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I Executive Summary
There is strong recognition that confidence needs to be restored to the European securitisation markets
through tighter controls and communication, and increased transparency and information sharing across
all parties to a transaction. The end goal, which would have a global impact on securitisation markets, is
to create more transparency and controls, resulting in increased investor confidence and growth. The
resultant increase in liquidity and positive impact on credit will ultimately help to lower capital
requirements.
A call for communication is a common thread that is at the heart of the numerous initiatives to
reinvigorate the securitisation markets. To bolster recovery, a host of regulations have come across in
Europe. Basel III/STS, Solvency II, MiFID II and the Accounting reform IFRS 9/CECL are all scheduled to
take effect in the next 15 months or have already been implemented. This creates operational and
compliance requirements for both buy side and sell side players, trustees, servicers broker/dealers, and
other parties in the transaction chain. These regulations will have implications around the world given the
nature of global financial markets.
There have also been pushes in the US, through regulations like Reg AB II, investor based trade
associations, (SFIG RMBS 3.0) and industry groups that call for similar communication. Moody’s has called
the communications platform requirements outlined in SFIG RMBS 3.0 “credit positive for future
transactions” and Fitch has had a similar positive call for communication.
If one looks at the successes that have come about because of market communication, the benefits are
evident. There have been specific case studies where firms have been able to locate their end investors,
which has previously been a challenge. Securing and tabulating necessary approvals, providing required
corporate actions and other documentation have proven to be vital to the success of issuers and investors
alike.
A common theme throughout all the regulation and market developments is the need for communication
amongst all parties, that is authenticated, anonymous (identity protected) as needed, and makes use of
voting, tabulation, and corporate actions tools. This holds true for existing transactions, and for
communicating with potential investors as they evaluate new offerings.
The application of communication tools for new transactions and syndication sets the stage for growth in
the securitisation markets. The potential to leverage better communications technology will have a great
impact on liquidity, not only in the primary issuance markets, but for secondary market liquidity as well.
With greater liquidity comes tighter bid/offer markets, improved mark-to-market pricing and confidence
and ultimately a positive impact on capital requirements.
In summary, more transparency through communication will help to restore confidence in the market and
attract investors. This increase in liquidity and resultant positive impact on credit will ultimately help
alleviate capital requirements and create a securitised market environment that is conducive to growth
and recovery.
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II European Regulatory Environment
The current state of recovery of the
European securitised markets has
continued to lag the US markets, which
have shown greater signs of recovery in
terms of new issuance since the
financial crisis. During the 2007
financial
crisis,
securitisations
supported by tarnished US subprime
mortgages led to negative opinions
towards other types of mainstream
securitisations globally. This resulted in
huge pockets of liquidity departing the
EU securitisation market in turn
depleting publicly placed issuance.
New issuance in the US has grown
overall, from €979Billion in 2008 to just
under €1.8Trillion in 2016. 2017 volume seems to be poised to match, if not surpass 2016. Although there
have been some adjustments, the trendline is markedly upward as illustrated above. In Europe however,
volume took an initial decline from a high in 2008 and has stabilized and shown modest growth since
2013.

An initial comparison of Europe to the US in terms of issuance over the last 18 months would suggest that
there is a large lead by the US, with €2.6 Trillion in new issuance vs. €345 Billion for Europe. However, in
looking at issuance by asset class, a different story emerges. Almost 79%, or €2.1Trillion of new issuance
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comes from US Government involvement in Agency MBS. When Agency MBS is excluded, the issuance
volumes are significantly closer, with €556Billion in new Issuance in the US; the asset class distribution of
the two geographies also shows some similarities, with the proportions coming more into line.
The EU securitisation markets have withstood the crisis relatively well from a credit perspective and
performed fundamentally well. Realised losses on securitised instruments originated in the EU have been
far lower than that of the US. For example, AAA-rated US securitisation instruments backed by residential
mortgages (RMBS) reached default rates of 16% (subprime) and 3% (prime). By contrast, default rates of
EU RMBS never rose above 0.1%. The divergence is even bigger for BBB-rated instruments where US
RMBS' default rates peaked at 62% and 46% (subprime and prime, respectively) while EU products' default
rates peaked at 0.2%.i
In terms of rating transition credit quality, in Europe upgrades outpaced downgrades in Q1 and Q2 2017,
with upgrades concentrated in European CLOs and prime RMBS.ii
In the Investment Plan for Europe presented in November 2014, the European Commission indicated its
intention to empower high quality securitisation without repeating the mistakes of the 2008 financial
crisis. There have been many regulatory initiatives throughout Europe and they all have a common
objective: to protect and reinvigorate the financial and securitisation markets, and to add standards to
protect the investor. The goal is to restore confidence, and ultimately liquidity, to the markets.
One common thread that is evident across these regulations is the need for communication in the market
place, between all parties involved in transactions. The following is a review of the areas where the recent
regulations call for better communication to address the financial crisis and attempt to restore confidence
in the European Securitisation markets.

