EUROPEAN

DATAWAREHOUSE

AUTUMN WORKSHOP SERIES

UNITED KINGDOM - 24 NOVEMBER 2021




EUROPEAN

DATAWAREHOUSE

ON TODAY'S CALL

BENJAMIN GUIN
PRUDENTIAL POLICY DIRECTORATE
BANK OF ENGLAND

DR. CHRISTIAN THUN
CEO
EUROPEAN DATAWAREHOUSE

—
—_—
—
[r—
—
—
—
[o—
—
—

% ++44 20 3461 4359
Benjamin.Guin@bankofengland.co.uk

% +49 69 50986 9305
christian.thun@eurodw.eu

MARKUS SCHABER
EXECUTIVE DIRECTOR
EUROPEAN DATAWAREHOUSE LTD.

MARIA GREEN
SENIOR PROFESSIONAL SUPPORT LAWYER
ALLEN & OVERY LLP

% +44 7765 898698
m.schaber@eurodw.co.uk

. +44 20 3088 2697
maria.green@allenovery.com

IAN BELL

CEO

PRIME COLLATERALISED SECURITIES
(PCS)

SERGIO RODAS SANCHEZ
ANALYST
EUROPEAN DATAWAREHOUSE

. +49 6950986 9335
sergio.rodassanchez@eurodw.eu

ian.bell@pcsmarket.org




EUROPEAN
DATAWAREHOUSE

AGENDA

WELCOME AND INTRODUCTION

* Dr. Christian Thun, European DataWarehouse

UPDATE ON REPORTING REQUIREMENTS IN THE UK

* Markus Schaber, European DataWarehouse Ltd.

UPDATE ON EDW REPORTING SOLUTIONS

+ Sergio Rodas Sanchez, European DataWarehouse

STATUS OF THE UK SECURITISATION REGULATION AND THE UPCOMING HMT REPORT

« Maria Green, Allen & Overy

LATEST DEVELOPMENTS ON STS VERIFICATIONS OF SYNTHETIC SECURITISATIONS
« lan Bell, PCS

CLIMATE POLICY AND TRANSITION RISK IN THE HOUSING MARKET

* Benjamin Guin, Bank of England
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UPDATE ON REPORTING REQUIREMENTS IN THE UK

FASYA

FCA enters examination stage in the registration of first
UK securitisation repositories

The Financial Conduct Authority (FCA) announces that it has assessed completeness and now
reached the examination stage in the assessment process of applications received from
Securitisation Repositories (SRs) under the UK Securitisation Regulation.

The obligation to report public securitisaticns within the scope of the UK Securitisation Regulation to a SR that is registered
and supervised by us will apply as soon as one SR is registered. The FCA will inform market participants when the
registration of the first SR(s) is completed. The FCA has 40 working days in which to examine the application for registration
and, if favourable, the entity will be registered as a SR.

The FCA encourages reporting entities to take all necessary preparatory measures to comply with their reporting obligations
to a SR.

First published: 19/11/2021 | Last updated: 19/11/2021

Source URL: https://www.fca.org. uk/news/statements/fca-enters-examination-stage-registration-first-uk-securitisation-
repositories

NOVEMBER 2021

- EDW Limited is fully set up as UK securitisation
repository

« Stand-alone character with separate UK database
and IT support elements

+ Operational setup including staffing completed

+ UK regulatory developments

« FCA has announced that it has assessed
completeness and has now reached the examination
stage in the assessment process of applications
received from Securitisation Repositories (SRs) under
the UK Securitisation Regulation

* 40 day period is now relevant for examination
stage

UK XML schema disclosure (TBC)
*  HMT call for evidence

+ EDWresponse

*+ AFME response
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UPDATE ON REPORTING REQUIREMENTS IN THE UK

* Product developments
« XML schema not yet officially published by FCA however
 Testing by EDW based on new schema has been completed
« EDW converter tool csv to XML available for FCA template
« Extended template for Rating agency reporting also for FCA template
« EDW supports template conversions to ESMA/FCA template

