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Related Methodology
The Criteria should be read in conjunction with GCR’s ‘Global Structured Finance Rating Criteria,
updated and published in September 2018’, and available on www.globalratings.net.
A rating report will be published for all publicly rated trade receivables transactions detailing the analysis
applied. Any deviations from these criteria will be explained within the rating report.
Introduction
This Criteria (the “Criteria”) details GCR’s approach to rating trade receivables-backed securitisations.
Each trade receivables securitisation is unique and the methodology may require certain adjustments
depending on the specifics of each transaction, however, the following general approach can be used as a
guideline for all trade receivables transactions. GCR considers both qualitative and quantitative factors in
its approach. In addition to the review of the originator/servicer and underlying collateral/obligor
characteristics, GCR analyses the legal and structural issues as well as the operational capabilities of all
key transaction parties in determining the appropriateness of credit enhancement provided before
according a rating to a trade receivables transaction.
Trade receivables securitisations can enable access to investment grade funding even if the underlying
corporate/originator does not have an investment grade rating. Structured finance ratings are based
primarily on the creditworthiness of isolated assets or asset pools, whether sold or pledged to secure debt,
without regard to the creditworthiness of the seller or originator. The structured finance transaction seeks
to isolate transactions from entities that are either lowly rated or unrated. Since a worst-case scenario
assumes the bankruptcy of each transaction participant, a key criterion for any securitisation is the sale of
receivables to a special purpose vehicle (“SPV”) that must satisfy bankruptcy remote criteria.
Trade receivables are unsecured obligations generated when a business sells goods or services on credit.
Typically they are non-interest bearing, obligors will be more concentrated than in a consumer Asset
Backed Securitisation (“ABS”) transaction, and performance is driven by the originator’s underwriting
policies, strategic direction, financial condition and relationships with sellers. Assets turn rapidly,
typically within 1 to 2 months. Receivables may be diluted for reasons other than payment or default; this
may be through returns, refunds, incorrect invoice amounts, rebates, warranty claims and disputes. The
funding of trade receivables is usually a critical source of working capital to the originator of the
receivables. Enhancement is driven by asset performance, granularity of the underlying obligors and
dilution.
The Criteria applies solely to existing receivables i.e. where goods or services have been provided. It does
not apply to future receivables.
The Criteria is an update to the version published in May 2017. There are no significant amendments to
the Criteria. The update of this Criteria will not have an impact on any existing transactions that have
been rated under it. Going forward, all new transactions will be rated using this Criteria.
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Rating Approach
GCR will review the performance of the underlying
assets in determining the appropriateness of the
available credit enhancement. The credit enhancement
mechanism is calculated on a dynamic basis which will
periodically adjust to account for delinquency and
dilution of the portfolio – discussed later in this
criteria.
Trade receivables are short term and highly revolving –
given these characteristics the credit quality of the
originator is also factored into the analysis.
GCR will analyse both the structural risk and the asset
risk when rating a trade receivables transaction, as
detailed further in this report.
GCR considers both qualitative and quantitative factors
in its rating approach for trade receivables transactions.
GCR does not approve, recommend or structure
transactions. Where a presented structure differs from
GCR’s standard expectations the analysis may be
adjusted accordingly and detailed within the rating
report.
As part of its review, GCR will also review the full set
of transaction documents to consider the operational
aspects of the transaction and the rights and obligations
of each transaction party. GCR also expects to receive
legal and tax opinions in respect of the transaction to
confirm that assumptions made within the analysis are
legal and binding.
As a qualitative approach, GCR will also carry out a
review of the originator/servicer to understand their
process and procedures.
Credit Enhancement
The primary risk associated with most asset types is the
risk of obligor delinquency and default. The
receivables represent indebtedness of obligors from
the sale of goods or services. The obligors are the
customers that are directly indebted to the originator
following the provision of goods or services. A
similar methodology to analysing obligor default risk
is applied to all asset-backed financing transactions,
starting with a review of portfolio performance.
Historic delinquency and write-off performance is
generally the best indicator of portfolio credit quality.
Typically credit enhancement will be provided for a
trade receivables transaction in the form of overcollateralisation, subordination and/or reserves.
GCR also expects a transaction to comply with an
asset/liability test. This should be tested at each
purchase date to ensure that the amount of outstanding
debt plus required reserves is less than or equal to the
amount of eligible receivables.

