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ABS SME - EMEA

Differences in Net Growth of Enterprises
Indicate Divergence of SME Performance
Across Europe
Summary
A valuable indicator to forecast the performance of asset-backed securities (ABS) backed by
loans granted to small and medium-sized enterprises (SMEs) in Europe is an analysis of net
growth in the number of enterprises per country, and the rate of failure. These growth and
failure rates correlate closely with the credit performance of SMEs, alongside domestic and
European macroeconomic trends. Trends in the number of newly created enterprises minus
dissolved enterprises is a strong forward-looking indicator for SME performance in a specific
country, providing insight into the business climate for SMEs in Europe.

This report forecasts performance and compares trends in six SME ABS markets in Europe:
Belgium (Aa3 stable), France (Aa2 stable), Italy (Baa2 stable), Portugal (Ba1 stable), Spain
(Baa2 stable) and the UK (Aa1 stable). Overall, we anticipate that SMEs in Western European
countries will outperform their weaker Southern European counterparts in light of the
stronger net growth of enterprises.

Growth rate of enterprises predicts stronger SME credit performance
in Western Europe
Different business climates among countries are driving the divergence in performance for
SMEs in Europe. As a result, we anticipate much stronger SME performance in Western
Europe (the UK and Belgium) than in Southern Europe (Italy, Spain and Portugal). The UK
shows the most dynamic growth in the number of SMEs, which correlates with the best
performance for SMEs across the countries in this study. On the contrary, deterioration
of enterprise performance correlates with the highest non-performing loans (NPLs) for
non-financial corporates (NFCs) in Italy. The correlation in France and Portugal between
performance and business growth is shown to be weak.

There are more than 22 million SMEs in the European Union, which represent a significant
part of national economies, as Exhibit 1 shows. SMEs total more than 99% of total
enterprises in the main markets, approximately 58% of the total value added in the EU (i.e.
gross income from operating activities after adjusting for operating subsidies and indirect
taxes).

SME markets in the UK and Belgium will continue to show the strongest credit performance
in Europe. The steady growth of enterprises in the UK and Belgium shows that SMEs in these
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countries have performed steadily through years of economic turbulence and will be less vulnerable to headwinds.

Spain shows high NPLs for SMEs, following the net failure of enterprises over the 2008-13 period, although the trend reversed course in
2013, the same year that net growth of enterprises also turned positive.

Exhibit 1

ABS SME Markets in Europe Show a Significant SME Weight as % of Total Added Value in National Economies

Source: Eurostat

Exhibit 2 shows the correlation between business demography and SME performance, and compares two data series per country:

» NPLs for NFCs per country, year by year, as reported by the national banks. There are no historical data for NPLs on NFCs in the
UK. Exhibit 2 shows the global levels of write-offs in the UK banking system as reported by the Bank of England.

» Net growth of enterprises (NGE), the difference between the number of created and failed enterprises, as a percentage of existing
enterprises in the country. This ratio can be positive (if there are more created than dissolved companies), or negative. Positive
levels show a good business climate for the country in a specific year.

Exhibit 2 shows how the growth of enterprises remained unaffected in the UK and Belgium despite the turbulence in recent years. Net
growth of enterprises has remained positive in Belgium each year, and the situation is similar in the UK, with only 2009-10 showing aDRAF
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net failure of enterprises. This strength correlates with stable performance of loans granted to enterprises, as indicated by the lines for
these two countries representing NPLs.

In contrast, the Italian data shows that the failure of companies has accelerated, as represented by the bars below zero, which correlate
with the steadily growing NPL line that represents the performance of loans to enterprises in the country. This correlation shows the
deepening of the deterioration in SMEs' credit performance. The exhibit also shows that in Spain, net growth of enterprises turned
positive in 2013; since then, NPLs for Spanish NFCs have been in decline.

