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Buy to let

STS Regulation

Is my asset class allowed

under STS?

Prohibited

ONLY

NPLs & Managed CLOs

Allowed

Everything else

NPLs

NPLs definitionally cannot
meet the “no defaulted
creditor” criterion (art
20.11)

Managed CLOs

CMBS

Managed CLOs cannot
meet the “no active
portfolio management”
criterion (art 20.7)

Note:

Static CLOs are
absolutely fine for STS

For CMBS the “not

criterion (art 20.13) is
not compatible with the
current structure of the
market

But it is legally possible
to achieve STS in CMBS
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predominantly dependent”

Everything else

.including BTLs

there is no legal problem
with buy-to-let RMBS
achieving STS
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Buy to let
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To date, there have
only been a handful

of BTL STS
transactions

Why?

4 N

LCR

BTL RMBS, even when
STS, is explicitly
excluded from

eligibility for a bank’s

liquidity coverage
ratio pool. This raised
doubts over the
extent of likely bank
investor bid

\_ J
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/ Lack of pricing \

differential

for the first year to
18 months of STS, it
was not clear
whether there was a
price differential
between an STS and a
non-STS issue,
primarily because of a
total lack of overlap
between the two

\ categories /

4 )

But pricing
differential is now
apparent and the
bank bid is not the

only bid!

\_ /
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Pools in STS securitisations must be “homogeneous”

Homogeneity” has a very specific definition for STS. It even has its own special
Regulatory Technical Standard

“Homogeneity” requires:
& e Same asset class - "They correspond to one of the listed asset types”

» Same underwriting - "They are underwritten in accordance with standards
that apply similar approaches for assessing associated credit risk”

B Uy tO let e Same servicing - “they are serviced in accordance with similar procedures

for monitoring, collecting and administering cash receivables on the asset
side of the SSPE”

* Display ONE of the listed homogeneity factors

BTL RMBS may have homogeneity pressure points in two ways:
* Mixing in the pool buy-to-let and owner occupier mortgages

* Mixing in the pool buy-to-let loans to individuals and to semi-professional
BTL corporations
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Homogeneity
"Homogeneity” is an STS
criterion.
How is it defined in the
law?
Same Asset Class Same underwriting Same servicing Display One factor
U t O e t Loans correspond to Loans are underwritten Loans are serviced in Display ONE of the
one of the [listed] asset in accordance with accordance with similar listed homogeneity
types” standards that apply procedures for factors
similar approaches for monitoring, collecting
assessing associated and administering cash
credit risk” receivables on the asset
side of the SSPE”
oKl Needs attention! Usually OK! OK for almost all deals!
all mortgages on This is where problems Usually OK as all the eg all the borrowers
residential properties are known to arise loans are usually being in the same
are one of the listed serviced on the same jurisdiction is a listed
asset classes platform factor
irrespective of being
owner occupied or BTL
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Buy to let

Same underwriting?

Assets are underwritten in accordance with
standards that apply similar approaches for
assessing associated credit risk

Mixed BTL and OO

Have the BTL loans and OO loans
been granted based on different key
underwriting data?

For example

Mixed BTL borrowers

data?

Have the loans to individuals and the
loans to corporate borrowers been
granted on different key underwriting

For example

BTL

Owner Occupied

Individuals with one or

two properties

Corporate borrowers

based on rental value
of the property, so

dependent on a credit
view of the rental
property market

based on personal
income and LTV, so

dependent on macro-
or-micro economic
conditions especially
employment and
housing prices

based on the rental
value of those
properties

and, if a personal
guarantee, the income
and wealth of that
individual

based on the rental
value of a portfolio of
properties

and company balance-
sheet and P&L
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Buy to let

Key pressure point-
underwriting

Check if same Underwriting

Two cases need attention:
- Mixed BTL and OO
- Mixed BTL borrowers

Requirement: assets are underwritten in accordance with standards that apply
similar approaches for assessing associated credit risk

Mixed BTL and OO

It is not uncommon for the underwriting
approach to be the same (especially in the EU)
but it is not always the case

Mixed BTL borrowers

BTL mixing individual borrowers and corporate
borrowers can be an issue if the first are
underwritten on personal lending criteria and
the latter on corporate underwriting criteria

OK! Does not work
- If BTL and OO are both - If OO is primarily based
primarily based on on borrowers income and

borrower income
(including rental income
from the property) and
LTV

- BTL primarily or solely
based in rental income

OK! Does not work
If both individual and If loans to individuals
corporate borrowers are and corporate loans are
primarily underwritten not underwritten on an
based on rental income identical basis

and LTVs
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Buy to let

Same underwriting - “They are underwritten in accordance with standards that
apply similar approaches for assessing associated credit risk”

* The rationale given by policy makers for the homogeneity criterion is that
investors should not have to bring two different conceptual tools and
modelling approaches to perform the credit analysis a single pool.

* Homogeneity is a simplicity criterion

* In BTL transactions that were successfully verified by PCS, a detailed
examination of the underwriting criteria indicated that the approach to BTL and
owner occupied properties was similar

* This though requires a very good knowledge both of the law, the RTS and the
rationale behind the law and RTS and a careful examination of the actual
underwriting criteria
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e All the other STS criteria must be met!

* Some things to pay attention to:

& * No credit impaired borrowers

* Even if the property rental income is solid

B Uy tO let * What is a credit impaired borrower is very jurisdictionally dependent
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e LCR - BTL RMBS is not eligible for including in LCR pools even if STS

* CRR - Under the CRR, for a bank investor to obtain the lower capital
requirement for an STS securitisation, there is a 2% granularity requirement

& * No single obligor is more than 2% of the pool at closing

B Uy tO let * Calculated by borrower and not on individual loans

* This can be an issue if one or more big BTL company or individuals has a

number of loans over multiple properties

* Risk weighting even in borrower is a corporate maybe not be 100%
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Buy to let
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STS BTL RMBS is legal
and entirely feasible

\_ /

4 N

But some criteria need
some special attention

\_ /
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- Homogeneity
-Granularity
-Credit impaired
-First payment

4 N

But once homogeneity
is cleared STS for BTL
RMBS is a standard
process

\_ J
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Thank you for your attention

follow us on m


https://www.linkedin.com/company/11179030/admin/
https://pcsmarket.org/
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