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Background

A new regulation laying down common rules on securitisation and creating a European framework for simple, transparent and standardised (“STS”)
securitisation (the “Securitisation Regulation”) and a regulation amending Regulation (EU) No. 575/2013 (the “CRR”) (the “CRR Amendment
Regulation” and, together with the Securitisation Regulation, the “Regulations”) have been published in the Official Journal of the European Union
(“EU”). The Regulations came into force from 17 January 2018 and will become effective from 1 January 2019.

The Regulations form part of the capital markets union initiative of the European Commission and are aimed at increasing the availability of finance to
Europe’s economy by reviving its securitisation market. The Securitisation Regulation will repeal and replace the securitisation provisions in sector specific
legislation such as the CRR, the Commission Delegated Regulation (EU) No 231/2013 (“AIFMR”) supplementing the Alternative Investment Fund
Managers Directive 2011/61/EU ("AIFMD”) and Commission Delegated Regulation (EU) 2015/35 (“Solvency II Regulation”) supplementing Directive
2009/138/EC (“Solvency II Directive”).

As “regulations” they will be directly applicable across the EU, meaning that they will not need to be transposed by Member States into their own national
law. The European supervisory authorities (the European Banking Authority (‘EBA”), the European Securities and Markets Authority (‘ESMA”) and the
European Insurance and Occupational Pensions Authority (‘EIOPA”)) are in the process of developing secondary legislation and guidance on certain
elements of the Regulations, which secondary legislation will also be directly applicable across the EU. This includes guidance and secondary legislation
on risk retention, the STS criteria and the STS notification templates, the authorisation requirements for third party entities that will be able to verify
securitisation transactions with the STS criteria, and the new transparency requirements that the Securitisation Regulation introduces.

EBA consultations

On 15 December 2017, the EBA published two consultation papers in relation to draft regulatory technical standards (“EBA Proposed RTS”) on: (a) risk
retention, and (b) homogeneity of underlying exposures in securitisation transactions. Each consultation launched by the EBA will run until 15 March
2018. The EBA has also organised a public hearing on both consultation papers on 19 February 2018.

ESMA consultations

On 19 December 2017, ESMA published three consultation papers in relation to draft regulatory technical standards (‘ESMA Proposed RTS”, and
together with the EBA Proposed RTS, the “Proposed RTS”) on: (a) content and format of STS notifications under the Securitisation Regulation, (b)
disclosure requirements, operational standards and access conditions under the Securitisation Regulation, and (c) third-party firms providing STS
verification services under the Securitisation Regulation. The ESMA consultations will run until 19 March 2018.

Once the consultations close, ESMA and EBA will review all comments and publish final reports containing the final version of each Proposed RTS, which
will then be sent to the European Commission for adoption. Each Proposed RTS will become law once published in the Official Journal of the EU.

This note

This note provides a summary of the key provisions of (and the key changes brought about by) the Regulations, but focusses primarily on the
Securitisation Regulation. Since this is only a summary, anyone considering any points arising from the Regulations should refer to the text of the
Regulations or speak to their professional advisers. Throughout the Securitisation Regulation and the CRR Amendment Regulation there are provisions,
exceptions, and clarifications that specifically apply to asset-backed commercial paper (“ABCP”) transactions, but those are not covered in this note.
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The Securitisation Regulation will apply in respect of securities relating to securitisation transactions issued on or after 1 January 2019 (and in respect of
securitisation transactions closed prior to 1 January 2019 where new securities are issued on or after 1 January 2019). However, the regulatory technical
standards, currently in place (“ ") Commission Delegated Regulations (EU) No 625/2014 and (EU) 2015/3 - dealing with risk retention and
disclosure requirements respectively, will continue to apply until the Commission approves the new delegated regulations that the EBA, ESMA and EIOPA
are mandated to develop pursuant to the Securitisation Regulation.

The sectoral due diligence requirements, as set out in the CRR, AIFMR and Solvency II Regulation, and related secondary legislation, as applicable prior to
1 January 2019 will continue to apply in respect of securitisations the securities of which were issued (a) after 1 January 2011 and before 1 January 2019
and (b) before 1 January 2011 where new underlying exposures have been added or substituted after 31 December 2014, in each case even if an
institutional investor (as defined in the Securitisation Regulation, in relation to which also see “Changes to certain definitions — Institutional investors”
below as to the broader scope of the definition of “institutional investor”) acquires such securities after 1 January 2019.

