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PRESIDENCY FLASH NOTE

General remarks

On 19 January 2017, the first political trilogue on the Regulation on simple, transparent
and standardised securitisation (STS) and the Regulation amending the Capital
Requirements Regulation (CRR) took place in the European Parliament. In the initial
discussion, all parties expressed their willingness to engage in trilogue negotiations with
a view to a swift agreement.

The STS rapporteur underlined his aim to make the market for securitisation both
attractive and stable, and explained that in this context the Parliament has introduced
significant changes in three areas: transparency, supervision, and the alignment of
interests (i.e. risk retention and the framework around it). The STS rapporteur also
stressed on the delicate nature of the compromise found in the EP.

The Presidency remarked on general common principles that are to be shared in the
negotiations, namely that it was important to agree on a strong robust STS framework in
Europe to be an alternative and credible vehicle to finance the real economy and avoid
creating unintended, artificial barriers that would preclude inward capital investment into
Europe. This was ultimately an objective of the Capital Markets Union initiative. Finally,
the Presidency stressed on the importance of appropriately managing risks while keeping
a right balance in terms of costs of securitisation products vis-a-vis other funding
instruments.

Hierarchy of methods for calculating the risk exposure (CRR Article 254)

Although the hierarchy of methods for calculating the risk exposure was not on the
agenda, all three institutions touched on this issue in their introductory remarks. In the
absence of the CRR rapporteur, the ECON Chair explained that the Parliament had
changed the hierarchy of methods because in its view that would ensure a level playing
field both geographically and between different types of actors.

Both the Presidency and the Commission emphasised the importance of alignment with
international standards, and the Presidency clarified that the Council's general approach
provided for framed flexibility. The Commission explained that reverting the standardised
approach and the external ratings-based approach could lead to suboptimal results.
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Due diligence requirements for institutional investors (STS Article 3)

As regards the due diligence requirements for institutional investors, the institutions
concluded that they are not far apart. The discussion revolved around a limited number
of differences between the Council and EP texts. In view of the Presidency, the
notification to ESMA included by the Parliament (line 128) would be overly burdensome
and create an un-level playing field with other financial instruments.

As regards the Parliament's provision that ESMA may develop guidelines (line 131),
Presidency and Commission agreed that this was redundant - and might even create
ambiguity - as this possibility is already foreseen in ESMA's founding Regulation. The EP,
on the other hand, for that same reason saw no harm in including this provision.

It was decided that the differences between the Council and Parliament texts as regards
exemptions for ABCPs will be discussed in a future trilogue. The technical group will start
aligning the remaining provisions of Article 3.

Transparency requirements (STS Article 5, 5a to 5q and 22a to 22e)

The discussion on transparency requirements focused on two changes introduced by the
EP: the creation of a securitisation repository and the inclusion of additional transparency
requirements for investors.

The EP thinks a repository would contribute to a better monitoring of transferred risks
and giving a complete oversight of supply and demand in the securitisation market. This
would in turn facilitate supervision. The Parliament considered that the repository will be
a decentralised system relying on existing initiatives and building on existing legislation
(EMIR). In this sense its proportionality would be ensured. As the Parliament text would
allow only regulated investors to invest in securitisations, who would already be subject
to reporting requirements, it does not consider the additional disclosure requirements to
be excessive.

The Presidency expressed its concerns on the EP's amendments: the additional burden
they would create, the fact that they would impede a level playing field with other
financial instruments, and the delay of a swift revival of securitisation markets they
would entail. Furthermore, the Presidency reminded the Parliament of the shortcomings
of the transparency framework in EMIR and the upcoming review.

The Commission sided with the Presidency stating that it considered the Parliament's
additional transparency requirements to be problematic, given the dissuasive effect they
might have on investors and the lack of clarity on the use of the collected data. The
Commission also mentioned the importance of a level playing field for different
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instruments as well as different jurisdictions, and in the context of the latter the
unlikeliness of equivalent systems of data collection in third countries.

The Presidency asked for some form of cost-benefit analysis or written justification to
support the EP text. The rapporteur will provide for such written justification of the EP's
amendments to the Council. The Commission was asked to provide an overview of the
lessons learned from EMIR as regards transparency requirements.