Exhibit 2

Variations in Net Growth of Enterprises Forecasts Divergence of SME Performance Across Europe

Comparable data unavailable for France
Sources: National Banks, Spanish National Institute of Statistics (INE), Portuguese National Institute of Statistics (INE), Italian National Institute of Statistics (ISTAT), UK Office of National
Statistics (ONS), Direction générale Statistique - Statistics Belgium

Country Specific Analysis
UNITED KINGDOM
Expansion of SMEs will continue to boost the performance of SME loans into 2016
The UK will continue to show the most dynamic environment for growth in SMEs, based on the solid performance through the
turbulence over the last 10 years. During this period, there has been steady net growth in the number of SMEs in the UK1. The strong
performance of SMEs in the UK is partially a result of UK SMEs benefiting from positive sentiment in political will to increase funding
availability, competition2, and political measures (i.e. the government-owned British Business Bank). As a result, UK SMEs’ value-added
grew by 11.6% in 2014, compared with the European average of 3.3%3.

This strong growth has coincided with unemployment in the UK improving to 5.1% as of 2015, from a peak of 8.1% in 2011, with
SMEs playing a key role in the recovery4. Small employing enterprises contributed the highest amount (482,000 in headcount), a
14% increase between 2011-15, according to the Department for Business, Innovation & Skills (BIS). The global financial crisis has not
affected the general increasing trend in UK SMEs, unlike the other European markets in this report.

Despite the deterioration in write-off levels for NFCs from 2009 until 2011, UK enterprise expansion has accelerated in the last two
years. A record net creation of 108,860 enterprises in 2013 was followed by strong new enterprise creation of 104,750 in 2014 ,
bringing the total to 2.6 million as of the end of 2014. Data sourced from the Office of National Statistics (ONS) excludes non-
registered businesses and businesses with no employees. This growth, combined with the recent increase in net registrations of new
SMEs, is generally positive for UK SMEs.DRAF
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Exhibit 3

Increasing Number of UK SMEs Suggests Strong Credit Performance

New and dissolved enterprise percentages are calculated compared to total stock of enterprises for each year.
Source: ONS

UK SMEs show the best performance across European countries
The Bank of England (BoE) shows the level of write-off loans for UK NFCs, but it does not report the historical series of NPLs. The
annualised write-off rate of loans to private NFCs stood at 1.3% as of 2015, still higher than before the global financial turmoil in
2009 (0.3%), but write-offs have recently been trending downward. Furthermore, NPL ratios for NFCs in the UK as reported by the
European Banking Authority (EBA) since 2014 are significantly better than in other EU countries, at 4.3% as of June 2015, down from
5.4% as of December 20145. This level compares with Italy at 25.2% and Portugal at 29.2%. However, the lower NPL ratio coincides
with high levels of forbearance on SME loans, with 6% of SME borrowers reported to be in some form of forbearance. This forbearance
is concentrated in SMEs that had large amounts of debt, which signifies that the forbearance is not a systemic issue within the market
itself6. Nonetheless, this forbearance could be reducing the actual improvement in UK SME credit performance.

The number of SMEs is growing with hurdles to access finance easing
Alongside the net number of UK SMEs growing, SMEs' access to finance has shown recent indications of improving. Application
acceptance levels have increased, with 73% of applications for finance being approved in Q4 2015 for the previous 18 months
compared to only 59% in Q4 20127. This has not yet followed through to increased levels of borrowing, as while there are no figures
for the specific SME segment, the overall financing of NFCs has been decreasing since 2008, as Exhibit 4 shows.

Volumes are significantly weaker than they were before the financial crisis, but they appear to be largely driven by decreasing
borrowing by large corporates rather than the retrenchment of SMEs. Corporate borrowing should show signs of vigour as recent
activity in the merger and acquisition market is creating demand from larger corporates8. On the positive side, net lending to private
NFCs improved in December 2014 and was net positive for nine months in the rolling 12 months, indicating a change toward more
access to finance for SMEs. The number of SMEs using bank-based lending in Q4 2015 was the greatest since Q4 2013, demonstrating
a recent uptick in demand9.
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Exhibit 4

Stock of Loans to UK NFCs Going Down Since 2008

Source: ONS, BoE, Moody’s calculations

Diversification of funding sources for UK SMEs is credit positive
Funding for SMEs (via loans) by the Bank of England and HM Treasury’s ‘Funding for Lending’ scheme incentivised banks to lend to
SMEs by providing access to £5 of low rate funding in return for every £1 of net lending to SMEs, available to drawdown until the end of
201810. Furthermore, the entry of several new challenger banks into the UK banking sector is providing alternative sources of funding;
this is also positive as they offer more sources and decrease SME reliance on any single funding source. Overall, this additional support
is credit positive for the UK SME market. A recent survey indicated the positive sentiment in SME markets, with only 6% of SMEs rating
access to finance as a barrier to their business performance, with another positive indicator that 47% of SMEs are planning to grow in
the next 12 months11.

