, 
dictated by the rating scenario being tested. 

ARC also forms an opinion on how delinquencies, prepayments, recoveries and portfolio 
yield impact the transaction and will expect to see historic information relating to each of 
these factors. Absent such information, ARC’s analysis may potentially proceed subject to 
the panel’s discretion, however the likely output may be more conservative than would 
otherwise be the case. 

The determined panel-derived parameters on, amongst others, cumulative default and 
recovery rates and their respective time vectors, are used as inputs to a cash flow 
simulation which tests the ability of the transaction to withstand the given parameter 
stresses for each target rating scenario. The cash flow analysis attempts to mirror the 
transaction structure, specifically the transaction priority of payments as set out in the 
underlying documentation, which will include all transaction running costs, liquidity 
facilities (where present), swaps (if any) and any liquidity/loss reserves. 

In case of already defaulted assets, or for assets which do not have a defined concept of 
default, the analysis focuses on the expected cashflows to arise from the securitised 
assets which can be derived from a roll-rate analysis or from analysis of a business plan, 
where applicable. 

For assets characterised by a defined repayment profile, such as mortgage loans or 
corporate loans, the cash flow analysis is subject to additional stress testing of output 
sensitivity to variables such as prepayments, default rates, timing of defaults and recovery 
rates and interest rate scenarios. 



STRUCTURED FINANCE 
RATING CRITERIA 

6 | 

For assets with no fixed repayment profile, such as trade receivables and credit card 
receivables, dynamic methods are used to calculate the appropriate credit 
enhancement. 

The cashflow analysis should indicate that the securitisation should generate enough 
cash to service all the rated debt instruments in all relevant rating scenarios. 

CASH FLOW ANALYSIS 

As discussed above, the asset analysis includes a review of the historical and expected 
future performance of the assets to be securitised. The next step in ARCs rating process is 
a cash flow analysis to test the adequacy of credit enhancement in the transaction under 
different rating scenarios. 

Particular focus is given to the benefits of credit enhancement, which can appear in 
different forms such as subordination of classes of notes, over-collateralisation, reserve 
funds, cash trapping, excess spread and third-party credit supporting guarantees, as is 
the case, for credit-linked notes, for example. Credit enhancement is a key factor in a 
structured finance rating as it is one of the main mechanisms that provides protection to 
noteholders against losses on the underlying asset pool. Credit enhancement and the 
capital structure for the transaction should be proposed by the requesting party to whom 
the ratings will be provided as ARC does not provide structuring advice. The forms of credit 
enhancement and the operation of the transaction waterfalls are an integral part of the 
cash flow modelling performed by ARC. 

Below we discuss some commonly found structural features: 

Pro rata vs Sequential Structures 

Pro rata structures provide for principal and interest collections to be paid proportionately 
to the senior tranche and at least one other tranche based upon their outstanding 
balances, either for the life of a transaction or during pre-determined periods. The 
existence of pro-rata amortisation can be credit-negative for notes which normally rank 
higher up the payment hierarchy, relative to fully sequential structures, as it slows down 
their amortisation and prolongs their exposure to eventual losses. Most structures with a 
pro rata feature include triggers, generally related to adverse performance 
characteristics, to flip the waterfall back to a more sequential format. Such triggers may 
be curable or incurable (i.e., permanently changing the waterfall once breached). 

Revolving Periods 

Under certain structures, principal receipts may, during a reinvestment period, be partially 
or wholly reinvested into new securitised assets, meaning that notes receive less principal 
than would otherwise be the case. Such reinvestment period is usually called the ‘revolving 
period’ because, as assets pay down or exit the securitised portfolio, potentially 
brand-new assets come into the securitised portfolio. The timeframe of the revolving 
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period is taken into consideration in the rating analysis, whereby ARC will rate the 
transaction based on the worst-case portfolio possible according to the eligibility criteria. 
Usually, provision is made for the revolving period to be terminated early in the event of 
breach of pre-determined performance triggers (e.g., higher than expected defaults). 

