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SMEs in Europe: A brief description!

SMEs are Small and Medium-sized Enterprises, often family-owned businesses. 
The European Commission defines SMEs according to size and business volume:

SMEs whose loans are securitized in SME CLO transactions may fall outside these parameters. 
However, since their operations are similar to those of the broad majority, their loans are included in 
many transactions. 

SMEs are an important business sector – prosperous SME business is an indicator of economic 
stability! 
In Germany, 99.7% of all companies are classified as SMEs and account for 39% of turnover and 
71% of employment!

In Eastern Europe, SMEs contribute significantly to fast growing economies!
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SME Securitization in Europe: A diverse picture!

European SME CLO Issuance 
Share by Country 1999-2007

Established European SME CLO issuance is dominated by German and Spanish transactions! 
Transactions can be split into synthetic and cash deals. Moreover, there are specific deal types, e.g. 
SME mezzanine CLOs.

Expansion is observed towards new jurisdictions: Nordic countries like Denmark and Finland… but also 
to Eastern Europe (e.g. Microfinance). 

In Emerging Markets, SME CLOs are not similar to established large transactions as featured, for 
example, in Spain or Germany. Transactions have been mainly private -often bespoke- deals. In 2007, 
the first public ruble denominated CDO backed by SME loans closed in Russia, Transalp 2. 

Source: Fitch
*other includes Austria, Finland, Italy and Bulgaria

other* 2.0%Belgium 2%
Portugal 4%

Switzerland 4%

Netherlands 
13%

Spain 35%

Germany  40%
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SME Securitization in Europe: Positive for lenders, borrowers and 
investors!

Benefits for the originator:

Risk transfer
Funding 
Profit realization, RoE increase

Benefits for the borrower:

Capital market access 
Loan accessibility
Public lending support 

Benefits for the investor:

Asset diversification
Participation in specific credit markets
Choice of level of risk to be taken
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Cause of the crisis: Ailing U.S. subprime sector plus linkage of 
worldwide structured finance markets - liquidity meltdown!
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Direct impact: European ABS issuance - from Boom to Bust! The 
CLO primary market remains closed!

European Issuance Volumes:
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European Outstanding Volumes stagnate for the first time ever:
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European ABS: The current state of the crisis requires different 
standpoints!

In order to determine future ABS and CLO spread movements, we need to analyze European securitization markets 
from different standpoints:
a) The cash side: Still little changes on the cash side. Bids are simply missing, hence liquidity is non-existent. 
Appetite for secondary paper is mainly limited to AAA-AA rated assets and well-seasoned paper without any link to 
risky sectors or tricky structures. Hence, correlation with recent spread tightening is very limited for these assets.
b) Exotic structures: Less seasoned paper or notes with exotic structures or a risky asset mix remain illiquid. We 
believe that many investors in these assets remain latent sellers in the current environment. As soon as spreads 
tighten to more reasonable levels, investors will offer this paper, hence ABS spreads will remain volatile!
c) Synthetics: The European synthetic side – CDS on ABS- is (naturally) more actively traded in the current 
environment than the cash side. CDS on ABS contracts are correlated with spread tightening on the broader credit 
market at least to some extent. Moreover, we realize that the CDS basis is becoming less positive, hence synthetic 
spreads are converging with cash levels.
d) The primary market: The primary market remains closed and the ECB is crucial to refinance

Source: Markit, UniCredit Global Research
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Further impact:  SME financing possibilities worsen! Impact on real 
economy possible!

Lending criteria tightening across Europe! 
Financing possibilities for SMEs - especially 
for start- ups and risky entities are restricted.
Lending costs increase!
Example Germany: Financing has become 
more restricted for 32.5% of all corporates.

The delinquency cycle in Europe is not yet 
on an upward path as is the case in the US. 
However, the situation can easily turn and 
also affect European SMEs! 

Default rates are expected to rise, however, 
a severe and sudden deterioration is 
unlikely.

Source: FitchSource: Creditreform. 
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SME Securitization in Europe: Challenging times ahead…

No relaxation short to medium term.

Eastern European SME CLOs should be among those asset classes to return first! 
Financing need is high!

Microfinance, the trend product, also for Eastern European SME CLOs.

Established CLOs will suffer from second and third round effects.

Example: CDO rating methodologies will apply higher stress levels and become more conservative, 
e.g. in terms of concentrations (Fitch's approach).

Downside risk in established CLOs is high, especially in Spain as well as for selected mezzanine 
CLOs. Portfolio concentrations are key for future performance. 

Does securitisation from originators´ perspective still make sense given current spread levels?

The overall business model of ABS is still healthy. The rationale for ABS still applies.

Can we lure back investors? What level will spreads stabilize at?
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Disclaimer

The information in this publication is based on carefully selected sources believed to be reliable but we do not make any representation as to its accuracy or completeness. Any opinions herein reflect our judgement at the date hereof and are 
subject to change without notice. Any investments discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. Any reports provided herein are provided for 
general information purposes only and cannot substitute the obtaining of independent financial advice. Private investors should obtain the advice of their banker/broker about any investments concerned prior to making them. Nothing in this 
publication is intended to create contractual obligations on any of the entities composing UniCredit Markets & Investment Banking Division which is composed of (the respective divisions of) Bayerische Hypo- und Vereinsbank AG, Munich, 
Bank Austria Creditanstalt AG, Vienna, and UniCredit S.p.A., Rome.
Bayerische Hypo- und Vereinsbank AG is regulated by the German Financial Supervisory Authority (BaFin), Bank Austria Creditanstalt AG is regulated by the Austrian Financial Market Authority (FMA) and UniCredit S.p.A. is regulated by
both the Banca d'Italia and the Commissione Nazionale per le Società e la Borsa (Consob).