As many trade receivables settle weekly or daily, this
ensures any non-compliance with the test is then
corrected frequently and before it becomes too large.
Non-compliance with the test is often a precursor to
originator bankruptcy and can be utilised to assess any
deterioration in the receivables balance.
GCR will analyse the historic performance of the pool
of receivables. A list of information requirements is
attached in Appendix B. GCR expects to receive 3 to 5
years of historical performance information on a pool.
If this information is not available, analysts will rely on
the available data and may make conservative
assumptions where gaps in data exist. In some cases,
this may lead to artificially high credit support levels
until adequate data is available.
Default Analysis
GCR will consider historical information on delinquent
and written off receivables as well as payment terms in
its analysis. The underwriting and servicing processes
and procedures of the originator provide an important
insight into the delinquency and write-off statistics.
GCR expects to be presented with stable performance
information; and where there is volatile performance in
the information, GCR will investigate the reasons for
such volatility.
A technical default date is defined in the transaction
documents, after which a receivable is deemed not to
have performed and to have become an ineligible asset;
once ineligible it cannot therefore provide overcollateralisation. This is typically set at 60 days or 90
days past the receivable’s original due date. The
amount of receivables that default in any month is
compared with the sales levels in the month when the
receivables were generated, thus calculating the
monthly default ratio. The monthly default ratio is then
used to determine a loss ratio. The loss ratio is the
percentage of the eligible receivable pool that is
expected to default. The result is a factor used in
deriving the over-collateralisation of assets or a reserve
to cover the expected losses in various rating scenarios.
Dilution Analysis
The term dilution is used broadly to refer to any noncash reduction to a receivable balance that is not
attributable to default or write-off. Product returns,
cash discounts, advertising allowances, volume
rebates, good customer programs and standard pricing
disputes are all examples of dilution.
The factors contributing to dilution are considered and
GCR ensures that the credit enhancement implemented
is sufficient to cover any potential dilution. GCR may
stress dilution amounts that are expected to change
over time and this will be factored into the dilution
reserve calculation.
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Payment Terms
GCR will review the payment terms extended to the
underlying obligors and any factors that may result in
an extension of such payment terms. The payment
terms feed into the dynamic credit enhancement
calculation and as such are crucial to GCR’s analysis.
Amendment of payment terms may reflect a change in
the originator’s business or general market conditions.
A transaction will typically limit the payment terms
that can be extended and this limit is factored into the
analysis.
Obligor Concentration
Obligor concentrations are present in most portfolios.
To ensure that losses or disputes from large obligors do
not translate into significant losses for the pool,
concentration limits are set. Limits can be set by
region, country and currency, but are generally set
based on the rating level of obligors. Since the
composition of a pool can change over time,
concentration limits must be specified and will depend
on the specific transaction and the rating targeted for
the transaction. To the extent that an obligor exceeds
its specified limit for a transaction, the excess balance
should either become ineligible for the borrowing base
calculations or be covered by additional credit
enhancement. GCR monitors concentration levels on a
quarterly basis, at a minimum, throughout the duration
of the transaction to ensure adequate credit
enhancement is applied.
GCR will review the underlying obligors and any
special obligor limits pertaining to them on an
individual level as well as at a group level. GCR will
also review whether the originator can monitor
potential concentrations going forward.
A floor is established in respect of the loss reserve to
account for obligor concentration risk. The total
applied loss reserve is the higher of: (a) dynamic loss
reserve; and (b) the obligor floor. The obligor floor
protects against a number of obligors defaulting during
the amortisation period and therefore resulting in a
decrease in cash flow available to the transaction.
The obligor floor is driven by GCR’s assumption that
in each rating scenario a number of obligors will
default and therefore are covered by the obligor floor.
The floor matrix acts as a guide for the diversified
pool. Where a portfolio deviates from this the coverage
detailed in the floor matrix may be adjusted
accordingly. To calculate the obligor floor, one should,
multiply the number of obligors expected to be covered
by the concentration limit for the obligors, as specified
in the transaction documents. The floor applied at
different rating levels is shown in the table:

Obligor Floor Matrix
Highest
transaction rating

AAA(sf)

AA(sf)

A(sf)

BBB(sf)

</=
BB(sf)

Obligor rating
AAA

-

-

-

-

-

AA- to AA+

1

-

-

-

-

A- to A+

2

1

1

-

-

BBB- to BBB+

3

2

1

1

-

BB- to BB+

4

3

3

2

-

</=BB+ or unrated

6

5

5

4

2

In cases where all receivables in respect of obligors are
fully insured with the insurance policies having been
ceded to the SPV, then dependent upon the conditions
of the insurance policy, should the receivables and the
claim period on the policy mature prior to the notes,
then the obligors may potentially be excluded from the
obligor floor matrix on a case by case basis.
The calculation for dynamic credit enhancement is
detailed in Appendix D.
Structural Considerations
GCR reviews key structural issues that are particularly
relevant to trade receivables in its analysis. Structural
components are typically designed specifically to
protect the noteholders from deterioration in either the
asset quality or the ongoing servicing capabilities of
the originator.
In a typical trade receivables transaction, the existing
trade receivables of the originator are sold via a ‘truesale’ to a SPV, which issues securities backed by the
receivables. The rating is based primarily on the
creditworthiness of the asset pool, without regard to the
creditworthiness of the originator. In essence, the
structured finance transaction seeks to isolate
transactions from entities, such as receivables sellers or
originators, which are either lowly rated or unrated. A
worst-case scenario assumes the bankruptcy of each
transaction participant that is not a bankruptcy-remote
entity and that is rated lower than the transaction. A
key requirement is that the SPV must therefore satisfy
bankruptcy remote criteria.
As such, the structural integrity of a securitisation
transaction from a legal perspective is crucial. As in
other ABS transactions, when rating trade receivablebacked securities higher than the originator, it is
normal procedure for GCR to obtain an independent
legal opinion from a recognised firm of attorneys on
the relevant legal aspects. This includes confirmation
of the following, amongst others:
 That a true-sale has taken place;
 Bankruptcy remoteness of the SPV;
 The activities of the SPV comply with all the
requirements of the relevant legislation; and
 The transaction structure and documentation is
legal, valid and binding.
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Although the impact of a bankruptcy of the originator
is a major consideration in analysing a trade receivable
pool, the originator’s credit quality is not the major
factor in the rating process. Notwithstanding the
bankruptcy of the originator, the transaction is
structured so that the SPV should survive. GCR
generally takes a weak-link approach and assumes that
the originator, if not rated as high as the securitised
issue, will, for purposes of the structured analysis,
enter bankruptcy. GCR’s stress scenarios for
establishing legal requirements are structured
accordingly. GCR will also need to review the final
signed legal documentation prior to the accordance of
the final rating. The specific requirements for a
particular transaction will determine the requirements
of the legal opinions. Other confirmations required will
include:
 Written confirmation by the auditors of the
originator that the obligor data supplied is accurate
or an on-site file review will be undertaken by
GCR.
For
existing
transactions
an
originator/servicer review is expected to be carried
out on an annual basis to assess changes to policies
and procedures. In addition to the review, an
independent audit opinion on the underlying
collateral/portfolio is required for each transaction,
except in cases where the collateral is fully insured
by an external insurance counterparty. In respect of
insured receivables GCR expects to see insurance
documents pertaining to the underlying receivables.
GCR may request an additional audit opinion where
it is felt the auditor has a conflict of interest or is
not a highly recognised audit firm. In instances
where an audit opinion is not provided, GCR will
do a file review on a random selection of files
relating to the underlying collateral.
 Any previous or existing cession over book debts to
be included in the SPV have been cancelled. As
part of the legal review, GCR will also request a
letter of confirmation from the issuer that the pool
of assets forming security to the transaction has not
been dual-ceded to another party.
Eligibility criteria are key to a trade receivables
transaction. GCR will review the eligibility criteria as
part of its analysis. Eligibility is defined within the
transaction documents and sets the limits for the
purchase of receivables. The originator represents and
warrants upon sale that the eligibility criteria have
been conformed with. Eligibility criteria are expected
to reflect the particular transaction and its receivables
as detailed in Appendix A.
Typically a breach of the eligibility criteria is rectified
by the originator through the substitution or repurchase
of ineligible receivables. A failure to repurchase
ineligible receivables will result in an early
amortisation of the transaction. Receivables that
become ineligible after being sold to the transaction are
removed from the pool. All receivables being funded at