Difference in business climate for SMEs across UK regions
While the net increasing registrations of new SMEs is a positive trend, the growth of companies is heavily skewed towards London
and the surrounding regions, with Northern Ireland only registering a small increase in 2014 for the first time since 2009, as Exhibit 5
shows. Despite the concentrations in growth, the typical five-year survival rate of SMEs does not differ largely between regions, with
London achieving the lowest rate of survival at 38.6% compared to South West at 45.0% (UK total was 41.7%). Regional company
growth was more widespread in 2013-14, this is a positive credit trend and is further evidenced through all regions demonstrating
economic growth on the year12. Northern Ireland is yet to have sustained registration growth, but economic activity increased by 1.1%
year over year as of the third quarter of 2015, driven by private sector growth, which is a positive credit indicator for the SME sector13.

Exhibit 5

Net Regional Business Creation Is London Centric

Source: Office for National Statistics
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Different trends in SMEs per industry
Education and Health-focused SMEs are likely to record the strongest performance among SME sectors because they are the two
industries with the highest five-year survival rates. However, as of 2009, they made up only 5% of the total registrations for new
SMEs. Among other reasons, the Education and Health sectors may have the highest survival rate because they are industries that
are largely protected from the UK government’s austerity programme. The worst performers were accommodation and food services,
followed by business administration and support services, although both were in the top three industries for new company registrations
(alongside professional and scientific). Alongside having the lowest survivability, accommodation and food services has not shown
signs of improving, as it also had the greatest dissolution rate of industries in 2014, of 13.1%. The construction industry shows weak
performance, in line with other countries, although with higher survivability than the former three industries.

Exhibit 6

Health and Education SMEs Displayed Highest Levels of Survivability

Source: ONS

More exports will benefit UK SMEs
SMEs in the UK underperform at exporting compared to other European countries. One in four EU SMEs have exports,14 compared
with one in ten for the UK15. Lower exports for UK SMEs compared to other countries in the EU is partially explained by its geography.
The UK government is promoting SMEs to start exporting and is aiming to double exporting to GBP1 trillion a year by 2020 and
increase the number of companies exporting by 100,00016. Exporting has been more expensive for UK-based SMEs as a result of the
strong GBP/EURO exchange rate. However, the sterling has depreciated in recent months. The sterling depreciation will help firms
remain competitive with European trading parties, with 78% of UK SMEs exporting to Europe, compared with only 21% exporting to
China17. The expansion of UK SMEs out of the national market and with less emphasis on Europe and more globally will benefit SMEs'
performance going forward.

Positive trend for UK SME ABS transactions given better perspective on construction and building
We currently rate nine UK SME transactions, consisting of Business Mortgage Finance (5), Ascot Black (1) and Sandown Gold (3). Both
Sandown Gold and Ascot Black transactions have the largest industrial concentration in construction and building (30-35%). The
construction and building sector has shown a contraction of 0.4% in Q4 2015 18 because of poorer performance in private industrial
and commercial work types. Despite the decline, survey results indicate growth, with 61% of respondents expecting workloads to
increase during 2016, with a forecast increase of 3.4%19.

BELGIUM
Strong performance will continue, despite the misleading NPL trend
The performance of Belgium SMEs will remain strong, as it was through the global financial crisis. It is a very robust market, with no
instance of any year showing negative net growth in SME registrations between 2007-15 (according to the historical series). Although
Exhibit 7 shows an increase between 2008-13 in NPLs levels to 7% from 2%, this increase is not a reflection of current Belgium SME
performance. Instead, the increase is a result of the reporting including loans granted to enterprises outside of Belgium, given the
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global scale of the Belgian banking system20. The first data point reported specifically for Belgium SMEs shows a NPL level of 5.6% as
of 201421. Although not directly comparable, this proves the steadiness of Belgium SMEs compared to other countries, with specific
information on SME performance as of 2014 (i.e. 18.4% in Portugal or 28.1% in Spain).

