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tools and ease credit provision, especially for small and medium-sized enterprises. Its
'securitisation initiative', set out in a proposed regulation on 30 September 2015,
would establish a new framework for 'simple, transparent, and standardised' (STS)
securitisations. This new initiative also has implications for the overall prudential
framework for credit institutions and investment firms, therefore the Commission
proposed to amend the Capital Requirements Regulation (EU) No 575/2013
accordingly. The proposed amendments would adjust risk retention profiles to reflect
properly the specific features of STS securitisations. The most significant changes are: a
new hierarchy of risk calculation methods and lower capital requirements for STS.
Although consideration of the two proposals is still at an early stage in Parliament, the
Council agreed a general approach on both in early December.
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Introduction
In the context of its efforts to build a Capital Markets Union (CMU), the European
Commission proposed on 30 September 2015, in addition to an action plan regarding
upcoming legislation, a 'securitisation initiative'. This initiative consists of two pieces of
legislation: a first regulation setting out common rules on securitisation and providing a
framework for simple, transparent and standardised (STS) securitisations. And a second
regulation amending the existing Capital Requirements Regulation (CRR – 575/2013), to
accommodate the proposed common rules and the new STS framework in the overall
prudential framework. Initiated by the Commission on the basis of Article 114 (1) TFEU,
the ordinary legislative procedure applies.

Securitisation is an important element of well-functioning financial markets, as it helps
to package and convert loans (e.g. from SMEs) into securities that can then be sold to
investors. While it is true that such a conversion of untradeable assets into securities
deepens financial markets and potentially eases credit provision, the adequate
allocation of risk remains a challenging task. The misuse of some asset-backed securities
during the US subprime crisis in 2007-2008 led to a stigmatisation of this financial
instrument, especially in the EU. Unlike in the US where such markets partially
recovered, securitisation markets in the EU remain subdued.1 This is down to various
reasons, in particular, European securitised products lack public sponsorship and,2 in
the aftermath of the global financial crisis, the complexity of the framework regulating
securitised products substantially increased, with the introduction of various sectoral
legislative acts. These developments may have discouraged investors.

The proposed regulation on securitisation sets out to simplify and establish common
rules for all securitisations and to create a framework to identify simple, transparent
and standardised (STS) securitisations. This framework should improve the evaluation
of risks for investors. The accompanying regulation to amend the regulatory capital
treatment for credit institutions originating, sponsoring or investing in them establishes
preferential treatment for certain securitisation transactions, in order to lower costs for
credit provision and 'unlock additional sources for long-term finance', especially to
SMEs.

Context
Aiming to mitigate the risk of banking crises spilling over to other sectors, and hence, to
increase the stability of the financial system, much effort has been devoted to creating a
supervisory framework with harmonised rules on capital measurement and capital
standards. On a global scale, the Basel Committee on Banking Supervision (BCBS) has
developed guidelines, subsequently known as Basel I, II, & III3 provisions. The regulatory
challenge lies in sufficiently increasing bank liquidity and decreasing bank leverage,
while not rendering banking activities too costly. According to Commission estimates

http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2015/0468/COM_COM(2015)0468_EN.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1452173966407&uri=CELEX:52015PC0472
http://europa.eu/rapid/press-release_MEMO-15-5733_en.htm?locale=en
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1452173966407&uri=CELEX:52015PC0473
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013R0575
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:12008E114&from=EN
https://www.imf.org/external/pubs/ft/sdn/2015/sdn1501.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1452173966407&uri=CELEX:52015PC0473
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1452173966407&uri=CELEX:52015PC0473
https://www.eba.europa.eu/-/eba-issues-advice-on-securitisation
https://www.bis.org/bcbs/
http://lexicon.ft.com/Term?term=liquidity
http://lexicon.ft.com/Term?term=leverage
http://ec.europa.eu/finance/consultations/2015/long-term-finance/docs/consultation-document_en.pdf
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based on ECB data for the 2008-2014 period, the total amount of outstanding bank
loans to the corporate sector (non-financial) decreased by over 10% and new lending to
credit institutions and investment firms decreased by half (data for euro area).