any point in time must conform to the eligibility
criteria of the transaction. A risk arises if the originator
is insolvent when the transaction starts to amortise. At
that point ineligible receivables may not be substituted
or repurchased. During amortisation, collections
arising from ineligible receivables shall remain in the
transaction and are used to meet payments on the
notes. In some cases, the transaction may include an
early amortisation trigger if ineligible receivables sold
to the transaction exceed a certain level. Compliance
with eligibility criteria is expected to be confirmed by
the trustees or an independent third party on a regular
basis.
Stop-Purchase Triggers
Stop purchase triggers are implemented to protect
noteholders against a decline in the credit quality of the
pool of receivables. A decline in pool quality may
highlight a fundamental problem with the seller’s
origination and servicing abilities, or a change in
market conditions that may not be fully covered by the
dynamic reserve mechanism. Performance triggers can
assist in minimising the deterioration of asset
performance. Asset performance triggers are typically
set on delinquency, default, dilution, average payment
terms, days’ sales outstanding, as well as cash not
invested in receivables. An unresolved breach of
trigger may result in a stop-purchase of further
receivables.
Trigger levels are usually determined based on the
historical performance of the portfolio. Triggers should
be set at a reasonable level as tight triggers may result
in an aggressively early amortisation whilst loose
triggers may not enhance the protection of the portfolio
and may expose investors to higher risk.
A stop-purchase trigger based upon a breach of
financial covenants or the insolvency or material
deterioration in the financial condition of the originator
is also expected within the transaction.
Seller
and Servicer
Representations and
Warranties
Seller and servicer representations and warranties
should be reflected within the transaction documents to
maintain the quality of servicing and administration of
the receivables pool.
It is crucial that the quality of receivables is maintained
throughout the life of the transaction as triggers and
credit enhancement are based upon the underlying pool
at closing. The seller and servicer should warrant to no
significant change in their credit and collection or
underwriting polices. They should also represent to
frequent auditing and reporting information.
Given that reasonable triggers have been implemented
for the transaction, should the triggers be hit following
an originator insolvency, then less reliance is placed
upon an insolvent originator to remedy a breach of
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representations and warranties.
Reserves
Given that trade receivables are not interest bearing, a
trade receivables transaction should reserve for senior
costs and expenses, and interest during the
amortisation period.
Negative Carry Risk
A trade receivables pool may fluctuate in size
throughout the course of a year. If insufficient
receivables are sold to the transaction over a prescribed
period, the transaction should automatically enter early
amortisation.
Liquidity Risk
Liquidity risk typically arises where an originator is
insolvent and a back-up servicer steps in to collect on
receivables. During this period, obligors may take
longer to pay than when the originator was servicing
the portfolio. Some obligors may use the originator’s
insolvency as an excuse to try to avoid payment for as
long as possible, or until threatened with legal action.
Transactions typically provide sufficient liquidity so
that all senior costs and interest on the notes can be
paid during this transition. This timing delay should be
covered by a liquidity facility from an appropriately
rated bank in accordance with GCR’s counterparty
guidelines. The size of the liquidity facility will vary
between transactions. Senior costs included in the
calculation of the liquidity facility and senior costs
reserved will normally include interest payable on the
fully drawn amount of the liquidity facility, as well as
any commitment fees.
Commingling Risk
GCR expects all cash flows in respect of the
transaction to flow through a bank account held in the
name of the SPV. If this is not implemented at the
outset of the transaction there should be a daily sweep
from the originators account to the SPV’s account. For
example, commingling risk may occur if the seller is
rated lower than the rating of the notes and a transfer of
monies from the seller’s account to the SPV account
does not occur immediately. GCR expects to receive
written confirmation from the board of directors of the
SPV, as well as to be included in the representations
and warranties that:
 No transfer can be made out of the SPV account
without being supported by an appropriate schedule
evidencing that no representation or warranty will
be breached post transfer, and no automatic
sweeping may be imposed on the SPV account.
GCR will also review signatories on the SPV
account to ensure they are deemed to be sufficiently
independent.
If an originator does not notify obligors of the sale of
receivables, obligors will continue to pay to the
originator’s account.

