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Is Covered Bond regulation necessary?

•

The public:
“Regulation is necessary, we live in a crisis. Banks must be regulated”

•

A student, undergraduate level, economics:
“Regulation is costly for the banks, borrower will pay higher interest rates as banks will add the
regulatory costs to the interest rates”

•

A member of a supervisory board:
“Dear board members, Please provide in all annual reports the costs of regulation. It must be clear to
politicians, shareholders and the tax-payer”

•

The board member of a covered bond bank:
“I am proud to be regulated. Our covered bond presentations show that we are regulated. We are
UCITS 52/4, compliant! We want to price our bonds at tight levels”

- What is true for our market? Is regulation more beneficial or costly?
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The regulator steps in
The Depfa ACS case, 2009

•
•
•
•
•



•
•

Settlement Agreement between the Financial Regulator and DEPFA ACS BANK
The Financial Regulator has entered into a Settlement Agreement with effect from 16 December 2009 with DEPFA ACS BANK in relation
to breaches of a regulatory requirement under the Asset Covered Securities Act 2001 (as amended) (“the Act”).
The Financial Regulator has reasonable cause to suspect that breaches of a regulatory requirement occurred whereby DEPFA ACS
BANK failed on a number of occasions to obtain the approval of its Cover-Assets Monitor (“the CAM”) or the Financial Regulator prior to
making or amending an entry in its register of public credit covered securities business, such approval being required pursuant to
subsection 53(5) of the Act.
The breaches were notified in the first instance to the Financial Regulator by DEPFA ACS BANK.
In determining the appropriate sanction, the Financial Regulator took into account the following:
The CAM has confirmed that at all times the cover assets pool remained in compliance with all other requirements of the Act, including
over collateralisation requirements on both a regulatory and contractual basis
No investors suffered a financial loss; and
DEPFA ACS BANK has since introduced new procedures and controls (including those proposed by an external consultant) and new
management and reporting structures to prevent future incidences of this nature.
The Financial Regulator has reprimanded DEPFA ACS BANK and required it to pay a monetary penalty in the sum of €250,000.
The Financial Regulator confirms that DEPFA ACS BANK co-operated fully and was open and transparent with the Financial Regulator
throughout the examination. The matter is now closed.

http://www.centralbank.ie/press-area/pressreleases/Pages/SettlSettlement%20Agreement%20between%20the%20Financial%20Regulator%20and%20DEPFementAgreementbetweentheFinancialRegulatoran
dDEPFAACSBANK.aspx
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What happened after minimum leagal OC was breached?
Pooled-Cédulas-Territoriales

Legal requirement of
over-collateralization: 143 %

Source: http://www.cedulascajas.com/issues/

 No data error! According to my information (but not officially confirmed by a
regulator), Caja Duero was forced to hold a deposit at Banca de España to fulfill
the legal minimum.
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Insolvency of a Pfandbrief bank and administration: 1884 -1886

Source: Pavliček, Das Pfandbriefrecht (1894) und Wiener Zeitung (23.12.1884)
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No regulator
The Achmea Hypotheekbank case, 2008
By John Glover (Bloomberg, 18.09.2008)

•

Sept. 18 (Bloomberg) -- Achmea Hypotheekbank NV, a unit of Dutch insurer Achmea Holding NV, said an audit of its covered bond
program showed some of the mortgages it used as collateral didn't meet the criteria laid out in the documentation. As of the end
of last month, about 12 percent of the underlying home loans were so-called second-priority mortgages, used without including the
related first-priority loans, the Hague-based lender said in an e-mailed statement . Achmea is replacing the mortgages that aren't eligible,
the statement said. This will be done ``within the shortest possible time,'' the statement said, without being more specific. Covered bonds,
which are secured by mortgages or loans to public sector institutions, typically require borrowers to set aside assets that can be sold to
ensure repayment. They differ from asset-backed securities in that the assets remain on the issuer's balance sheet.

--Editors: Paul Armstrong, Andrew Reierson
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Disclaimer
This document has been issued by HSBC Trinkaus & Burkhardt AG (”HSBC”) for the information of its customers
only. It is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for
any investment.
This document does not constitute a sales prospectus or an offering memorandum and is not binding with regard to
the structure of the Transaction.
HSBC has based this document on information obtained from sources it believes to be reliable but which it has not
independently verified; HSBC makes no guarantee, representation or warranty and accepts no responsibility or
liability as to the accuracy or completeness of any information contained herein.
This document may not be reproduced or further distributed in whole or in part for any purpose.

7