Labelled as the 'CRD IV package', these global standards on bank capital adequacy were
transposed into EU law through two central pieces of legislation, the 'Capital
Requirements Directive', CRD (2013/36/EU) and the 'Capital Requirements Regulation',
CRR (575/2013). The latest revision, known as CRD IV, has been in force since 1 January
2014. While CRD IV governs access to deposit-taking activities, the CRR establishes the
prudential requirements that institutions need to respect. Insofar as they 'should form
the legal framework governing the access to the activity, the supervisory framework
and the prudential rules for credit institutions and investment firms. This Regulation
[i.e. 575/2013] should therefore be read together with that Directive [the CRD].'4

Developments at global level lead to the need to adjust EU legislation. With regard to
securitisations, the BCBS issued a revised securitisation framework (coming into effect
in January 2018) on 11 December 2014, and an accompanying consultative document
on 10 November 2015. In so far as the Commission's securitisation proposal implies
necessary amendments to the CRR, the proposed regulation incorporates the revised
BCBS framework.5

Existing situation
Apart from banking, the current legislative framework relating to securitisation is
composed of provisions in the areas of insurance, i.e. Directive 2009/138/EC ('Solvency
II') which lays down rules concerning the take-up and pursuit, within the EU, of the self-
employed activities of direct insurance and reinsurance, the supervision of insurance
and reinsurance groups and the reorganisation and winding-up of direct insurance
undertakings, as well as a Delegated Regulation related to the prudential requirements
for insurers; asset management, i.e. Directive 2011/61/EU ('AIFMD') which lays down
the rules for the authorisation, ongoing operation and transparency of the managers of
alternative investment funds (AIFMs) which manage and/or market alternative
investment funds (AIFs) in the Union; credit ratings, i.e. Regulation (EU) 2009/1060
('CRA III'), which introduces a common regulatory approach in order to enhance the
integrity, transparency, governance and reliability of credit rating activities; and the
provisions on prospectuses, i.e. Regulation (EU) 2004/809, which covers the
information contained in prospectuses as well as the format, incorporation by reference
and publication of such prospectuses and dissemination of advertisements.6

With regard to banking, the CRR (Regulation (EU) 2013/575), lays down uniform rules
for credit institutions and investment firms concerning general prudential requirements
regarding own funds relating to − among others − elements of credit risk, market risk,
operational risk and settlement risk. This current 'CRR Regulation' became effective as
of 1 January 2014, replacing the Capital Requirements Directives (2006/48/EC and
2006/49/EC). The Regulation is supplemented by two Commission Delegated Acts, four
Commission Implementing Acts, regulatory technical standards (RTS), and implementing
technical standards (ITS). The CRD IV/CRR package is supplemented by 32 adopted RTS
(developed by the European Banking Authority – EBA), with 18 still in progress or to be
launched in the future. A total of 25 adopted ITS are supplemented by four upcoming
ones. The two delegated acts are: (i) a Regulation (2015/61) on the liquidity coverage
ratio of credit institutions ('LCR Regulation'), which aims to ensure that a sufficient
proportion of banking assets can be made available in the short term, and (ii) a

http://ec.europa.eu/finance/consultations/2015/long-term-finance/docs/consultation-document_en.pdf
http://europa.eu/rapid/press-release_MEMO-13-690_en.htm?locale=en
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013L0036
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013R0575
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L:2013:176:FULL&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L:2013:176:FULL&from=EN
http://www.bis.org/bcbs/publ/d303.pdf
https://www.bis.org/press/p151110a.htm
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52015PC0472
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32009L0138
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015R0035&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32011L0061
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32009R1060
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02004R0809-20130828
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013R0575
http://lexicon.ft.com/Term?term=credit-risk
http://lexicon.ft.com/Term?term=market-risk
https://www.eba.europa.eu/regulation-and-policy/operational-risk
http://www.investopedia.com/terms/s/settlementrisk.asp
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006L0048&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006L0049&from=EN
http://ec.europa.eu/finance/bank/regcapital/acts/index_en.htm
http://ec.europa.eu/finance/bank/docs/regcapital/acts/overview-crr-crdiv-rts_en.pdf
http://ec.europa.eu/finance/bank/docs/regcapital/acts/overview-crr-crdiv-its_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32015R0062
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Regulation (2014/62) covering the leverage ratio, to ensure that EU credit institutions
and investment firms use the same methods to calculate, report and disclose their
leverage ratios.