In this circumstance commingling risk exists. If
commingling risk exists in the transaction, GCR will
calculate a commingling reserve based on (a) the
number of days of collections that could be trapped in
an originator’s bankruptcy estate, and (b) peak
historical daily collection levels. Following originator
insolvency, GCR expects all future collections to flow
directly to an account held in the name of the SPV.
Another way to mitigate commingling risk is a
documented notification trigger, which requires that all
collections be paid directly to the SPV prior to an
insolvency of the originator. Alternatively, an effective
pledge, in favour of the SPV, can be created over the
amounts in the seller’s bank account. In this situation
GCR expects to see satisfactory evidence of such
pledge/cession as well as relevant transaction legal
opinions to confirm that such arrangement is an
enforceable contractual obligation and is sufficient to
eliminate the risk of cash being trapped in the
originator’s insolvency estate.
Origination and Servicing
As already highlighted, the origination and servicing of
the portfolio is critical to the ongoing performance of
the transaction. In order for a transaction to operate
effectively the originator must be able to continue to
generate eligible receivables, service and monitor a
pool of receivables over the life of the transaction and
segregate cash received in respect of securitised
receivables. The ability of the originator, servicer and
back-up servicer is crucial in GCR forming a
qualitative view on the transaction.
GCR will carry out an originator/servicer review as
detailed in its Global Structured Finance Rating
Criteria and as detailed in Appendix C, to ascertain the
ability of the originator/servicer to carry out their role.
Excessive originator/servicer risks may impose ratings
caps on the transaction, therefore it may be difficult for
non-investment grade originators (those rated ‘BB+’ or
below) to achieve a ‘AAA(sf)’ transaction rating.
Back-up servicer
The role of the back-up servicer is to take over
collections activities in the event of bankruptcy of the
originator/servicer, in order to wind down the SPV
book and settle senior debt investors from the
proceeds. The back-up servicer plays a crucial role in
ensuring that securitisation structures are “bankruptcy
remote” in practical terms.
GCR will also perform an onsite review of the back-up
servicer, and the back-up servicer should have
performed an “on-premises” systems review of the
originator and ensured that the collection systems can
be seamlessly interfaced, that a backup of all relevant
invoicing and client data will be obtained and stored by
themselves on a regular basis, as well as a review of
the back-up servicers processes, procedures and
previous experience.
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The transaction documents should also reflect that in
the event the back-up servicer wishes to withdraw from
the back-up servicer role, they would be required to
give at least 6 months advance written notice. The SPV
should be able to cancel the standby administration
agreement at any time and appoint an alternate back-up
servicer to perform the function in the event that they
do not perform their obligations satisfactorily.
Compliance with the above criteria should address any
practical concerns, while also enabling suitable
quantification of the extent to which a particular asset
pool may be diminished in value as a result of the
originator/servicer going into bankruptcy.
Tax
Where tax arises in respect of the receivables or the
transaction, i.e. transfer tax, VAT, withholding tax etc.
GCR expects this to be adequately addressed by the
transaction parties as well as to receive a tax opinion
on the effect of the taxes on the noteholders. Where tax
arises this should be adequately mitigated and such
mitigation will be considered in the rating analysis.
Rating Sensitivity
During the revolving period, a new discount rate,
which will impact the over-collateralisation, is
calculated upon each purchase date based upon the
performance of the pool. If no new purchases occur the
transaction will enter into early amortisation. Given the
dynamic nature of this, combined with the eligibility
criteria and performance triggers, GCR considers that
any rating sensitivity to the deterioration of the
performance of the underlying pool is largely
mitigated.

Upon each reporting period, GCR will review the
performance information provided to ensure it is
reflective of the information / analysis that was
reviewed at the outset. In addition, surveillance rating
panels are held annually at a minimum or as events
warrant. Given the short term nature of trade
receivables, reviews are typically performed on a
quarterly basis. Negative or improved performance of
the underlying portfolio may trigger a potential rating
action. For public transactions, GCR will publish a
performance report on an annual basis at a minimum or
as events warrant.
Disclaimer
Note that GCR is not a legal, tax or financial adviser
and will only provide a credit opinion of the rated
securities. For example, a rating does not cover a
potential change in the applicable laws nor can it be
regarded as an audit. Moreover, GCR is not a party to
the transaction documents nor does it provide legal, tax
or structuring advice.
Contacts:
Yohan Assous
Sector Head: Structured Finance Ratings
yohan@globalratings.net
Tel: +27 11 784 1771