Securities issued in respect of securitisation transactions before 1 January 2019 may use the STS designation provided that ESMA is notified of such an
election and the criteria set out in the Securitisation Regulation are met.

The CRR Amendment Regulation amends the capital treatment of securitisation positions in the CRR from 1 January 2019 (although securities issued
before 1 January 2019 will continue to be subject to the un-amended CRR until 31 December 2019). In doing so, it takes into account (but does not
always strictly follow) Basel I1I. It establishes a hierarchy of methods, with the aim of reducing the mechanistic reliance on external credit ratings.
Institutions must therefore apply an internal ratings based approach to a securitisation position where they have permission from the relevant
competent authority to apply such an approach to the underlying exposures. If not, the institution should apply a standardised approach or, if that is not
applicable, an external rating based approach. STS securitisations (as described below) benefit from preferential treatment, such as lower risk weight
floors.

Like the position in the currently applicable version of the CRR, if an institution breaches the requirements in Chapter 2 of the Securitisation Regulation
(due diligence, risk retention, transparency, re-securitisation ban etc.) by reason of negligence or omission by the institution, then the relevant competent
authority must impose an additional risk weight of between 250% and 1250% on the relevant securitisation position.

The definition of “institutions”, to whom the Securitisation Regulation would apply, has been expanded (as defined under “institutional investors” in the
Securitisation Regulation) to include insurance and reinsurance undertakings, institutions for occupational retirement provision, alternative investment
fund managers (* "), UCITS management companies, internally managed UCITS, credit institutions, and investment firms. This is at least in part
because the Securitisation Regulation repeals and replaces sector specific securitisation rules such as CRR, AIFMR and Solvency II Regulation.

Item (d) in the definition of “institutional investor” in the Securitisation Regulation refers to AIFMs (as defined in the AIFMD) that manage and/or market
alternative investment funds (“AIF”) in the EU. There appears to be an expansion of the scope of the application of the securitisation rules to AIFMs, as
compared to the AIFMD and AIFMR, in three ways:

it appears that the new rules also apply to AIFMs that are within the scope of Article 3 of the AIFMD and opt not to apply for authorisation under
the AIFMD (“ Ok

the rules now also apply to non-EU AIFMs managing and/or marketing AlFs into the EU, whereas under the AIFMD/AIFMR the rules applied only to
authorised AIFMs; and

given the way item (d) has been drafted, it is arguable that if an AIFM (as defined in the AIFMD) manages and/or markets even one AIF into the EU,
then the new rules would apply in respect of AIFs that are managed and/or marketed by it outside of the EU as well. We acknowledge that this is
most likely unintended and, in any case, there is uncertainty as to the ability to enforce these rules against non-EU AIFMs. There is currently no
official guidance available in respect of this point. However, the better view is that the new rules (including the due diligence requirements) should
not apply to non-EU AIFMs in respect of AlFs that they may be managing and/or marketing completely outside the EU, even if one or more of their
other AIFs are managed and/or marketed by them in the EU.
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The key change in the definition of “sponsor” is that (a) it has now been clarified that it includes credit institutions located outside the EU and (b) it now
includes “investment firms” as defined in Directive 2014/65/EU (* "), rather than being defined by reference to firms under Directive 2004/39/EC
(" "), that are subject to the requirements of MiFID I (which would limit the class of eligible entities to EU entities). The MIFID II definition of
investment firm is not limited by jurisdiction, so it appears that non-EU asset managers should also be able to act as sponsors.

The definition of “sponsor” now includes an entity that delegates the day-to-day active portfolio management involved in the securitisation to a UCITS
manager authorised under Directive 2009/65/ED (* "), an AIFM authorised under the AIFMD, or an investment firm authorised under
MIFID IL

The key change in relation to the qualification of an entity as an “originator” compared to the CRR is that an entity will not be considered to be an
“originator” where it has been established or operates for the sole purpose of securitising exposures. As mentioned above, in December 2017, the EBA
published a consultation paper on the draft EBA Proposed RTS, that proposes that an originator will not be considered to have been established with the
“sole purpose” of securitising exposures if the originator satisfies certain conditions, including that:

it has a broader business enterprise and strategy;
it has sufficient decision makers with the required experience; and

its ability to make payment obligations depends neither on the exposures to be securitised nor on any exposures retained for the purposes of the
risk retention regulations.