Other structural features 

Other structural features can have a bearing on the credit analysis of the notes, and can 
include, but are not limited to: time subordinated notes, principal deficiency ledgers, 
excess cash trapping or turbo amortisation features, scheduled amortisation of the notes, 
liquidity facilities or reserves, discounting or theoretical yield features, target over 
collateralisation triggers, variable credit enhancement features, amongst others. All 
credit-relevant structural features will be either modelled, or at least considered, by ARCs 
rating analysis. 

COUNTERPARTY RISK 

The smooth operation of securitisation transactions relies on various counterparties such 
as the servicer, the cash manager, the fund manager, the issuer account bank, the hedge 
provider, and the liquidity facility provider to name some commonly found parties which 
contract with the issuer. 

In order to support an ARC rating higher than that of any of these parties, i.e., to “de-link” 
the credit of the securitisation from that of the weakest counterparty, transaction 
counterparties should meet the counterparty criteria summarised in Appendix C, without 
which the maximum achievable rating may be constrained by the credit quality of the 
weakest counterparty in the structure. The potential capping of a rating depends on how 
important the counterparty is to the transaction. The underlying analytical assumption of 
the criteria listed in Appendix C is that a jump-to-default of the relevant counterparty 
within the specified remedial period is sufficiently remote to support the associated 
maximum achievable securities ratings. 

If a transaction relies to a considerable extent on a counterparty without the associated 
risks being properly mitigated, the rating of the debt securities are likely to be closely linked 
to that of that counterparty. Examples of ratings which are typically highly linked to that of 
a counterparty are credit linked notes, where the maximum rating is likely to be linked to 
the corporate credit rating of the specific reference obligor absent a suitable guarantee. 
In the event of material non-performance of a counterpart’s obligations, the special 
purpose vehicle company (the SPV, being also the issuer of the securitised notes) should 
be entitled to cancel the counterparty agreement without incurring additional costs. 

Asset Servicing Considerations 

In transactions where the servicer has a public credit rating, and/or where the assets are 
not complex to service, and/or there is an active third-party servicing market, ARC 
considers that the credit linkage to the servicer would be lower than securitisations where 
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the assets require specialist servicing knowledge, or where the servicer is not of a high 
credit quality, and/or where there is no liquid back up servicing market. 

In the latter case, ARC views more positively in its rating analysis, transactions which are 
supported by suitable back-up counterparties, especially the servicer, from closing. In 
case there is a back-up servicer appointed from closing, the party should be capable of 
servicing the asset pool if the primary servicer becomes insolvent or incapable of carrying 
out the servicing function. 

ARC expects to receive written confirmation from the back-up servicer that it can 
take-over the collection function, providing an estimate of the time it would take and that 
it will receive periodically all relevant information enabling it to take-over the function in a 
timely manner. ARC may also conduct a review of the back-up servicer’s policies and 
procedures, as well as considering its experience and expertise in providing this function 
to other transactions. ARC expects a typical back-up servicing agreement to include clear 
costing of assuming the back-up servicing function, for the back-up servicer to offer 
sufficient notice periods to withdraw from its role, and an obligation to find a replacement 
back-up servicer prior to its withdrawal. 

ARC will review the documents and arrangements which are in place at closing to allow 
for a swift appointment of a replacement servicer upon material deterioration of the 
originator’s credit. If, during the initial rating process, ARC is not comfortable that the 
back-up servicer will be able to swiftly take-over the collection function, additional credit 
enhancement or liquidity arrangements may be necessary to support certain rating 
scenarios. 

In the event that neither the servicer nor the back-up servicer has a credit rating nor 
servicer ratings from any registered ECAI, ARC may be able to provide a Servicer Quality 
rating where an opinion is formed based on management and staff, systems and controls, 
debtor administration, arrears management and the financial strength of the back-up 
servicer. 