The changes the proposal would bring
The overall aim of amending the CRR provisions, as a consequence of the securitisation
proposal, is to recalibrate the prudential requirements for credit institutions and
investment firms either issuing or purchasing securitisations. The specific amendments
of the proposal entail:

Linkages between the new securitisation regulation and CRR
The proposed CRR amendments form a legislative package with the securitisation
proposal. Key elements of the latter, such as STS eligibility criteria, need to be
accompanied by a new prudential treatment, better reflecting their specific features.
Hence, capital requirements for positions in securitisation, including the more risk-
sensitive treatment for STS securitisations, are set out in the CRR proposal, while STS
eligibility criteria and other cross-sectoral provisions on risk retention, due diligence and
disclosure requirements, previously listed in Part V of CRR, were moved to the
securitisation proposal. According to the Commission, the equally necessary adaptation
of the 'LCR Regulation' Delegated Act will take place at a later stage.7

Calculating minimum capital needs for securitisation positions
In order to preserve and enhance the internal consistency and overall coherence of the
text, Chapter 5 of Title II, Part Three of CRR is replaced by the current proposal. The new
Articles 254 to 270a, in line with the revised BCBS framework, implement a new
hierarchy of applicable approaches for the calculation of risk-weighted assets, i.e. to
know the minimum capital needs for securitisation exposures. The decision on the
approach to choose depends on the information available to the credit institution or
investment firm holding the securitisation position.8

A new hierarchy of approaches
The Commission follows closely the BCBS framework and sets the 'Securitisation
Internal Ratings-Based Approach (SEC-IRBA)' at the top of the revised hierarchy of credit
risk calculation approaches (SEC-IRBA → SEC-ERBA → SEC-SA) with KIRB information as a
key input. KIRB is the capital charge for the underlying exposures using the IRB
framework. Such an internal ratings-based approach, developed as part of the Basel II
framework in 2004, allows banks to use 'their own internal measures for key drivers of
credit risk as primary inputs to the capital calculation, subject to meeting certain
conditions and to explicit supervisory approval'.

In order to use the SEC-IRBA, the bank shall have: (i) a supervisory-approved IRB model
for the type of underlying exposures in the securitisation pool; and (ii) sufficient
information to estimate KIRB. Since the relevant effects of maturity are not fully
captured through KIRB alone, the SEC-IRBA explicitly incorporates tranche maturity as an
additional risk driver.9

An institution that cannot calculate KIRB for a given securitisation position will have to
use the External Ratings-Based Approach (SEC-ERBA) for the calculation of the risk-
weighted exposure amounts. Under the ERBA, risk-weights are assigned according to
credit assessments (or inferred ratings), the seniority of the position and the granularity
of the underlying pool. Where an institution cannot use the SEC-ERBA, it shall apply
instead the Securitisation Standardised Approach (SEC-SA).10

http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2015.011.01.0037.01.ENG&toc=OJ:L:2015:011:TOC
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52015PC0473
http://www.bis.org/bcbs/publ/d303.pdf
http://lexicon.ft.com/Term?term=risk_weighted-assets
http://lexicon.ft.com/Term?term=capital-charge
http://www.bis.org/publ/bcbsca05.pdf
http://www.bis.org/publ/bcbsca05.pdf
http://www.bis.org/publ/bcbs107.htm
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Where the SEC-ERBA results in regulatory capital requirements which are not
commensurate to the credit risk embedded in the exposures underlying a securitisation,
institutions may apply the SEC-SA directly in relation to the positions of that
securitisation, subject to the competent authority's review. An institution that cannot
use SEC-IRBA, SEC-ERBA, or SEC-SA for a given securitisation exposure will have to
assign the exposure a risk weight of 1250%.

A risk weight floor of 15% is set for all securitisation exposures and for all three
approaches. This is necessary to cope with certain risks, including model and agency
risks, which are arguably more acute for securitisation exposures than for other
categories of exposure, and can lead to a certain amount of uncertainty in capital
estimates.

Preferential treatment of STS securitisations
A more risk-sensitive prudential treatment is provided for STS securitisations, in line
with the methodology proposed by the EBA in the report on qualifying securitisations,
under all the three new approaches for the calculation of risk-weighted assets (new
Articles 260, 262, and 264). The three approaches are re-calibrated for all tranches in
order to generate lower capital charges for positions in transactions qualifying as STS
securitisations.

