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Executive summary

Purpose of the report

1.

Over the past two years, several innovative securitisations have brought sustainability to the
forefront of the EU securitisation market. However, the application of sustainability
requirements in securitisation appears to require further clarification:

= The EU taxonomy does not apply directly to securitisation transactions, and financial
instruments issued within securitisation transactions are not ‘financial products’ as defined
in the Sustainable Finance Disclosure Regulation (SFDR).

= Moreover, while sustainable finance has initially been implemented in equity and corporate
debt finance, where investment decisions could be based upon the ESG performance of the
issuing entity, the implementation of sustainability in securitisation needs to consider
several parameters due to the variety of securitisation products, including multiple
securitisation parties alongside various types of underlying assets and structures.

Against this background, the EBA has been mandated to deliver a report that aims to develop a
framework for sustainable securitisation. In conjunction with the review of the Securitisation
Regulation and based on the outcome of this report, the European Commission will submit a
report to the European Parliament and the Council on the creation of a specific sustainable
securitisation framework, together with a legislative proposal if deemed appropriate.

General content of the report

3.

The report provides an overview of the recent developments and challenges of introducing
sustainability to the securitisation market and explores how the EU green bond standard (EU
GBS) could be implemented for securitisation, as well as whether a potential dedicated
framework for sustainable securitisation should be introduced.

After a review of the state of play of the EU sustainable securitisation market, it focuses on three
areas for which regulatory guidance was deemed relevant at this stage considering that i) the
overarching EU regulations on sustainable finance are still being developed and ii) the EU
sustainable securitisation market is still at an early stage of development. These areas include:

i.  the application of the EU green bonds standard to securitisation;
ii. the relevance, policy implications and possible design of a dedicated framework for
sustainable securitisation products; and
iii.  the nature and content of sustainability-related disclosures for securitisation products.

The report also includes policy recommendations addressed to the European Commission in
each of these areas.
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Key findings and recommendations

State of play of the EU sustainable securitisation market (chapter 2)

6. To date only a very limited number of securitisations labelled as sustainable have been seen in
the EU. In comparison with the US and the Chinese green securitisation market, the EU green
securitisation market appears small, and it is also less developed than the EU sustainable
covered bond market. The main challenges affecting the development of the EU sustainable
securitisation market are caused by i) a lack of available sustainable assets, ii) the absence of a
definition, standards, and data to foster transparency and credibility in the market and iii) the
limited attractiveness of securitisation products in general.

Application of the EU GBS to securitisation (chapter 3)

7. To ensure clarity in the application of the EU GBS and to ensure a level playing field across all
types of green bond instruments, the EU GBS also needs to apply to securitisation. However, the
application of the EU GBS requirements (including the use of proceeds, disclosures and
sanctions) at the issuer/SSPE level, as envisaged in the proposed EU GBS regulation, would raise
several issues, including that it will not prohibit the originator from using the proceeds of the
securitisation bond to generate non-green assets. As a result, the report suggests shifting the
EU GBS requirements from the SSPE to the originator so that the EU GBS requirements can be
imposed on entities with broader economic substance.

8. Applying the use of proceeds requirements at the originator level, instead of at the SSPE level
(as envisaged in the proposed EU GBS Regulation), does not appear to be an obvious path for
securitisation given its non-dual recourse asset-backed nature and because it would allow EU
green bond securitisation to be backed by non-green assets. However, it appears to be the most
efficient and pragmatic approach during a transition phase. It would also ensure that
securitisation is treated in a consistent manner as per other types of asset-backed securities.
Additional EU GBS disclosure requirements would, however, be necessary to ensure that
investors are made aware of the green characteristics of the underlying securitised assets and
to limit the risk of the ‘adverse green selection of assets’”.