SOVEREIGN RISK 

Please refer to ARC’s Approach to Setting Sovereign Ratings and Country Ceilings, where 
the method and rationale of setting country ceilings is explained. 

For structured finance, both the SPV and its securitised assets will be subject to the 
respective country ceiling(s). 

In addition, for cross jurisdictional portfolios, where the securitised assets originate from 
multiple jurisdictions, a rating cap will apply to each of the securitised assets legally 
domiciled in jurisdictions where a country ceiling applies according to ARC’s methodology. 
This means that for portfolios which are diversified geographically, the final rating output 
may be higher than the lowest country ceiling in the portfolio. 
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LEGAL REVIEW 

The primary objective of a securitisation is to isolate the credit risk of a pool of assets from 
the credit risk of the seller or originator of such assets. In order to achieve this, an originator 
legally, validly and effectively transfers (which may include, true sale, declaration of trust, 
or other forms of legally effective assignment) clearly identifiable assets or rights over 
obligors or cashflows, to a special purpose vehicle (“SPV”). The SPV should be bankruptcy 
remote, and the sale should take effect as a true sale, whereby the SPV is either the legal 
owner of the assets from the moment of sale or is entitled to become the legal owner upon 
certain perfection events. The SPV should be entitled to clearly defined rights over 
proceeds deriving from the assets, and this should be the case even in the event that the 
seller or originator becomes insolvent. ARC expects this de-linkage to be addressed in a 
legal opinion. ARC’s basic expectations regarding the SPV and the content of the legal 
opinion are listed in Appendices A and B respectively. 

The SPV in turn issues a debt instrument or series of debt instruments to fund the future or 
current purchase1 of securitised assets (or rights over the cashflows arising from such 
assets). ARC’s ratings address the promise to pay of such instruments in accordance with 
transaction documentation unless indicated otherwise, which can include timely interest 
and timely principal or timely interest and ultimate principal. Investors in the debt 
instruments normally only have recourse to the assets of the SPV, which includes the rights 
over underlying securitised assets, rights over cash reserves and rights vis the contractual 
arrangements which the SPV has with its counterparties. 

ARC’s analysts will review the documentation pertaining to the transaction, as well as 
associated legal opinions, to determine the legal robustness of the structure and also to 
check that the underlying documents truly represent the presented transaction. Legal 
opinions received by ARC may also be reviewed by external counsel. Legal opinions are 
expected to address the legal structure of the transaction, as well as address the legal, 
valid, binding and enforceable nature of the documents, including those related to the 
underlying collateral, in respect of all relevant laws. For refinances or tap issuances a new 
legal opinion may not be sought if a legal opinion has been provided within the past 
12 months, except where there has been a change to the transaction structure, in which 
case a fresh legal opinion is likely to be required. 

Legal issues which can have a credit impact, and which would be covered by ARCs legal 
review include, but are not limited to, issues such as: issuer’s ongoing obligations towards 
the structure, set-off risks, commingling risk, enforceability of the transaction documents, 
asset level risks such as cross default between securitised and non-securitised loans, and 
product design, true sale and clawback, title issues, perfection of security methods, 
amongst others. 

 
1 The exception would be for a synthetic securitisation, where no sale of assets takes place and risk is taken to 

a pool of reference exposures, for example via credit default swaps. 
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE FACTORS 

ARC’s structured finance ratings are always based on a holistic analysis of the transaction 
to be rated with the goal of identifying all relevant aspects, including environmental, social 
and governance (ESG) factors, which might impact the issuer, collateral or structural 
features of the transaction from a credit risk perspective. ARC always takes the most 
forward-looking perspective that current knowledge about these risks permits, 
acknowledging that in the case of some ESG factors their credit impact will only be known 
over a longer time horizon than the one considered for the rating analysis, making an 
accurate quantification of its potential impact subjective.  

Therefore, ARC tries to incorporate ESG factors into its ratings mostly through qualitative 
analysis. The potential credit impact of environmental and social factors most often 
affects the pool of assets serving as collateral, and the transaction counterparties, 
whereas governance factors mostly impact the transaction features. 