In addition to the re-calibration, senior positions in STS securitisations will benefit from
a lower floor of 10% (instead of 15%, which will remain applicable to both non-senior
positions in STS securitisations and to non-STS securitisations more generally). Over
time, senior tranches in securitisations that met many of the STS criteria, have
performed materially better than non-senior qualifying tranches. According to the EBA,
this is due to the fact that STS features are able to materially reduce model and agency
risks. For the purposes of calculating risk-weighted exposure amounts, eligible STS
securitisations must fulfil additional requirements, namely credit-granting standards,
minimum granularity and maximum risk weights under the SA approach.

Caps
The maximum risk weight for senior securitisation positions (new Article 267)
Under the so-called 'look-through' approach, a securitisation position receives a
maximum risk weight equal to the average risk weight applicable to the underlying
exposures. According to existing rules, the look-through approach can be used for the
calculation of risk-weighted exposure of unrated positions (Article 253 CRR). It is now
proposed, in line with the revised BCBS framework, to allow the look-through approach
only for senior securitisation positions, whether or not the relevant position is rated
and regardless of the approach used for the underlying pool of exposures (SA or IRBA),
provided that the bank is able to determine KIRB or KSA for underlying exposures. In light
of the credit enhancement the senior tranches receive from subordinated tranches, an
institution should not have to apply to a senior securitisation position a higher risk
weight than that it held directly in relation to the underlying exposures.

Maximum capital requirements (new Article 268)
An overall cap in terms of maximum risk-weighted exposure amounts is currently
foreseen for institutions that can calculate KIRB (Article 260). It is now proposed to a)
keep this treatment, i.e. institutions that use the SEC-IRBA for a securitisation position
may apply a maximum capital requirement for that position equal to the capital
requirement that would have been held against the underlying exposures under the IRB
had they not been securitised; and b) extend the same treatment to originator and

http://www.investopedia.com/terms/m/modelrisk.asp
http://www.investopedia.com/terms/a/agencytheory.asp
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sponsor institutions using SEC-ERBA and SEC-SA. This can be justified on the grounds
that, from an originator's standpoint, the securitisation process can be viewed as similar
to credit risk mitigation, i.e. it has the effect of transferring at least some of the risks of
the underlying exposures to another party. From this perspective, provided the
conditions for significant risk transfer are fulfilled, it would be not justified for an
institution to have to hold more capital after securitisation than before, as the risks
attached to the underlying exposures are reduced through the process of securitisation.

Elimination of special treatment for certain exposures
In order to further reduce complexity and improve consistency within the securitisation
framework, a series of special treatments currently provided for in the CRR are to be
eliminated: (i) Second-loss or better positions in ABCP programmes (current Article
254); (ii) Treatment of unrated liquidity facilities (current Article 255); (iii) Additional
own funds securitisations of revolving exposures with early amortisation provisions
(current Article 256).

Treatment of specific exposures
Re-securitisations (new Article 269)
A more conservative version of the SEC-SA will be the only approach available for re-
securitisation positions, which will be subject to a significantly higher risk weight floor
(100%).

Senior positions in SME securitisations (new Article 270)
Article 270 targets in particular those securitisations of SME loans where the credit risk
related to the mezzanine tranche (and in some cases the junior tranche) is guaranteed
by a restricted list of third parties, including in particular the central government or
central bank of a Member State, or counter-guaranteed by one of these (this scheme is
usually defined as 'tranched cover'). Given the relevance of these schemes in order to
free capital to be used to increase lending to SMEs, it is proposed to grant a more risk-
sensitive treatment, equivalent to that foreseen for STS securitisations, to the senior
tranche retained by the originator institution.11

Remaining changes
Amending Article 456, the Commission aims to have the possibility to adopt delegated
acts in order to incorporate any relevant developments at international level
(e.g. hierarchy of approaches) with particular regard to the BCBS. Impact evaluation will
start three years from the date of entry into force of the regulation (review clause
(Article 519a)).

Preparation of the proposal
Following a request from the Commission in January 2014, the European Banking
Authority (EBA) finalised on 7 July 2015 its advice to the Commission on a framework
for qualifying securitisation. It proposes criteria for defining simple, standard and
transparent securitisation transactions including a specific set of elements for short
term securitisations (i.e. ABCP – asset backed commercial paper).