Establishing a dedicated framework for sustainable securitisation (chapters 4 and 5)

9. Regarding green true sale securitisation, the report identifies two main rationales for
establishing a dedicated framework in addition to the EU GBS: i) to help to signal to the market
institutions that are already transitioning (hence that are already capable of including green
assets in the underlying portfolio of a securitisation transaction and, as a result would have
additional/complementary green credentials in addition to the green use of proceeds) and ii) to
further promote standardisation and consistency in the use of the ‘green securitisation’

! The risk of the ‘adverse green selection of assets’ may occur if originators are incentivised i) to invest in new assets
‘which are significantly environmentally harmful’ with a view to securitising them through an EuGB and to benefit from a
positive pricing differential, and/or ii) to sell off their legacy ‘brown’ collateral to securitisation investors and to keep the
‘high-quality green’ collateral on their balance sheet.
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designation. However, the report concludes that it would be inappropriate to establish a
dedicated framework at this juncture, though such a framework may become increasingly
relevant once the EU economy has further transitioned, more green assets are available and the
use of proceeds approach prevailing in the EU GBS becomes less relevant. To complement the
EBA advice to the EU Commission, the report also provides a list of high-level safeguards which
should be considered by the European Commission in case it decides to put forward a legislative
proposal for the creation of a green securitisation framework despite the EBA’s
recommendation.

10. Regarding green synthetic securitisation, more time would be needed to assess whether and
how the specificities of synthetic securitisation should be reflected in a green framework,
especially given that no green standard has been considered yet for any credit protection
instrument. It is therefore proposed that the EBA is mandated to monitor the development of
the EU green synthetic securitisation market and, if appropriate, further investigate the
relevance and potential content of a framework for green synthetic securitisation.

11. Regarding social securitisation, it is also deemed premature to establish a dedicated framework
for social securitisation given that an EU social bond standard is yet to be established and the
EU social securitisation market is still in its infancy. It is, however, proposed that the EBA assess
whether and how a social framework could be established once the EU social securitisation
market has further matured and after an EU social bond standard has been developed.

Sustainability-related disclosures and due diligence requirements for securitisation
products (chapter 6)

12. Improved availability of more standardised data on the principal adverse impact (PAl) of
securitisation investments on ESG factors would be key to supporting the transition of the EU
securitisation market towards sustainability. The Securitisation Regulation should therefore be
amended to extend voluntary PAI disclosures to non-STS securitisations.

13. Mandatory PAI disclosures should also be considered in the medium term once the EU
sustainable securitisation market has further matured and more experience has been gained on
the implementation of sustainability-related disclosures for securitisation.
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1. Introduction

1.1 Background

14. The Paris Agreement adopted in 2015 at COP 21 triggered a major step in the fight against
climate change by setting the target of limiting the rise of the global mean temperature to ‘well
below 2 degrees Celsius and pursuing efforts to limit it to 1.5% compared to the pre-industrial
period’. Among the objectives of the Agreement, the central role of global finance has also been
reaffirmed?.

15. The volume of financing needed to support the transition towards more sustainable economies
requires a significant change in the current allocation of financial flows between carbon-
intensive activities and green-compatible activities. In Europe, according to the European
Commission, the investment gap to achieve the EU's 2030 targets agreed in Paris is estimated
at around EUR 180 billion per year®. As a result, a notable emphasis has been placed on
sustainable finance since the signature of the Paris Agreement.

16. Against this background, in 2017 the European Commission published its Action Plan: Financing
Sustainable Growth, which had three main objectives:

i. reorient capital flows towards sustainable investment to achieve sustainable and inclusive
growth;

ii. manage financial risks stemming from climate change, environmental degradation and
social issues; and

iii. foster transparency and long-termism in financial and economic activity.

17. In May 2018, the European Commission also adopted a package of measures implementing
several key actions announced in its Action Plan. The package included proposals with the aim
of:

i. establishing a unified EU classification system (taxonomy) on what can be considered an
environmentally sustainable economic activity (EU Taxonomy Regulation®);

2 Article 2.1 (c) : ‘Making finance flows consistent with a pathway towards low greenhouse gas emissions and climate-
resilient development’

3 European Commission (link)
“ Regulation (EU) 2020 /852 (link)



https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance_fr
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R0852&from=EN
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improving disclosure requirements on how institutional investors and asset managers
integrate environmental, social and governance (ESG) factors into their risk processes (EU
Sustainable Finance Disclosure Regulation, SFDR®); and

creating a new category of benchmarks comprising low-carbon and positive carbon
impact benchmarks to provide investors with better information on the carbon footprint
of their investments (EU Climate Benchmarks Regulation).