Exhibit 7

Constant Pace in SMEs Increase in Belgium in Recent Years

Sources: NBB, Statistics Belgium

The global financial crisis did not hit Belgium SME ABS deals
The SME growth rate in Belgium indicates no change in the strong performance of the deals that we rate. The performance of Belgium
SME ABS deals has been very stable through the crisis, with 90+ delinquencies contained below 0.4% as shown in Exhibit 8. The first
stage of the crisis affected performance momentarily in 2009, with a short and limited increase that never exceeded 1%. From that
moment onward, 90+ delinquencies were back to the low levels at around 0.3%, unlike the deterioration in other ABS SME markets
as in Italy or Spain. We have rated six Belgium SME ABS deals since 2007, with three of them still outstanding (Esmee Master Issuer,
Mercurius Funding and Belgian Lion SME II), originated by three banks among the top five in Belgium. The volume of these three
transactions is in line with the volume of ABS SMEs that we currently rate in Italy and Spain (approximately EUR19 billion in the three
countries as of January 2016).

Exhibit 8

Good Performance in Belgium SME ABS Deals Were not Affected by the Crisis

Source: Moody's Investors Service, Moody's Performance Data Service, periodic investor/servicer reportsDRAF
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Belgian SMEs outperform other markets
Belgium is the only market in this study in which the number of SMEs has been growing through the crisis at a constant pace since
2007 without exception, as Exhibit 7 shows, indicating the steadiness of Belgium’s business climate. In cumulative terms, 2015
ended with a number of enterprises (almost 420,000) 20% higher than as of 2008, unlike the rest of countries suffering a significant
reduction of SMEs by the same period. This is driven by an annual birth rate of around 10% in each year, showing a much more
dynamic market for SMEs than the rest of countries in this report. On the other side, dissolution rates have been maintained below 8%,
with the lowest level observed as of 2015 (6.5%), even lower than pre-crisis, indicating that the good performance of Belgium SMEs
will continue22.

SPAIN
Stronger performance for Spanish SMEs expected in 2016
Improvements in Spanish SME performance that began in 2013 will continue during 2016, although this recovery will stay at a low
pace, far from the boosting pre-crisis economy, when two new companies were created as each company dissolved. In general, Spanish
SMEs are already benefiting from better financing conditions, which will support better performance.23

Dissimilar trends by region and industry will determine whether loan performance affects ABS SMEs
The business climate differs from industry to industry and from region to region. Certain industries are showing a stronger recovery,
such as food and beverage, information technology (IT), research and development (R&D) and healthcare. Other industries such as
building & construction and textiles are experiencing a weaker recovery. Among the main geographic regions, the number of SMEs
increased in Madrid while it continues to decline in Catalonia and Andalusia. As a result, ABS SME transaction performance will depend
on the specific characteristics of loans backing each deal.

Positive signs for Spanish SMEs in light of net growth of enterprises
In 2014, the number of new businesses created in Spain exceeded the number of dissolved businesses for a second consecutive
year, after five years of negative growth, as Exhibit 9 shows. This trend is credit positive for Spanish SMEs in general and SME ABS
securitisations in particular, because it signals an improved business climate that will strengthen the credit quality of the underlying
borrowers in the deals. Despite the tighter lending environment in Spain, banks have begun targeting SMEs in an effort to boost
profitability, as the recession eases and banks become gradually less risk averse. The weight of Spanish SMEs over the total added value
(i.e. gross income from operating activities after adjusting for operating subsidies and indirect taxes) is at 62.8%, above the European
Union average. Some factors, such as an exports boom24 and tourism25 were the first elements to pave the way to recovery for SMEs,
before household consumption experienced significant growth of 2.4% in 201426. We have changed our outlook for Spanish ABS SME
from stable to positive27.

Exhibit 9

2013 Turning Point for SME Growth in Spain Has Boosted SME Performance

The stock of NPL is affected by real estate loans transferred by banks to the Sociedad de Gestión de Activos procedentes de la Reestructuración Bancaria (SAREB), the Spanish bad bank.
Source: Bank of Spain, Spanish National Institute of Statistics (INE)
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Turning point to net growth of enterprises in Spain
The net number of Spanish businesses increased by 0.4% in 2014, compared with 0.7% in 201328, the vast majority of which are
SMEs29. The last time there were two consecutive years of net gains in new businesses was in 2006-07, just before the crisis hit the
country in 2008. Year-to-date data in 2015 confirms the continued recovery trend. The 94,598 companies created in 201530 is on
par with the 94,158 businesses created in 2014 and the 93,420 businesses created in 2013. The number of dissolved companies has
improved year over year, from 24,616 companies in 2013 to 21,874 in 2014 and 20,703 in 2015. However, SME formation still only
represents approximately two thirds of the level before the crisis, when about 140,000 new SMEs were created annually31.