In preparing the securitisation proposal, the European Commission carried out a public
consultation on a possible EU framework for STS securitisation from February to May
2015. Some 120 replies were received. Respondents generally agreed that the much
stronger performance of EU securitisations during the crisis compared to the US needs
to be recognised, but that the current regulatory framework needs to be modified. This

https://www.imf.org/external/pubs/ft/sdn/2015/sdn1507.pdf
https://www.eba.europa.eu/-/eba-issues-advice-on-securitisation
https://www.eba.europa.eu/-/eba-issues-advice-on-securitisation
http://www.reuters.com/article/2015/07/09/markets-commercialpaper-fed-idUSL1N0ZP0ZG20150709
http://ec.europa.eu/finance/consultations/2015/securitisation/index_en.htm
http://ec.europa.eu/finance/consultations/2015/securitisation/index_en.htm
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would help the recovery of the European securitisation market in a sustainable way,
providing an additional channel of financing for the EU economy.

Related to the proposed CRR amendments, the Commission conducted a public
consultation on 'How revised bank capital requirements have affected lending?',
between July and October 2015. In total 87 replies were received. According to the
consultation document of DG FISMA, CRD IV and CRR 'should contribute not only to
enhancing financial stability in the banking industry, but also to the resilience of the
flow of savings and investment in the wider economy'.

Parliament's starting position
The European Parliament (EP) has dealt with capital requirements on a number of
occasions. Negotiations on the current Regulation (EU) No 575/2013 (2011/0202(COD))
started on 20 July 2011 with the proposal of the Commission. After being adopted in the
EP at first reading (595 votes to 40 with 76 abstentions) on 16 April 2013, the act was
published on 27 June 2013 (OJ L 176).

In Directive 2009/111/EC, regarding rules on own funds applicable to banks, Parliament
ensured that investing credit institutions would only be exposed to the credit risk of a
securitisation position if the originators, sponsors or original lenders had explicitly
disclosed to them that they would retain, on an ongoing basis, a material net economic
interest of at least 5%. In addition, it obtained that credit institutions must regularly
perform their own stress tests appropriate to their securitisation positions, and have a
thorough understanding of all structural features of a securitisation transaction that
would materially impact the performance of their exposures to the transaction.

In its resolution of 9 July 2015 on building a Capital Markets Union, the Parliament
stressed that 'SMEs should have the broadest available choice of funding structures, so
that they themselves have a choice of funding options of differing costs and complexity
levels, including mortgage lending and securitisation-based funding' (Point 43). In order
to detect possible emerging bubbles and reduce information asymmetries, the
resolution proposes to create a 'data repository for securitisation, which would register
each securitisation’s participants, track aggregate exposures and flows between market
participants' (Point 66). As for capital requirements, the Parliament suggests to carefully
review 'whether the strict capital requirements applied in the banking and insurance
sector need reconsideration' (Point 20).

Finally, the EP's initiative resolution on financial services regulation of 19 January 2016
(2015/2106/INI), calls on the Commission 'to conduct a thorough assessment of the
benefits of securitisation for SMEs and the marketability of securitisation instruments as
a matter of priority'. The report also stresses the importance to create a 'more
transparent securitisation market' and the necessity of 'stringent requirements for
underlying high-quality assets and calibrations according to the actual risk profile'
(Pt. 31). However, the report expresses concerns regarding the increased complexity of
overall capital requirements provisions (Pts. 4, 12 & 32).

Stakeholders' views
In general, the European Banking Federation (EBF) agrees that additional capital buffers
introduced in the wake of the Basel III provisions 'are appropriate and reflect problems
which have been seen during the crisis'. Regarding capital requirements for
securitisations however, the professional organisation argues that the revised Basel
framework might 'affect the market negatively', due to overly high requirements,

http://europa.eu/rapid/press-release_IP-15-5347_en.htm?locale=EN
https://ec.europa.eu/eusurvey/publication/long-term-finance-2015?surveylanguage=en
http://ec.europa.eu/finance/consultations/2015/long-term-finance/docs/consultation-document_en.pdf
http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=en&reference=2011/0202%28COD%29
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+TC+P7-TC1-COD-2011-0202+0+DOC+PDF+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+TC+P7-TC1-COD-2011-0202+0+DOC+PDF+V0//EN
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=OJ:L:2013:176:TOC
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32009L0111&from=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P8-TA-2015-0268
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P8-TA-2016-0006
http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=&reference=2015/2106(INI)
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especially for senior tranches.12 Referring directly to the proposed CRR amendments,
the EBF calls, among other things, for 'more ambitious capital relief'.

The international non-profit association Finance Watch has also voiced concerns.
However, the association rather questions the continued possibility for tranching and to
allow for synthetic securitisations. In their view, this 'does not truly learn the lessons
from the crisis.'