The Securitisation Regulation also defines an “original lender”, which has previously been undefined. An original lender is defined as an entity which, itself
or through related entities, directly or indirectly, concluded the original agreement which created the obligations or potential obligations of the debtor or
potential debtor giving rise to the exposures being securitised. This definition is similar to limb (a) of the definition of “originator”, except that the
requirement of limb (a) is that the relevant entity should have been “involved in the original agreement which created the obligations...”, whereas the
requirement in the definition of original lender is that the relevant entity should have “concluded the original agreement which created the obligations...”.
Whilst the definitions are similar, it appears that the intention of the draftsperson was that an original lender would be an entity that has a closer nexus
with the agreement that created the relevant obligation.

Investor due diligence requirements under sectoral legislation covering securitisations were not vastly different, but were nevertheless inconsistent. The
Securitisation Regulation has made those requirements consistent and replaced sectoral legislation with a common set of rules.

However, please note the changes to the definition of “Institutional Investor”, as described above, because the rules now potentially apply to a wider
class of investors.

By way of summary, institutional investors will continue to be required to carry out their own due diligence prior to investing in a securitisation position
including, among other matters:

ensuring that the retention requirement has been complied with;

verifying that the underlying credits supporting the securitisation transaction are granted by the originator or original lender in accordance with the
requirements set out in the Securitisation Regulation;

the risk characteristics of the individual securitisation positions and the underlying exposures; the structural features of the securitisation transaction
that can materially impact the performance of the securitisation position, including, but not limited to, the priorities of payment and related
triggers, market value triggers and transaction-specific events of default; and

with respect to a securitisation transaction that is notified as an STS, the compliance of such transaction with the applicable criteria that are set out
in the Securitisation Regulation. The Securitisation Regulation provides that in order to carry out such review, institutional investors may place
“appropriate” reliance on the STS notification and the information that is disclosed by the originator, sponsor and SSPE pursuant to the disclosure
requirements applicable to them “without solely or mechanistically relying on that notification or information”.

Institutional investors will also be required to comply with the following due-diligence requirements during the lifetime of the transaction:

establishing written procedures that are proportionate to the risk profile of the securitisation position to monitor, on an ongoing basis, ongoing
compliance with the matters that institutional investors are required to verify prior to investing in a securitisation exposure;
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monitoring the underlying portfolio including the exposure type, the percentage of loans more than 30, 60 and 90 days past due, default rates,
prepayment rates, loans in foreclosure, recovery rates, repurchases and loan modifications; and

regularly perform stress tests on the cash flows and collateral values supporting the underlying exposures.

Institutional investors must therefore carry out due diligence on non-EU entities acting as sponsor, original lender, originator, as the case may be, to
ensure that they meet risk retention requirements and the criteria for credit granting broadly equivalent to that imposed on EU established entities.
Therefore, even if none of the originator, sponsor or original lender is established in the EU, and so not subject to direct obligations, one of them will still
need to comply with equivalent requirements in order for such institutional investors to be able to invest in the securitisation.

«

Institutional investors (“ "), that give another institutional investor (
management decisions that might expose the Instructing Institutional Investor to a securitisation, may instruct such Managing Party to fulfil the due
diligence requirements that would otherwise apply to such Instructing Institutional Investor. Pursuant to Article 5(5) of the Securitisation Regulation,
Member States are required to ensure that where such a Managing Party is appointed, any sanctions are applied to such Managing Party and not to the
Instructing Institutional Investor.

") authority to make investment

Currently, the retention requirement applies on an ‘indirect’ basis since it is incumbent upon investors in securitisation transactions to ensure that the
retention requirement has been complied with. The existing retention requirement will be supplemented by a ‘direct’ requirement on originators,
sponsors and original lenders to agree on an entity that will act as retention holder and to ensure compliance with the retention requirement. In the
absence of agreement among the originator, sponsor or original lender as to who will be the retention holder, the originator shall be the retention holder.
The direct obligation on originators, sponsors and original lenders to ensure compliance with the Securitisation Regulations represents a significant
change in the approach taken by the regulators in the rules that are currently applicable.

The Securitisation Regulation does not explicitly set out the jurisdictional scope of the “direct” retention obligation (which is where the originator,
sponsor or original lender would be required to comply with the risk retention requirements), but there is a helpful note in the Explanatory Memorandum
to the original Commission proposal that the intention is that the “direct” approach would not apply where none of the originator, sponsor or original
lender is “established in the EU”. “Establishment” is typically described by reference to the jurisdiction in which the legal entity is incorporated or has its
registered office. Therefore, the non-EU subsidiary of an EU entity may not be subject to the “direct” retention obligation because a subsidiary is typically
a separate legal entity, whereas a non-EU branch of an EU entity may be caught within this provision because a branch is typically not a separate legal
entity. Market participants are still seeking clarity on this and it is expected that this point will be raised as part of the ongoing EBA consultation on risk

retention. However, it is not clear whether any further clarity will be provided on this point in the secondary legislation.