18. The EU regulatory agenda on sustainable finance is now expanding to ESG financing

instruments:

In July 2021 the EU Commission published a legislative proposal for an EU green bond
standard (EU GBS)®, which aims to creating a voluntary high-quality standard for green
bonds with common definitions of environmentally sustainable economic activities
(based on the EU Taxonomy Regulation), standardised disclosures and reporting to
support the financing of green investments, while addressing concerns around
greenwashing.

As part of its renewed strategy on sustainable finance’ the EU Commission, with the
support of the European Supervisory Authorities (ESAs) and the Platform on Sustainable
Finance, will also work on potential further bond labels such as sustainability-linked
bonds and transition bonds?; and,

the EBA will be mandated to provide an opinion on the definition and possible
supporting tools for green retail loans and green mortgages®.

1.2 Securitisation in the context of the EU sustainable finance

agenda

19. The implications of these developments for the EU securitisation market are significant.

Although the total issuance volume of EU sustainable securitisations appears very limited, over

the past two years several innovative securitisations have brought sustainability to the forefront

of the EU securitisation market. The EU sustainable securitisation market is growing, and it is

now expanding beyond the green RMBS and green auto ABS segments. Furthermore, there is

an increasing demand for sustainable securitisation products from many institutional investors,

which have increased their commitments to invest in sustainable assets in line with their internal

policy objectives. Interest is also rising from originators and issuers, and some of the main

5 Regulation EU 2019 /2088 (Link)

8 EU Commission proposal for a regulation on green bonds, Link

7 EU Commission strategy for financing the transition to a sustainable economy, Link

8 Action 1e) of the EU Commission strategy for financing the transition to a sustainable economy

9 Action 2a) of the EU Commission strategy for financing the transition to a sustainable economy

10
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motivations expressed in this regard relate to the objectives of ‘aligning with new corporate
values’, ‘enhancing reputation and brand’ and ‘meeting investor demand’.

20. Sustainability is becoming an increasingly important topic for market participants, but at this
stage the application of existing EU sustainability requirements in the context of securitisation
appears to be insufficiently specified. The EU taxonomy does not apply to securitisation
transactions, and financial instruments issued within securitisation transactions are not
‘financial products’ as defined in the SFDR. All securitisations in Europe are regulated by the EU
Securitisation Regulation®® (SECR), which already sets out detailed due diligence and disclosure
standards for securitisation, including the disclosure of information relating to the
environmental performance of residential loans or auto loans and lease portfolios in the context
of STS securitisation. Moreover, while sustainable finance has initially been implemented in
equity and corporate debt finance, where investment decisions could be based upon the ESG
performance of the issuing entity, the implementation of sustainability in securitisation needs
to consider several parameters due to the variety of securitisation products, including multiple
securitisation parties, as well as the various types of underlying assets and structures.

1.3 EBA mandate for a report on sustainable securitisation

1.3.1 Content of the EBA mandate

21. Against this background, the amendments introduced to the Securitisation Regulation (SECR)
by the EU Capital Markets Recovery Package (CMRP)!! have provided the EBA with a mandate
to deliver a report that aims to develop a specific EU framework for sustainable securitisation.
Article 45a(1) of the amended SECR, which lays down the content of this mandate (see Annex
1), specifies that the purpose of the report is to integrate sustainability-related transparency
requirements into the SECR. However, the list of topics that the EBA must investigate, pursuant
to this mandate, goes beyond the ESG transparency requirements for securitisations. In
accordance with Article 45a(1) of the amended SECR, the report should assess, in particular:

i. how to define and implement sustainability-related disclosures and due diligence
requirements for securitisation products;

ii. how to establish a specific framework for sustainable securitisation products drawing
upon the EU Taxonomy Regulation and the SFDR; and

iii. the potential impact of a sustainable securitisation framework on financial stability, the
scaling-up of the EU securitisation market and bank lending capacity.

22. Based on the outcome of the EBA report, the European Commission should submit a report to
the European Parliament and the Council on the creation of a sustainable securitisation
framework, together with a legislative proposal, if deemed appropriate.