Risk retention (STS Article 4)

The Presidency asked the Parliament to provide more clarity on its amendments to
Article 4 and explained that, for various reasons, it would be very difficult for the Council
to deviate from internationally agreed standards.

The Parliament focused on different aspects of the alignment of interests: the retention
rate itself, the retention methods used, and other supervisory tools to ensure this
alignment (such as fines - line 135). Moreover, on the topic of risk retention, the
rapporteur will provide a written justification of the EP's amendments to the Council.

In addition, the Parliament asked the Commission to provide the co-legislators with more
information on the different risk retention methods used in reality. The Commission
replied that this would be a difficult task since those methods have not been considered
relevant so far, and no evidence exists that different methods would lead to different
levels of risk alignment. The Parliament nevertheless insisted that vertical and horizontal
risk retention would bring about different results depending on the losses suffered (< or
> 5%).

Technical work

The technical working group will start its work on 23 January on the issues that have not
been marked as political (see Annex). Besides, the technical group was asked to work on
the due diligence requirements as mentioned above.

Further trilogues

The next trilogue has been scheduled for 7 February, with further trilogues on 7 March,
29 March and 17 May. Additional trilogues might be scheduled if need be.

The Presidency will hold a Working Party meeting on 1 February to prepare the next
political trilogue.
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ANNEX (list of political issues)

Article Line
number
STS REGULATION
Article 2a: Parties to the securitisation market 88-104

Article 3: Due diligence requirements for institutional
investors

109-116, 119-
131

Article 4: Risk retention

134-139, 141,
146, 148-150,

155-160
Article 5: Transparency requirements for originators, 162-165, 169,
sponsors and SSPE's and investors 173-175, 177-

(related to EP’s Articles 5a to 5q and 22a to 22¢)

178, 181, 185-
187, 191, 194-
210

Article 5r: Ban on re-securitisation 371-373
Article 6: Use of the designation 'simple, transparent and 381-386
standardised securitisation'

Article 7: Simple, transparent and standardised 390-394

securitisation

Article 8: Requirement relating to simplicity

397, 401-419

Article 11: Simple, transparent and standardised ABCP
Securitisations securitisation

447-448

Article 12: Transaction level requirements

451-471, 474,
476, 479-480

Article 12a: Role of the sponsor of an ABCP
programme

483, 485-487

Article 13: Programme level requirements

494-514

Article 14: STS notification

517-522, 524-
527

528-543

Article 15: Designation of competent authorities

556-558

Article 16: Powers of the competent authorities

562-564, 566-
571

Article 16a: Macro-prudential oversight of the
securitisation market

572-585

Article 17: Administrative sanctions and remedial measures

588, 591-596,
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598-599, 602-
609

Article 21: Cooperation between competent authorities and | 635-643
the European Supervisory Authorities

Article 22f: Equivalence and recognition of 711-717

regulatory framework

Article 28: Transitional provisions 749-751

Article 29: Reports 756-765

Article 30: Review 768
CRR REGULATION

Article 243: Criteria for STS securitisations qualifying for 66

differentiated capital treatment - single obligor exposure
limit at ABCP programme level

Article 244: Traditional securitisations - treatment of 84; 89 - 91
mezzanine securitisation positions

Article 245: Synthetic securitisations - treatment of 120
mezzanine securitisation positions

Article 248: Exposure value - calculation 171-180
Article 249: Recognition of credit risk mitigation for 197, 200
securitisation positions 206, 209
Article 254: Hierarchy of methods 246-262
Article 255: Determination of Kirs and Ksa 278-283
Article 257: Determination of tranche maturity (Mr, 298-306
Article 258: Conditions to use the SEC-IRBA 310 and 311
Article 265: Scope and operational requirements for the 497, 498, 501
Internal Assessment Approach (IAA)

Article 268: Maximum capital requirements 548-550
Article 269: Re-securitisation (fo be treated under STS) 553-560
Article 270: Senior positions in SME securitisations 565 and 567
Article 270e: Securitisation Mapping - EBA mandate 593 and 598
Article 270f: Macro-prudential oversight of the 600-606

securitisation market (together with Art. 16a under STS)

Article 456 (1) point (k): Mandate to Commission to update | 618
the securitisation provisions in the light of international
developments

Article 519a: Report 625-629
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