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Overview

On May 17, the joint committee of the European supervisory authorities, which
includes EBA and ESMA, published a report on the implementation of the
European securitisation regulation. The report highlights the importance of
transparency and data quality under the securitisation disclosure requirements
based on ESMA templates that came into force in September 2020. Whilst the
disclosure requirements apply to both public and private securitisations, currently
private transactions need not deliver their reports via a securitisation repository
(SR). The report notes the increase in private securitisation and recommends for
the regulation of certain private securitisations to be amended to also include
reporting to a SR to help ensure high data quality and facilitate supervision.
In this article we report on recent regulatory developments and focus on
challenges in meeting the disclosure requirements for European securitisation
transactions in general and specifically with regards to NPL securitisations. This
article updates our earlier report on lessons learned from preparing ESMA
compliant securitisation disclosures (NPL Markets 2020b). We draw on our
experience in helping servicers, sponsors and arrangers to prepare and validate
ESMA-compliant reports for securitisation transactions including synthetic risk
transfer deals, CLO, and SPV-based warehouse facilities. Non-performing loan
securitisations have particularly demanding disclosure requirements.

Recent developments in European securitisation regulations (SECR)

On May 17, the Joint Committee of the European Supervisory Authorities published its analysis of the
implementation and the functioning of SECR (JC 2021). The Report provides initial inputs to the
ongoing discussion on the efficiency of the securitisation framework given the role that securitisation
could play in the recovery post the Covid-19 pandemic. The SECR became applicable in January 2019
and has been useful in increasing the overall soundness of the EU securitisation market, however, the
report highlights some necessary adjustments to make the regulatory framework more efficient. We
focus on the recommendation of the report that relates to the transparency requirements and the
definition of private securitisations. The report observes a trend in increasing issuances of private
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securitisations and recommends a more precise legal definition for private securitisations in the SECR
in order to clearly identify private securitisations that should comply with the transparency
requirements. Data reported for those private securitisations should also be made available by means
of a securitisation repository in order to ensure high quality data and facilitate the supervision of the
compliance with the transparency requirements. Article 7 of the SECR requires that the originator,
sponsor and SSPE of a securitisation make available the information outlined in Article 7(1) of the SECR
to investors, competent authorities and, upon request, to potential investors. In accordance with Article
7(2) of the SECR the originator, sponsor and SSPE must designate amongst themselves a reporting
entity to fulfil the transparency requirements.

Public securitisations must submit their disclosures to securitisation repositories

For public securitisations, in accordance with Article 7(2) of the SECR, reporting entities must make
available the information for a securitisation transaction to a SR. Until at least one securitisation
repository has been registered by ESMA, information that should be made available by reporting entities
to securitisation repositories must instead be made available via a website that meets certain
conditions, as outlined in the fourth sub-paragraph of Article 7(2) of the SECR. Securitisation
repositories are supervised by ESMA and required to undertake data quality, consistency, and
completeness checks on reported information.

Disclosures for private securitisations require further clarifications

Whereas the SECR information related to a public securitisation is to be made available by means of an
SR, the SECR does not specify the operational manner in which reporting should be performed for
private securitisations. Private securitisations are those securitisations referred to in the third
subparagraph of Article 7(2) of the SECR, namely a securitisation where no prospectus has to be drawn
up in compliance with Directive 2003/71/EC. Absent any instructions or guidance provided by
competent authorities, reporting entities for private securitisations are thus free to make use of any
arrangements that meet the conditions of the Regulation. Private and/or bilateral transactions represent
an important segment of both the STS and non-STS securitisation market. Private STS non-ABCP
securitisations notified to ESMA in 2020 were mostly auto loans, consumer loans and residential
mortgages. Non-STS non-ABCP securitisation for which we helped reporting entities prepare the ESMA
disclosures include CLO and non-performing loan securitisations.

The report recommends reviewing the precise definition for private securitisations. Given the trend in
increasing issuance of private securitisations and to ensure consistent reporting requirements across
all securitisations it is recommended that reporting entities for private securitisations should also make
the information under Article 7(1) of the SECR available by means of a securitisation repository. Private
securitisations not involving third party investors could be exempted from the obligation to comply with
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the disclosure templates as well as the report to a securitisation repository. Making the information for
private securitisations available by means of a securitisation repository will allow competent authorities
to be able to access and query the information in an easier way and help facilitate the supervision of the
information. It will also ensure that completeness and consistency checks are carried out on data made
available for private securitisation by securitisation repositories (SR). No timeline has been suggested
for this recommendation of the JC to come into force.

On April 26, ESMA reported that it has reached the last stage in the assessment process of applications
received from SRs under the SECR. The obligation to report securitisation transactions to an SR under
the SECR will apply as soon as one SR is formally registered. ESMA has 40 working days in which to
finalise its assessment of the registration and hence the first SR registrations are expected in June or
July. ESMA encourages reporting entities to take all necessary preparatory measures to comply with
their reporting obligations to a SR.