10 REGULATION (EU) 2017/2402, Link
1 REGULATION (EU) 2021/557, Link
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1.3.2

Interaction with other works on sustainable securitisation

23. It should be noted that, in addition to the present report, several regulatory works are currently
being developed in the area of sustainable securitisation:

JC RTS on sustainability-linked disclosures for STS securitisation: Pursuant to Articles
22(6) and 26d(6) of the amended SECR, the ESAs must deliver draft regulatory technical
standards (RTS) on sustainability disclosures in relation to the adverse impacts of assets
financed by the underlying exposures on the climate and other ESG-related
sustainability factors for STS securitisations. While the JC RTS focus on ESG-related
disclosures for STS securitisations that are backed by a pool of residential loans or auto
loan and leases, this report investigates further potential ESG disclosure requirements
that could be applicable to securitisation products that fall outside the scope of these
RTS. The report is also meant to assess the relevance of additional disclosure
requirements that would be exclusively applicable to sustainable securitisation
products.

EBA report on the prudential treatment of ESG exposures. The CMRP has also introduced
an amendment to Article 501c of the CRR, which now explicitly requires the EBA to
include sustainable securitisation exposures within the assessment it must perform on
the relevance of a dedicated prudential treatment for ESG exposures. The assessment
of the relevance of a dedicated prudential treatment for sustainable securitisations
should be delivered by 28 June 2025 and therefore falls outside the scope of this Report.

EU green bond standard. As mentioned in paragraph 18, the proposed Regulation on
the EU GBS will create a new framework for the issuance of green bonds including
securitisations issued by a securitisation special purpose entity (SSPE). However, the
Commission ‘s legislative proposal on EU GBS also makes a reference to the EBA report
on sustainable securitisation by mentioning in its footnote 11 that the Commission’s
proposal does not prejudge the content of the EBA report and that a specific sustainable
securitisation framework, if desirable, could differ in scope and other respects from the
securitisation securities qualifying as European green bonds. Therefore, this report
explores the extent to which the EU GBS framework would be sufficient to capture the
specificities of green securitisation and whether some amendments of the EU GBS
would be needed.

1.4 Purpose of the report

24.The report provides an overview of the recent developments and challenges of introducing

sustainability to the securitisation market and explores how the EU GBS could be implemented

in the area of securitisation. In addition, it explores whether, and how, a potential dedicated

framework for sustainable securitisation could be introduced to complement the EU GBS.

12
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25. Conversely, this report does not provide a comprehensive analysis that aims to create a fully-
fledged standard for EU sustainable securitisation in a similar manner to that implemented for
the creation of the STS securitisation framework. Rather, the report focuses on key subject
matters for which some regulatory guidance would be relevant at this stage, especially
considering that i) the overarching EU regulations on sustainable finance are still under
development and ii) the EU sustainable securitisation market is still in its infancy and very little
experience has been gained so far in the application of ESG factors in the context of
securitisation.

1.5 EBA market survey on sustainable securitisation

26. To gather the views of stakeholders on the state of the market and on potential concerns and
expectations regarding the development of a framework for sustainable securitisation products,
the EBA conducted a market survey. Four parts were covered by the survey: i) market practices
and developments observed so far in the EU securitisation market, ii) design considerations for
a potential dedicated framework for sustainable securitisation, iii) the risk profile of sustainable
securitisation, and iv) other broader aspects including regulatory treatments.

27. As shown in Table 1, 40 entities participated in the EBA survey on sustainable securitisation, of
which 55% have already originated, arranged, rated, issued or invested in a sustainable
securitisation. The key results of the survey are presented in chapter 2 of this report.

Table 1. Market participation in the EBA survey on sustainable securitisation

Capacity Number

Originator 11

. 4
Originator & sponsor

4

Investor
Originator & investor 2

. . 2
Originator, sponsor, investor
Originator, sponsor, SSPE, 1
investor

. 4
Rating agency
Market association 6
Third party verifier 2

1

Securitisation repository
Reporting advisory !

. 1
Reinsurance company
Legal firm !
Total 40

13
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1.6  Structure of the report
28. The Report comprises five main chapters:

= Chapter 2 provides an overview of the developments in the EU sustainable securitisation
market, stressing both its characteristics and current limitations.

= Chapter 3 examines the extent to which the EU GBS framework proposed by the European
Commission would be adequate to capture the specificities of securitisation and whether
some amendments to the EU GBS would be needed.

= Chapter 4 investigates the relevance and the policy implications of establishing a dedicated
framework for green securitisation at this juncture. It also includes broad policy
considerations on how a potential dedicated framework for green securitisation may be
designed.