ITALY
NPLs for SME keep growing, but at a slower pace
Italian SMEs represent 67.3% of the total added value over the national economy, the highest ratio among all countries in this report.
Italian SME performance remains relatively weak, with 3.6% of new defaults for micro-enterprises in 2015 (see Exhibit 11), and NPL
keeps growing albeit at a slower pace. The 3.6% of new sofferenze for micro-enterprises in 2015 (Exhibit 11) compares to 3.9% in 2014,
the first decrease in annual growth since 2011. Looking at the NPL stock for NFCs reported by Bank of Italy, the annual increase in 2015
(as of October) of +2.1% compared with +3.5% from October 2013 to October 2014, confirming the slower pace.

New initiative by the government of Italy will assist to reduce the NPL stock
The government of Italy (Baa2 stable) has put forward a plan that aims to resolve the issue of the large amount of bad loans in the
banking system32. According to the new plan, Italian banks would be able to securitise their bad loans, subject to certain conditions,
and investors in the senior notes would benefit from a government guarantee. The plan will have limited impact in the short term on
the reconstitution of banks’ balance sheets. However, it gives banks the option to gradually reduce bad loans at somewhat improved
values, compared to sales in the market. Bad loans have accumulated since the beginning of the crisis in 2008. This measure will not
reduce bad loans significantly this year, but will assist in a gradual reduction.

Business demography does not forecast a significant change in performance for Italian SMEs
There is no net growth in the number of companies in Italy since the 2008 crisis, with the dissolution of companies exceeding the
creation of companies by more than one percentage point, as of the latest observation in 2013 (8.5% compared to 7.1%). This is the
highest SME failure rate observed across all the countries studied in this report. This is reflected in the fast deterioration of performance
for SMEs on a national level, with the NPL stock for NFCs at 13.3% as of 2013, 4x higher than before the crisis. It must be noted that
the longer time to write-off bad loans in Italy (sofferenza) makes this series not perfectly comparable to other NPL definitions in the
rest of countries33. The negative trend reflects the burden of the crisis on the credit risk for SME loans, in line with the failure rate of
SMEs in Italy.

Exhibit 10

No Improvement in Performance for Italian NFCs Until 2013

Source: ISTAT, Banca d’Italia
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Performance shows a deterioration in ABS SME transactions, although limited
According to our market index, Italian ABS SME transactions show 90+ arrears of 2.8% as of year-end 2015, compared to 2.3% as of
year-end 2014. 34Cumulative defaults increased by 3% in these transactions, in line with the deterioration in performance observed for
the national NPL index (from 15.7% in October 2014 to 17.8% in October 2015), and anticipating performance will remain relatively
weak for these transactions. However, there are signs that the deterioration in performance has reached its peak and it will be followed
by a period of stabilisation. The slower growth in the NPL stock, the lower inflow of new defaults as per Exhibit 11 and overall the
stronger GDP growth expected in 2016-17 will support this stabilisation.

No specific divergence in performance per region in Italy
Notably, there is not a significant deviation on this pattern of business demography per region. Although Southern regions present the
highest levels of SME failure rates, they are also more active in creating new enterprises; therefore, as a result the path of reduction
in enterprises is similar across the country, even slightly better in the South (-0.8% in the South compared to -1.1% in the North and
Center as of 2012)35.

SME performance is deteriorating faster than for corporates
The current performance gap between SMEs and corporates is widening if we compare the inflow of new defaults (sofferenze) per year
before the crisis and currently, from +1.1% in 2007 to +2.0% in 2014-15 (see Exhibit 11).

Exhibit 11

Inflow of New Defaults (Sofferenze) per Year and Enterprise Size

Source: ABI-Cerved

Better performance for ABS SME transactions compared with the national SME loans market
The SME loan and lease ABS segments perform better than the national market of loans granted to SMEs. This is mainly because of the
stronger credit quality of ABS portfolios, owing to originators' positive loan selection at closing, repurchases of loans36, as well as the
eligibility criteria for these portfolios. Cumulative defaults in Italian ABS SME transactions stand at 8% of original portfolio balance on
average as of October 2015, compared to the national NPL stock at 17.8% for the same period.