The ESMA disclosure templates for public and private securitisations

The securitisation disclosure templates from ESMA entered into force on 23 September 2020 and as of
that date any new information available about a securitisation must be disclosed in accordance with
Article 7 of the SECR in form of the published templates (NPL Markets 2020b). The templates were
designed to improve and standardise the information made available to investors, potential investors
and competent authorities. XML schema and validation rules as well as reporting instructions for these
templates are available on https://www.esma.europa.eu/policy-activities /securitisation.

On February 26, ESMA published new Q&As and updated the reporting instructions and the XML
schema for the templates set out in the technical standards on disclosure requirements. The updated
Q&As include instructions on how to report split and merged underlying exposures and include revised
instructions on how to report income fields for buy-to-let residential real estate mortgages.

Our lessons learned from preparing SECR-compliant disclosures based on the latest ESMA templates
are still valid and are summarised for convenience in Annex 1. Non-performing loan securitisations have
the most challenging reporting requirements as they need to prepare the Annex 10 NPL Add-on in
addition to the asset class specific annexes for each underlying exposure. Unfortunately, the SECR
disclosures for NPL securitisation are not likely to replace the traditional non-standard investor reports
as they lack important detail about the recovery cash flow and expense types. The advisory panel of the
European Commission regarding NPL transactions is currently discussing the submission of ongoing
NPL securitisation performance reports to the proposed Data Hub for NPL transactions (NPL Markets
2021).
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Recent regulatory developments for NPL securitisations

The COVID-19 pandemic is expected to lead to an increase in NPL in particular following the expiry of
forbearance measures currently in place for underlying obligors in most jurisdictions. Securitisation is
an efficient way for market participants to manage larger portfolios of NPL. A recent amendment to the
SECR sought to remove certain regulatory obstacles to the securitisation of NPL. Regulation (EU)
2021/557 amended the SECR by extending the Simple, Transparent and Standardised (STS) framework
to on-balance sheet synthetic securitisations which was previously only available to true sale
securitisations. The amendment removed existing regulatory constraints to the securitisation of NPL.
Regulation (EU) 2021/558 makes corresponding changes to the Capital Requirements Regulation. The
new regulations were published in the Official Journal of the European Union on 6 April 2021 and came
into force on 9 April 2021. The SECR risk retention and credit granting provisions did not previously
recognise the differences inherent in NPE securitisations.

The key changes for NPL securitisations were:

● To recognise servicers as risk retainers given that the servicer in an NPL securitisation generally
has a more substantial interest in the management, collection and recovery process for the
exposures than the originator or original lender. The amended regulation permits the servicer of
an NPL securitisation to act as the risk retainer, provided that the servicer is able to demonstrate
that it has the relevant expertise and policies, procedures and controls in place.

● To recognise that the nominal value of an NPL is often not representative of its market value and
thus the amended regulation permits the risk retention in an NPL securitisation to be sized based
on the net value, i.e. the nominal value less any non-refundable purchase price discount agreed at
the time of the securitisation.

● To recognise that when an originator has purchased NPL from a third party before securitising
them, the standards applied to the pricing and selection of those NPL by the originator are of
more importance than the credit-granting standards applied at the time of origination as such
original credit-granting standards can also be very hard to verify. An originator that has held a
portfolio of NPL since their initial creation as performing exposure must still demonstrate that
any NPL that it has securitised were originated using the same credit granting criteria as other
similar loans. Accordingly, especially for more seasoned NPL where there may be gaps in the
historical data relating to the circumstances applying at the time of origination, it may turn out to
be easier to securitise acquired NPL rather than NPL that the original lender has held through
their entire life.

The new amendments broadly follow with recommendations of the EBA’s report published from May
2020 and are expected to be welcomed by market participants.
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Conclusion

The new reporting regime is now in force for several quarters and the registration of the first SR is
expected soon in mid 2021 which will reveal more detail about compliance with the technical
requirements and data quality issues for a large number of ABS. The disclosure regime for private
securitisation may change but the timeline for the change is not clear. Private securitisations like NPL
ABS, CLOs, or CMBS will for now continue to disclose the ESMA templates via suitable websites. We
explain the main decision points regarding the new ESMA disclosure regime and provide 10 points of
attention that we encountered when preparing the new reports for performing and non-performing loan
securitisations (Annex 1, NPL Markets 2020b). We note that just receiving a compliant ESMA report
does not mean that investors will have received all the information they desire for a detailed risk and
valuation analysis.