Further, an unexpected and unintended consequence of the drafting under Article 1(11) in the CRR Amendment Regulation, which results in
amendments to Article 14 of the CRR, is that various new obligations, especially the direct obligation on the sponsor, originator, or original lender to
comply with the risk retention obligations, will be applied on a consolidated basis. This would currently be the case without any flexibility in respect of
compliance being available under the new regime in respect of all of the relevant requirements. This raises challenges for third country entities that are
consolidated into European groups, as they may be required to comply with two potentially conflicting sets of requirements. Whilst the extra-territorial
reach applied under the un-amended CRR as well (by way of Article 14), because of the new and enhanced requirements, especially the direct retention
obligation, the issue of extra-territorial reach has regained focus. The commonly held view is that this is an unintended change that should be rectified in
order to neutralise the potential unintended extra-territorial reach, however, we understand that there has been no official indication yet as to whether
this issue will be rectified and the timeline for any such rectification.

The Securitisation Regulation, as approved by the European Parliament, has confirmed the current retention requirement at 5% for each method of
retention, providing much needed relief that the 20% requirement once proposed by the European Parliament would not apply. Further, the current
methods of retention will continue to apply. However, the Securitisation Regulation mandates the European Systemic Risk Board (“ ") to monitor
developments in the securitisation market and its impact on financial stability in the future and recommend changes to the level of risk retention, if
required.
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The Securitisation Regulation prohibits adverse selection of securitised assets where losses on the assets transferred to the securitisation special purpose
entity (“ ") are higher than those in respect of comparable assets held on the balance sheet of the originator (such requirement to be measured over
the life of the transaction, or over a maximum of four years of the life of the transaction, whichever is shorter). This is intended to prevent originators
from taking advantage of the fact that they could hold more information than investors on the assets. The recitals of the Securitisation Regulation note
that this is intended to restrict an intentional (rather than a negligent) transfer of assets with a higher credit risk profile. However, it is unclear how this
provision is intended to operate where originators do not have assets on their balance sheets to compare against those assets that they securitise. It
should also be noted that the recitals provide that one exception to the above is where the higher credit risk profile of the assets is “clearly
communicated” to investors or potential investors.

Requirements in the current regulations that the material net economic interest shall not be split amongst different types of retainers, and shall not be
subject to any credit risk mitigation or hedging, will continue to apply.

The Securitisation Regulation has introduced a new ‘simple, transparent and standardised’ designation to transactions that satisfy the criteria set out in

»

the Securitisation Regulation. The criteria for granting STS designation is split into the following categories: “simplicity”, “standardisation”, and

“transparency”, and a summary of the criteria applicable to non-ABCP transactions is provided in Appendix A to this note.

Credit institutions and investment firms holding positions in STS transactions will be able to apply reduced capital charges, as set out in the CRR
Amendment Regulation. It is also expected that the Solvency II Regulation capital regime will be re-calibrated to apply lower capital charges for
securitisation transactions with an STS designation. This should be done by means of a new set of delegated regulations that will be developed by EIOPA,
which it is required to develop pursuant to the Securitisation Regulation.

The most noteworthy and controversial of the STS requirements is that the originator, sponsor and the SSPE involved in the securitisation must be
established in the EU. There were divergent views amongst the Parliament, Council and Commission on this point, but the ultimate outcome is that third
country equivalence has not been granted (partly to avoid pre-empting the Brexit negotiations). This is clearly far from ideal from the perspective of the
UK, given it is such an important securitisation market.

The key issue for synthetic securitisations arising from these changes is that the vast majority of these transactions will not qualify for STS treatment. As
a result, positions in these securitisations will not benefit from the lower risk weights afforded to positions in STS securitisations. Because the general
effect of the CRR Amendment Regulation is to increase the risk weights applicable to non-STS securitisation positions, the fact that STS treatment is not
available for most synthetic securitisations will result in increased risk weights on the tranches of these transactions that are retained by the bank. This
will reduce their attractiveness compared with alternative techniques for managing capital ratios. However, note that regulatory capital treatment is not
the sole driver of synthetic securitisation transactions and we also expect that institutions will continue to use synthetic securitisations for credit risk and
balance sheet management purposes. In the meantime, institutions may seek to structure transactions with thicker tranches to be issued to investors,
although we note that this will depend investor appetite for the lower returns associated with this.