Note to UK Residents:
In the United Kingdom, this publication is being communicated on a confidential basis only to clients of UniCredit Markets & Investment Banking Division (acting through Bayerische Hypo- und Vereinsbank, London Branch ("HVB London") 
and/or UniCredit CAIB Securities UK Ltd. and/or UniCredit CAIB UK Ltd.) who (i) have professional experience in matters relating to investments being investment professionals as defined in Article 19(5) of the Financial Services and Markets 
Act 2000 (Financial Promotion) Order 2005 ("FPO"); and/or (ii) are falling within Article 49(2) (a) – (d) ("high net worth companies, unincorporated associations etc.") of the FPO (or, to the extent that this publication relates to an unregulated 
collective scheme, to professional investors as defined in Article 14(5) of the Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 and/or (iii) to whom it may be lawful to 
communicate it, other than private investors (all such persons being referred to as "Relevant Persons"). This publication is only directed at Relevant Persons and any investment or investment activity to which this publication relates is only 
available to Relevant Persons or will be engaged in only with Relevant Persons. Solicitations resulting from this publication will only be responded to if the person concerned is a Relevant Person. Other persons should not rely or act upon this 
publication or any of its contents. 
The information provided herein (including any report set out herein) does not constitute a solicitation to buy or an offer to sell any securities. The information in this publication is based on carefully selected sources believed to be reliable but 
we do not make any representation as to its accuracy or completeness. Any opinions herein reflect our judgement at the date hereof and are subject to change without notice. 
We and/or any other entity of the UniCredit Markets & Investment Banking Division may from time to time with respect to securities mentioned in this publication (i) take a long or short position and buy or sell such securities; (ii) act as 
investment bankers and/or commercial bankers for issuers of such securities; (iii) be represented on the board of any issuers of such securities; (iv) engage in "market making" of such securities; (v) have a consulting relationship with any 
issuer. Any investments discussed or recommended in any report provided herein may be unsuitable for investors depending on their specific investment objectives and financial position. Any information provided herein is provided for 
general information purposes only and cannot substitute the obtaining of independent financial advice. 
HVB London is regulated by the Financial Services Authority for the conduct of investment business in the UK as well as by BaFIN, Germany. UniCredit CAIB Securities UK Ltd., London, and UniCredit CAIB UK Ltd., London, two subsidiaries 
of Bank Austria Creditanstalt AG, are authorised and regulated by the Financial Services Authority.
Notwithstanding the above, if this publication relates to securities subject to the Prospectus Directive (2005) it is sent to you on the basis that you are a Qualified Investor for the purposes of the directive or any relevant implementing legislation 
of a European Economic Area ("EEA") Member State which has implemented the Prospectus Directive and it must not be given to any person who is not a Qualified Investor. By being in receipt of this publication you undertake that you will 
only offer or sell the securities described in this publication in circumstances which do not require the production of a prospectus under Article 3 of the Prospectus Directive or any relevant implementing legislation of an EEA Member State 
which has implemented the Prospectus Directive.

Note to US Residents:
The information provided herein or contained in any report provided herein is intended solely for institutional clients of UniCredit Markets & Investment Banking Division acting through Bayerische Hypo- und Vereinsbank AG, New York Branch 
and UniCredit Capital Markets, Inc. (together "HVB") in the United States, and may not be used or relied upon by any other person for any purpose. It does not constitute a solicitation to buy or an offer to sell any securities under the Securities 
Act of 1933, as amended, or under any other US federal or state securities laws, rules or regulations. Investments in securities discussed herein may be unsuitable for investors, depending on their specific investment objectives, risk tolerance 
and financial position. 
In jurisdictions where HVB is not registered or licensed to trade in securities, commodities or other financial products, any transaction may be effected only in accordance with applicable laws and legislation, which may vary from jurisdiction to 
jurisdiction and may require that a transaction be made in accordance with applicable exemptions from registration or licensing requirements.
All information contained herein is based on carefully selected sources believed to be reliable, but HVB makes no representations as to its accuracy or completeness. Any opinions contained herein reflect HVB's judgement as of the original 
date of publication, without regard to the date on which you may receive such information, and are subject to change without notice. 
HVB may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in any report provided herein. Those reports reflect the different assumptions, views and analytical methods of the 
analysts who prepared them. Past performance should not be taken as an indication or guarantee of further performance, and no representation or warranty, express or implied, is made regarding future performance. 
HVB and/or any other entity of UniCredit Markets & Investment Banking Division may from time to time, with respect to any securities discussed herein: (i) take a long or short position and buy or sell such securities; (ii) act as investment 
and/or commercial bankers for issuers of such securities; (iii) be represented on the board of such issuers; (iv) engage in "market-making" of such securities; and (v) act as a paid consultant or adviser to any issuer.
The information contained in any report provided herein may include forward-looking statements within the meaning of US federal securities laws that are subject to risks and uncertainties. Factors that could cause a company's actual results 
and financial condition to differ from its expectations include, without limitation: Political uncertainty, changes in economic conditions that adversely affect the level of demand for the company‘s products or services, changes in foreign 
exchange markets, changes in international and domestic financial markets, competitive environments and other factors relating to the foregoing. All forward-looking statements contained in this report are qualified in their entirety by this 
cautionary statement.

UniCredit Markets & Investment Banking Division
Bayerische Hypo- und Vereinsbank AG, Munich; Bank Austria Creditanstalt AG, Vienna and UniCredit S.p.A., Rome
as of 12 May 2008