It is also considered that an originator downgrade,
unless related to negative payment behaviour, will not
directly impact the rating of the notes provided
sufficient back-up servicer arrangements are in place.
Performance Monitoring
Ongoing performance monitoring of the transactions
and the underlying receivables are key to the rating
process and maintaining current ratings. GCR expects
sufficient performance information to be provided on a
monthly/quarterly basis. GCR also expects to be
notified of any changes to the transaction such as
amendments to concentration limits etc. that may
impact the current rating and its analysis.
The key performance reporting items are the amount of
eligible receivables and ineligible receivables, ageing
breakdown of the receivables, default ratio, dilution
ratio, turnover rate of the receivables pool,
performance in respect of trigger limits, exposure to
large obligors and obligor concentration limits,
collections, new purchases, and the calculation of
dynamic credit enhancement calculated on each
reporting date.
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Appendix A: Eligibility Criteria
As discussed earlier in the report, eligibility criteria are key to maintaining the quality of the underlying pool.
An eligible receivable is, amongst others:
 Originated in respect of goods or services already performed or delivered.
 Is owned by the originator.
 Can be sold/assigned/transferred free of charge and in respect of which all legal requirements for enforceability,
creation and completion of the sale/assignment/transfer have been complied with.
 Is not subject to set-off.
 Is not subject to any reduction, cancellation, or refund or any dispute, offset, counterclaim, lien or defence
whatsoever.
 Has arisen in the ordinary course of business of the originator.
 Is current i.e. not overdue or defaulted.
 The payment terms do not exceed a specified timeframe.
 Obligor concentration limits are not breached.
 Seller has complied with its representations and warranties.
 Is owed by an eligible obligor.
 Does not form an executory contract.
 Is not a Bill and Hold receivable.
An eligible obligor is one which, amongst others:
 Is domiciled in a specified country.
 Is not in insolvency proceedings and in respect of which no bankruptcy petition has been made.
 Is not a subsidiary or an affiliate of the originator.
 Does not owe amounts in respect of defaulted receivables, or receivables which are delinquent beyond a specified
limit.
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Appendix B: Information Requirements
The following core information is typically required as a minimum, although, depending on the nature of the
transaction, additional information may also be requested:
 Monthly receivable balances for the last three years. The period should preferably cover at least one recession cycle
of the concerned industry.
 Details on the underwriting and credit vetting procedures, including the use of credit scoring models.
 Details of the loan approval process, including lender application documents.
 Details regarding recovery rates and the recovery process.
 Monthly receivables balance and the breakdown of receivables into different aging buckets.
 Monthly credit sales volumes.
 Monthly credit notes or dilutions issued.
 Monthly write-offs.
 Monthly turnover rate of the trade receivable pool (measured by days of sales outstanding).
 Monthly delinquency statistics for the last three years with an explanation of the aging process (aged from the
invoice date or the due date).
 A summary of payment terms offered and a historical analysis of the percentage of the receivables pool subject to a
particular payment term, including weighted average payment terms figures. Receivables must be aged on a past
due rather than a past invoice basis.
 Monthly dilution figures for the last three years, together with a summary of the items giving rise to dilution and an
explanation of each item.
 A breakdown of the top obligor concentrations (the top twenty exposures are requested) and their related ratings, if
any.
 Audited financial statements of the originator, together with forecasts and strategic initiatives.
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Appendix C: Originator/Servicer Review Agenda
GCR will discuss an overview of the business at an onsite review visit with the originator / servicer and back-up
servicer to include, amongst others:
 History.
 Organisational structure.
 Recent material developments and competition.
 Market share statistics.
 Financial performance and funding profile as well as future prospects.
 A description of the main features of the assets to be securitised.
 Experience and qualifications 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 the ageing policy.
 Rehabilitation programs.
 Collection procedures, including expectations for future write offs.
 IT systems and disaster recovery.
 A historical overview of the performance of the relevant asset book.
 Dynamic arrears rates, dynamic prepayment rates and dynamic portfolio yield.
 Static cumulative default rates by vintage static and cumulative recovery rates by vintage.
 Portfolio composition by relevant characteristics ideally for each vintage, as well as other relevant performance
information.
 If possible, a comparison with the performance of competitors.
 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.
 In the absence of an audit report a sample file review may be carried out.
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Appendix D: Dynamic Credit Enhancement Reserve Calculation
A dynamic credit enhancement reserve reflects the underlying performance of the pool as it adjusts based upon
performance and underlying characteristics of the assets. As such a dynamic reserve protects against deterioration of
the pool.
The level of the reserve calculated at transaction closing represents the discount rate applied to the receivable at
transaction closing. On subsequent receivables purchase dates the discount rate may be adjusted to reflect the dynamic
credit enhancement for the given rating level, calculated on the latest historical performance of the receivables.
Calculating the Dynamic Credit Enhancement Reserve:
The Dynamic Credit Enhancement Reserve is calculated by summing the Loss Reserve, Dilution Reserve and Carrying
Cost Reserve.
The Loss Reserve may be subject to a minimum reserve floor based on debtor concentrations as demonstrated in the
Obligor Floor Matrix of the report.
The Loss Reserve is calculated by multiplying the Loss Ratio by the Loss Horizon Ratio and Rating Multiplier and
adding on the Default Volatility Factor.
Loss Ratio
The loss ratio is the highest three-month rolling average default ratio in the most recent 12 months. The default ratio is
the monthly level of receivables that fall into the deemed default bucket, plus any identified write-offs occurring prior
to the deemed default date, divided by the total sales in the month in which these deemed defaulted receivables were
generated.
Default Horizon
The timing difference between the origination of a receivable and the date at which the receivable is deemed in default
is the default horizon. The default horizon is used to relate defaulted receivables back to the month in which they were
generated.
Loss Horizon Ratio
The loss horizon ratio equals the cumulative sales that occurred during the loss horizon divided by the end balance of
the eligible and non-defaulted receivables. The loss horizon is calculated as the sum of the weighted average payment
terms and the number of days during which the receivables are delinquent but have not defaulted plus the reporting
period.
Combining the loss horizon ratio with the loss ratio, estimates the amount of receivables likely to generate a loss that
are embedded in the current portfolio.
Rating Multiplier
The rating multiplier is used to stress the loss reserve appropriately in respect of the rating levels under the same rating
scenario.
Rating

Rating Multiplier

AAA(sf)

2.50x to 3.50x

AA(sf)

2.00x to 3.00x

A(sf)

1.75x to 2.75x

BBB(sf)