There is strong support among many market participants for expanding the STS regime to include balance-sheet synthetic securitisations. The EBA is
required to publish a report by 2 July 2019 considering the feasibility of a specific STS regime for balance-sheet synthetic securitisations, and, on the
basis of that report, the Commission is required to submit a report by 2 January 2020 to the European Parliament and the Council on the establishment
of a framework for an STS regime for balance-sheet synthetic securitisation together with a legislative proposal, if appropriate.

Please note that in line with the Commission’s objective to support lending to SMEs, and the work of institutions such as the European Investment Fund
in this area, there is a limited exception in Article 270 of the CRR Amendment Regulation which allows the senior position in certain synthetic
securitisations of SME exposures to benefit from STS treatment. This is available only where the transferred credit risk has been transferred to either:

the government, central bank or a government promotional entity of an EU Member State, a multilateral development bank, in each case that
qualifies for a zero per cent. risk weighting under the CRR, or

to an institutional investor who has fully-collateralised their position by putting cash on deposit with the originator.

In addition, the requirements for STS treatment (other than those relating to a true sale of the securitised exposures) must be met and the instrument
for transferring credit risk must meet the CRR requirements for unfunded credit risk mitigation instruments.

Please also note that the changes discussed here should also be considered alongside a number of other upcoming changes that will affect the synthetic
securitisation market, including the implementation of IFRS 9 and the current EBA consultation on significant risk transfer.
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One of the requirements for STS designation is that the assets sold meet pre-determined, clear and documented eligibility criteria which do not allow for
active portfolio management on a discretionary basis. This exclusion of active portfolio management means that standard cash CLOs are not eligible for
STS designation.

Originators, sponsors or SSPE may use the services of a regulated third party entity to check whether a securitisation transaction complies with the STS
criteria. The Securitisation Regulation contains criteria for the authorisation of such third party entities. Investors may place “appropriate” reliance on the
STS notification and the information that is disclosed by the originator, sponsor and SSPE pursuant to the disclosure requirements applicable to them
“without solely or mechanistically relying on that notification or information”. However, investors, originators, sponsors and SSPE remain liable in respect
of their obligations under the Securitisation Regulation and for treating a securitisation transaction as STS.

As mentioned above, ESMA is currently running a consultation process in relation to the draft ESMA Proposed RTS on the information requirements that
third party entities are required to satisfy when applying for authorisation.

The Securitisation Regulation will require originators, sponsors and original lenders to apply the same sound and well-defined criteria for credit granting
to exposures to be securitised as they apply to their non-securitised exposures.

If an originator purchases the underlying exposures from a third party, then the originator will be required to verify that the original credits were granted
in accordance with well-defined criteria. The practical application of this provision is somewhat unclear because of the difficulties associated with
verifying that the entity that originated the assets complied with the requirements. The issues have been mitigated to some extent by the following
exclusions/clarifications that were added in the late stages of the legislative process: this requirement does not apply where (a) the original agreement
was entered into prior to the entry into force of Directive 2014/17/EU (* ") (20 March 2014), and (b) the originator satisfies
the credit origination verification requirements set out in the Current RTS on risk retention applicable prior to the entry into force of the Securitisation
Regulation, The current provisions on credit origination verification set out in the Current RTS on risk retention require any relevant sponsor or originator
that has not been engaged in the original credit-granting of exposures to be securitised, to obtain all the necessary information to assess whether the
criteria applied in the credit-granting for those exposures are as sound and well-defined as the criteria applied to non-securitised exposures. Again, whilst
the attempt to provide exclusions and clarifications is appreciated, their practical application is unclear, for example, why is the date of entry into force
of the Mortgage Credit Directive relevant for assets that may not be mortgage loans.

A controversial point that was seen included at a very late stage in the compromise text of June 2017 was that self-certified residential mortgage loans
could not be included in securitisations. That restriction was later changed/clarified to apply only in respect of self-certified residential mortgage loans
originated after the date of entry into force of the Mortgage Credit Directive (20 March 2014). An anomaly that still exists in the provision is that whilst
the UK banned self-certified mortgage loans in 2014, the Mortgage Credit Directive did not have to be implemented in national law by EU Member
States until 21 March 2016, so it is possible that there are some legally originated self-certified mortgage loans in the EU that cannot be securitised
because they fall foul of this provision. In the interest of certainty and consistency, 21 March 2016 would have been a much better date as the starting
point for the application of this restriction.

