NOTES ON THE 2012 GLOBAL ABS CONFERENCE IN BRUSSELS IN JUNE 2012
The 2012 Golbal ABS conference in Brussels has come and gone. The venue once again was excellent and it was encouraging to see 3000 delegates, including 1100 investors. Someone was overheard to say that he didn’t know that there were still that many people employed in the industry.

Regulation and reporting were carried forward from last year and new buzz words this year were Solvency II, Shadow Banking and PCS. 

There is increasing concern that the regulators will kill the industry. This is despite the regulators going out of their way to reassure everyone that they regard securitisation as an essential funding tool in the real economy. They believe that it will be difficult for economies to fully recover without the funding provided by securitisation. 

At the start of the conference, the European Securitisation Forum (now part of the Association for Financial Markets in Europe AFME) launched is new PCS initiative. The acronym refers to Prime Collateralised Securities. Under this initiative, certain products that meet strict industry requirements will be endorsed by an independent body of industry participants. The stamp of approval will only be awarded to plain vanilla securitisations that are easy to understand and transparent. The securitised assets must be real economy assets which excludes CMBS, CDO’s  synthetic securitisation and any resecuritised assets. The aim of the initiative is to provide investors with a degree of comfort and to focus on simple securitisation. It is hoped that this will bring more buyers into the market. The initiative dovetails with the drive by the European Central Bank to see more simple transactions and greater loan by loan reporting which facilitates greater due diligence by investors.

The initiative also seems to be designed to head off stricter ECB regulation initially designed to limit European exposure to US sub-prime assets. The Europeans justifiably argue that they were never really investors in those assets to begin with.

REGULATION

No conference would be complete without a focus on regulation. In a lively debate on the subject, the regulators suggested that it is an exceptional situation which has brought about a welcome global convergence of regulation to deal with a weakness of legislation and oversight. Internationally regulators are trying to achieve convergence of objectives before looking at convergence of legislation.

The regulators however acknowledge that securitisation is essential for growth in the economy. They seem to have a preference for covered bonds over securitisation because covered bonds perform better in difficult times. Covered bonds are seen as a single product, unlike securitisation where each asset class needs to be looked at separately.

SHADOW BANKING

The next thing on the list of matters to be regularised is “Shadow Banking”. This is defined as "the system of credit intermediation that involves entities and activities outside the regular banking system" The regulators will be looking to regulate these activities and, in particular, looking at regulated banks that do shadow banking. There is a feeling that regulation should be designed to eliminate arbitrage between banks and shadow banking. 

TRANSPARENCY

The European Central bank and the bank of England are pushing for greater transparency. More loan by loan detail has to be made available to investors so they can make better informed decisions. While emphasis is being placed on greater transparency through more and more loan by loan information, there are those who, correctly, point out that it investors need quality information more than quantity. In the US, sub-prime and CLO’s were more transparent than any other class of investment. It certainly was not a lack of transparency that caused the collapse, it was a lack of understanding of the risks involved.

CORPORATE GOVERNANCE

The regulators want to put in place rules governing the way in which boards provide oversight in securitised structures. The feeling is that boards are sometimes not aware of what is going on and this must be addressed.

RATING AGENCIES

There is a lot of unhappiness about the proposal that rating agencies should rotate analysts every five years. Investors get used to the methodology of agencies and have a preference for certain methodologies.  

With so much downgrading in Europe, the amount of AAA paper in the market has shrunk from 50% in September 2010 to around 30% today. The downgrade of issuers and counterparties has concentrated AAA in a small area. The era of investor reliance on AAA rated paper seems to be at an end. AA may have become the new AAA. Marjan van der Weijden of Fitch said that AA remains very good risk but if investors need to hold more capital against it, it becomes more difficult. Solvency III proposals will make even AAA less attractive to insurance companies.

Rating agencies were still scratching their heads about the impact of a Greek exit from the Euro. Consumer behaviour in a process of redenomination is an unknown. Van der Weijden did however say that in countries like Portugal and Spain prime mortgage transactions were still performing well. The same is true for Italy.

SOLVENCY II

The regulation dealing with solvency requirements for insurance companies investing in securitised products is due to be implemented in 2014. Under pending regulation, insurance companies will have heavy capital adequacy requirements when investing in securitised assets. The amount of carry will be ten time higher than for covered bonds. There was a strong feeling that this disparity is channelling investment into one sector of the market and is fuelling the next bubble.  Regulation seems to be focusing on transparency requirements of secured notes over non-transparency of bonds and covered bonds. While the regulation is only due to be implemented in 2014, it already has an impact on the market. Insurance companies are shying away from investing in securitised notes. One study indicated that 30% of insurance company investors will stop investing in ABS and 67% will reduce significantly.