Other aspects of the securitisation regulation are important, but have not been our focus in this note.
The SECR sets out detailed due diligence requirements including risk retention and other verification
needs that must be conducted by European-regulated institutional investors before and whilst holding
an exposure to a securitisation. Asset and liability cash flow models are important for every
securitisation transaction, but only STS securitisations require the reporting entity to provide investors
with such a cash flow model. For more detail on cash flow models for NPL securitisations see NPL
Markets (2020a).
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Annex 1: Lessons learned from the securitisation disclosure regime and ESMA templates

We summarize our experience with preparing ESMA compliant securitisation disclosures and distinguish general
lessons learned applicable for all types of securitisations from those related to non-performing loan (NPL)
securitisations. We highlight some pitfalls and caution originators and sponsors that meeting the regulatory
disclosure demands require substantial adjustments to their reporting technology. Large parts of the
securitization regulation focus on public simple, transparent and standardised (STS) securitisations and
securitisation repositories. We emphasize that many private and non-STS transactions such as NPL ABS, CLO,
CMBS, SPV-based asset financing and warehouse facilities need to adjust their reporting as they fall under the
SECR facing similar technical challenges as public STS ABS, but do not benefit from the experience of creating
standardised disclosures in the past.

Table 1: Important
questions to navigate
the disclosure regime of
the securitisation
regulation.

Among the
originator, the
sponsor and the
SSPE, the parties
must designate one
entity to provide the
required
information to
investors. Note that
all three parties will
jointly be
responsible for the
disclosures. The
information must
be up to date,
complete and
consistent. The
disclosure reports
for private
securitisations
must be published
on a suitable
professionally

managed website that includes data quality checks and public securitisation must submit their report to a
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securitisation repository. In the interim, as long as no securitisation repository has been approved by ESMA,
public securitisation disclosures must also be posted on a suitable website. Reports must be published within
one month after an interest payment at least at a quarterly frequency (monthly for ABCP). Non-performing loan
securitisations must report each exposure with the respective Annex plus the NPL Add-on Annex 10.

The disclosure requirements raise a number of questions that are listed in Table 1, which also shows the relevant
references from the securitisation regulation, the regulatory technical standards (RTS) or the implementation
technical standards (ITS). The questions center around which deals must publish what kind of information, who
is responsible for the reporting, and when and where must disclosures be published. Note that the securitisation
regulation includes other important subjects like risk retention and investor due diligence which are outside the
scope of this article.

10 Lessons learned from preparing ESMA disclosures for NPL securitisations

We have supported the completion of several performing and NPL securitisation reports under the new ESMA
disclosure regime and summarize some of the attention points in this section. Figure 1 shows the new reporting
function where source data is extracted from the source system of the loan servicer, mapped to the ESMA

disclosure
templates and
finally converted to
XML.

Figure 2: Reporting flow
for a NPL securitisation
under the current ESMA
reporting regime.

For non-ABCP
securitisations, the
bond/tranche
details in the ESMA
regime are part of
Annex 14 which is

only mandatory for public securitisations. We discussed in the article above that the reporting to securitisation
repositories will likely be extended to some private securitisations. It is not clear at present but likely that a new
requirement to report to an SR will include an obligation to deliver Annex 14. Bond/tranche details and cash flows
are essential for any transaction whether public or private.

Synthetic securitisations are often private and the section on synthetics in Annex 14 is important for those deals.
We understand that most CLOs are considered private, but the information on the CLO manager in Annex 14 is
important to investors.
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Table 2: Ten
attention points
for creating
disclosure reports
in compliance
with the
securitisation
regulation.

Table 2
provides an
overview of 10
selected items
with open
questions or
challenges.

At this early
stage of the
disclosure
regime, we are
not surprised
to see some
open issues
and are certain
that market
participants
will soon find
suitable
responses
especially

once the SRs start to operate.

1. It is not clear yet to what extent the ESMA disclosures will replace existing pool-level investor reports and
loan-level data disclosures. It is clear that the European Central Bank will phase in the new ESMA
templates for their repo activities with eligible ABS collateral. However, non-European ABS may not need
to publish ESMA compliant disclosures even if they wish to sell these loans to European investors. In
order for regulated European investors to meet the due diligence obligations, the disclosure of non-EU
securitisation must be similarly complete and consistent. Investors should seek advice on this important
matter. Investors may require some of the existing non-standard reports to continue to the extent that
they contain information not covered by the ESMA disclosures. Hence, non-standard investor disclosures
are expected to remain a challenge for investors.
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2. For NPL securitisation, the ESMA reports are missing certain important details which investors currently
receive so that we expect that the non-standard investor reports will continue to coexist with the ESMA
disclosures for the foreseeable future. It is not clear what happens if there are inconsistencies between
the ESMA reports and the non-standard investor reports. Clearly, such inconsistencies should be removed
as soon as possible, however, given the non-standard nature of the existing reports, such inconsistencies
may not be easy to detect.