Regulatory Timeline
One operational challenge for all market participants is that the next wave of legislation, although in some
cases years in the making, is all unfolding within a 15-month window. That said, the benefits of increased
communication and transparency that these regulations will bring carry significant positive implications
for the securitisation markets in Europe and globally. These have the potential to far outweigh the
investment in upfront implementation.
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Simple, Transparent and Standardised (STS)
Transparency has become an essential by-product for the proper functioning of capital markets post crisis.
In Europe securitisation incorporates different geographies, asset types, payment structures, motives and
a multitude of other variables. Investors need reliable and timely information about the business
performance and the assets of the vehicle they invest in, and access to all market parties to effect timely
and appropriate decisions.
It is largely recognised by the European authorities that securitisation is a vital element of a robust and
orderly functioning financial market by virtue of funding the “real economy”. The key motives, therefore,
include the ability to diversify funding mechanisms and distribution of risk to the capital markets resulting
in increased liquidity by freeing up originators’ balance sheets. The risks are also well defined; in addition
to transferring credit risks, securitisations have the potential to transfer agency risk, modelling risk, legal
risk, counterparty risk, servicing and operational risk and concentration risk, among others.
The recently passed Simple, Transparent and Standardised (STS) regulation, to be overseen by the
European System Risk Board (ESRB) takes effect in early 2019 and outlines key requirements related to
simplicity, transparency and standardisation of securitisations. Furthermore, a key motivation for market
participants in STS securitisations is lower capital charges for the investors in STS compliant securitisation
tranches, as a precursor for aligning securitisation with other funding mechanisms such as Covered Bonds
that benefit from a larger investor base in Europe. Conversely, pre-crisis, the Securitisation investor base
exceeded the Covered Bond investor base.
A Call for Communication
The need for market communication among all involved parties is evident throughout STS, as well as in
recent reports by Moody’s and Fitch (See Appendices III and IV). The long-term benefits to the
securitisation market in Europe are evident: Increased, secure communication will lead to increased
information flow and decision-making ability through business intelligence and transparency. This will
serve to restore confidence in the securitisation market and ultimately boost liquidity. The economy will
see benefit from increased growth and investment as increased perceived liquidity will bolster issuers’
repeat securitisation programmes and provide an alternative funding source, as well as provide relief to
capital retention requirements.
Outlined below are some key areas in the STS legislation that underscore the need for a communications
network which is secure, anonymous, and inclusive of all constituencies in a transaction.
Equality Amongst Market Participants
“Originators or sponsors should not take advantage of the fact that they could hold more information
than investors and potential investors on the assets transferred to the SSPE, and should not transfer to
the SSPE, without the knowledge of the investors or potential investors, assets whose credit-risk profile is
higher than that of comparable assets held on the balance sheet of the originators.” iii
Issuers, trustees and other originating and sponsoring parties need to be able to locate and inform
investors of such transfers, replenishments or substitutions. Securing approval is difficult if an issuer or
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their representative cannot locate their investors and noteholders across programmes, especially so for
Master Trust Structures where an issuer distributes multiple series from the same trust, with each series
sharing the credit risk and cash flow from one large pool of assets there must be tabulation methods
available to secure necessary approvals.
Access to Communications and Information
“The ability of Investors and potential investors to exercise due diligence and thus informed assessment
of the creditworthiness of a given securitisation instrument depends on their access to information on
those instruments.”iv
“The originator, sponsor and SSPE of a securitisation shall, in accordance with paragraph 2 of this Article,
make at least the following information available to holders of a securitisation position, to the competent
authorities referred to in Article 29 and, upon request, to potential investors.”v The article goes on to
require quarterly reporting on underlying exposures, underlying documentation essential to
understanding the transaction and other documents, and other information key to proper risk analysis.
Market connectivity is required for issuers and trustees to locate and communicate with investors first
and foremost. Furthermore, this improved connectivity will allow for smooth communication of key
changes in a transaction, corporate actions, issuer information and other material changes deemed
necessary by the issuer/trustee to the benefit of the investors.
“To enhance market transparency, a framework for data repositories to collect relevant reports primarily
on underlying exposures in securitisation, should be established.”vi
The document defines specific data that is to be included. The purpose of this is to provide a single,
supervised set of data to allow for informed decision making. This supervised set of data includes asset
and liability information pertaining to the transaction/trust kept in a single repository.
Environmental Impact Disclosure
“Where data on the environmental impact of assets underlying securitisations are available, the originator
and sponsor of such securitisations should publish them.”vii
Here again, timely communication with investors and other interested parties will satisfy the regulation.
This in turn allows for dynamic credit monitoring and portfolio management by investors that breeds
market confidence which is supportive of liquidity and lower capital requirements.
Delivery of Notice
“Where an enforcement or an acceleration notice has been delivered:” viii
Article 21 Section 4 of STS talks about handling of cash in the SSPE, disbursement of principal receipt,
repayment and liquidation of exposures.
What it does not talk about is how this delivery of notice shall occur. The ability for market participants
to locate one another, for issues and trustees to notify bondholders, communicate actions and resolutions
on enforcements and accelerations, and seek approvals as needed is central to this requirement.
Communication between Issuers, Trustees and Bondholders and satisfaction of this requirement are
conducive to an orderly, liquid market, which will ultimately reinvigorate investor confidence back into
this asset class.
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Delinquencies and Defaults Reported without Undue Delay
“The transaction documentation shall set out in clear and consistent terms definitions, remedies and
actions relating to delinquency and default of debtors, debt restructuring, debt forgiveness, forbearance,
payment holidays, losses, charge offs, recoveries and other asset performance remedies. The transaction
documentation shall clearly specify the priorities of payment, events which trigger changes in such
priorities of payment as well as the obligation to report such events. Any change in the priorities of
payments which will materially adversely affect the repayment of the securitisation position shall be
reported to investors without undue delay.”ix
Article 21 Section 9 of STS would require a communications methodology whereby investors can
understand immediately how delinquencies and defaults will affect them. This again underscores the need
for a dynamic market communications network inclusive of all parties to a transaction that is ‘real time’,
thus alleviating the need to have to wait until the periodical investor report has been published to all
investors. Again, enhanced communication and transparency capabilities, particularly around defaults,
delinquencies, debt forgiveness and other asset performance remedies will help to identify and measure
risk and improve confidence without unduly delay, ultimately leading to increased confidence, liquidity
and lower capital requirements.
STS Rule Fulfilment
“Investors should perform their own due diligence on investments commensurate with the risks involved
but they should be able to rely on the STS notification and on the information disclosed by the originator,
sponsor and SSPE on whether a securitisation meets the STS requirements. However, they should not rely
solely and mechanistically on such notifications and information.” x
Here, Issuers have an opportunity to reach out to investors and be the source of information on whether
their investment reaches requirements. While the onus is on investors to perform their own due diligence,
this still creates confidence and positions the issuer/trustee as a trusted source of information in order to
comply with this requirement.
Timely Resolution of Conflicts
“The transaction documentation shall include clear provisions that facilitate the timely resolution of
conflicts between different classes of investors, voting rights shall be clearly defined and allocated to
bondholders and the responsibilities of the trustee and other entities with fiduciary duties to investors
shall be clearly identified.”xi
Article 21 Section 10 of STS. The whole section calls for provisions for timely resolution of conflicts
between different classes. This would require a market wide communication system for different classes
to communicate. It would also require some type of conflict resolution mechanism. This kind of
connectivity among all parties to a transaction, which was not in effect during the 2007 credit crisis, will
have a significant positive impact on timely conflict resolution and create increased confidence in the
securitisation asset classes. This will ultimately support future liquidity and relief with capital
requirements.

Solvency II
Solvency II, targeted at insurers in the EU, comprises a new set of rules on how insurers are funded and
governed. This set of regulations were over a decade in the making and fundamentally change the way
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insurers do business. The European Insurance and Occupational Pensions Authority (EIOPA) is the
governing body behind Solvency II. However, the administration is left to local regulators, which means
that some are taking a stronger approach than others.
The rules have three pillars:
1. Quantitative, defining how much capital the insurers must hold.
2. Internal Governance and Formal supervision
3. Public disclosure and transparency, with the view that the market will be able to assess and price
the insurers appropriately.
The necessity of communication is evident here. Communication among all parties in a transaction is
essential to restoring transparency and therefore liquidity and confidence to the securitisation market.
Increased liquidity in any financial instrument, including securitised transactions, will serve to lower Tier
1 capital reserve requirements. In order to qualify for Tier 1 a number of key criteria need to be adhered
to, there is significant overlap with the requirements under STS and there is hope that Solvency II adopts
the STS requirements into Tier 1. Transparency, specifically the ability for investors to communicate and
achieve standing to direct transaction parties, allows for actions to be taken to reduce collateral losses in
ways that are not feasible without a communication network. Both Moody’s and Fitch have noted that
the presence of such a network would be “credit positive” for a securitization. This will positively impact
the capital ratios mentioned in the first pillar, and the ability to assess and price appropriately as
mentioned in the third pillar.

International Financial Reporting Standards 9 (IFRS 9)
IFRS 9 is an International Financial Reporting Standard (IFRS) guided by the International Accounting
Standards Board. It takes effect in January 2018, and replaces the IAS 39 Standard of Financial
Instruments: Recognition and Measurement.
There are two key changes. The first is a movement from an incurred loss historical measurement to a
forward looking expected credit loss (ECL) calculation, known as “Impairment.” The second is that the
way bonds are classified into the financial records follow strict “Classification” criteria.
For structured finance investors, there are specific guidelines and related challenges, and the treatment
of securitised instruments is necessarily different than that of other vanilla fixed income products given
the credit risk profile of securitisations. Impairments on a security are measured according to current
credit profile ‘staging’ of the security which drives the dependence on a forward-looking 12-month or
Lifetime expected credit loss (ECL) risk assessment as mentioned., The appropriate classification of the
security into Amortised Cost, Fair Value OCI, or FV P&L can have an impact upon the volatility of earnings,
this is determined as mentioned by adherence to strict classification criteria at the collateral, bond, deal
and cashflow level.
It can be debated that there is a marked benefit from open market communication to the accounting for
existing transactions under IFRS 9 (or CECL in the US). The increased transparency resulting from these
controls, processes, access to timely information and sophisticated modelling required to comply with
IFRS 9, will help to provide traders and portfolio managers with more transparent business intelligence
for decision making. This transparency will bring with it increased liquidity, market connectivity by fluid
communication and resultant capital benefits as increased provisioning otherwise results in higher capital
requirements.
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Basel III/Stress Testing
Basel III (or the Third Basel Accord) is a global, voluntary regulatory framework on bank capital adequacy,
stress testing and market liquidity risk. It is intended to strengthen bank capital requirements by
increasing bank liquidity and decreasing leverage.
Basel III was agreed upon by the members of the Basel Committee on Banking Supervision in 2010-11,
and while it was originally scheduled to be introduced in a 2013 – 2015 timeframe, changes have extended
the implementation to March 2019.
The need for communication between investors and other parties in the market comes into play here as
well; to comply with Basel III, there is a need for defined disclosures that factor into the calculation of
capital allocations. Additionally, key information is required to conduct stress testing. Access to this data
by bank investors is vital; the ability of issuers and trustees to provide this data through a communication
platform will serve to bolster liquidity, and further relieve capital requirements.