Where ESG factors are a key driver of the assignment or change of a credit rating or rating 
outlook the ESG factor that was considered a key driver will be clearly identified and its 
materiality explained in the accompanying press release and/or report. 

For ARC, ESG factors do not have a specific score; the impact for the analysis is directly at 
the level of the rating when, from the analysis, it is determined as a potential risk for the 
issuer that could therefore affect the rating in the long term. 
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 V. RATING MODIFIERS 

An Indicative Rating - evidenced by the suffix (ind) – is a rating assigned by ARC to an 
issuer or an instrument when the assignment of a final rating is dependent upon the 
fulfilment of specific contingencies, as for instance, the case with indicative ratings prior 
to the closing of a transaction. 

Where a financial obligation is considered a structured finance instrument, as defined by 
regulation, its rating shall carry an (sf) modifier. 

Any material deviation in the fulfilment of these contingencies from the assumptions 
underlying the Indicative Rating can have a material impact on the final rating accorded, 
which accordingly may be fundamentally different to the initial Indicative Rating. 
Moreover, ARC reserves the right not to issue a final rating. Potential investors are advised 
to bear this in mind when considering any indicative rating. 

 VI. QUALIFICATION 

ARC Ratings only provides a rating of the rated securities and neither recommends nor will 
recommend how an issuer can or should achieve a particular rating outcome. A rating 
only considers the law, or tax, or reasonable macroeconomic prediction known at the time 
of assignment. Such rating does not cover unexpected or sudden changes in law, tax, or 
material changes in macroeconomic conditions, nor is it, nor can it be regarded as, an 
audit. Moreover, ARC Ratings is not and should not be made a party to any transaction 
documents of the instrument/transaction it is rating. Users of our ratings should familiarise 
themselves with the transaction documents. ARC Ratings does not act as a legal, tax, 
financial, investment or other advisor and users should seek professional advice from 
appropriate third parties where necessary. 
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 APPENDIX A: SPECIAL PURPOSE VEHICLE 
FEATURES 

A properly established SPV should delink the credit risk of the securitised pool of assets 
from the credit risk of the originator. Amongst others, the following features typically apply 
to a SPV: 

- The SPV is a stand-alone legal entity that can acquire rights and obligations 

- The SPV is set up as a bankruptcy remote entity. To achieve this, transaction parties 
agree that they can only rely on the proceeds of the securitised assets (i.e. they are 
non-recourse), that they will only be paid in accordance with a predetermined priority 
of payments and are bound to non-petition language (i.e. they will not file for 
bankruptcy of the SPV unless all rated securities have been repaid) 

- If the originator becomes insolvent, the SPV’s assets do not form part of the originator’s 
bankruptcy estate. The SPV has an independent board of directors with restricted 
powers 

- The flow of cash out of the SPV is controlled by an independent party 

- The SPV’s activities are restricted by its formation documents. The SPV can only perform 
activities instrumental to the transaction, as described in the transaction 
documentation 

- The directors of the SPV have limited ability to change the formation documents 

- The SPV is not an operating business, does not engage any employees nor occupies 
any premises 

- The directors of the SPV cannot alienate or encumber its assets, nor incur obligations 
other than as agreed per the transaction documents 

- The directors of the SPV cannot reorganise the SPV. The ownership structure of the SPV 
cannot change; and 

- Dividends to be distributed out of the SPV, if any, can only be declared if, after payment, 
sufficient credit enhancement remains available in the transaction. 

Different features may apply depending on the nature of the specific transaction, the 
securitised assets and the jurisdictions involved. 
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 APPENDIX B: LEGAL OPINION 

ARC’s legal assumptions are factored into the credit analysis and are expected to be 
supported by a satisfactory legal opinion which may be reviewed by external counsel. 
Depending on the nature of the specific transaction, the securitised assets and the 
jurisdictions involved, different assumptions may apply. 