1.50x to 2.50x

GCR’s ratings for trade receivables are accorded in respect of timely repayment and as such its analysis does not give
credit to collections on receivables that come in after technical default or the cash collected on ineligible receivables
held by the SPV, however, these collections will benefit the transaction.
Default Volatility Factor
The default volatility factor is measured by the 12-month standard deviation of the monthly default ratio, multiplied by
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the Z value.
This volatility factor aims to protect noteholders from volatility occurring after a period of relatively stable
performance and to smooth out potential decreases of the loss reserve.
Dilution Reserve
The Dilution Reserve is calculated by multiplying the Dilution Ratio by the Rating Multiplier, adding the Dilution
Volatility factor to the result and then multiplying the overall result by the Dilution Horizon Ratio.
Dilution Ratio
The dilution ratio is calculated as the 12-month average of the percentage of current dilutions over the sales in the
month in which the diluted receivables were originated.
Dilution Horizon Ratio
The dilution horizon ratio is calculated as the cumulative sales in the dilution horizon divided by the end balance of the
eligible receivables. The dilution horizon is the weighted average time difference between the sale and the occurrence
of the dilution. The dilution horizon ratio combined with the dilution ratio, estimates the amount of receivables likely
to be subject to dilution that are embedded in the current portfolio.
Dilution Volatility Factor
The dilution volatility factor is a sample standard deviation over 12 months of the dilution ratio, multiplied by the Z
value.
The dilution ratio is calculated as a 12-month average ratio that gives an expected dilution for a portfolio over the past
12 months. The volatility factor added to the dilution ratio addresses deviations from the expected dilution ratio and
smoothes potential decreases to the dilution reserve.
Carrying Cost Reserve
The Carrying cost reserve is implemented to cover interest, and senior costs and expenses during the stressed
amortisation period. The amortisation period is calculated as the current average day sales outstanding multiplied by
the stress factor. All fees and expenses senior to the notes should be included in the calculation.
The Carrying Cost Reserve is calculated as the sum of the Senior Costs Reserve multiplied by the Yield Reserve.
The Senior Costs Reserve is calculated by multiplying the Days Sales Outstanding, Rating Multiplier and the Annual
Senior Expenses that rank higher than the notes in the priority of payments.
The Days Sales Outstanding estimates the turnover rate of the receivables pool. Given a monthly reporting period, the
days sales outstanding is calculated as the total amount of receivables divided by the sales generated in that month,
multiplied by 30 days.
The Yield Reserve is calculated by multiplying the Days Sales Outstanding by the Rating Multiplier and the Annual
Coupon.
Annual Coupon is the sum of margin, the base interest rate and the interest rate stress.
It is key that a reserve is sized to ensure sufficient cash flow on the notes during an amortisation period, given the noninterest bearing nature of the underlying receivables.
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GLOSSARY OF TERMS/ACRONYMS USED IN THIS DOCUMENT AS PER GCR'S STRUCTURED FINANCE GLOSSARY
Administration

A debtor unable to pay a judgement of debt or who cannot meet its financial obligations and does not have sufficient
realisable assets that can be attached in satisfaction of judgement or obligations. The debtor can apply for an
administration order interims of the Magistrates' Court Act 32 of 1944 (South Africa).

Advance

A lending term, to transfer funds from the creditor to the debtor.

Ageing

The age of an asset or obligation.

Agreement

A negotiated and usually legally enforceable understanding between two or more legally competent parties.

Amortisation

From a liability perspective, the paying off of debt in a series of installments over a period of time. From an asset
perspective, the spreading of capital expenses for intangible assets over a specific period of time (usually over the
asset's useful life).

Amortisation
Period

A period that may follow the Revolving Period of a transaction, during which the outstanding balance of the related
securities may be partially repaid.

Arrears

General term for non-performing obligations, i.e. obligations that are overdue.

Asset

An item with economic value that an entity owns or controls.

Bankruptcy

Court proceedings at which an individual or a company is declared unable to pay its creditors. The liability of a
bankrupt company typically exceeds its assets.

Bankruptcy
Remote

A feature, through real security and guarantees that reduces the enforceability of a creditor against a Special Purpose
Vehicle. Typically a Security Special Purpose Vehicle should be bankruptcy remote.

Capital

The sum of money that is used to generate proceeds.

Cash Flow

A financial term for monetary changes in operations, investing and financing activities.

Claim

A formal request or demand.

Collateral

An asset pledged as security in event of default.

Commingling

The mixing of various transaction parties' funds in an account.

Concentrations

A high degree of positive correlation between factors or excessive exposure to a single factor that share similar
demographics or financial instrument or specific sector or specific industry or specific markets.

Coupon

Interest payment on a security.

Covenant

A provision that is indicative of performance. Covenants are either positive or negative. Positive covenants are
activities that the borrower commits to, typically in its normal course of business. Negative covenants are certain limits
and restrictions on the borrowers' activities.

Credit

A contractual agreement in which a borrower receives something of value now, and agrees to repay the lender at
some date in the future, generally with interest. The term also refers to the borrowing capacity of an individual or
company

Credit
Enhancement

Limited protection to a transaction against losses arising from the assets. The credit enhancement can be either
internal or external. Internal credit enhancement may include: Subordination; over-collateralisation; excess spread;
security package; arrears reserve; reserve fund and hedging. External credit enhancement may include: Guarantees;
Letters of Credit and hedging.

Creditworthiness An assessment of a debtor's ability to meet debt obligations.
Debt

An obligation to repay a sum of money.

Debtor

The party indebted or the person making repayments for its borrowings.

Default

A default occurs when: 1.) The Borrower is unable to repay its debt obligations in full; 2.) A credit-loss event such as
charge-off, specific provision or distressed restructuring involving the forgiveness or postponement of obligations; 3.)
The borrower is past due more than X days on any debt obligations as defined in the transaction documents; 4.) The
obligor has filed for bankruptcy or similar protection from creditors.