- E.g. BoE to ESMA/FCA - Common fields, list field adjustments, new field
requirements

» Other support elements

NOVEMBER 2021 6
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DISCLOSURE REQUIREMENTS

Everything you need to know about public securitisation reporting to a Securitisation Repository under
the UK Securitisation Regulation

Disclosure Requirements - Documents to Report

Before Pricing Documentation
Item Code Document

[3] Final offering document; prospectus; closing transaction documents, excluding legal opinions

[4] Asset sale agreement; assignment; novation or transfer agreement; any relevant declaration
of trust

[5] Derivatives and guarantees agreements; any relevant documents on collateralisation
arrangements where the exposures being securitised remain exposures of the originator

[6] Servicing; back-up servicing; administration and cash management agreements

[71 Trust deed; security deed; agency agreement; account bank agreement; guaranteed

investment contract; incorporated terms or master trust framework or master definitions
agreement or such legal documentation with equivalent legal value

[8] Inter-creditor agreements; derivatives documentation; subordinated loan agreements; start-

up loan

agreements and liquidity facility agreements
[9] Any other underlying documentation that is essential for the understanding of the transaction
[10] STS Notification
Quarterly (Non-ABCP); Monthly (ABCP) XML Data Templates EH
[1] Underlying exposures or underlying receivables or credit claims EZ™
[2]1 Investor report Common XML file to report [2] and [11¥/[12] in a
[11] or Inside Information or Significant Event single XML file EZI
[12]
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WRITTEN CONFIRMATION

Reporting Entities (RE) are obliged to provide a written confirmation to the Securitisation Repository (SR)
in line with the Regulatory Technical Standards (RTS) on operational standards for SRs.

When should it be
submitted?

Within 5 working days of
the first issuance of
securities for
securitisations

Upon any material changes
to documents uploaded to
the SR

On an annual basis

How should it be
submitted?

Via upload to EDW's SR
platform through EDITOR
(web and SFTP) under item
code - 13

As an email attachment to
enquiries@eurodw.co.uk
with the subject:

“Written Confirmation -
<SecID or DealName>"

%
What about Due
Diligence?

EDW shall review the
written confirmation
document to ensure it
reflects the underlying
documentation uploaded

EDW shall verify that the
document has been signed
by a legal representative or
authorized person of the RE

*Applicable to any public deal
that has documents uploaded
against items 3-9

o

Which privacy measures
are in place?

The written confirmation
document will be stored in
a secure location accessible

only by EDW

Data users will be made
aware that a written
confirmation has been
received and verified by
EDW, but will not gain
access to the actual
document itself

10
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CSV2XML CONVERTER ENHANCEMENTS

Streamlined conversion and upload process

Prepare Prepare and Upload XML Data Templates
H H Valid Zip File Name: <Securitisationldentifier> _<CutOffDatex.zip (e.g. 9857106A0EDKIEI3AMITNTSZ2215_2018-0
¢ Prepa re ESMA / FCA flles eaSI Iy Sorting of Loan IDs: Loans and collaterals must be sorted in the sam using the “Ne
fro m CSVS Signature File: Optional; Directly publish XML files to EDITOR by digitally signing your C5Vs using Pair

° Automatlca"y correct errorsin Data File (CSV, zip): | Choose File |222100WLX...21-03-07zip Autocorrect GLEIF Name-LEI Mismatch

the LEI names . et
Signature File (:asc): | Choose File | 222100WLX...03-07.zip.asc XML Schema @ ESMA O FCA

+ Sign CSVs for a seamless upload

experlence Cormrect Autocorrected
Inwalid LEI ND LEI Legal Mame Legal Name Total
0 0 0 5 5
Dellver Inwalid LEl - number of LEls that cannet be found in the GLEIF database
. ND LEI - number of LEls with ND values
* Automatic Upload of converted Comrect Legal Name - number of legal names that were already correct
XMLs to EDITOR Autocorrected Legal Name - numiser of legal names that were incorrect and updated to the
correct rames
« Choose to upload to EDITOR as Total - total number of LEl / legal name pairs that were validated