PORTUGAL
No sign of recovery for Portuguese SMEs in 2016
Portuguese SMEs will continue to show the worst performance across the markets studied in this report. The lowest enterprise survival
rate in the EU confirms this: only 25% of micro-enterprises registered in 2008 survived by 2012, less than half the rate in Belgium37.
This is especially negative in a country like Portugal, with SMEs representing 67% of total added-value in national economy, compared
with 58% in the EU.

Weak correlation between growth in number of enterprises and performance
Portugal shows the weakest correlation between net growth in number of enterprises and SME performance among the markets
studied in this report. Exhibit 12 shows how the number of companies38 in Portugal has increased several years since the crisis hit the
country for the first time, with no positive effect in NPL levels.
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Exhibit 12

Irregular Trend for the Number of Enterprises in Portugal with a Severe Deterioration in Performance

Source: INE Portugal, Banco de Portugal

More enterprise registration in Portugal has not translated into better performance
There is a steady deterioration in the performance of NFCs in Portugal, with no sign of recovery yet. The performance for the NFCs in
Portugal has suffered enormously from the effects of the crisis, multiplying by 8 the level of pre-crisis NPLs, to more than 16% in 2015
from 2% in 2007. Focusing on SME performance, the performance is even weaker, showing 18.4% of NPL as of June 201539. There are
different factors that might explain this deterioration, despite the increase in the number of enterprises. First, both the employment
and revenues of these enterprises dropped by almost 10% from 2010 to 2013. Second, the statistical series of number of NFCs in
Portugal could distort reality, given the changes implemented in both fiscal and reporting rules40.

High exposure to building & construction will continue to negatively affect ABS SME performance
Portuguese ABS transactions have high exposures to this specific industry (30%-35%), which will prolong the weak performance of
the deals that we rate throughout 2016. Moreover, the recovery in the building & construction sector in the euro area – with an annual
increase of 2.1% in production in construction in the euro area in November 201541 – compares to the recession for the industry in
Portugal, the country with the largest decrease in production in construction (-4.5%).

Chaves SME CLO No. 1, closed in 2006, shows a level of cumulative defaults on original balance close to 8%. We forecast weak
performance for Atlantes SME No. 5, given the high percentage of building & construction exposure in the portfolio. Our assumption of
cumulative default rate for this transaction, 31.7% of original portfolio balance, reflects the expectation of weak performance.

SMEs perform significantly worse than corporates in Portugal
The crisis has hit the performance of SMEs more severely than for corporates. While NPL levels for corporates and SMEs were not far
from 2% before the global financial crisis, now the performance of SMEs is much weaker than for corporates, and the gap is widening.
For example, NPL levels for micro-enterprises stood at 24.9% as of June 2015, 5x worse than for corporates (5.0%)42. The rest of SMEs
(excluding micro-enterprises) also show a high level of NPL (13.9%) compared to corporates.

Portuguese exports are concentrated in corporates and European countries
The top ten exporting companies dominate 20% of national exports43 compared with 16% in Spain. The number of export companies,
according to the official definition, remains flat at 5% since 2006. Exports to Spain represent approximately one quarter of total
Portuguese exports. Only Spain, France and Germany represent almost 50% of Portuguese exports.

FRANCE
Net growth of number of enterprises is not a strong indicator of SME performance in France
Net growth of enterprises in France does not provide a strong forward-looking indicator of performance as per other markets. Figures
are only available on bankruptcies rather than company deregistration as per other countries in this report, so not directly comparable
i.e. there is no record of voluntary dissolutions, the key part of business closures. Since the introduction of the auto-entrepreneur
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status, the bankruptcy rate is displaying a lower trend and a lower level of volatility. However, the recent trend in French enterprises
shows an increase in the number of new business registrations, but still below the levels seen before the change in company status. This
might be reflecting businesses failing before reaching the required size to register as an enterprise, which is positive for the SME loan
sector owing to reduced bankruptcies.