Regulators were told that they have set out to prevent investors from buying US sub-prime notes and in the process stopped them from buying European and UK RMBS.

The regulators tried to assure delegates that the regulations are still being developed and that all interested parties must come forward with their comments and suggestions which will be taken into consideration.

TRUSTEES

The current challenges facing trustees arise as a result of rating agency downgrades and defaults.

Where key service providers go through rating downgrades, it causes a flurry of activity. Trustees have to decide whether the situation calls for a change in service provider or a change in the documents. They have to assess what impact the downgrade of a key service provider will have on the transaction and act in the best interest of all concerned.

Defaults continue and trustees are called upon to take action. At times, trustees put out a notice of default and simply get no feedback from investors. When the default is material and it leads to the trustees taking control of the assets, they then have to appoint a disposal agent to dispose of the assets. Trustees have to avoid a situation where the assets fall into the hands of a receiver as the trustee then loses control of the assets.

SECURITISATION DATA

Reporting has taken on a whole new meaning in Europe and the US. In the US, the reporting detail and standards are way ahead of Europe. Since the inception of securitisation in the US, investors have put pressure on issuers to provide increasingly meaningful data. In the US, modelling has been evolved to the stage where it now brings in extraneous data like credit behaviour and property prices. This allows for greater predictive modelling. The data is made available (at a price) which allows small houses to access data at the same level as large houses with their own in house analysis teams. Interesting that the US has had outstanding data available for some time and still the market went pear shaped. Of course the US is a more homogenous market than Europe so it has been easier to get buy in and to implement investor requirements. 

In Europe, increasingly detailed information has been available for a while now. The regulators require that the issuer has to publish its liability structure through a central data programme. The language of choice for the data programme is Python. ECB has not issued any regulations regarding reporting standards, it has, however, begun to force this on the industry by only accepting securitised notes which comply with its transparency requirements. The BoE has followed much the same strategy.

The European data requirements have been driven by the regulators rather than by investors. BoE requirements have also kicked in so the data that is available is in many different formats. It is hoped that European requirements will finally result in a standardised data base. Investors still require aggregated data while that required by the regulator is more granular.

Speakers suggested that investors must push for standardised detailed data and that systems will need to be developed to make this information available.

Once the European data warehouse is up and running, it will put pressure on all players to comply. It will also require that data must be clean. The implementation of the warehouse still requires sovereign laws to be coordinated. (See the attached press release of 9 July for more information on the European Data Warehouse)

Existing European templates for investor reporting are good for monitoring cash flows but are not adequate for predictive modelling. In the US, the data is sufficiently detailed to allow for predictive analysis. With the data available, investors are delving deeper into the data to analyse the structures they may be interested in. As more data is made available, the majority of investors will require third party data analysis.

In Europe the regulator does not require historic data but this should be made available to investors. This is the case in the US where demand for historic data was driven by investors.

OTHER MATTERS

The downgrade of banks by rating agencies is making it difficult for issuers to find appropriately rated counterparties. Volkswagen mentioned that this has been one of the factors preventing them from issuing this year. It is difficult to find account banks or swap counterparties with sufficient rating to get AAA rating for securitisation. Either the rating agencies or investors will have to rethink their strategies. There is real concern that by sticking only to those banks that have not been downgraded, there will be a concentration of risk which itself increases risk. 

ESOTERIC DEALS

Some new esoteric deals have hit the market and others are being bandied about is potentially coming to market. Among those discussed was a GMAC deal which saw the securitisation of motor dealer floor plans. Deutsche Bank priced the deal of €450 million and the AAA notes were priced at 200 bps above EURIBOR. In the UK Hadrian’s Wall Capital is looking at going to market with a utilities securitisation. Some believe that this could pave the way for similar utilities securitisations. In April, Sanctuary Housing Association went to market with a social housing revenue deal. Earlier in the year, Center Parcs went to market with a whole business transaction. The deal is backed by the company’s holiday village properties. There is a view that the Basel III funding requirements for long terms loans have become too expensive for banks. This has put the brakes on banks’ long term loans.