In 2013, a joint Commission/ECB survey found that the most pressing need for SMEs is
to find customers (22%), as well as to improve access to finance (15%). The latter is
mainly a problem in southern Member States (up to 40% identified this as a problem in
Cyprus and 32% in Greece, compared to only 8% in Germany). Furthermore, it recalled
that securitisation of SME loans is too costly an alternative to traditional bank financing.

Advisory committees
The European Economic and Social Committee (EESC) adopted an opinion on the pair of
proposals on securitisation on 20 January 2016. It welcomed the initiative as it concurs
with the Commission's intention to potentially unlock additional funding for companies,
specifically SMEs. At the same time, the EESC warns that 'small investors and consumers
should not have access to securitisation due to the complexity and risk involved'.

The Committee of the Regions (CoR) endorsed an opinion on the Capital Markets Union
on 8 July 2015 and does not plan to scrutinise the securitisation initiative separately. In
line with the Commission/ECB report, the opinion challenges the view that
'securitisation might offer a long-term solution to SMEs' financing problems, particularly
in view of its proportionally higher cost for SMEs'.13 Data from the Commission's impact
assessment instead suggest a possible 1.6% increase in SME loans by freeing up capital
through the new securitisation framework.

Council
The Council's working party on financial services examined both the proposals on
common securitisation rules and the STS framework,14 and on prudential requirement
amendments. It agreed on an amended text in November 2015, with Ministers in the
Council agreeing on its general approach on 7 December, thus setting out their position
for negotiations with Parliament.

The proposed amendments aim, inter alia: (i) to enhance the definitions of Article 242
point 6 so that even two or more securitisation positions (with different maturities)
could qualify as senior positions, to delete point 8 on the 'standardised approach (SA)
pool', and to explicitly include promotional banks (new point 23); (ii) to alter Article 248
on exposure value; (iii) to modify Article 254 on the hierarchy of calculation methods, as
well as (iv) Article 255 on determining capital charges, such as KIRB. While the first
presidency compromise proposed to relax 2b provisions in both Article 244 on
traditional securitisations and Article 245 on synthetic securitisations with regards to
mezzanine positions, the modified text of 24 November withdrew this suggestion again.
The final compromise text of 30 November, as endorsed in the December ECOFIN
meeting, contained only marginal changes compared to the previous presidency
compromise, including a precision on when to derogate from SEC-ERBA and use SEC-SA
instead (Article 254, new 3a,b,c).

http://www.ebf-fbe.eu/wp-content/uploads/2015/10/EBF_017354-EBF-response-to-the-EC-consultation-on-CRR-CRD-IV_1.pdf
http://www.finance-watch.org/press/press-releases/1155-fw-comments-cmu-action-plan
http://europa.eu/rapid/press-release_MEMO-13-980_en.htm
http://www.eesc.europa.eu/?i=portal.en.eco-opinions.36768
http://cor.europa.eu/en/news/Pages/regions-call-on-european-parliament-to-join-forces-to-place-sme-credit-at-heart-of-capital-markets-union.aspx
http://eur-lex.europa.eu/legal-content/DE/TXT/?uri=SWD:2015:0185:FIN
http://eur-lex.europa.eu/legal-content/DE/TXT/?uri=SWD:2015:0185:FIN
http://data.consilium.europa.eu/doc/document/ST-14536-2015-INIT/en/pdf
http://data.consilium.europa.eu/doc/document/ST-14248-2015-INIT/en/pdf
http://data.consilium.europa.eu/doc/document/ST-14496-2015-INIT/en/pdf
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National parliaments
The proposal for a Regulation was transmitted to the national Parliaments. None of the
40 legislative chambers in the EU submitted a reasoned opinion on the dossier before
the scrutiny deadline of 8 December (IPEX database). Some 16 chambers made scrutiny
information available on IPEX. The European scrutiny committee of the House of
Commons called on 28 October 2015 for a debate in committee on the submitted
proposals along with those on the Capital Markets Union initiative.

Parliamentary analysis
In October 2015, EPRS published an in-depth analysis on securitisation. The analysis
provides an introduction to the subject. It describes the principal actors involved in a
securitisation transaction, the main securitised instruments, the role securitisation
played in the global financial crisis, as well as recent attempts to create a framework for
simpler forms of securitisation.