Default Risk

The probability or likelihood that a borrower or issuer will not meet its debt obligations. Credit Risk can further be
separated between current credit risk (immediate) and potential credit risk (deferred).

Defaulted
Receivables

A receivable in arrears for more than X days, as defined by the transaction documents, that has not been written off,
or is deemed uncollectable or the obligor is bankrupt.

Delinquency

When a receivable is overdue and not paid on its payment due date.

Dilution

A reduction in the amount of trade receivables due to: credit notes; returned goods, faulty goods et cetera.

Downgrade

The assignment of a lower credit rating to a corporate, sovereign of debt instrument by a credit rating agency.
Opposite of upgrade.

Limitations imposed on the type and quality of assets that can be sold by the Originator / Servicer into the
Eligibility Criteria Securitisation vehicle which ensure the transaction will track the performance of historical data analysed as closely as
possible.
Enforceable

To make sure people do what is required by a law or rule et cetera.

Exposure

Exposure is the amount of risk the holder of an asset or security is faced with as a consequence of holding the
security or asset. For a company, its exposure may relate to a particular product class or customer grouping.
Exposure may also arise from an overreliance on one source of funding.

Forecast

A calculation or estimate of future financial events.

Insolvency

When an entity's liabilities exceed its assets.

Insolvent

When an entity's liabilities exceed its assets.
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Insurance

Provides protection against a possible eventuality.

Investment
Grade

Credit ratings equal to or higher than 'BBB-'.

Issuer

The party indebted or the person making repayments for its borrowings.

Legal Opinion

An opinion regarding the validity and enforceable of a transaction's legal documents.

Lender

A credit provider that is owed debt obligations by a debtor.

Lien

A right of retention of someone else's property due to expensed money or labour on property acquires a lien until
payment is made. A lien outranks all other forms of security claims. A lien arises by operation of law and not as
agreement between parties. There are three types of liens: 1.) Storage or salvation of property; 2.) Improvement of
property; and 3.) Contractual debt.

Liquidity

The ability to repay short-term obligations or short-term availability of liquid assets to a market or entity.

Liquidity Facility

A facility provided to a structured finance transaction that will pay the Noteholders interest in the event that the
underlying assets cash flows are inadequate.

Liquidity Risk

The risk that a company may not be able to meet its financial obligations or other operational cash requirements due
to an inability to timeously realise cash from its assets. Regarding securities, the risk that a financial instrument cannot
be traded at its market price due to the size, structure or efficiency of the market.

Loan

A sum of money borrowed by a debtor that is expected to be paid back with interest to the creditor. A debt instrument
where immovable property is the collateral for the loan. A mortgage gives the lender a right to take possession of the
property if the borrower fails to repay the loan. Registration is a prerequisite for the existence of any mortgage loan. A
mortgage can be registered over either a corporeal or incorporeal property, even if it does not belong to the
mortgagee. Also called a Mortgage bond.

Long-Term
Rating

A long term rating reflects an issuer's ability to meet its financial obligations over the following three to five year period,
including interest payments and debt redemptions. This encompasses an evaluation of the organisation's current
financial position, as well as how the position may change in the future with regard to meeting longer term financial
obligations.

Loss

A tangible or intangible, financial or non-financial loss of economic value.

Market

An assessment of the property value, with the value being compared to similar properties in the area.

Multiplier

A stress applied to a variable that may impact the performance of a transaction.

Noteholder

Investor of capital market securities.

Obligation

The title given to the legal relationship that exists between parties to an agreement when they acquire personal rights
against each other for entitlement to perform.

Obligor

The party indebted or the person making repayments for its borrowings.

Offset

A right (Right of Offset) to set liabilities against assets in any dispute over claims.

Origination

A process of creating assets.

Originator

An entity that created assets and hold on balance sheet for securitisation purposes.

Pledge

Constituted by an agreement between the pledgor, who undertakes to deliver the article, and the pledgee, and
subsequent delivery of the property in question as security for debt. A pledge is only applicable to movable property.

Prepayment

Early or excess repayment of an obligation. Partial or full prepayment of the outstanding loan amount.

Prepayment
Rate

The rate of prepayment in relation to the pool of obligations. Also called prepayment speed.

Pricing

A process of determining the price of a debt security.

Proceeds

Funds from issuance of debt securities or sale of assets.

Provision

An amount set aside for expected losses to be incurred by a creditor.

Rated Securities Debt securities that have been accorded a credit rating.
Receivables

General term for economic benefit derived from an asset.

Recovery

The action or process of regaining possession or control of something lost. To recoup losses.

Repayment

Payment made to honour obligations in regards to a credit agreement in the following credited order: 3.) Satisfy the
due or unpaid interest charges; 4.) Satisfy the due or unpaid fees or charges; and 5.) To reduce the amount of the
principal debt.

Reserves

A portion of funds allocated for an eventuality.

Securities

Various instruments used in the capital market to raise funds.

Securitisation

Is a process of repackaging portfolios of cash-flow producing financial instruments into securities for sale to third
parties.

Security

An asset deposited or pledged as a guarantee of the fulfilment of an undertaking or the repayment of a loan, to be
forfeited in case of default.

Senior

A security that has a higher repayment priority than junior securities.

Servicer

A transaction appointed agent that performs the servicing of mortgage loans, loan or obligations.

Servicing

The calculation of interest and repayments, collection of repayments, advancing of loans, foreclose procedures,
maintaining records and seeing that the proceeds of each loan are passed on to the respective party.

