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Since 2002, Christofferson, Robb & Company (CRC) has managed funds that invest in synthetic 

securitisations issued by banks. CRC has invested in 64 transactions (51 with Euro area banks) 

protecting €168 billion in notional exposure (€143 billion with Euro area banks). Nearly all of these 

transactions have been bilateral. Using the data in Section 2.1 of the discussion document to gauge 

the market size, CRC had a 34% share of Euro area synthetic securitizations during the period from 

July 2014 to December 2016. We have addressed Questions 7-9 and 11-13 as they relate to 

synthetic securitisations. 

 

Question 7: Do you agree with the assessment of the SRT implications of all the identified 

structural features?  

 

Yes, we agree. However, 102.d proposes that early redemption tied to SRT assessment (“SRT calls”) 

should be permitted (there is no question specifically addressing this proposal). We believe SRT 

calls are dangerous in synthetic securitisations, since poor performance is the most likely reason 

that a transaction would cease to satisfy SRT. That is, if losses in the reference portfolio turned out 

to be high, the transaction would fail the first loss test (19.b) and the issuer could invoke an SRT call; 

otherwise, if losses were low, the transaction would remain outstanding. This provision clearly 

violates the intent of SRT. 

 

Question 8: Do you agree with proposed safeguards related to the use of pro-rata 

amortization? 

 

See the response to Question 9, below. 

 

Question 9: Do you agree with proposed safeguards related to the use of time calls? Do you 

agree with the different approach to time calls in traditional vs. synthetic transactions? 

 

CRC believes that supervisory authorities already enforce the proposed safeguards related to the 

use of pro rata amortization and time calls. As we interpret Section 3.2, all of our post-2010 

transactions have adhered to the proposed safeguards both at the time of the transaction and 

afterward. Standardizing these safeguards will enhance the regulatory and supervisory level playing 

field. 
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Question 11: Do you agree with the proposed safeguards constraining the use of excess 

spread in synthetic securitisation? In particular, do you agree with:  

a. The proposal of only allowing a contractually fixed (pre-determined) excess spread 

commitment in synthetic transactions?  

b. The proposal to only allow a ‘trap’ excess spread allocation mechanism in synthetic 

transactions? 

 

a. We do not agree. Although fixed excess spread is more common in our experience, variable 

excess spread may at times accurately reflect the expected loss. For instance, consider a 

reference portfolio that consists of 50% two-year loans with PD = 1% and 50% five-year loans 

with PD = 0.2% where LGD = 40% for both types of loan. Assume the synthetic securitisation 

runs for five years with sequential amortization. In the first two years, expected loss is 50% × 

(1% + 0.2%) × 40% = 0.24%. In the final three years, it is 0.2% × 40% = 0.08%. Thus, excess 

spread of 24 bp in the first two years and 8 bp in the final three years would accurately reflect 

expected loss. Provided that the structure adheres to the safeguards in 120.a, we believe 

variable excess spread may be sometimes appropriate.  

 

b. We do not agree. Excess spread is designed to capture the “expected loss” as it is defined 

in the CRR. Trapping excess spread defeats the purpose of allowing the issuer to retain the 

expected loss. In fact, trapping converts excess spread into the equivalent of a retained first 

loss. Excess spread only makes sense when it is use-it-or-lose-it.   

Question 12: Do you agree with the proposed way to treat the excess spread commitment in 

synthetic securitisation transactions for the purposes of the quantitative assessment of SRT 

and commensurate risk transfer? 

 

We have one concern: 

 

123. a. III: The total (unfunded plus funded) excess spread amount committed on a yearly 

basis should be considered within the SRT tests as well as the test of commensurate risk 

transfer, as a securitisation position subject to 1250% risk weight/capital deduction;  

 

If the term “total” refers to the total of unfunded and funded excess spread for one year at a point in 

time, we agree. Therefore, if the EBA intends that interpretation, please disregard the remainder of 

this response. 

 

Counting potential future use-it-or-lose-it excess spread commitments as a securitisation position 

subject to 1250% risk weight could cause transactions to fail the first loss test (19 b) even though 

they transfer the unexpected loss. To take a simple example, assume:  

 

 

• static synthetic reference portfolio that consists of identical five-year non-amortizing loans 

• securitisation matures in five-years 

• 25 bp p.a. expected loss  

• 4% KIRB (exposure value subject to 1250% risk weight) 
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• Issuer sells 100% of a first loss tranche attaching at 0% and detaching at 10% 

• annual use-it-or-lose-it excess spread equal to the 25 bp expected loss. 

Counting the “total” excess spread over five years (i.e., 5 × 0.25% = 1.25%) as exposure value 

subject to 1250% risk weight, the issuer would appear to retain 1.25%/(4%+1.25%) = 23.8%. It would 

fail the first loss test, even though no one could dispute that nearly all of the unexpected loss had 

been transferred.  

 

If “total” refers to the sum of future payments, further complexities arise in practice. Should the total 

cover the period to the time call? To a clean-up call? To the final maturity of each loan? Should it 

allow for shrinkage of the reference pool due to expected defaults? To the extent that the loans have 

a statistical likelihood of prepaying prior to maturity? Since, as far as we can tell, there is no economic 

rationale for including excess spread in the SRT test, the answers to these questions would be 

arbitrary. 

 

Question 13: In relation to the further considerations for stakeholders’ consultation on the 

own funds treatment of excess spread:  

 

a) Do you agree that the unrealized / unfunded component of the excess spread 

commitment should become subject to Pillar I own funds requirements? 

 

We do not agree. The example in our response to the previous question illustrates why use-it-or-

lose-it excess spread commitments should not be subject to Pillar I own funds requirements. Pillar I 

own funds requirements are designed to protect banks against unexpected loss. Excess spread 

commitments (that conform to the safeguards in Section 3.2) relate to only expected loss. If future 

excess spread commitments are included in Pillar I own funds, then the future margin payments 

should be deducted from Pillar I own funds requirements. 

  

b) What would be the impact on SRT transactions if Pillar I own funds requirements were 

recognised as suggested in Section 3.2?  

 

Issuers would no longer use excess spread. This would reduce the efficiency of synthetic 

securitisations and raise the cost to issuers. 
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Chief Executive Officer 
 