However, note that the restriction is expressed in the following terms: “the pool of those loans shall not include any loan that is marketed and
underwritten on the premise that the loan applicant or, where applicable, intermediaries were made aware that the information provided by the loan
applicant might not be verified by the lender.” This means that if the loan applicant or intermediary were not made aware that the information provided
by the loan applicant might not be verified by the lender, then the restriction in that regulation may not apply (noting that this is ultimately a question of
fact, which may be hard to demonstrate to the satisfaction of the regulator).

One of the originator, sponsor and SSPE of a securitisation will be required to disclose to investors, competent authorities and, upon request, potential
investors, certain information, including:

information on the underlying exposures on a quarterly basis;
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all underlying documentation that is essential for the understanding of the transaction including the final offering document, the sale or transfer
agreement, the servicing, back-up servicing and cash management agreements, the trust deed, security deed, derivative agreements and any related
intercreditor agreement;

if a prospectus that meets the criteria set out in Directive 2003/71/EC as amended and supplemented (“ ") is not drawn up in
respect of the securitisation transaction, a transaction summary or overview of the main features of the securitisation, including, but not limited to,
the deal structure (including structure diagrams); the exposure characteristics, cash flows, loss waterfall, credit enhancement and liquidity support
features; voting rights of the holders of the securitisation positions and their relationship to other secured creditors; and a list of all triggers and
events that could have a material impact on the performance of the securitisation position;

the STS notification, where an STS notification has been made in respect of the transaction, and information of any event that gives rise to the loss
of STS status of the transaction;

quarterly investor reports, which are to include information on risk retention including the method of risk retention that has been chosen, and all
materially relevant data on the credit quality and performance of underlying exposures;

disclosure of any inside information relating to the securitisation that the originator, sponsor or SSPE is obliged to make public in accordance with
Regulation (EU) No. 596/2014 (* "), and if this obligation does not apply, then disclosure of any significant events relating
to the securitisation transaction, such as any material breach of the obligations provided for in the documents that are made available for
inspection (including details of any remedy or waiver); for transactions with an STS label, any event that gives rise to the loss of the transaction’s
STS status or where competent authorities have taken remedial or administrative actions for any breach of the requirements of the Securitisation
Regulation; any change in the structural features of the transaction that can materially impact the performance of the transaction; and any material
amendment to the transaction documents.

The underlying transaction documents, the transaction summary (for private transactions) and any STS notification are to be made available prior to
pricing. All of the above information is to be submitted to a regulated securitisation repository. The Securitisation Regulation sets out detailed
requirements for the authorisation of securitisation repositories. If there is no authorised securitisation repository, then the information is to be made
available via a website (that meets certain conditions).

ESMA is required to develop regulatory technical standards for approval by the European Commission specifying the details of how the transparency
requirements are to be complied with; and as mentioned above, a draft of the ESMA Proposed RTS in now available for consultation.

Private securitisations are exempted from the requirement to notify the transaction information to a securitisation repository. However, the information
required to be disclosed, as required above, still needs to be made available to holders of a securitisation position, to the national regulators and, upon
request, to potential investors, on a bilateral basis.

The Securitisation Regulation contains a ban on resecuritisations. The ban does not apply to securities issued in respect of securitisation transactions
before the date of application of the Securitisation Regulation.
As an exemption, a competent authority may allow a re-securitisation to be entered into where the purpose of such re-securitisation:

is being executed to facilitate the winding-up of a credit institution, investment firm or financial institution;

is being executed to ensure the viability as a going concern of a credit institution, an investment firm or a financial institution in order to avoid its
winding-up; or

is to preserve the interests of investors, where the underlying exposures are non-performing.

A fully supported ABCP programme will not constitute a re-securitisation if none of the ABCP transactions within the programme are re-securitisations
and the credit enhancement at the programme level does not constitute a second layer of tranching.

Sale of securitisation exposures to retail investors is allowed (having been banned in earlier drafts), provided that the following requirements set out in
the Securitisation Regulation are met:
the seller of the securitisation position must perform a suitability test in accordance with the requirements of MIFID II; and

if the value of the investment portfolio held by the retail client does not exceed €500,000, then the seller of the securitisation position shall ensure
(on the basis of information provided to it by the retail client) that the retail client does not hold an aggregate amount exceeding 10% in
securitisation positions, and that the initial minimum amount invested in one or more securitisation positions is €10,000.
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The provisions in the Securitisation Regulations relating to monitoring and sanctions apply directly to sponsor, originator, or SSPE for the first time.
Sanctions apply in cases of “negligence or intentional infringement” and Member States are required to introduce a system of effective and
proportionate sanctions in accordance with their national legal frameworks. National regulators will be required to monitor compliance with the
requirements of the Securitisation Regulation, and to cooperate closely with the European supervisory authorities (namely EBA, ESMA and EIOPA) in
order to ensure a consistent application of the provisions of the Securitisation Regulation and resolve any disputes that may arise.