3. For loans with residential or commercial real estate collateral the ESMA template data fields are not
detailed enough to handle the full complexity of the collateral structure. Multiple loans to multiple
mortgages and properties with cross default and cross collateralization provisions are not captured in
detail. Non-structured data such as photographs, maps, floor plans, construction plans can be important
to investors but are not part of the ESMA disclosures.

4. Similarly, for wholesale loans with complex co-borrower, guarantee and co-guarantee structures, the
templates do not provide sufficient detail. Neither is there sufficient detail on external ratings or loan
covenants for leveraged loans. For complex loans, it is likely that investors will demand additional
disclosures.

5. The regulation requires complete and consistent information, but uncertainty remains as to the exact
interpretation of these criteria. What happens if a data field is not available, but the template does not
allow the use of the No Data option? Such occurrences should be rare and often the required information
can be retrieved or calculated with additional effort. The requirement for complete and consistent
information does not explicitly require originators to verify the accuracy of their information through a pool
audit. The requirement to verify the accuracy of the data exists for STS securitisations only.

6. We expect to see reports that meet the No Data thresholds, but do not provide all information considered
material by investors to assess a transaction. Investors may receive a report that meets the formal
completeness and consistency criteria, but misses certain data fields that one or more investors deem
critical. We expect that in this case the securitisation would still be compliant with the regulation, but
reporting entities would need to provide the missing information outside of the ESMA templates or risk
alienating their investors.

7. For performing loan securitisations the reporting of COVID-19 related support measures creates new
challenges like the reporting of payment moratoria or loan guarantees. Reporting entities should note the
recently published Q&A from ESMA dated October 5th that provides additional guidance on the reporting
of such support measures.

8. While most securitisations report on a monthly or quarterly frequency in line with the securitisation
regulation, some existing transactions report and pay interest and principal semi-annually. Those
transactions are required to provide quarterly reports including available funds and liability cash flow
waterfalls in the Annex 12 investor report which will not be available on the interim additional report dates.

9. The decision which annex to use for the reporting of the underlying exposures is not always obvious. For
NPL securitisations, for instance, the unsecured residual claim after foreclosure and sale of the property
can be reported in a different annex (e.g. the consumer or corporate annex, depending on the borrower
type). However, how should a performing loan RMBS report a similar loan without collateral when Annex 2
requires a property collateral? Another challenge is the distinction between a commercial real estate loan
in Annex 3 and a real estate secured corporate loan in Annex 4. The information required to identify a
commercial real estate loan i.e. whether the property is income producing or owned by the end-user may
not be available.
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10. The investor report (Annex 12) is designed with performing loan securitisation in mind. Reporting a
prepayment rate is not commonly done for NPL securitisations. We expect that for NPL securitisations
investors will continue to receive non-standard traditional investor reports.

11. The XML schema is well defined, but imposes an additional technical hurdle for those reporting entities
who are used to provide non-standard reports in Excel format. We found it advantageous to write bespoke
code for the conversion to XML as the adaptation of commercial software would be less flexible and no
less demanding.

About NPL Markets

NPL Markets is an innovative marketplace for illiquid loan trading, operating throughout Europe. The platform is based upon
four pillars: data preparation, marketplace execution and investor reach, valuation, and reporting. NPL Markets helps sellers of
NPL to prepare and standardize transaction data and select the optimal transaction portfolio based on balance sheet impact.
Our platform supports the entire transaction data lifecycle and assists sellers and buyers with loan valuation, deal structuring,
bond valuation and reporting tools.

With the help of its data mapping and transformation tool NPL Markets assists financial institutions to map their data to
several data data formats defined by EBA for NPL transactions, by EBA for the valuation in resolution, or by ESMA for
securitisation disclosures. Once standardized and validated the loan-level data can be uploaded to the NPL Markets valuation
tool to conduct a detailed discounted cash flow analysis using pre-populated pricing parameters in different macroeconomic
scenarios. We support the transfer analysis of all major asset classes by outright sale or by means of structured transactions
and securitisations.

Disclaimer

This paper contains confidential information about NPL Markets, current at the date hereof. This presentation is not intended
to provide the sole basis for evaluating NPL Markets and should not be considered as a recommendation with respect to it or
any other matter.

This document and the information contained herein are not an offer of securities for sale in the United States and are not for
publication or distribution to persons in the United States (within the meaning of Regulation S under the United States
Securities Act of 1933, as amended).

This presentation and the information contained herein does not constitute or form part of any (i) offer or invitation or
inducement to sell or issue, or any solicitation of any offer to purchase or subscribe for, any securities or (ii) invitation or
inducement to engage in investment activity within the meaning of Section 21 of the United Kingdom Financial Services and
Markets Act 2000, as amended, nor shall any part of this presentation nor the fact of its distribution form part of or be relied
on in connection with any contract or investment decision relating thereto.
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