= Chapter 5 explores whether a dedicated framework for social securitisation should be
developed, considering the very early stage of development of the EU social securitisation
market as well as the ongoing EU regulatory developments in social bonds.

= Finally, chapter 6 assesses how sustainability-related disclosures could be introduced for
securitisation, building upon the SFDR requirements.

14
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2. EU sustainable securitisation market:
state of play

2.1 Definition and rationale

2.1.1

Sustainability in the context of securitisation

29. There is general agreement that the pillars of sustainability are environmental objectives, social

objectives and good governance. The EU Taxonomy Regulation provides a definition of what

‘environmentally sustainable’ means for certain economic activities and will soon also provide a

corresponding definition for ‘socially sustainable’ economic activities. However, as highlighted

in the EBA report on the management and supervision of ESG risks for credit institutions and

investments firms'?, at present institutions are still relying on various internal frameworks and

standards defining ESG factors, while some of them use their own definition.

30. However, the most common ESG factors include:

a positive impact on environmental factors such as reducing greenhouse gas emissions,
improving waste management and water use, reducing pollution and enhancing
biodiversity;

a positive impact on social factors such as reducing credit and financial exclusion and
improving diversity, gender equality, labour treatment and human rights.

a positive impact on governance factors such as fostering integrity in corporate conduct
through, for example, accountability, transparency, stakeholder engagement and
remuneration policy.

31. In the context of securitisation, three elements are usually considered when evaluating the

sustainability credentials of a transaction:

whether the assets backing the transaction comprise, in full or in part, a collateral, which
has a positive impact on ESG factors such as energy-efficient mortgages, electric auto
loans/leases or consumer loans to underserved borrowers;

whether the use of the proceeds or the capital relief gained by the transaction (in cases
of synthetic securitisation) are used to (re)finance in full or in part assets that have a
positive impact on ESG factors; and

12 ink
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iii. whether the key counterparties to the transactions (including the originator and the
servicer) commit to achieving certain sustainability-related key performance indicators
(KPI) including, for example, financial incentives for the originator upon meeting
specified ESG targets.

32. Therefore, it is how the performance of the collateral, the use of proceeds and the securitising

parties align with environmental and/or social objectives, and how these are underpinned by
good governance, that are the most relevant aspects for consideration when evaluating a
sustainable securitisation transaction. However, there is no market consensus nor a regulatory
stance on whether one of these three elements should prevail and on whether a minimum
amount of sustainable collateral or sustainable use of proceeds should be required for a
securitisation to be considered sustainable. As a result, sustainable securitisation could include
a wide range of transactions depending on how these three parameters are combined, but also
depending on the types of underlying exposures and the structure used in the securitisation
transaction. Table 2 provides an overview of the most common examples of sustainable
securitisation by ABS type.

Table 2: Example of sustainable securitisation by ABS type

Typical examples of sustainable underlying loans and/or use of proceeds

ABS type

Loans to (re)finance energy-efficient houses and/ or to improve home energy consumption
RMBS

Loans and leases to (re)finance electric or hybrid vehicles or vehicles meeting low emission standards
Auto ABS

Loans to (re)finance small business sustainable projects such as organic foods, products made from
SME ABS recycled materials or innovative technology which improves energy efficiency

Loans to finance infrastructure projects such as the installation of wind power stations, water and waste
Corporate management projects; low-emission public transport, electric vehicle charging stations and other energy-
ABS efficient projects

Loans to finance the acquisition or improvement of social or student housing, hospitals, community or
CMBS educational centres; commercial rooftop solar energy loans
mortgages

(Re)financing trade receivables generated by companies which are transitioning to more sustainable

business models such as auto manufacturers, manufacturers of household equipment or non-toxic
ABCP cleaning products

CLO managers apply ‘negative screening criteria’ to exclude companies that derive a portion of their

revenue from certain activities that are considered to be non-sustainable, such as the extraction of oil,
CLO

gas &coal

33. At present, there is neither a market standard nor a label exclusively applicable to sustainable

securitisation. However, the International Capital Market Association (ICMA) has developed the
Green Bond Principles (GBP), the Social Bond Principles (SBP), the Sustainability Bond Guidelines
(SBG) and the Sustainability-Lin