The Securitisation Regulation sets out the areas that should, as a minimum, be covered by the sanctions regime implemented at the national level,
including (a) breach of the risk retention requirements by the originator, sponsor or original lender, (b) breach of the transparency and disclosure
requirements by the originator, sponsor or SSPE, (c) breach of the criteria for credit-granting by the originator, sponsor or original lender, and (d) various
aspects of the STS regime, such as incorrect use of the STS designation, misleading STS notification, and breaches by a third party verifier of the
requirements of its authorisation.

The Securitisation Regulation does not itself specify any minimum sanctions for breaches of the due diligence requirements by institutional investors,
although (a) sectoral legislation applicable to such institutional investors may contain other adverse implications, such as higher capital charges for
institutions under the CRR Amendment Regulation, and (b) since the list of sanctionable breaches set out in the Securitisation Regulation is expressed as
a minimum standard, Member States may provide for sanctions that go beyond the minimum standard, including in respect of failure by investors to
comply with the due diligence requirements.

The Securitisation Regulation sets out the minimum standard as to the sanctions that regulatory authorities will be required to apply, and that includes
(a) public statement indicating the identity of the natural or legal person and the nature of the infringement, (b) cease and desist order made in respect
of the natural or legal person, (c) if the infringement relates to a breach of the STS requirements or STS notification requirement, a temporary ban
preventing the originator and sponsor from making further STS notifications, (d) fines of up to (i) €5,000,000, (i) (in the case of legal persons) 10% of
the total annual net turnover according to the last available accounts, or (iii) up to twice the benefit derived from the infringement if the benefit can be
determined, even if the fine exceeds the amounts in (i) and (ii).

Additionally, Member States may choose to impose criminal sanctions for breaches of the requirements of the Securitisation Regulation. If a Member
State chooses to impose such criminal sanctions, they will be required to ensure that appropriate measures are in place to ensure co-operation with
national authorities responsible for the investigation and prosecution of the infringement and to provide information to the other competent
authorities, as well as ESMA, the EBA and EIOPA, to fulfil their obligations under the Securitisation Regulation.

The Regulations have had a significant impact on the regulatory landscape for securitisations. The unification of rules applicable to securitisations
(without reinventing the wheel unnecessarily), together with attempts to deal with lack of clarity in the regulations applicable so far, has certainly been a
commendable effort. There were times during the European legislative process when things started to look a bit desperate, especially when there was the
suggestion to apply a 20 per cent risk retention requirement. Whilst the final versions of the Regulations may not be perfect in all respects, the hope is
that as the secondary legislation gets finalised, the landscape should begin to look clearer and help achieve the European Commission’s objective of
revitalising the securitisation market, as set out in the Capital Markets Union initiative. Some of the uncertainty will continue for the next year or so, while
the secondary legislation is consulted upon and finalised, and if the different pieces of secondary legislation covering different aspects of the same point
get implemented at different times, then there will be some tricky conflicts issues to consider. It is therefore important to keep in continuous dialogue
with industry participants to keep abreast of further developments, and, if there are concerns, to raise them through your industry representative body,
or directly with the EBA, ESMA, or EIOPA, as the case may be.
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Set out below is a summary of the eligibility criteria as to “simplicity”, “standardisation”, and “transparency” for the STS designation as applicable to non-
ABCP transactions:

there is a true sale or assignment or transfer with the same legal effect in a manner that is enforceable against the seller or any third party and there
are no severe clawback provisions in the event of a seller’s insolvency;

if the seller is not the original lender, the original sale or assignment constitutes a true sale;

where the portfolio is transferred by way of assignment which is not perfected, the triggers to perfection shall at least include a severe deterioration
in the seller’s credit quality; insolvency of the seller; and unremedied breaches of the contractual obligations by the seller.