Draft or Published

+ Automatic delivery to Rating
Agencies of choice

Convert and Push to EDITOR (Draft)
Convert and Push to EDITOR (Publish)
Convert to XML

NOVEMBER 2021 12
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CSV2XML CONVERTER ENHANCEMENTS

Streamlined conversion and upload process

Monitor

+ Track EDITOR Upload status real-time

Data Uploads due in the next 7 days

- Download Feedback files in Excel

. . Hurray! Mo data uploads due this wesk
+ Reminders for timely uploads g g

Live view from EDITOR Refreshes every 60 seconds &

SECURITISATION SECID PCD UE IR SE SCORE  STARTED_AT PUBLISHED_ON FEEDBACK
Sanity 2021-10-27 391200CADUOGIATYWCTEMN202104 2021-10-31 Published Published Published Al 2021-11-03 14:22 2021-11-03 14:33 -
Sanity 2021-10-27 391200CADUOGIATYWCTBN202104 2021-10-22 Failed Failed Failed 2021-10-27 11:34 =
Sanity 2021-10-27 391200CADUOGIATYWCTEMN202104 Signature Verification Failed 2021-10-27 11:22

Sanity 2021-10-27 391200CADUOGIATYWCTEMN202104 2021-09-15 Published Published Al 2021-11-11 16:48 -
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NEW ANCILLARY DATA QUALITY RULES - COMING SOON

EDW is in the process of creating 1,000+ new data quality rules applicable to the ESMA/FCA templates:

« Underlying Exposures
* Investor Report
« Significant Event / Inside Information

 Similar to the ECB-style rules

+ Consistently applied among all asset classes

+ ‘Soft’ rules resulting in ‘Warnings'’

+ Applicable only on structured uploads

+ To be rolled out by the end of 2021 / beginning of 2022

HEEEEEEEEEEEEEn
\ J \ J
N N

ESMA/FCA validation checks (Core) EDW data quality checks (Ancillary)

B Mandated by ESMA/FCA ‘Hard’ rules — failing even one of them leads to [] Quality-enhancing internal checks
file rejection

B Additional EDW-created Intersubmission rules (Soft) [] ‘Soft’ rules — no rejection upon failing them
-
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DISCLOSURE REQUIREMENTS

Differences between public and private securitisations in EDITOR - EDW’s Securitisation Repository solution

Underlying Exposures
Investor Report

Inside Information /
Significant Event

Disclosure requirements based Public Private

on the RTS/ITS on operational Securitisation (exempted from reporting to
standards for SR Repositories (SR) SR)

XML format

XML Schema checks
ESMA/FCA Scoring

Content checks (validation rules)

ND Thresholds

17



EUROPEAN

DATAWAREHOUSE

PRIVATE TRANSACTION DISCLOSURE REQUIREMENTS

Private securitisation transactions use the EDW private area to comply with disclosure requirements under Art. 7 of the Sec. Reg.

+ EDW implemented a private area
solutions to collect information,
including Loan Level Data (LLD) Article 7

a nd relevant dOCU mentation. Transparency requirements for originators, sponsors and SSPEs
H 1.  The originator, sponsor and SSPE of a securitisation shall, in accordance with paragraph 2 of this Article, make at
L] :
The anate area could be used for least the following information available to holders of a securitisation position, to the competent authorities referred to in

the fO”OWing securitisations: Article 29 and, upon request, to potential investors:

ABCP

(a) information on the underlying exposures on a quarterly basis, or, in the case of ABCP, information on the underlying
receivables or credit claims on a monthly basis:

Non-ABCP SUCh as: (b) all underlying documentation that is essential for the understanding of the transaction, including but not limited to,

where applicable, the following documents:
* ABS
(i} the final offering document or the prospectus together with the closing transaction documents, excluding legal
Diniomns:
° CLOS opinions;

NPL deals (i} for rraditional securitisation the asset sale agreement, assignment, novation or transfer agreement and any
relevant declaration of trust:

* Synthetic deals

} Regulation (EU) 2015/1017 of the European Parliament and of the Council of 25 June 20015 on the European Fund for Strategic
Investments, the European Investment Advisory Hub and the European Investment Project Pomal and amending Regulations (EL)
« Tranched cover deals No 1291/2013 and (EUj No 1316/2013 — the European Fund for Strategic Investments (O] L 169, 1.7.2015, p. 1).
?) Regulation (EU}) No 1094/2010 of the European Pardiament and of the Council of 24 November 2010 establishing a European
Supervisory .-\LllhunL}' {European [nsurance and Uccupuunnu] Pensions Authority), .zn'.u:ndlng Decision Mo 716/2009/EC and
repealing Commission Decision 2009(79/EC (O] L 331, 15.12.2010, p. 48).
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REGULATION AND THE UPCOMING HMT REPORT

MARIA GREEN, ALLEN & OVERY
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TOPICS FOR DISCUSSION

1. UK Sec Reg review / HMT call for evidence and what we expect in the terms of
the next steps

2. UK Recast risk retention

3. End of the post-Brexit transitional relief/TTP at the end of March 2022

NOVEMBER 2021 20
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LATEST DEVELOPMENTS ON STS VERIFICATIONS
OF SYNTHETIC SECURITISATIONS

AN BELL, PRIME COLLATERALISED SECURITIES (PCS)
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Synthetic STS - the new rules
EDW Workshop - United Kingdom




» Synthetics - a (very brief) overview

* The new STS synthetic regime




OO

Public

“Synthetic securitisations” are called “on-balance-
sheet securitisations” in the legislation

Service They are the exact same thing but someone
Announcement obviously thought “on-balance-sheet” sounded less
sinister than “synthetic”
Key notions
In this presentation we will use the more common
: term of “synthetic”, but bear this identity in mind
Syﬂth etic when you read documents from the public sector

securitisations


https://pcsmarket.org/

O The Classic Three
O The vast majority are structured using one of 3 legal devices.

¢ Guarantees - where the protection sellers issue a guarantee of the
reference pool for which they receive a stream of regular premia

Synthetics

an e Credit Derivatives - usually a credit default swap where the
protection sellers agree to swap the defaulted amounts against a
ove r\/| ew stream of agreed payments

e Credit Linked Notes - where the protection sellers purchase a
. limited recourse debt instrument (e.g, a bond) issued by the
Key notions protection buyer or an SPV and receive interest on that instrument.
The principle is repaid net of any defaults on the reference pool

How do they
? Note: Remember this slide when we discuss collateral and the STS
WO I’|< . Regulation

pcsmarket.org
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O Funded or Unfunded?

In a funded transaction that is not a CLN:
* the protection sellers put up cash
S}/ﬂth €t| C S e the cash is used as collateral for the protection sellers’ obligations
* the unused cash is returned at the end of the deal
a ﬂ * this allows the protection buyer to avoid the protection sellers’ credit risk

overview

* this allows the regulator to remove the risk from the protection buyer’s balance sheet
rather than substitute that of the protection sellers

In a funded transaction that is a CLN:

. * the CLN is a debt instrument, so the cash is simply the principal under the note
Key notions

* the principal can either be taken as such by the protection buyer or can be set aside
to collateralise the protection buyer’s obligations to repay the CLN

H ow do th ey In an unfunded transaction:

* the protection sellers put up no cash

\/\/O rk? * the protection buyer relies on the protection sellers’ credit when calling on them to
' compensate it for a default

) inda ecur pcsmarket.org

A
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QO

Synthetics
an
overview

At the heart of the risk transfer

“the Credit Event”
and the
“compensation for losses”

by the protection provider

The Credit Event - Loss Payments

Credit Event: an event that triggers a payment by the protection seller e.g.:
* Payment default of reference obligation
* Insolvency of reference obligor
* Restructuring of the reference obligation

* Further credit events are possible

Credit Protection Payment: a payment by the protection seller to the protection
buyer on the occurrence of a credit event