MiFID II
The Markets in Financial Instruments Directive II (MiFID II) is the EU legislation that regulates firms who
provide services to clients linked to ‘financial instruments’ (shares, bonds, units in collective investment
schemes and derivatives), and the venues where those instruments are traded. MiFID II, which goes into
effect on January 3, 2018, was built upon MiFID I, which was implemented in 2007.
The goals of MiFID II include making European markets more transparent, both pre-and post-trade. It calls
for specific disclosures to be made to investors, including risk warnings and forward-looking statements
on financial instruments, fees and charges disclosures and others.xii There are also requirements
surrounding the distribution of research.
The certainty is that communication will need to increase materially, and be executed within a system
that is secure, fully permissioned, and auditable. It must also be able to handle regular investor and other
related party disclosures. This represents another call for communication in the securitised market,
designed to increase market confidence and therefore liquidity.
Regulatory Framework: Solutions Not Defined
The overall regulatory framework is clearly designed to reinvigorate the markets by incorporating what
should be best practice. The regulators call for a number of practices to be improved from the creation of
data repositories like the European DataWarehouse for European Central Bank eligibility for the
repurchase agreement program that has been the main liquidity provider in the markets to calls for a
number of aforementioned items that require clearer communication.
While the regulators call for better communication the market is not centralised and with the trading of
paper in the secondary markets, this creates problems in communications. At issuance syndicate desks
will have record of the buying investor, but as appetites for credit, asset or changes in the yield curve are
dynamic in some cases these investors will trade the paper in the secondary markets. As paper is held in
the street name system (as defined below in the Technology section) and there has not been a repository
for beneficial owners so many of these communication standards have been difficult to date.
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III Other Market Developments
As the markets are truly global with buy side firms investing in multiple regions in multiple currencies, the
issues that the regulators are working on in Europe are neither isolated nor exclusive to Europe.
Developments in the US have called for similar action with regards to better communications; including
regulation out of the US in Securities Exchange Committee (SEC) Reg AB II, as well as the investor demands
for better communications structures as delineated in the Structured Finance Industry Group’s green
paper RMBS 3.0. From this, two of the larger rating agencies, Moody’s and Fitch, have stated that better
investor communications will be credit positive events when built into deals.

SEC Reg AB II: Call for Better Investor Communications
“The aftermath of the financial crisis has demonstrated that investors have also encountered difficulty in
locating other investors to enforce rights collectively under the terms of the ABS transaction, especially
those related to repurchase demands due to breaches of the representations and warranties.xiii Without
an effective means for investors to communicate with each other, investors have told us that they are
unable to utilize the contractual rights provided in the underlying transaction agreements. To address
this concern, we are requiring as proposed that the underlying transaction agreements must include a
provision to require that a request by an investor to communicate with other investors be included in
ongoing distribution reports filed on Form 10-D.”xiv
SEC Reg AB II governs the disclosure, reporting, and offering process for asset-backed securities (ABS) to
enhance transparency, better protect investors, and facilitate capital formation in the securitisation
market.
The new rules, among other things, require extensive loan-level disclosure for certain assets, such as
residential and commercial mortgages, automobile loans and leases, debt securities and resecuritisations
of such assets. Communication and dialogue amongst investors, trustees, brokers and issuers is vital for
satisfaction of Reg AB II. The benefits go beyond this, however, in that this increased market
communication and faster location and disclosure to investors will help transparency, and liquidity which,
in turn, will help to lower capital requirements.

SFIG - RMBS 3.0: Investor Led Initiative
“RMBS 3.0 is an initiative of the Structured Finance Industry Group established with the primary goal of
re-invigorating the "private label" residential mortgage-backed securities (“RMBS”) market.” xv
Initiated by members of SFIG, the project seeks to reduce substantive differences within current market
practices through an open discussion among a broad cross-section of market participants. Where
possible, participants seek to identify and agree upon best practices. RMBS 3.0 focuses on the following
areas related to RMBS:
- Representations and warranties, repurchase governance and other enforcement mechanisms;
- Due diligence, disclosure and data issues; and
- Roles and responsibilities of transaction parties and their communications with investors.”xvi
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SFIG contains “Overarching Principles” as it relates to communication between bondholders, all with the
common objective of providing investors with unimpeded ability to communicate with other certificate
holders, to create a common level playing field, improve and streamline voting, and streamline ability to
authenticate beneficial owners. It includes an expanded “Transaction Parties Matrix” which outlines
specific requirements for a communications platform that must be disclosed in the Offering
Memorandum, with prior notice of changes, and addresses outstanding questions from the previous
versions.xvii
System wide Criteria include security, authentication of identity, asset Ownership Authentication, an
anonymous communication option, notification posting and management, and a voting process that
includes notification, ballot distribution, vote tallying, and activity tracking and auditing. xviii
What is striking here is that this is an extremely specific request and set of requirements that outlines
precisely what is wanted by investors to build confidence in the market. SFIG RMBS 3.0 is led by investors,
as represented by an investor-led trade group. This is clearly intended to create transparency through
communication and a level playing field which will help to encourage investment and growth, and restore
confidence in the market. All of this ultimately supports liquidity, and lower capital requirements.

Moody’s report: Investor Communications Implementation is Credit Positive
Moody’s report commentary on the SFIG RMBS 3.0 proposal states:
“The Structured Finance Industry Group's (SFIG) investor member proposal for a common communication
platform for residential mortgage-backed securities (RMBS) issuers and investors would be credit positive
for future transactions if adopted.
» Facilitating communication amongst transaction parties reduces information asymmetry and improves
transparency.
» It also improves and streamlines voting and consent processes, potentially avoiding some losses.” xix
The Moody’s report stated that the platform would streamline the voting and consent solicitation process,
because facilitating communication between transaction parties would make it easier for investors or
issuers to surface issue and vote on topics. It notes that this process is currently inefficient, making it
difficult to bring issues to a close in a timely manner. It outlines some of the consequences of a delay in
voting and consent. It also speaks to the challenge in locating and relaying information to investors given
the current workflow of the DTC.
Another important observation by Moody’s is that a communication platform that is transparent and
effective at connectivity would help to improve asset quality, in that it would encourage investors of any
size to surface issues and concerns with the issuer and broader investor group. Without such a system,
the time and cost in doing so is a deterrent to smaller investors.xx