TRANSACTION PARTIES / DOCUMENTATION 

- The SPV is a bankruptcy remote entity. If the SPV is not a new entity, the opinion includes 
a description of potential risks, if any 

- All transaction parties have been duly incorporated / established, exist and are in good 
standing 

- All transaction parties have the power, capacity and authority to enter into and perform 
their obligations under the transaction documents to which they are a party 

- Any transaction documents to which the transaction parties are a party constitute 
legal, valid, binding and enforceable obligations against the relevant party 

- All transaction parties have obtained all necessary valid licenses, consents, 
authorisations etc; and 

- The opinion will cover any local legal, regulatory and/or tax requirements or 
consequences that may affect any transaction party, in particular the SPV. The entry 
into or the creation of the transaction documents does not contravene any relevant law. 

TRANSFER OF ASSETS AND SECURITY 

- The transfer of the assets from the originator to the SPV is a legal, valid, binding and 
enforceable sale. The sale withstands the insolvency of the seller and is enforceable 
against third parties and any insolvency official of the seller. In the event that legal title 
to the assets is not transferred at closing of the transaction, the opinion describes the 
mechanism how and when transfer of legal title happens and whether or not this 
creates any risks. The transfer of the assets is not re-characterised as a loan 

- The underlying receivables agreements constitute legal, valid, binding obligations of 
the related obligor 

- A cession of collection accounts is legal, valid, binding and enforceable. The cession 
should withstand the insolvency of the party ceding the accounts and is enforceable 
against third parties and any insolvency official of the seller 

- Security granted to the SPV by whatever party is perfected, legal, valid, binding, and 
enforceable against third parties and any insolvency official; and 

- Cession, enforcement and validity of insurance policies, if applicable. 
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NON-PETITION, LIMITED RECOURSE, SUBORDINATION 
PROVISIONS 

Non-petition, limited recourse, subordination/priority of payments provisions are legal, 
valid, binding and enforceable obligations against all relevant parties (including hedge 
counterparties) and any insolvency official. 

COMMINGLING RISK 

If there is commingling risk in the transaction, i.e., cash expected to be received by the 
issuer is held by a transaction party that might be at risk of insolvency, the opinion 
describes this risk and the mitigants, if any. 

SET-OFF RISK 

If there is set-off risk in the transaction, i.e., the obligors might, in certain circumstances, 
have a right to reduce their obligation to repay by an amount owed to them by the 
originator, the opinion describes this risk and the mitigants, if any. 

REASONED ANALYSIS 

To the extent insolvency or enforcement issues could have an impact on the transaction; 
the opinion includes a reasoned analysis of these risks. 

TAX OPINION 

A separate tax opinion addresses all relevant taxes that could impact the transaction. 
Without limitation, this includes a description of the potential impact on the transaction of 
deferred tax liabilities, withholding tax, value added tax, stamp duty, transfer tax and 
corporate income tax. ARC is interested in understanding how the transaction documents 
incorporate adequate provision for taxes in a cash reserve, where relevant. 
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 APPENDIX C: COUNTERPARTY RISK  
CRITERIA 

COMMINGLING RISK UPON INSOLVENCY OF ACCOUNT BANK 

Bank Rating 
Minimum ST Bank Rating 

with Remedial Action 
Language in Place 

Maximum Rating 
of Securities 

Remedial Action Upon 
Downgrade of Bank 

Maximum Timing of 
Remedial Action 

A1 Loss of A1 AAA 

1. Replacement with suitable bank 
2. Obligations unconditionally 

and irrevocably guaranteed by a 
suitable party 

3. Any costs borne by the 
downgraded party 

15 working days 

A2 Loss of A2 A As per above 15 working days 

A3 Loss of A3 BBB+ As per above 15 working days 

< A3 NA 
No higher than 

rating of 
counterparty 

NA NA 

Column 1 indicates the typically expected minimum short-term rating in order to support the maximum security rating as per column 3. However, if remedial action 
language is in place as per columns 4 and 5, the short-term ratings in column 2 suffice. ARC expects other parties, such as paying agents, to comply with the same 
rating thresholds as an account bank and money transfers should be made swiftly, preferably intra-day. 