Stock of loans is growing with stabilising levels of doubtful loans despite dispirited economic environment
The growth rate of loans in France has remained steady despite the slower GDP growth (0.2% in 2014 compared to 2.1% in 2011).
France witnessed a quick recovery in supply of loans to NFCs after the 2009 financial crisis, which has contributed to a relatively small
dip in the stock of loans, as per Exhibit 13. During this period, bank loans to the SME market kept growing year to year despite the
crisis, though some sectors of SMEs, such as agriculture, did suffer a decline44. An official NPL ratio is not available for SMEs, but it is
possible to use a proxy of the stock of total loans compared to stock of doubtful loans (Créances douteuses) to NFCs. This comparison
demonstrates that despite the stock of loans increasing, the levels of doubtful loans to NFCs have remained low and well below the
historic peak of €51.5 billion reached in 1995. The value of doubtful loans has stabilised since 2009 in the range of €30 billion - €34
billion. The stock of overall loans has continued to increase which is positive, especially for French growth, as SMEs employee 70% of
individuals and provide 57.9% of value added45. This increase in stock of loans is positive for French SME ABS deals, as 96% of SMEs
who seek finance through an intermediary achieve this through bank loans46.

Exhibit 13

The Stock of Doubtful Loans Granted to NFCs has Stabilized since 2012

Source: Banque de France

There are three rated French SME transactions, FCT GIAC Obligations Long Terme, FCT GIAC Obligations Long Terme II and FCC GIAC
6. GIAC loans are primarily for agricultural industries, food and consumer goods.

Levels of business registrations are recovering
French SME’s represent 99.9% of total French businesses, in line with other countries analysed in this report. France introduced the
ability for small businesses led by individuals to register as an auto-entrepreneur instead of as an enterprise in 2009. This new status
was low cost, easy to start up and had reduced tax implications for the new firm. The low percentage of deregistrations year-on-year is
driven by the data for dissolution not capturing voluntary closures, only bankruptcies
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Exhibit 14

Increasing Numbers of New Enterprise Registration

Source: The French National Institute of Statistics and Economic Studies
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Moody's Related Research
Sector Comments:

» Belgium: Belgian SME Loan Securitisations Are Among the Strongest in Europe, February 2016 (1014012)

» Europe: Growing Number of SMEs Reflects Spain's Improved Business Environment, December 2015 (1010228)

» Bad-Loan Plan Using Securitisation Lets Banks Clean-Up Balance Sheets, Albeit With Possible Losses, February 2013 (1015768)

» High Levels of Repurchased Loans in Italian Lease and SME ABS Transactions Suggest Actual Default Levels Are Higher than Reported, a Credit negative,
July 2014 (SF374326)

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.
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Endnotes
1 There were 1.3 million employer companies as of the end of 2014, 13% higher than the 1.2 million in 2004. This figure excludes small businesses that

consist of only the self-employed owner-manager or employee director. Source: Department for Business Innovation and skills.

2 The former coalition government committed to achieve 25% of procurement spend to benefit SMEs. See Central Government Direct and Indirect Spend
with SMEs 2013-14.

3 Source: Eurostat.

4 Employer SMEs increased their employment headcount over 2011–15 by 9.5% (a 969,000 increase) compared to 6.5% for corporates (a 626,000
increase).

5 Source: EBA.

6 Source: Bank of England Quarterly Bulletin Q4 2013.

7 BDRC Continental (BDRC) SME Finance Monitor Q4 2015

8 Source: Bank of England Credit Conditions Survey Q4 2015.

9 BDRC SME Finance Monitor Q4 2015

10 The borrowing allowance available for larger institutions is frozen as at end 2015 with availability to drawdown until 2018. New banks will continue to
generate new allowances to drawdown over the extension

11 Source: BDRC SME Finance Monitor Q4 2015.

12 Source: RBS/NatWest Regional Growth Tracker Q2 2015.

13 Source: Northern Ireland Composite Economic Index Statistical Bulletin Q3 2015.

14 Source: The Confederation of British Industry

15 Source: ONS - Annual Business Survey, Exporters and Importers in Great Britain, 2014.

16 Source: BIS Performance Indicators - January 2015.

17 Source: Western Union International Trade Monitor, April 2015.

18 Source: Office of National Statistics.

19 Source: Royal Institution of Chartered Surveyors (RICS) UK Construction Market Survey.

20Lending to foreign NFCs accounted for €98 billion in Belgium, representing 45% of the Belgium banking system's total exposure to NFCs, according to
the Bank of Belgium (NBB, Annual Report 2015). Only in 2014 did the Bank of Belgium start to report the performance information split by foreign versus
national NFCs, and SMEs versus non-SMEs. Loans granted to foreign SMEs show a NPL level of 11.2% as of end of 2014, compared to 5.6% for national
SMEs. The NPL series in Exhibit 7, with no split between foreign and national NFCs overestimates the former exposure.