the transaction documents contain representations and warranties of the seller that the underlying exposures are, to the best knowledge of its
knowledge, not encumbered or otherwise in a condition that can be foreseen to adversely affect the enforceability of the true sale or assignment;

the assets sold meet pre-determined, clear and documented eligibility criteria which do not allow for active portfolio management on a
discretionary basis;

the pool of exposures constitutes a homogenous pool in terms of asset type, taking into account the specific characteristics relating to the cash
flows of the asset type;

the underlying exposures have defined periodic payment streams;
the underlying exposures do not include transferable securities or any securitisation position;

the underlying exposures are originated in the ordinary course of the originator's or the original lender’s business pursuant to underwriting standards
that are no less stringent than those that the originator or original lender applied at the time of origination of similar exposures that are not
securitised;

the underlying exposures shall not include self-certified mortgages;

the credit assessment carried out by the originator or original lender meets the applicable requirements set out in the Mortgage Credit Directive or
Directive 2008/48/EC (“ "), as applicable;

the underlying exposures shall not include exposures in default at the time of selection for transfer or exposures to debtors which (i) are credit-
impaired at the time of selection for transfer, being debtors who, at such time and to the best knowledge of the originator or original lender, are
declared insolvent or are undergoing insolvency or restructuring proceedings (subject to certain exceptions); (i) have their name entered on a
public credit registry of persons with adverse credit history; or (iii) have a credit assessment score that indicates that the risk of contractually agreed
payments not being made is higher than that for comparable exposures held by the originator which are not securitised;

at least one repayment has been made in respect of the underlying exposure at the time of transfer of such exposure, subject to certain exceptions;
and

the repayment of the holders of securitisation positions is not structurally dependant predominantly on the sale of assets securing the underlying
exposures.

the risk retention method is satisfied by the retention holder;
interest-rate and currency risks are appropriately mitigated, and the SSPE does not enter into any derivative contracts for any other purpose;
the pool of underlying exposures does not include derivative contracts;

any referenced interest payment under the securitisation assets and liabilities is based on generally used market interest rates or generally used
sectoral rates reflective of the cost of funds and shall not reference complex formulae or derivatives;

following the delivery of an enforcement notice or acceleration notice:

no amount of cash is trapped in the SSPE beyond what is necessary to ensure the operational functioning of the vehicle or the orderly repayment of the
investors (subject to exceptions);

all principal receipts from underlying exposures shall be passed to investors via sequential amortisation of the securitisation positions;
the repayment of the securitisation positions is not reversed with regard to seniority;
no automatic liquidation of the underlying exposures at market value;

asset performance related triggers for conversion from non-sequential to sequential priority of payments;
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if the terms of the transaction provide for non-sequential amortisation, there should be triggers that convert to sequential amortisation on the
occurrence of certain events which shall include, at least, the deterioration in the credit quality of the underlying exposures below a pre-determined
threshold;

the terms of the transaction include appropriate early amortisation provisions or triggers for termination of the revolving period referencing at least
the following: deterioration in credit quality of the portfolio; the occurrence of an insolvency-related event with regard to the servicer or the
originator; the value of the portfolio falls below a pre-determined threshold; and failure to generate sufficient new exposures that meet the
predetermined credit quality;

the transaction documents set out clearly:
the contractual obligations, duties and responsibilities of the servicer, trustee, and other ancillary service providers;

provisions for the appointment of a replacement servicer, derivative counterparties, account banks and liquidity providers, in the event of an insolvency, default
etc,;
the servicer has expertise in servicing exposures of a similar nature to those securitised and has well documented and adequate policies relating to
the servicing of exposures;
the transaction documents set out the priorities of payment, the remedies and actions relating to delinquency and default of the underlying
debtors, debt restructuring, debt forgiveness, and certain other credit events; and

there are clear provisions in the transaction documents to facilitate the timely resolution of conflicts between the different classes of investors and
voting rights are clearly defined and allocated.

the originator and the sponsor shall make available, before pricing, data on static and dynamic historical default and loss performance for
substantially similar exposures to those being securitised with the data covering a period of at least 5 years;

prior to the issuance of the securities relating to the securitisation, a sample of the underlying exposures is subject to external verification by an
appropriate and independent party, including verification that the data disclosed in respect of the underlying exposures is accurate;

the originator or the sponsor has made available to potential investors, prior to the securities being priced, a cash flow model that represents the
contractual relationship between the underlying exposures and the payments flowing between the originator, sponsor, investors, other third parties
and the SSPE, and such model is made to investors on an ongoing basis and to potential investors upon request; and

where the securitised portfolio consists of auto loans or residential mortgages, the originator and sponsor publish the available information related
to the environmental performance of the assets financed by such loans.
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