COMMINGLING RISK UPON INSOLVENCY OF ORIGINATOR 

ST Originator Rating 
Maximum Rating 

of Securities 
Collections Sweep Frequency from 

Originator to SPV 
Maximum Contractual Payment 

Grace Period 

A3 or better AAA At least once per month NA 

Below A3 BBB Weekly 5 working days  

ARC prefers collection accounts to be in the name of the SPV or properly ceded to the SPV in order to completely mitigate the potential risk that asset collections 
commingle with funds in the insolvency estate of the originator. However, for originators rated A3 or higher, this risk may be suitably mitigated as indicated in the 
table above 
For lower rated originators, more restrictive mitigants are appropriate, e.g., additional credit enhancement. The commingling quantum is the maximum estimated 
asset collections during the commingling horizon. The commingling horizon is the number of days between each cash sweep (taking into account any contractual 
payment grace period, plus the assumed debtors' notification period). An originator losing its minimum A3 rating is expected to tigger an automatic daily cash 
sweep to the Issuer’s account.  

RISK OF DEFAULT ON PERMITTED INVESTMENTS 

Minimum Investment 
Rating 

Maximum Rating 
of Securities 

Remedial Action Upon Downgrade 
of Investment 

Maximum Timing  
of Remedial Action 

A1 or AA- AAA 
Replacement with a suitable 

investment 
Next Interest Payment Date 

< A1 or AA- 
No higher than rating of 

investment 
NA NA 

ARC expects investments to be of a short-term nature and to mature at least 2 days prior to the next payment date in the transaction, and the investment to pay 
interest and principal in full at maturity of the investment. 
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RISK OF NON-PAYMENT OF HEDGE COUNTERPARTY 

Counterparty 
Rating 

Minimum ST Counterparty  
Rating with Remedial Action 

Language in Place 

Maximum Rating 
of Securities 

Remedial Action Upon 
Downgrade of Counterparty 

Maximum Timing of 
Remedial Action 

A1 Loss of A1 AAA 

1. Replacement with suitable party 
2. Obligations unconditionally and 

irrevocably guaranteed by a suitable party 
3. Posting of collateral to Issuer’s Account 

4. Any costs borne by the downgraded party 

15 working days 

A2 Loss of A2 A As per above 15 working days 

A3 Loss of A3 BBB+ As per above 15 working days 

< A3 NA 
No higher than 

rating of 
counterparty 

NA NA 

ARC expects swap documentation to be drafted such that it is ancillary to the mechanics of the transaction. For example, automatic termination events for the 
benefit of the swap counterparty need to be limited. ARC expects a collateral support agreement to be in place at closing of the transaction. ARC expects a potential 
termination net settlement payment to be paid by the SPV to the swap counterparty to rank junior in the priority of payments if the termination is caused by a 
default of the swap counterparty. 

RISK OF NON-PAYMENT OF LIQUIDITY FACILITY PROVIDER 

Counterparty 
Rating 

Minimum ST Counterparty  
Rating with Remedial Action 

Language in Place 

Maximum Rating 
of Securities 

Remedial Action Upon 
Downgrade of Counterparty 

Maximum Timing of 
Remedial Action 

A1 Loss of A1 AAA 

1. Replacement with suitable party 
2. Obligations unconditionally and 

irrevocably guaranteed by a suitable party 
3. Fully draw the available limit into the 

Issuer’s account 
4. Any costs borne by the downgraded party 

15 working days 

A2 Loss of A2 A As per above 15 working days 

A3 Loss of A3 BBB+ As per above 15 working days 

< A3 NA 
No higher than 

rating of 
counterparty 

NA NA 

In the event that the liquidity facility provider needs periodic renewal, ARC expects a renewal notice to be sent out at least 20 working days in advance. If the facility 
is not renewed, the SPV needs to fully draw the available limit before maturity. ARC expects the margin to be paid by the SPV exceeding the interest earned on the 
transaction account, to rank junior in the priority of payments. 