Fitch Ratings Structured Finance Report: Communication Framework
In their report dated June 22, 2017 on Structured Finance, in their U.S. RMBS Rating Criteria, Fitch
highlighted communication with bondholders as a positive credit event.
Fitch analyzes each transaction’s representation, warranty, and enforcement (RW&E) framework prior to
issuance and may increase its loss expectations for those constructs that are not consistent with what the
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agency considers to be a full RW&E framework, have a financially weak RW&E provider, or the rep
provider’s repurchase obligation sunsets, among other reasons. xxi
“Fitch believes RW&E frameworks should be accompanied by transparency and disclosure. Fitch believes,
as a best practice, rep frameworks should contain the following provisions:
• The ability for bondholders to receive trust notifications in a timely manner and to easily
communicate with other bondholders.
• The ability for bondholders to have access to the reviewer’s findings or access to other data or
information that would help determine if a breach should be pursued.
• The ability for bondholders to direct the trustee to pursue a claim even if the reviewer concluded
there is no evidence of a breach.” xxii
In Fitch’s R&W Framework tiering, they assign
variance (negative) and mitigating (positive) factor
weights to R&W tiering. The use of a Bondholder
Communication Framework is a mitigating point
weight of 0.5, which is an uptick to the credit profile.
xxiii

Again, communication is the common thread. It is not
only mentioned as a key provision to the framework
in receiving trust notifications, but it also speaks to
communications with the reviewers, and trustees.
Fitch, as well as Moody’s, has directly acknowledged
the ability to communicate with investors as a
positive credit event.

Trustee Panel at True Sale Initiative (TSI) Congress 2017
In September 2017 TSI held their annual conference in Berlin. A participant on the “Value of the trustee´s
role in securitisation transactions in case of enforcement” panel at the Congress gave a very specific
example of how the absence of an effective bondholder notification and communication platform
hamstrings trustees and harms investors. He cited a situation in which a breach had occurred in a deal
and the documents prescribed an enforcement action that would have destroyed 30% of the value of the
collateral in a structured deal.
Had the trustee been unable to receive noteholder direction to employ a more economically value
preserving approach, the trustee would have been forced to impair the asset value to avoid running afoul
of their contractual obligations as laid out in the documents. Fortunately, in this case they were able to
get direction and avoid harm to the investors, but this was by no means assured given the current
communication infrastructure—something that could easily be remedied by an application of existing
online network technology to structured credit deals.
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IV The Role of Technology Solutions
Technology and data management are poised to play a significant role in the new securitisation regulatory
requirements in Europe. Industry associations and the active market participants themselves have called
for greater communication among market participants. That said, there has been no clear delineation on
how the market will implement these regulations.
There is evidence that investors are making decisions based on the regulations already being in place.
Investors have noted that they are specifically buying “STS” transactions now, ahead of the regulation.
Market participants have suggested that the greatest technology influence may be to come, due to
regulatory requirements. As Ian Bell, Head of the PCS Secretariat observed, “It is not so much a question
of how the regulations themselves will drive technology. What is really intriguing is how technology can
potentially be used at the back end of these regulations to make the market move forward in a savvy way.
The availability of data in the required repositories, in a format that is standardised and readily
comparable, would certainly provide a climate for investors to buy a wider range of deals on a solid
comparable basis.”
Technology solutions lead to improved reporting, protecting investor rights and ultimately resulting in
improved primary and secondary market liquidity. However, technology cannot be blind to market
practices and conventions. Technological solutions must be able to adopt market conventions and
sentiment and provide solutions for not only the regulatory demands, but also continue to add value to
the markets.

Investors to Protect Anonymity of Portfolios and Ownership
To protect the proprietary portfolio information that makes various buy side firms unique it is critical that
technological solutions provide data protections as well as protecting the identity of market participants.
Investors need to be able to protect their assets by having visibility and, as necessary, anonymous
communication with other investors, the issuer or trustees.
As noted by participants in the European Markets during the STS call for comments, investors were
reluctant to post portfolios for all to see as this would enable others to reverse engineer their proprietary
methodologies regarding their portfolio structures. This was vehemently lobbied against throughout
Europe. Any non-identity protected publishing of portfolios could potentially allow for front running of
securities as well as exposing institutional investors’ portfolios to competitors thereby diluting their
respective brands and potentially revealing proprietary information.
Technological solutions to the existing, pending and proposed regulatory frameworks must therefore
offer a mechanism to keep investors identity protected to ensure a healthy and competitive marketplace.
As stated in regulations and below in this technology section, it is important for market participants to
communicate and leverage the tools necessary for a more transparent and robust marketplace, the
technology leveraged must be able to protect investor identity with regards to portfolio positions.

Issuers and Trustees to Communicate with Investors as Paper Trades
Conversely, issuers and trustees need the ability to directly communicate with the holders of their paper
as it trades in the secondary markets. The ability to do this protects the issuers, trustees and investors
alike. Issuers and trustees need to directly communicate with the holders of their paper throughout the
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life of the structures. Investor communications has been an issue on both sides of the Atlantic. The next
generation of communication needs to track beneficial owners as paper trades. This allows for the
protection of investor rights. As issuers undergo corporate restructurings, changes to the capital structure,
increased delinquencies and defaults as noted in the STS section above, there is a need for direct and
immediate communications with investors. The existing street name architecture created was an advance
allowing the markets to leverage technology to assign ownership of financial instruments centrally to
alleviate the inability of paper and pen to keep up with the acceleration of the markets. With markets
increasing in size and depth, the existing Indirect Nominee, or “Street Name” system becomes obsolete
in its ability to also serve as a communications system.
Trustees and issuers have been burdened with trying to identify and in many cases just find beneficial
owners of their paper for consent solicitations. To pass these corporate actions requires a considerable
amount of time and investigative work as well as being costly. Technological advances allow for the
markets to migrate to the next generation of communications, thus allowing for active market participants
in a deal to reach the beneficial owners in a timely and robust fashion.

Document Repository with Beneficial Ownership Authentication
For years investors have asked for a single repository of information to access indenture documents,
trustee reports and all documentation affiliated with a deal in the structured finance markets. Issuers and
trustees have asked for authentication of ownership before releasing the documentation.
Technology can clearly offer solutions, for example by creating a document repository for all documents
and even meeting the SEC 17g5 requirements. The Securities and Exchange Commission’s rule 17g5 of the
Securities Exchange Act of 1934 requires that all Nationally Recognized Statistical Ratings Organizations
(NSROs) refrain from conflicts of interest in a way that ensures the integrity of the credit rating system.
This requires the NSROs or Credit Rating Agencies (CRAs) to have access to the same information at the
same time. Clearly technological solutions allow for these repositories to also fulfill the 17g-5
requirements with regards to all the documentation associated with a deal.
Keeping with the standard of solutions playing a role in keeping investor portfolios private, as mentioned
above, technology can also serve as an ownership authenticator. This would alleviate the problems faced
by issuers and trustees in meeting proof of ownership requirements as well as creating a single portal for
investors and NSROs to access the appropriate documentation for them to assess credit and risk in deals
they own, are rating or are interested in buying (the latter with a permission system in place).

Investor Rights in the Terms, Conditions and Covenants
When an investor buys a bond, they are investing based on several different criteria. Amongst other
criteria they are buying yield, credit, industry sector and rating. They do their respective due diligence
and in many cases working as a team that includes portfolio managers, analysts and traders. However,
they are also buying a set of covenants, terms and conditions that are the legal framework for respect to
the bonds or loans that they are purchasing. In many cases these terms, conditions and covenants require
a certain ownership threshold of the bond, loan or deal for these rights to be enforced. Conversely, when
there is some type of corporate action or consent solicitation thresholds also apply. These thresholds are
typically 51%, 67% or 100% to pass a consent or apply rights.
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In the past, beneficial ownership has been difficult to track in order to pass these corporate actions or
enforce rights. However, technology has been able to solve this issue for today’s and tomorrow’s markets.
Taking all the aforementioned key aspects including protecting investor identity and their privacy with
regards to their portfolio data, authenticating ownership and allowing for communication through the
asset (Deal, ISIN, CUSIP, LoanID or other identifier,) not only can the investors protect the rights that they
have in essence purchased, issuers and trustees can also have a direct means of communication with the
beneficial owners of any paper.