Short-Term
Rating

A short term rating is an opinion of an issuer's ability to meet all financial obligations over the upcoming 12 month
period, including interest payments and debt redemptions.
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Special Purpose
An entity that is created to fulfill specific objectives. Normally insolvency remote and created to isolate financial risk.
Vehicle
Standard
Deviation

An indication of risk amongst the dispersion of values. Higher value indicates greater risk.

Structured
Finance

A method of raising funds in the capital markets. A Structured Finance transaction is established to accomplish certain
funding objectives whist reducing risk.

Subordination

The prioritising of the payment of interest and principal payments to tranches (senior, junior etc. Senior tranches are
paid before junior tranches.

Surveillance

Process of monitoring a transaction according to triggers, covenants and key performance indicators.

Trade
Receivables

A legally enforceable claim for payment to a business by its customer or clients for goods supplied and or services
rendered in execution of the customer's order.

Transaction

A transaction that enables an Issuer to issue debt securities in the capital markets. A debt issuance programme that
allows an Issuer the continued and flexible issuance of several types of securities in accordance with the programme
terms and conditions.

True Sale

An asset's right, title and obligations are transferred to a securitisation vehicle by means of pledge, mortgage or
cession.

Trust

A third party that acts in the best interest of another party, according to the trust deed, usually the investors. Owner of
a securitisation vehicle that acts in the best interest of the Noteholders.

Trustee

A third party that acts in the best interest of another party, according to the trust deed, usually the investors. Owner of
a securitisation vehicle that acts in the best interest of the Noteholders.

Weighted

The weight that a single obligation has in relation to the aggregated pool of obligations. For example, a single
mortgage principal balance divided by the aggregated mortgage pool principal balance.

Weighted
Average

An average resulting from the multiplication of each component by a factor reflecting its importance or, relative size to
a pool of assets or liabilities.

Working Capital

Working capital usually refers to the resources that a company uses to finance day-to-day operations. Changes in
working capital are assessed to explain movements in debt and cash balances.

Yield

Percentage return on an investment or security, usually calculated at an annual rate.
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ALL GCR CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS, TERMS OF USE OF SUCH RATINGS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS, TERMS OF USE AND DISCLAIMERS BY FOLLOWING THIS LINK:HTTP://GLOBALRATINGS.NET/UNDERSTANDING-RATINGS. IN
ADDITION, RATING SCALES AND DEFINITIONS ARE AVAILABLE ON GCR’S PUBLIC WEB SITE AT WWW.GLOBALRATINGS.NET/RATINGS-INFO.
PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. GCR'S CODE OF CONDUCT,
CONFIDENTIALITY, CONFLICTS OF INTEREST, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE UNDERSTANDING RATINGS SECTION OF THIS SITE.
CREDIT RATINGS ISSUED AND RESEARCH PUBLICATIONS PUBLISHED BY GCR, ARE GCR’S OPINIONS, AS AT THE DATE OF ISSUE OR PUBLICATION
THEREOF, OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. GCR DEFINES
CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL AND/OR FINANCIAL OBLIGATIONS AS THEY BECOME DUE.
CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: FRAUD, MARKET LIQUIDITY RISK, MARKET VALUE RISK,
OR PRICE VOLATILITY. CREDIT RATINGS AND GCR’S OPINIONS INCLUDED IN GCR’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
HISTORICAL FACT. CREDIT RATINGS AND GCR’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND GCR’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL OR HOLD PARTICULAR
SECURITIES. NEITHER GCR’S CREDIT RATINGS, NOR ITS PUBLICATIONS, COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. GCR ISSUES ITS CREDIT RATINGS AND PUBLISHES GCR’S PUBLICATIONS WITH THE EXPECTATION AND
UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION
FOR PURCHASE, HOLDING OR SALE.
Copyright © 2013 Global Credit Rating Co (Pty) Ltd. INFORMATION PUBLISHED BY GCR MAY NOT BE COPIED OR OTHERWISE REPRODUCED OR
DISCLOSED, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT GCR’S PRIOR
WRITTEN CONSENT. Credit ratings are solicited by, or on behalf of, the issuer of the instrument in respect of which the rating is issued, and
GCR is compensated for the provision of these ratings. Information sources used to prepare the ratings are set out in each credit rating report
and/or rating notification and include the following: parties involved in the ratings and public information. All information used to prepare the
ratings is obtained by GCR from sources reasonably believed by it to be accurate and reliable. Although GCR will at all times use its best efforts
and practices to ensure that the information it relies on is accurate at the time, GCR does not provide any warranty in respect of, nor is it
otherwise responsible for, the accurateness of such information. GCR adopts all reasonable measures to ensure that the information it uses in
assigning a credit rating is of sufficient quality and that such information is obtained from sources that GCR, acting reasonably, considers to be
reliable, including, when appropriate, independent third-party sources. However, GCR cannot in every instance independently verify or
validate information received in the rating process. Under no circumstances shall GCR have any liability to any person or entity for (a) any loss
or damage suffered by such person or entity caused by, resulting from, or relating to, any error made by GCR, whether negligently (including
gross negligence) or otherwise, or other circumstance or contingency outside the control of GCR or any of its directors, officers, employees or
agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any
such information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without
limitation, lost profits) suffered by such person or entity, as a result of the use of or inability to use any such information. The ratings, financial
reporting analysis, projections, and other observations, if any, constituting part of the information contained in each credit rating report
and/or rating notification are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to
purchase, sell or hold any securities. Each user of the information contained in each credit rating report and/or rating notification must make
its own study and evaluation of each security it may consider purchasing, holding or selling. 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 GCR IN ANY FORM OR MANNER WHATSOEVER.
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