* First: Interim loss payment (bank’s accounting loss, 180 days after credit event)

*  When the loss is finally determined: realized loss payment (can mean additional loss
payment or reimbursement)

* After sched. maturity, a maximum time for workout of up to two years: payment of
losses if the workout is still ongoing,

* The affected principal remains outstanding, although the investor does not receive any
coupons any more

Verification Agent: an independent agent who checks the occurrence of the credit
event and confirms all the conditions for a credit protection payment are met

) inda ecur pcsmarket.org

A
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Information Classification: Restricted

* EU 2017/2402 - General framework for
securitisation and creating a specific framework for
simple, transparent and standardised securitisation
(“STS Regulation”)

Synthetic STS

Reg ime amended by

 (EU) 2021/557 - amending Regulation (EU)
2017/2402 laying down a general framework for
securitisation and creating a specific framework for
simple, transparent and standardised securitisation to
help the recovery from the COVID-19 crisis
(“Synthetic STS Regulation”)
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Information Classification: Restricted

STS Regime

Synthetic securitisations where not allowed to be STS in the original
2017 legislation

But the European legislators instructed the European Commission to
look into creating a “synthetic STS” category

In 2021, this was done by passing an amending regulation which came
into force on 9™ April 2021

The new regulation also amended certain provisions of the STS
Regulation relating to retention and NPLs to make NPL securitisations
easier

Reminder: in the new regulation, “synthetic securitisations” are called

“on-balance-sheet securitisations” and “true sale securitisations” are
called “traditional securitisations” - just so you should know.

pcsmarket.org
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Information Classification: Restricted

CRR impact of a synthetic securitisation
* CRR includes a "non-neutrality” principle for securitisations

e Under non-neutrality, if a pool X is securitized into three tranche
(A,B,C), under the CRR, K,+Kg+Kcis substantially more than Kx

STS Regime

* If you enter into a synthetic securitisation removing the credit risk of
tranche B, you should “mathematically” achieve a large reduction of
capital requirement for pool X but.

 .by doing so, the originator “creates” a new securitisation
corresponding to the unprotected tranche A. Since tranche A is usually
retained by the originator, the new capital requirement for this part A
of the pool (K,) can be almost the same (and in some cases larger!)
that the old Ky

* By allowing the synthetic securitisation to access the lower STS CRR
capital requirements for tranche A, the new regulation softens the
impact of “non-neutrality” and makes (many) more pools capable of
meaningful risk transfer,

pcsmarket.org e R:S
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Information Classification: Restricted

* Synthetic STS is only available to prudentially regulated European banks

* Synthetic securitisations are subject to the same retention
requirements as true sale securitisations

STS Reg Ime * The only regulatory benefit provided for synthetic STS is access for the
senior retained tranche to the lower STS CRR capital calibrations

* No regulatory benefits are available to the investors/protection sellers

* No Solvency Il benefits are available for synthetic STS

* The criteria for synthetics are (with a couple of exceptions) the same
as for true sale securitisation plus additional ones

* There are around 145 to 160 criteria for synthetics vs 103 for “true
sale”

e Third-party verification agents are available for synthetic STS
securitisations on the same basis as for “true sale” transactions.

pcsmarket.org e R:S
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Information Classification: Restricted

New 2021 STS criteria for

synthetics
. Original 2017 STS Criteria
STS Reg | | | | for true-sale securitisations
Art.20 Simplicity Art.20  Art.26.b  Simplicity plus
Art.21 Standardisation Art.21 Art.26.c  Standardisatio
n
Art.22 Transparency Art.22  Art.26.d  Transparency

plus

pcsmarket.org



https://pcsmarket.org/

Information Classification: Restricted

STS Regime

Article
Art. 26.b

Art. 26.c

Art. 26.d

Art. 26.e

Simplicity -

Standardisation

Transparency o

Synthetic rules .

pcsmarket.org

Originator=EU Bank

Only on-balance sheet exposures

SRT only (i.e. art.249 CRR compliant)
Homogeneity (via new RTS)