John Doidge 
GMG Trust Company Limited
press release 
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European DataWarehouse Successfully Concludes Private Placement
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LONDON, July 9, 2012 /PRNewswire via COMTEX/ -- European DataWarehouse GmbH (ED) is pleased to announce today the successful completion of a private placement with fifteen key investors, consisting largely of global banks and institutions. The placement has been coordinated by Perella Weinberg Partners. 

ED is a groundbreaking new company that was created with the support of the European Central Bank (ECB), acting as a catalyst in the market, and global investors (through the Market Group and ECB Technical Working Groups) to respond to the need for full disclosure for investors in asset-backed securities (ABS). As well as providing an open platform for all users to access ABS data, one of ED's key responsibilities will be to facilitate the reporting of loan-level data of ABS transactions which will become a binding criterion for the securities to be considered for eligibility in the Eurosystem collateral framework. The ABS loan-level data will need to meet the information requirements prescribed in the ECB loan-level templates which are available on the ECB website. 

(The ECB templates are available at http://www.ecb.int/mopo/assets/loanlevel/transmission/html/index.en.html ) 

ED's completion, which will include an extensive testing and system integration before the ECB loan-level data requirements become binding, is envisaged towards the end of Q4 2012. Proceeds from the placement will be used to finalise the build-out of ED as well as to provide the business with ongoing working capital. 

Fernando González, Chairman of the ECB Technical Working Group on the ABS Loan-level Initiative and Head of the Risk Strategy Section at the ECB, said: 

"ED is a cornerstone for the restoration of confidence in the ABS market. It will bring to fruition a central European repository and data handling infrastructure created for the market by the market. The Eurosystem has supported the creation of a single data-handling infrastructure from an early stage and plans to negotiate terms of use of ABS loan-level data. I would like to thank the 15 key investors as well as the Market Group members for their dedication and support throughout the process." 

Paul Burdell, Director of European DataWarehouse and CEO at LCM Partners, added: 

"ED will be the key mechanism to access ABS loan-level information, helping investors and other market participants to gain an in depth understanding of the underlying assets for their required due diligence and stress tests. ED should also help improve liquidity in the ABS market as information and full disclosure about the underlying assets will help investors in their valuations, risk assessments and comparisons across multiple jurisdictions and multiple asset classes." 

ED is planning several workshops to help issuers, investors and data providers interfacing with its systems. The reporting process will start with RMBS transactions and will then be extended to CMBS and SME securities shortly after. Auto loan, consumer finance and leasing ABS transactions for inclusion in the Eurosystem collateral framework will also be subject to ED's validation processes in due course. 

ED's governance structure currently envisages a Supervisory Board and a pricing committee with the participation of the ECB and national central bank senior representatives as active observers. 

ED's head office will be based in Frankfurt. 

Notes to the editors: 

In December 2010, the Governing Council of the ECB announced its intention to establish loan-by-loan data requirements for ABS in the Eurosystem collateral framework, with the aim of improving transparency and helping to restore investor confidence in the European securitisation markets (the ABS Loan-level Initiative). 

As part of the initiative, the ECB in April 2011, encouraged the creation of a data warehouse for the processing, verification and transmission of ABS loan-level data by an independent constructor external to the Eurosystem. At the same time, former ECB President Jean-Claude Trichet invited market participants to lend their support to this important initiative. 

An independent group of nine leading ABS investors and originators from across Europe called the "Market Group" was formed to oversee and advise in relation to the RfI and RfP processes to select the advisors to build ED. 

ED will ensure that loan-level data is made available to market participants to increase disclosure in relation to, and facilitate the risk assessment of, existing and future ABS transactions. Processes and software systems will be put in place that allow ABS originators to submit loan-level data to ED electronically, and the loan-level data will be checked for compliance with the specific ECB reporting templates as well as for consistency and timeliness. 

A number of advisors have been involved in the process of setting up ED. LCM Partners (formerly Link Financial) has been overseeing the ABS Loan-level Initiative and its implementation since its inception, playing a key role in coordinating the parties and advisors. ED's private placement has been conducted by Perella Weinberg Partners. Sapient Global Markets is the constructor of the software, whilst NTT Europe Ltd. will provide the hardware and back up services for ED. Morrison & Foerster has been ED's project legal advisor together with Noerr, and Deloitte has provided accounting and tax advisory services. 

For further information and a schedule of upcoming events please visit http://www.eurodw.eu or contact: 

European DataWarehouse Paul Burdell paulburdell@eurodw.eu 
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