Source Liquidity
The ability to simplify deal structures, increase transparency and communication between Issuers,
broker/dealers, trustees and investors, and restore confidence in securitisation as a sound investment
vehicle will have a dramatic effect on liquidity. As one market investor noted, “increasing communication
and information flow, through a combination of regulation and technology, can only serve to increase the
pool of investors and therefore boost liquidity.”
While in today’s markets the current conventions are to relay pricing information through electronic
communications, this is not too far afield of 15 years ago when traders would go to the fax machine to
pull reams of paper and start combing through to find appropriate bonds. Technological advances have
allowed for many different markets to be centralised.
With the ability for technological solutions to answer all the market regulations around communication
and the market participant conventions, these same technological advances can also provide an
authenticated publish-and-permission system that would alleviate many of the current markets’ problems
with liquidity.
As discussed in this paper, technology enable the protection of portfolio data, allowing for anonymity,
authenticating ownership and market participants and will create a better, more efficient system for
communications. This same technology is being leveraged for a better market discovery. A better system
for communicating market’s bids, offers, runs, axes, and Bids/Offers Wanted in Competition (BWICs and
OWICs). This technology can be leveraged in the primary syndication offerings as well as in the secondary
markets. Technology will allow primary issuers to communicate new issuance to the actual holders of their
past deals as the technological solution allows for them to communicate via identifier thus broadening
their client base. Secondary trading desks will be able to work with sales to better target investors and
broaden their client base.
This will allow for a broader distribution base for the broker/dealer inventory, and deeper liquidity for
arrangers and investors alike.

Less Volatility in Mark-to-Market Pricing and Valuation
Another benefit of these technological solutions in aggregate is they will create a better market and allow
for better pricing and valuation. With increased communication, and therefore transparency and liquidity,
valuation services will have access to more actual trade data, allowing them to provide the highest quality
prices. A better system for communicating axe sheets and quotes will support trade decision analyses, as
well as end of period valuations and modeling. Intra-day and end-of-day pricing will become more robust,
more accurate, have less volatility and will help meet audit requirements for additional marks. All of this
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provides Valuation services with the data and information they need to better value assets for their clients
– the institutional investors.
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V Conclusions
The array of regulatory requirements that have unfolded in Europe since the financial crisis have all shared
a common objective: to restore confidence to the European securitisation markets, through tighter
controls and communication, increased transparency and information sharing across all parties.
As one market participant stated, “Technology can assist the current framework by creating a central
communication system for instruments that is anonymised but accessible.”
The call for increased communication is not only coming from regulators and rating agencies; it is also
coming from investors, trade associations, and other market participants.
STS, Solvency II, IFRS 9, Basel III and MiFID II are all scheduled to take effect in the next 15 months or have
already been implemented. These create operational and compliance requirements globally for both buy
side and sell side players, trustees, servicers brokers, and all other parties in the transaction chain. In the
US, regulations like Reg AB II, investor-based trade associations, (SFIG RMBS 3.0) and industry groups are
all calling for similar communication. Moody’s and Fitch have both called the communications platform
requirements “credit positive for future transactions” and Fitch has added a positive uptick to their risk
model for use of a communications platform that meets their requirements.
The benefits of this type of market communication have already begun to accrue. There are numerous
specific examples where firms were able to locate and communicate with their (previously unlocatable)
end investors, secure and tabulate needed approvals, and provide corporate actions and other
documentation.
All of these examples demonstrate that communication technology is beneficial to an orderly market.
With the forthcoming regulatory and investor-mandated initiatives communication amongst all parties
that is authenticated, identity-protected, and makes use of voting, tabulation, and corporate actions tools
will not only be beneficial; it will be mission critical to fulfilling these requirements.
Additionally, the use of communication tools in new issuance and syndication is poised to have a material
impact. Communicating with potential investors not only improves the time and efficiency to market, it
helps to make information flow more consistent which will boost investors’ ability to make decisions and
ultimately help with issuance volume.
The potential to leverage better communications technology will have a meaningful impact on liquidity,
which will lead to better mark-to-market pricing and a positive impact on risk retention capital
requirements. Ultimately the goal is to restore market confidence and attract investors. This increase in
liquidity and resultant positive impact on credit will ultimately help lower capital requirements and create
a securitised market environment that is supportive of growth and recovery.
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Appendix I: About DealVector
This outlines how DealVector addresses the regulatory and market challenges. Relevant case studies are
outlined in Appendix II.

DealVector Capabilities to Solve Liquidity and Regulatory Issues
There are technology solutions that have worked to bridge the communication gap between issuers,
trustees, and end investors, that have proven to be effective in practice, and that can play a vital role in
creating a market that is more transparent and resilient to external shocks as desired by regulators. One
such solution is DealVector, which combines a proprietary database of non-public holdings with an
identity-protected
communication
platform. The premise behind DealVector is
that because it is difficult to predict the
specific nature of future problems that may
arise in any given deal, it is essential that
the relevant parties be provided with a
mechanism for finding one another to
resolve them when they do arise.
In addition to addressing “problem”
situations such as amendments and
restructurings, this functionality helps
improve
liquidity
and
eliminates
information asymmetries.
Transparency through Connectivity
DealVector connects authenticated market participants to investors in specific bonds and loans at the
CUSIP, ISIN, LoanX ID, etc. DealVector members can also widen their matching criteria to include deal
characteristics such as issuer, asset class, coupon, WAL and other variables. Once matched, participants
can communicate via online text messaging with the option to mutually opt in to share contact
information when appropriate. The de-centralized nature of beneficial ownership data, scattered across
several hundred separate custodial institutions, has historically prevented this type of connectivity.
The DealVector network includes and benefits all parties: Issuers, Investors, Trustees and others, each of
whom contribute data and documents. It includes over 1,000 members (Investors, Trustees, Issuers, and
other parties), and holds over 660,000 instruments representing $2.1 Trillion in assets.
Identity Protection Supports Increased Communication
While market participants recognize the value to be gained from increased transparency, many are
strongly opposed to publicly publishing their own holdings. Technology fortunately allows market
participants to simultaneously enjoy the benefits of transparency while preserving the confidentiality of
their portfolios that is essential to investment strategies. Aliases, in the form of numeric IDs, protect
participant identities, while identity and role authentication, performed by a trusted third party, provides
the confidence that one is communicating with a legitimate counterparty.
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When investors link their portfolios to DealVector’s asset registry, the data is immediately encrypted and
is not revealed any other
member of the network. An
investor’s individual holdings
data is used only to route
message requests among
various network participants
according to the specific ISIN
and role specified in the
message address.
Investors, Trustees and Issuers have complete control over their communications and when to mutually
opt-in to share identities. This allows for a controlled, staged approach to information sharing which
delivers a “functional transparency” that unlocks the efficiency that all-to-all networks have demonstrated
in virtually every other economic sector while respecting the unique privacy and compliance requirements
of the fixed income market.
Robust Toolset supports Anonymised Global Asset Registry
The Toolset underlying the DealVector Network
delivers a broad range of capabilities related to
Market
Discovery,
Corporate
Actions,
Communications and Document Distribution, all
powered by a unique Anonymised Global Asset
Registry that is fed by the market participants
themselves.
MARKET DISCOVERY
Centralized Market Activity:
•
•
•
•
•