21 Source: NBB (National Bank of Belgium).

22See Belgian SME ABS loan performance will be among Europe's strongest, 22 February 2016.

23For more details about the Spanish section, see Growing Number of SMEs Reflects Spain's Improved Business Environment, December 2015.

24See Moody's Credit Insight Newsletter Highlights Mildly Credit Positive Impact of Spanish Export Boom for SMEs, October 2014

25See Weak Euro and Low Oil Price Will Fuel Continued Tourism Growth, Boosting Spanish SME Transaction Performance, February 2015.

26See Growth In Spanish Household Spending is Credit Positive for ABS SME Performance, March 2015.

27 See, 2016 Outlook – Credit Quality of European RMBS and ABS Will Improve, December 2015.

28Source: Spanish Instituto Nacional de Estadística (INE) - DIRCE, under the definition of sociedad limitada (limited liability company) and sociedad anónima
(public limited company).

29According to DIRCE, 99.88% of Spanish companies were SMEs as of 1 January 2014. Hence, we can approximate the trend in the total number of
companies to the SME trend.

30Source: INE, Sociedades Mercantiles, Monthly Bulletin.

31 Source: INE Spain.

32See Bad-Loan Plan Using Securitisation Lets Banks Clean-Up Balance Sheets, Albeit With Possible Losses, February 2016.

33This is explained by some specificities in Italy, considering both banking and legal systems, i.e. longer time to foreclosure, lengthy insolvency procedures or
how Italian banks provision bad debts.

34For transactions closed from 2008 until mid 2014.

35Source: ISTAT.

36See High Levels of Repurchased Loans in Italian Lease and SME ABS Transactions Suggest Actual Default Levels Are Higher than Reported, a Credit
negative, July 2014

37Source: Eurostat, Structural Business Statistics.

3899.9% of Portuguese enterprises are SMEs.
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http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_1014012
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_1010228
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF383391
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_1002858
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_1003627
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_1010131
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1015768
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF374326
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBS_SF374326
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39There is no historical series based on official statistics specifically for NPLs on SMEs in Portugal. However, the 18.4% ratio as of June 2015 can be
calculated weighting the NPL levels for micro-enterprises and small & medium-sized enterprises as reported in the “Análise setorial das sociedades não
financeiras em Portugal 2010-2015” by Bank of Portugal.

40In this sense, the revision of business statistics for the 2010-13 period comes from the implementation of ESA 2010 in the Portuguese National Accounts,
one result being the changes in the classification of the institutional sector of the entities, thus affecting the delimitation of the business sector. There
are also fiscal changes that are affecting the historical series, as the increase in individual enterprises observed in 2013, mostly driven by the obligation of
registration of all farmers with business activity. Individual enterprises has been excluded in our analysis.

41 Source: Eurostat.

42Source: “Análise setorial das sociedades não financeiras em Portugal 2010-2015”.

43Source: INE Portugal, Instituto de Comercio Exterior (ICEX, Spain).

44Banque de France

45Eurostat

46Banque de France

DRAF
T-

CO
NFI

DEN
TI

AL



MOODY'S INVESTORS SERVICE STRUCTURED FINANCE

17          27 April 2016 ABS SME - EMEA: Differences in Net Growth of Enterprises Indicate Divergence of SME Performance Across Europe

© 2016 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, "MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES ("MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED
BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS
AND PUBLISHES MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody's Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody's Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy."

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as
to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would be reckless
and inappropriate for retail investors to use MOODY'S credit ratings or publications when making an investment decision. If in doubt you should contact your financial or other
professional adviser.

Additional terms for Japan only: Moody's Japan K.K. ("MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody's
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. ("MSFJ") is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization ("NRSRO"). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1016164DRAF
T-

CO
NFI

DEN
TI

AL