In October 2015, the European Parliament's Ex-Ante Impact Assessment Unit delivered
an initial appraisal of the European Commission's Impact Assessment (SWD(2015)
185 final, of 30 September 2015). The appraisal notes that, while the problem definition
is based on extensive analysis and research, it could encourage more the exploration of
other possible avenues for action beyond the STS denomination. In addition, gaps in the
analysis of areas − such as the administrative burden, or the impact on Member States
of the STS denomination − may translate into uncertainties related to the actual take-up
of the STS denomination.

Legislative process
The process is still at an early stage. A rapporteur has been appointed, but the ECON
Committee has yet to fix a calendar for discussion and voting.
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Endnotes
1 Data from the Commission indicates a drop in securitisation issuance of 42% compared to the 2001-2008 average,

while industry figures look gloomier: Annual placed issuance levels have dropped to €80-90 billion from the €450
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billion of pre-crisis years (2006-2007). See also Commission Impact Assessment, 30 September 2015, p. 73. In
general, the differences between US and EU markets are substantial: '...EU equity markets, corporate bond
markets and securitisation represent 60 %, 35% and 20% of the levels of their US counterparts respectively.', EP,
Building a Capital Markets Union, 9 July 2015, Pt. 21.

2 According to the European Commission, some 80% of securitised products in the US benefit from public
guarantees from Government Sponsored Enterprises (e.g. Fannie Mae and Freddy Mac, see also Economist, 21
November 2015).

3 The Basel III framework sets out standards and requirements for capital, risk coverage (including securitisations),
containing leverage, risk management and supervision, and market discipline. In addition, the international
Banking committee differentiates between standard banks and so-called 'global systemically important financial
institutions (SIFIs)'. The latter 'must have higher loss absorbency capacity to reflect the greater risks that they pose
to the financial system'.

4 Point 5, Regulation, (EU) No 575/2013 of 26 June 2013, OJ L 176 p. 2, 27 June 2015.
5 The Commission's proposal to adjust risk-sensitivity for the new STS framework is not yet part of the revised BCBS

framework. After having reached an agreement on STS-criteria with the International Organization of Securities
Commissions (IOSCO), the Basel Committee is expected to adjust its provisions by mid-2016.

6 The Commission launched an overhaul of the prospectus rules on 30 November 2015, to revise the Prospectus
Directive, 2003/71/EC.

7 'In particular the eligibility criteria for securitisations as Level 2B assets in Article 13 of the LCR Delegated Act will
be amended to make it consistent with the general STS criteria as laid down in the Securitisation Regulation.'
(COM(2015)473), p. 7.

8 'This single hierarchy of approaches will apply to both institutions using the standardised approach (SA) or the
internal ratings-based approach (IRB) for credit risk', p. 8. In order to estimate the credit risk of a bank, the Basel II
regulatory framework allows banks either to use external ratings (SA) or, given specific preconditions, to use own,
internal risk parameters (IRB). Risk-weighted assets Regulators then use the risk weighted total to calculate how
much loss-absorbing capital a bank needs to sustain it through difficult markets.

9 'Tranche maturity definition is based on the weighted-average maturity of the contractual cash flows of the
tranche. Instead of calculating the weighted-average maturity an institution is allowed to choose simply to use the
final legal maturity.' (COM(2015/473), p. 8. As the securitisation procedure converts loans into securities, the
latter are sliced into tranches according to different levels of risk. In decreasing order of security: Senior,
Mezzanine, Junior Tranche.

10 'The SA uses KSA, that is, the capital charge for the underlying exposures under the SA, and a factor 'W', which is
the ratio of the sum of the amount of all underlying pool of exposures that are delinquent to the total amount of
underlying exposures.' Ibid.

11 'In order to qualify for this treatment the securitisation shall comply with a series of operational requirements,
including applicable STS criteria. Where such transactions benefit from this type of guarantee or
counterguarantee, the preferential regulatory capital treatment that would be available to them under Regulation
(EU) No 575/2013 is without prejudice to compliance with the State Aid rules.' Ibid, p 10.

12 European Banking Federation, EBF response to the European Commission consultation on the possible impact of
CRR and CRD IV on bank financing to the economy, Brussels, 7 October 2015, pp. 4 & 5.

13 Committee of the Regions, Draft opinion on the Green Paper Building a Capital Markets Union, Brussels, 8-9 July
2015, Pt. 17.

14 For details of the Council's amendments on the parallel proposal see Delivorias, Angelos, January 2016, p. 7.
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