As indicated in the tables above, ARC’s focus is on short term ratings, because the relevant 
time horizons will typically be of a short-term nature. For transactions that incorporate 
hedges, it may be different, and the inclusion of a long-term rating threshold may be 
appropriate. ARC will determine this on a case-by-case basis. 
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 APPENDIX D: ORIGINATOR / SERVICER 
REVIEW ATTENTION POINTS 

AN OVERVIEW OF THE BUSINESS 

- History 

- Organisational structure 

- Recent material developments and competition 

- Market share statistics 

- Financial performance and funding profile; prospects for the future 

- Description of the main features of the assets to be securitised; and 

- Biographies of senior management. 

AN OVERVIEW OF THE UNDERWRITING / CREDIT AND 
COLLECTION POLICIES 

- An overview of the underwriting department and origination channels 

- An overview of the credit department 

- Experience of credit personnel, procedures for granting new credit and ageing policy 

- Rehabilitation programmes 

- Collection procedures, including expectations for the future write-off policies; and 

- IT systems and disaster recovery. 

AN HISTORICAL OVERVIEW OF THE PERFORMANCE OF THE 
RELEVANT ASSET BOOK 

- Whole book performance data over time, or “dynamic”, arrears rates, prepayment rates 
and portfolio yield 

- Static cumulative default rates by vintage and static cumulative recovery rates by 
vintage 

- Portfolio composition by relevant characteristics, ideally for each vintage, and other 
relevant performance information; and 

- If possible, a comparison with the performance of competitors. 
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AN OVERVIEW OF THE PROPOSED TRANSACTION AND HOW 
IT WILL BE MANAGED 

- Depending on the specific transaction, other information may be requested 

- In addition to the above a review of the back-up servicer may be deemed necessary; 
and 

- In the absence of an audit report a sample file review may be carried out. 
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 DISCLAIMERS 

ARC Ratings, S.A. is registered as a Credit Rating Agency with the European Securities and Markets 
Authority (ESMA), within the scope of the Regulation (EC) Nº 1060/2009 of the European Parliament 
and of the Council, of 16 September, and recognised as External Credit Assessment Institution (ECAI). 

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

Credit Ratings assigned by ARC Ratings are independent and forward-looking opinions on the 
capacity and willingness of an entity or the capacity of a transaction to make all required interest 
and principal payments on a given obligation in a timely manner interest and principal. The 
meaning of each rating category is explained in www.arcratings.com. ARC’s credit ratings are based 
on ARC’s published rating criteria. 

Ratings do not constitute a recommendation or offer or solicitation to buy, sell or hold any 
investments that may be mentioned, and are only one of the factors that investors may wish to 
consider. The use of any rating is entirely at the user’s own risk. 

In the rating process, ARC Ratings adopts procedures and methodologies aimed at ensuring 
transparency, credibility and independence, and also that rating classifications are not influenced 
by conflicts of interest. 

 

 CONTACT DETAILS 

 

 

ARC Ratings (UK) Limited 

30 Churchill Place 

Canary Wharf 

London E14 5RE 

UNITED KINGDOM 

+44 203 927 8600 

arcratings_uk@arcratings.com 

ARC Ratings, S.A. 

Rua de São José 

35 – 1º B 

1150-321 Lisbon 

PORTUGAL 

+351 21 304 11 10 

arcratings_eu@arcratings.com  

Lisa Macedo 
Head of Methodologies 

lisa.macedo@arcratings.com 

Ashley Thomas 
Co-Head of Structured Finance (UK) 

ashley.thomas@arcratings.com  

Stefan Augustin 
Co-Head of Structured Finance (EU) 

stefan.augustin@arcratings.com  

www.arcratings.com 
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