No credit impaired borrowers

Pro-rata amortisation allowed but with triggers
Duties of the verification agent

AUP requirement
Art. 7 disclosure requirements

Minimum mandatory credit events
Nominated Verification Agent

Limited originator call options

Very limited investor call options

Limited use of synthetic excess spread (SES)
Restricted list of synthetic structures
Specific rules on collateral usage
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Information Classification: Restricted

Originator calls limited to
* Investor default
* Regulatory call
* Time call (but with justification to regulator)
* Clean up call

STS Regime

Investor calls limited to
* Originator failure to pay
* Originator material breach

Restricted list of possible structures
* Guarantees from 0% RWA entities
* Guarantees guaranteed by 0% RWA entities

* Guarantees OR credit derivatives OR CLN but only if
collateralised

SES can be used but

* Fixed amount or percentage
e "use it or lose it” rule
* Must be equal to or less than one-year EL

pcsmarket.org
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Information Classification: Restricted

STS Regime

ye

No collateral required

What type of structure?

no

Collateral required

A\ 4

Originator (no SPV)
CLN

You need one of
these forms
of collateral

l

Any other type of
— structure (incl. SPV
CLN)

0%
RWA

pcsmarket.org

|

Q
s
v

n.

Specific
regulatory
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required
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Information Classification: Restricted

STS Regime

Homogeneity
* The EBA has until 10t October to publish a draft RTS defining “homogeneity”
* The existing “true sale” Homogeneity RTS will be the starting point

Pro-rata triggers

* The EBA has until 30" June to Eub ish a draft RTS on the specification and
calibration of performance-related triggers

Sustainable Disclosure

* The ESAs had until 10 July to publish a draft RTS on the disclosure of
sustainability information

* Only impacts a voluntary disclosure
* The deadline was missed

0 ggg EBA will need to publish a draft amendment to the CRR to allocate capital to

* The level will crucially determine the feasibility of all synthetics using excess spread

Green securitisation?

* The EBA has until 15t November to publish a report on how to structure a Green
securitisation framework.

pcsmarket.org
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Information Classification: Restricted

STS Regime

Article 43(a) 3 of the new regulation allows for synthetic
transactions entered into before April 9%, 2021 to be STS

To be grandfathered, the synthetic STS transaction must
meet all the synthetic STS criteria

Some criteria must have been met at the time of creation
(26b. 1,2,3,4,5,7,8,9,11,12; 26¢.1 and 3; 26e.1,2,3,6,7,8 and 9)

Special rules exist for transactions that benefited from
special treatment under the old article 270 of CRR
(certain synthetic SME securitisations). Those
transactions are automatically grandfathered as STS
irrespective of whether they meet the new STS criteria
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PCS

Setting the Standard for Securitisation

>

PCS - Who we are




Prime Collateralised Securities (PCS) was set up by market stakeholders as an
independent, not-for-profit initiative to help rebuild a safe securitisation
market in Europe

pcsmarket.org
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Our
Mission

The aim of the Prime Collateralised Securities (“PCS”) initiative is to strengthen the
securitisation market as a sustainable investment and funding tool for both investors and
originators, promote growth in the real economy and improve market resilience by
supporting standards of quality, transparency, and simplicity

The PCS initiative - as an independent entity - has, since its foundation in 2012, sought to
define and promote standards of "best practice” in both the “true sale” and risk transfer”
asset  backed  markets: standards of quality,  transparency and  simplicity.
It did this initially through its labels and now through its work as a verification agent but
also through its advocacy and thought leadership

PCS is committed to retaining its not-for-profit status

pcsmarket.org
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Strong Team of
Securitisation
Experts

* We are a team of experts with an average
experience of 25 years in securitisation markets

We are based in 7 cities across Europe and have
offices in London and Paris

Our team members speak on average three

languages including English, French, German,
ltalian, Spanish

Market Outreach Team

lan Bell Max Bronzwaer
CEO Investor Liaison
ian.bell@pcsmarket.org max.bronzwaer@pcsmarket.org