Central repository of BWICs,
Markets, Offers
Publish Assets/Permission Markets
Advanced search, filter, alert tools
“First Look” at non-public transactions based on holdings / saved search match
Data-driven counter-party identification for illiquid assets

Pricing Data:
•
•
•

End-of-Day/Intra-Day pricing information
Market Color: market-wide Talks/Covers/DNT stats (historical data)
TRACE

Workflow Automation:
•
•
•

Auction (BWIC) management tools
Online bid submission / receipt
Trade ticket generation
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New Issuance:


Notification on new deals that match watchlist parameters

COMMUNICATIONS
Surveillance:
•
•

Send/Receive messages on specific CUSIPs/ISINs/Deals/Loan Identifiers
CUSIP/ISIN/Deal/Loan Id-specific notification of ratings/news events

Rights Enforcement:
•
•

Achieve standing to exercise rights
Execute deal calls & other strategies to maximize asset value

Liquidity Sourcing:
•

Target bids/offers to investors holding specific assets

CORPORATE ACTIONS
• Immediate receipt of amendments
• Online voting of consents/waivers
• Tabulation tools & Exception (e.g., missing votes) reporting
• Automated, personalized reminders
• Identity-protected communications to issuer or other investors
• Tender Offers
DOCUMENTS AND DATA
• Central trustee report access with validated feed
• Deal-specific analytics and research from 3rd party publishers
• Ratings agency reports and alerts
• Market-level analytics on historical trading
DealVector Corporate Actions Improves Voting Completeness, Delivery, and Response Time
Corporate actions delivered through the traditional centralized clearing entities must transit several
different institutions and departments, resulting in a high degree of non-delivery or delayed delivery. It
is not uncommon for noteholders to receive ballots after the voting deadline has passed. Furthermore,
the traditional communication pathways are uni-directional: there are not formal mechanisms for
dialogue among parties to the action.
DealVector addresses this by working alongside (not in lieu of) the clearing houses to ensure more
complete and more rapid delivery of notices to front office decision makers, as well as by opening a
channel for (identity-protected) dialogue among the participants in order to address questions and
resolve potential objections ahead of the voting deadline.
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In addition, DealVector provides exception reporting to ensure that missing votes are identified,
mitigating the risk that votes are not received in a timely fashion. Specific non-responders can be targeted
for follow up to ensure maximum participation. This reduces process burden by eliminating multiple
emails, phone calls and spreadsheets, allowing market participants to focus on investment and other
critical business decisions.
Any document can be converted into an e-ballot,
making it easier for investors to respond, and for
originators to track results in real time.
DealVector’s proprietary asset registry directly
notifies registered holders, avoiding delays and
delivery failures. The ability to interface with
Euroclear/Clearstream data, as well as
specialized custodial contact tools allow
DealVector to reach non-registered investors as
well.
The result is increased reach, increased
communication, increased transparency and
liquidity.
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Appendix II: Relevant Case Studies
Several actual market case studies reinforce the importance of anonymous communication and how it
can benefit all parties within a transaction.
It is important to note that although the regulations addressed within this paper are European, the trading
and investment in securitisations is global. The impact of these regulations will accordingly be global as
evidenced by several of the case studies below.

Student Loan Maturity Extension by 100% Consent Solicitation
“100% amendment passage rate on 9 trusts is attributable to the DealVector network. Instant ballot delivery,
electronic voting and real-time investor communications were essential to our success.”
– Greer McCurley, Nelnet

The difficult employment market following the Global Financial Crisis placed significant pressure on
borrowers’ ability to make payments on their student loans, and led the US Government to promote
Income Based Repayment Programs. These, along with the more generalized stress on borrower
repayment rates, slowed the payment of interest into the securitized trusts that had been created from
pools of government backed loans. Despite the fact that the loans retained their government guarantee—
including a guarantee of any additional interest incurred due to delayed payments—the possibility arose
that certain trusts would not be fully paid down by the Legal and Final Maturity date (LFM) in their
indentures. Two ratings agencies chose to treat such an event as a technical default, and placed
approximately 30% of the entire student loan category on downgrade watch. The real possibility existed
that AAA, US Government-backed paper would lose its investment grade ratings status, an adverse
outcome for both issuer and investor.
It was determined that amending the indentures to extend the LFM would solve the ratings issue, but this
required an affirmative vote by 100% of the noteholders—something that was considered infeasible due
to the difficulty in locating investors and executing a vote. The #1 and #2 issuers of Student Loan ABS
trusts, Navient and Nelnet, attempted it, however.
Both companies leveraged DealVector’s platform to locate holders, ensure distribution of documents, and
track completed ballots. Investors quickly registered over $150B of holdings on the platform, making it
possible for the issuers to deliver notices directly to front office decision makers rather than relying solely
on the traditional DTCC-to-custodian channel. This sped the distribution of information to investors. One
large European bank even reported that their ballot arrived from DTCC several days after the voting
deadline, which would have invalidated their vote and caused the extension to fail. Having received the
ballot on the DealVector platform several weeks earlier, however, they had been able to successfully vote
their position.
In addition to allowing for document distribution, the platform enabled investors to pose questions to the
issuers using the identity-protected messaging features. This allowed the issuers to address potential
objections and explain the logic of their proposed amendments in advance of the vote.
The platform also enabled investors to complete their ballots online before returning them to their
custodian for official authentication. In addition to increasing response rates, this allowed DealVector to
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track non-responders at the investor level and reach out to encourage participation—a key factor in
achieving the required 100% threshold.
The platform also interfaces with DTCC’s custodial level holding data, provided in the form of a Securities
Position Report or SPR. This report does not show the end beneficial owners, but it does identify the
aggregate holdings housed at each of the 900+ custodial entities that subscribe to DTCC. By importing
this information, DealVector’s platform is able to track non-responders at the custodial level. Automated
and personalized outbound messages then notify custodians with outstanding votes. In several cases, the
relevant contacts within the custodial institutions had themselves not received a notification through the
DTCC channel and were alerted to the vote by the DealVector messaging.
The end result of these efforts was that Navient and Nelnet were able to extend the LFM on $20B of
Student Loan Trusts, protecting investors from the threat of downgrade. It is unlikely this success would
have been achieved without the ability of issuers and investors to communicate efficiently on the CUSIPby-CUSIP basis required to understand and execute a complex indenture change.

Broadway Federal Warrant Restructuring & Debt Restructuring
The ability to restructure its debt through anonymous communication saved the viability of this financial
institution. Broadway Federal gained the votes to extend the maturity date and avoid default by using
DealVector Network.
Broadway Federal had issued a TruPS note that was bundled into a CDO. They needed approval from 2/3
of the controlling class to extend the maturity date or face default. Only a short window existed to locate
the investors, answer questions and gain the votes required.
Using the DealVector Network, they distributed their proposal directly to investors registered on the
platform, and opened a dialogue. They also utilised InvestorLink’s document repository to allow investors
to access files, and DealVector’s outbound communication tools to reach investors not yet registered on
DealVector.
Speed was essential: one investor noted “receiving the proposal two days sooner than from our Custodian
gave us time to run analysis and be better prepared to vote.”
The result: Broadway achieved the first ever successful restructuring of a TruPS CDO asset outside of
bankruptcy. CEO Wayne Bradshaw notes, “While we also worked with the Trustee, we believe DealVector
allowed us to deliver the proposal more quickly and provided an identity-protected communication link
between our investors and us. This was instrumental in gaining the approval we needed in a very short
time frame.”
Connectivity and anonymous communication were crucial in this case in that:


The threshold was met - Connected directly with investors via platform messaging or proactive
outreach, exceeding the 2/3 minimum required for approval.



