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Capital treatment for "simple, transparent and comparable™ securitisations

Response by the Council of Mortgage Lenders
to the Basel Committee on Banking Supervision Consultative Document

Introduction

1. The Council of Mortgage Lenders (CML) is the representative trade body for the residential
mortgage lender industry that includes banks, building societies and specialist lenders in the UK. Our
133 members currently hold around 95% of the assets of the UK mortgage market. In addition to
lending for home-ownership, the CML members also lend to support the social housing and private
rental markets.

2. We are grateful for the opportunity to respond to the Basel Committee on Banking
Supervision’s (BCBS) consultation document on capital treatment for “simple, transparent and
comparable” securitisations. In preparing our response to this consultation we have engaged with out
members and other interested trade associations. In particular, we have worked with the European
Mortgage Federation (EMF). We are happy for our response to be shared between the regulators
and for it to be made public.

3. Our views on these proposals necessarily reflect our interest in their impact on mortgage
lenders and the mortgage market. Some aspects of our response may also be applicable to the rest
of the financial services industry. We have focused on the high-level issues raised by this
consultation, but are aware that other lenders and trade associations have responded in detail on
some of the technical aspects of the consultation. We would, therefore, fully support the conclusions
reached in these separate responses, particularly that provided by the EMF-ECBC.

General comments

4. We consider the securitisation market for residential mortgages (RMBS) an important element
in the funding mix for UK lenders. In that respect, we welcome all initiatives designed to improve
lenders access to different sources of funding since we advocate lenders to have the ability to raise
funds from a variety of diversified source. Diversity includes different currencies, maturities and
investor bases. We, therefore, broadly welcome the proposals for “simple, transparent and
comparable” (STC) securitisations.

5. Prior to the financial crisis, UK lenders used the RMBS market both as a source of funding
and to enable some risk transfer, together with capital relief. Post the financial crisis and the changes
in regulation, together with the changing risk attitudes of investors, means that the RMBS market has
been primarily a source of funding/liquidity rather than risk transfer. While we would not suggest that
the market should return to the pre-crisis state, we do believe that there is scope for changes in
regulation and capital treatment to aid the process of risk transfer and place RMBS funding on a more
level, in terms of capital held, playing field as alternative sources of funding using mortgage collateral,
e.g. covered bonds.

6. Now, the current capital regime makes the issuance of RMBS for funding purposes
considerable more expensive than the alternatives using the same asset collateral. Together with
other regulatory changes, e.g. Solvency Il affecting the capital that investors hold against RMBS
assets, there is the possibility that the combined affect of the regulatory architecture would be to
further impact the issuance of RMBS to the extent that it may close completely. We believe this
would be a retrograde step since, as highlighted above, we consider the RMBS market an important
element in the funding mix because of the diversity of funding it offers and the potential for risk
transfer thereby reducing the risk lenders hold.
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Specific Responses to Questions Raised in the Consultation

Q1. “Do respondents agree with the rationale for introducing STC criteria into the capital
framework? Are there any other aspects that the Committee should consider before
introducing STC criteria into the capital framework that are not already reflected in the
rationale above?”

We welcome the introduction of the STC criteria. In our assessment, UK RMBS should qualify as
STC securitisations and alongside the disclosure that lenders already supply to the market should aid
investors understanding and assessment of risk that such exposures bring. As highlighted earlier,
changes in regulation for some securitisations investors e.g. Solvency Il and insurance companies
may mean that they exit from the market. The additional comfort provided by the designation STC
may halt this exit, although we consider changes in Solvency Il the critical element to encourage such
investors to remain active in the RMBS market.

It follows that the designation STC should provide additional comfort in the long-term performance of
RMBS and that it, therefore, makes sense to address the excessive conservatism built into the capital
framework and in particular the non-neutrality of the capital framework vis-a-vis high quality
securitisations.

However, we would emphasise that, given particularly the breadth of jurisdictions involved and the
history of how RMBS securitisation has been used in different jurisdictions, that any new regulatory
framework should be principles based. In this way, the regulatory architecture can encompass the
different approaches lenders employ when using the RMBS market, but crucially ensure that a
minimum standard is employed across jurisdictions.

Q2: “Do respondents agree that, for the purposes of alternative capital treatment, additional
criteria are required? What are the respondents’ views regarding the additional criteria
presented in Annex 1?”

While we understand the exclusion of both asset-backed commercial paper (ABCP) programmes and
synthetic securitisations from the amended calculations suggested, we would emphasise that both do
have a role to play within both the overall funding mix that lenders can deploy. In the case of synthetic
securitisations, these could have a role to play in the effective risk transfer between institutions and
potentially reduce systemic risk. On conclusion of this process for “standard” securitisations, we
believe it would be worthwhile to begin to examine whether a similar process could be extended to
these alternative types of securitisations.

Overall, however, we do not agree that alternative capital treatment criteria are required unless they
are clearly linked to the objectives of STC.

Q3: “What are respondents’ views on the compliance mechanism and supervision of
compliance presented in this consultative document?

We believe that UK RMBS originators will be able to fulfil in full the enhanced requirements around
compliance of the STC criteria. In this regard we welcome the papers recognition of the specific,
unique origination process around mortgages and, given the use of third party servicers that
mortgages should be excluded from the new criterion D17 (A higher standard under fiduciary and
contractual responsibilities and the strengthening of linkage between different parties to a
securitisation).

We welcome the proposal that the originator/sponsor should, in effect, self-certify the compliance of
an individual securitisation with the STC criteria and that the necessary information to make this
assessment should be made public. While we understand and indeed believe that investors of
securitisations should engage in a full due diligence and understanding of any securities they
purchase, including securitisations, we are uncertain whether the requirement that investors also
need to determine whether a securitisation is STC compliant is helpful. Such a requirement will put
an additional burden on investors both legally and logistically, and may actually deter them from
actively participating in the market. We believe that the requirement by the originator/sponsor to



provide publically the required information and justification of why a securitisation is STC compliant is
sufficient to ensure that originators/sponsors do not indulge in a less rigorous approach.

We agree that a third party approval be that from rating agencies or regulators would add another
cost to the process and have concerns that it may, therefore, reduce the incentive for investors to
undertake appropriate due diligence and raise the issue of moral hazard all of which is undesirable.

Q4: What are the respondents’ views on the alternative requirements for STC securitisation
presented in this consultative document?

Given the additional confidence, the STC criteria provide regarding the likely performance of a
securitisation, we believe that it is justified to amend the regulatory capital treatment for securitisations
that qualify as STC.

We welcome the reduction in the risk-weighted floor for senior exposures to 10-12%.
We note that the risk-weighted floor for mezzanine tranches will continue to be set at 15%.

We welcome the change in the p-parameter to a range between 0.6-0.8 under the formula based
approaches. Alongside this, we are pleased to note that the external ratings based approach will also
be changed to ensure some parity of approaches between IRB and Standardised Approaches.

However, we do not believe that the changes go far enough to produce a more level playing field
between different securities using the same, or similar, collateral. We would highlight that the CRR
proposals are for a p-parameter of 0.5. We would, therefore, conclude that the BCBS proposals are
unduly conservative.

Contact
7. This response has been prepared by the CML in consultation with its members. If you have

any comments or queries on this response, please contact the CML representative Jon Saunders,
Senior Policy Adviser: jon.saunders@cml.org.uk +44 20 7438 8934



mailto:jon.saunders@cml.org.uk


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