Rob Koning
Issuer Liaison
rob koning@pcsmarket.org

Analytics Team

Fazel Ahmed

Robert Leach
Analyst
robert leach@pcsmarket org

Analyst
fazelahmed@pcsmarket.org

Mark Lewis
Head of Analytics
mark lewis@pcsmarket.org

pcsmarket.org

Martina Spaeth
Analyst
martina.spaeth@pcsmarket.org

Harry Noutsos
Issuer Liaison
harry.noutsos@pcsmarket.or

Daniele Vella

Analyst
daniele.vella@pcsmarket.org

for the full CV please
click on the photo
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PCS
Members &
Permanent
Observers

PCS Members

Allen & Overy

Allianz

Amundi

APG

Ashurst LLP

AXA

Baker & McKenzie

Banca Sella Holding S.p.A.
Barclays

BBVA

Bishopsfield Capital Partners
Bloomberg

BNP Paribas

BNY Mellon

Clifford Chance

Credit Suisse

Deutsche Bank

European Banking Federation
Freshfields Bruckhaus Deringer
Hengeler Mueller

Hogan Lovells

ING

J.P.Morgan Asset Management

Linklaters

Lloyds Banking Group
Intesa San Paolo

Mayer Brown

Moody's

Nationwide Building Society
NIBC Bank

NN Investment Partners
Obvion

Rabobank

RBS

Robeco

Santander
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Motivation: Are concerns of transition risk from climate change justified?

Transition risk Firms in sectors affected by the transition Financial institutions
eg banks, insurers, institutional investors

/ - Exposure to
Governments’ climate policies t‘ Impact on profits
Changes in valuations
Physical risk Physical assets, agriculture, workers
BYisine Weatlior eveins \ Risk to UK financial stability:
« Higher insurance claims

e L o (o TP e o » Portfolio losses

WM EEANI Ul Lower asset values « Sentiment shocks

Lower productivity « Defaults on loans

Source: Bank of England




In this paper we look at a government intervention in the UK housing market
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Government

introduces a climate policy addressing
greenhouse gas emissions in the UK
housing market.
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Houses and flats

may affect prices of properties that
are under the scope of the policy.

v

Banks

may affect collateral values of
mortgages in the banking book.




We study the introduction of the Minimum Energy Efficiency Standard
(MEES 2018) in England and Wales in April 2018

Energy Efficiency Rating

Current | Potential

Very energy efficient - lower running costs

(92 plus) A

(55-68) D

Landlords cannot let these
properties anymore
Mot energy efficient - higher running costs




We examine three implications of this policy intervention
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Change in property prices? Loan-to-value distribution Wealth distribution
of mortgages? among homeowners?




We use transaction-level data from 2015 to 2019

0 =
Property transactions Energy efficiency rating

includes the transaction date and the price paid. for all properties that have been constructed,
sold or let since 2008.




We employ a Difference-in-Difference design with matching

AEA T
Propensity score matching Difference-in-difference analysis

ensures that we compare only estimates the causal effect of the MEES 2018
properties that are like-for-like. on property prices.




There is evidence of transition risk in the housing market

Change in property prices (2015 — 2019)
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Energy-efficient properties

Energy-inefficient properties

Prices of energy-inefficient properties
affected by the MEES 2018 increased
about £9,200 less relative to unaffected
ones.




There are limited implications for the LTV distribution of mortgages

(a) Mortgages against energy-inefficient properties (b) All mortgages
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There are moderate increases in wealth inequality among UK homeowners

(zini coefiicient

(1)
Before MEES 2018 34.40%
After MEES 2018 33.40%

After MEES 2018 + £9.000 (treatment) 32.23%




Our key takeaways

* This paper provides novel evidence of transition risk in the housing market
* relevant for market participants with respect to uncertainty of collateral values to climate shocks.

* relevant for the calibration of climate stress tests which can include climate shocks.

* This specific policy intervention had
* only moderate implications for financial stability
(as the policy only slightly raises the share of high LTV mortgages).

* some implicationsin terms of increases in wealth inequality among UK homeowners.
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