The deadline was achieved - More rapid distribution of materials directly to decision makers
increased response rates and contributed to favourable vote.



Restructuring was successful, outside of bankruptcy - All previous TruPS CDO restructurings
involved bankruptcy, costing both borrower and investor money. The negotiated outcome
preserved value for all parties.
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Napier Park Global Capital: Redemption of CLO by Equity Investor
Napier Park Global Capital, a global alternative asset management platform, was able to find the majority
of equity investors required to redeem a CLO by using DealVector.
Equity investors in CLOs have call rights which enable them to liquidate the deal when they determine the
value of the underlying assets exceeds the value of the ongoing cash flows. The analysis is relatively
straightforward. The difficulty comes in locating the 51% majority of the equity holders required to
exercise the call. Missing the optimum window to call a deal can be costly and cause the firm to miss its
expected return target. In a previous deal, Napier Park had failed to reach the 51% call threshold despite
months of effort, and ended up trading their position away at a significantly lower value than what the
call would have yielded.
When it came time to call the Fairway Loan Funding CLO, however, the firm was able to get in touch with
the other investors in less than a week. Using the DealVector platform, they were able to rapidly assemble
a majority and agree to a timeline for liquidation. This saved both time and money, and ensured that a
“right on paper” had economic value as a “right in practice.”

Large Pharmaceutical Company: Successful Issuer/Investor Negotiation
Another example of the positive impact of anonymous communication occurred when a large
pharmaceutical company breached a number of covenants. Management needed to come up with a
remedy that was acceptable to all of their creditors, and do so in a very short timeframe as there were
serious underlying issues in the business that needed to be addressed.
Their initial proposals were unsatisfactory to a number of investors, and would likely have resulted in
months of litigation, an outcome that would have been distracting for management and costly for
noteholders. Fortunately, several noteholders were registered on DealVector, and were able to form a
group to agree upon a counter-proposal. They proposed 10 amendments to the initial offer, and the
company came back within 24 hours and accepted all of the “substantive” points.
The outcome was beneficial to both investor and issuer. Noteholders were able to protect their rights
and win concessions they felt appropriate to protect their investment. Management was able to
negotiate with a critical mass of investors in order to reach resolution rapidly and turn its attention back
to the fundamental business issues—an outcome that also ultimately benefited investors. By rapidly
connecting the parties required to reach resolution, DealVector’s platform creates a more resilient
framework for dealing with unexpected events that can occur in any deal.

Coal Company: Investor Rights Protection
A large coal company wanted to take on significant amounts of debt to acquire two competitors. This
would have breached its total debt covenants and impaired the rights of second lien holders by
subordinating their debt.
They tried to push through a waiver with no compensation; given that this was a negative consent, it
would ordinarily have passed easily. One small investor on DealVector had been following this closely,
however, and leveraged the platform to rally other investors. He got 80% of one class and 100% of
another—more than sufficient to block the deal and compel the company to negotiate, thereby protecting
the investors.
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Not only did this provide investors with the ability to enforce their contractual rights, but it also supports
a financial marketplace where complex deal structures can cause unexpected issues to arise. Both factors
provide investors with greater confidence, helping expand the pool of potential buyers and helping to
promote liquidity.

Community Bank – Issuer Buyback
A U.S. community bank holding company owned three operating banks, the largest with just under $1B in
assets. It was a 110-year old institution that failed in 2010. The FDIC faced a $475M shortfall if they seized
the entire entity, so they seized one bank and allowed the other two to continue operating.
The holding company had issued $5M in TruPS which were subsequently bundled into the SOLOSO 2005
TruPS CDO, the bank started deferring interest payments in 2009. Management had reached out to
investors several years previously to try to buy their TruPS note back out of the SOLOSO trust, but received
no response.
Management had a strategic goal to combine the remaining banks in order to save $1M in annual
administrative costs, but FDIC required that both banks have a 5% capital ratio before allowing the merger.
Although the combined entity achieved this threshold, one of the banks was at a 6.7% ratio while the
other was at 4.2%, causing the FDIC to refuse approval for the merger. Retiring the debt from the TruPS
would have allowed the holding company to meet the required capital ratio, but management was unable
to locate senior holders of the CDO to negotiate a re-purchase.
After 4 years of unsuccessfully looking, the bank was able to tap into the DealVector network and achieve
a successful outcome. The SOLOSO CDO had liquidated, removing the bank’s TruPS bond from the larger
structure. Learning of this event, the bank sent a message on DealVector and connected to the broker
who was going to trade their TruPS. From there they negotiated a price with the broker, and found an
investor to fund their purchase. They were able to buy their TruPS back at a significant discount, lowering
their outstanding debt, facilitating the merger of the underlying operating banks and avoiding liquidation.

Successfully Converted 5 CLOs to Meet Volker Rule Requirements
One element of the Volcker Rule prevents banks from holding CLOs whose indentures allow the
instrument to purchase bonds, even if no bonds are actually held by the CLO and even if the bank only
“owns” the CLO briefly as part of its secondary trading activities. This meant that a number of CLO 2.0
deals needed to change their indentures to remove the “bond bucket” in order to be Volcker compliant,
which required a noteholder vote.
A major CLO manager needed to make this change for 5 of its deals, which required 66.66% consent across
all tranches, and utilized the DealVector platform to execute the required votes. In doing so they provided
another example of the importance of an efficient communication platform to achieving successful
outcomes with respect to corporate actions, for several issues arose throughout the process that would
have caused the vote to fail absent the dialogue the platform enabled.
One issue was created by faulty instructions given to DTCC. Three weeks in advance of the vote, the CLO
manager’s lawyers both posted their amendments to DealVector, and directed DTCC to distribute them
to record holders (beneficial owners) who were holders “as of the voting date.” Since distribution via the
DTCC-to-custodian channels takes time, it is common to distribute documents with sufficient lead time to
ensure they are received by the beneficial owners, and therefore to direct DTCC to distribute them to
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individuals who are beneficial owners as of the date of distribution. In this case, however, the instructions
to DTCC were to distribute to beneficial owners who were record holders as of the date of the voting
deadline. Since the holders of record would not be knowable until the actual day the votes were due,
DTCC was unable to distribute the amendments in advance, which would have ensured that every
beneficial owner received the amendments after the deadline had passed.
As the amendments had also been posted to DealVector, however, a number of investors received the
documents immediately, allowing for sufficient lead time to analyze and vote on the proposal. More
importantly, several of these investors subsequently communicated back through DealVector that they
had not received the amendments through the official DTCC communications channel. This lead to the
identification of the faulty instructions provided to DTCC, which in turn led to a re-drafting to allow for a
record date in advance of the voting date, and a re-distribution of the amendment documents. The result
was that all five amendments passed successfully, a result that almost certainly would not have occurred
without the dialogue enabled by the network. DTCC

Complex Trade
A hedge fund investor purchased a highly distressed AAA bond during the crisis at a significant discount
to par. As the crisis faded, the bond’s price rebounded, and its yield correspondingly fell to a level below
the hedge fund’s target return. Since the bond was once again performing like a healthy (but low yield)
AAA rated security, the logical owner was now an insurance company rather than a hedge fund. However,
the bond had a split rating: it had been downgraded by two ratings agencies during the crisis, but
subsequently re-evaluated and upgraded by only one.
The investor was able to solicit input from insurance company buyers as to whether it made sense to pay
the second ratings agency to re-visit the lower rating and ideally reflect the new economics by returning
the bond to its original AAA rating. The answer was no, and the investor was able to place several hundred
million of the bond with the investors with whom he was discussing the trade on DealVector’s network.

Commerce Bank Proposal Amendment
A TruPS issuer had an investor willing to recapitalise the bank. Because the bank was in default on the
TruPS note, the CDO holders had the right to foreclose at any time. If the recapitalisation were done
without an agreement from the CDO holders not to foreclose, the recapitalizing investor could face
foreclosure and the loss of his entire investment immediately upon putting it into the bank. This obviously
was an unacceptable exposure, and precluded the investor from making the investment.
The Trustee of the CDO refused to participate and therefore would not send the consents and proposal
to CDO holders.
DealVector stepped in and distributed materials to network members and custodians directly.
The deal failed twice, but each time communication between CDO holders and the bank occurred, thus
allowing the proposal to be amended. The amendment passed on the third try. The bank avoided seizure
by the FDIC. The CDO holders avoided a complete loss on their collateral. Both debtor and creditor
achieved a positive outcome.
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Appendix III: Moody’s Investors Service (Excerpt)
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Appendix III: Moody’s Investors Service (cont’d)
STRUCTURED FINANCE

MOODY'S INVESTORS SERVICE

Currently, because multiple intermediaries must forward communications to the ultimate investor, certain investors may receive the
information more quickly than others and in some case some investors may not see the information at all. For example, because the
vast majority of bonds are held electronically instead of in paper form, the current communication process relies on the Depository
Trust Company (DTC) to forward communications to bondholders. However, DTC typically does not have a record of the actual
investor's identity. Instead, DTC knows only the investor's custodian/broker dealer. Therefore, it is not clear who will ultimately get a
communication and identifying the relevant parties can be costly and timely.
Furthermore, an effective and transparent communication platform would improve transaction asset quality and governance by
encouraging investors of any size to raise concerns or other issues with the issuer and greater investor group. Under the current system,
typically the costs and effort associated with raising and resolving issues may deter smaller investors to bring up issues.

Platform would streamline the voting and consent solicitation process
Facilitating communication between transaction parties would also make it easier for investors or issuers to raise issues and vote on
certain topics, such as whether to investigate particular assets for breaches of representations and warranties, whether to approve
amendments and whether to change transaction parties.
Currently, given the inefficient modes of communication in place, it is difficult for investors to bring issues to review and resolution in
a timely manner, and encourages issuers to find ways to amend deals without investor consent. For example, if an investor has valid
reason to review a loan or explore a loan put-back owing to a representation and warranty breach, initiating the review process and
then getting the necessary voting quorum can be difficult. Even if an investor successfully initiates a review, relaying the information to
all the investors is also difficult and time consuming given the DTC construct.
In certain situations, delay in voting or consent can lead to losses for a transaction. For example, an inability to resolve a loan put-back
could result in a transaction holding, and ultimately liquidating at a loss, a non-cash-flowing asset. Whereas if a put-back had been
voted on in a timely manner, the loan seller would have had to repurchase the loan from the transaction at par.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.

2

7 December 2016

RMBS - US: SFIG Investor Proposal Will Reduce Information Asymmetry and Increase Investor Participation

Moody’s Investors Service – RMBS US “SFIG Investor Proposal Will Reduce Information Asymmetry and Increase Investor
Participation.”
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Appendix IV: Fitch Ratings (Excerpt)

Source: Fitch Ratings Structured Finance pp. 30-34 Amit Arora et. al. U.S. RMBS Rating Criteria June 22, 2017
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Appendix V: SFIG RMBS 3.0 Investor Proposal (Excerpt)
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued

Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix V: SFIG RMBS 3.0 Investor Proposal (excerpt) continued
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Appendix VI: International Solutions Network, Consulting Company

San Francisco
Boston
New York
London
Frankfurt
Paris

International Solutions Network, Consulting Company, LLC (ISN) is a
boutique capital markets consulting company, focused on facilitating
new markets and new solutions for our clients. Headquartered in San
Francisco with a global reach.
ISN was founded on the principle that strategic decisions require deep
insight across all dimensions of an organization, the capital markets and
the global economy. We are unique in our experience, our
understanding of the markets, and the environment in which
organizations operate. We understand our clients’ goals within the
marketplace, and we work closely with them in crafting and
implementing strategies to recognize significant value.
The ISN team has decades of experience in the capital markets including
senior management roles at bulge bracket Wall Street Institutions as
well as senior management roles at data, analytics and trading system
vendors.

Tokyo
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Appendix VII Endnotes

i

p. 1 Brussels, 30.9.2015 COM (2015) 472 final 2015/0226(COD) Proposal for a REGULATION OF THE
EUROPEAN PARLIAMENT AND OF THE COUNCIL laying down common rules on securitisation and
creating a European framework for simple, transparent and standardised securitisation and amending
Directives 2009/65/EC, 2009/138/EC, 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No
648/20128
ii

AFME/Finance for Europe Securitisation Data Report, European Structured Finance, Q1:2017, Q2:2017

p. 8 Recitals article 11 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE
COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
iii

p.9 Recitals article 12 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE
COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
iv

p.54-57 (Article 7 Section 1) 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF
THE COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
v

vi

p.9 Recitals article 12 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE
COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
p.20 Recitals article 30 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE
COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
vii

p.86 (Article 21 Section 4) 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF
THE COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
viii
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p.89 (Article 21 Section 9) 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF
THE COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
ix

p.21 Recitals article 33 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE
COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
x

p. 89 (Article 21 Section 10) 8 November 2017 REGULATION OF THE EUROPEAN PARLIAMENT AND OF
THE COUNCIL laying down a general framework for securitisation and creating a specific framework for
simple, transparent and standardised securitisation, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012
xi

xii

ACA Compliance, (Europe) MiFID II Understanding and Practical Preparation. “Communicating with clients: New
marketing and reporting requirements under MiFID II.: 3 May 2017

WALL ST. JOURNAL, Jan. 22, 2013 Katy Burne, Banker’s Latest Bet: Teamwork on Bonds, (illustrating
the difficulty that investors encounter in attempting to communicate with one another and noting one
investor’s efforts to locate other RMBS investors by publishing advertisements in national newspapers).
xiii

p. 27 Sec d. REG ABII SECURITIES AND EXCHANGE COMMISSION 17 CFR Parts 229, 230, 232,239, 240,
243, and 249 Release Nos. 33-9638; 34-72982; File No. S7-08-10 RIN 3235-AK37 Asset-Backed Securities
Disclosure and Registration.
xiv

SFIG is a member-based, trade industry advocacy group focused on improving and strengthening the
broader structured finance and securitization market. SFIG provides an inclusive network for
securitization professionals to collaborate and, as industry leaders, drive necessary changes, be
advocates for the securitization community, share best practices and innovative ideas, and educate
industry members through conferences and other programs. Members of SFIG represent all sectors of
the securitization market including issuers, investors, financial intermediaries, law firms, accounting
firms, technology firms, rating agencies, servicers, and trustees. Further information can be found at
www.sfindustry.org.
xv

p. 1 SFIG RMBS 3.0 – A Comprehensive Set of Proposed Industry Standards to Promote Growth in the
Private Label Securities Market. Fifth Edition, December 7, 2016.
xvi

pp. 271-2 SFIG RMBS 3.0 – A Comprehensive Set of Proposed Industry Standards to Promote Growth
in the Private Label Securities Market. Fifth Edition, December 7, 2016.
xvii

pp. 273-8 SFIG RMBS 3.0 – A Comprehensive Set of Proposed Industry Standards to Promote Growth
in the Private Label Securities Market. Fifth Edition, December 7, 2016.
xviii
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