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Summary 

 
The way of financing mortgage credits resulting from the strategy of individual banks has the 

determined influence on the diversity of the mortgage credits and their prices. Initiatives aiming at 
integration of primary markets of mortgage credits have the influence on the diversity and prices of 
credit offered on these markets. However initiatives aiming at integration of the secondary mortgage 
market have the influence on the availability of this credit on the primary market. 

In Central-European countries should be generally believed that integration of mortgage markets 
can influence on the improvement their effectiveness. Increasing effectiveness is connected with 
increasing the flow of finance credit markets and the diversification of the risk. Increasing the 
effectiveness means also lower costs of mortgage credits for customers in whole Europe. It is possible 
to reach it through the cost cutting and the improvement in administering capital. 

Deposits are one of the cheapest sources of financing mortgage credits. However this form of 
financing is available for lenders with the developed branch. It requires special techniques of 
managing assets and liabilities, because of the incongruity of the credit length and deposits financing 
it. Additionally on some markets we have lack of deposits height. In spite of such a situation in the 
majority of countries of the European Union financed mortgage credits with deposits constitute 60 % 
of all credit 

Estimating that value of credit refinance by covered bonds is 17% and by RMBS also 17%. Their 
participation is growing constantly also through the development of such refinancing sources, as: 
whole loans sales and temporary warehousing facilities. On the capital market there are different 
instruments letting refinance mortgage credits: traditional and structuralized covered bonds, debt 
papers secured with housing mortgage credits (issued by special institution appointed for it– SPV), 
structuralized papers with using term cash. 

 
Early repayment  

 
Risk of the early repayment of the mortgage credit is basic kind of the risk taken into consideration 

in securitization transactions. Borrowers are deciding on the early repayment as a result of changing 
economic conditions in lending process. Because of the loan repayment period, it is difficult to 
anticipate changes of economic conditions. 

Early repayment can trigger different consequences for the lender and for the investor gaining 
papers debt secured with this credit. Different consequences are appearing in the case of mortgage 
credits with constant interest rate and different for credit with the changeable interest. 

In the case of the decrease in interest rates we are dealing with early repayment of credit with 
constant interest rate, and when interest rates grow, indicators of early repayments are dwindling. 

However in the case of credit with the changeable interest rate, which are most frequent in the 
Central and Eastern European countries, the change of central bank’s interest rates has the smaller 
influence on the height of early repayments indicators. Competitive conditions and implementing new 
products on the market are more essential, which can also have the influence on early repayments with 
constant interest rate. 

From the point of view of the investor having covered bonds or RMBS in his wallet, an appropriate 
calculation of the life expectancy of securities is most essential. In the case of the early repayment of 
credit by the borrower, the issuing subject can earlier than it was planned buy debt paper. It is a 
serious problem in securitization transactions, because investor receiving means in the different time 
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than he thought, he can deal with less beneficial economic conditions, what can cut expected incomes 
from the reinvestment of these means.  

Early repayment is connected with both the benefit and the cost. In the same transaction for ones 
participants the earlier repayment can be a benefit, while for different a cost. Probably it can turn out 
that the reinvestment risk is more serious than the credit risk. 

International experiences in treating early repayments are different. In such countries, as the USA 
or Denmark consumers have the unconditional law to early repayments, but it is connected with extra 
costs: in the case of 30 years credit wit constant interest rate, the costs can come from to 100 of base 
points annually.  

In some European countries was introduced limiting the earlier repayment of credit, what directly 
is connected wit lower interest. What is being practiced is including in the payment on account of early 
credit repayment, value lost profits on account of the credit handling. For example, in Germany the 
right to the earlier repayment is acquiring after 10 years of paying a loan. 

Enabling the customer the resignation from unconditional limiting early repayments should be a 
universal solution – the customer will be deciding, whether to use the lower interest or higher service 
charges of credit, if such a note will be in a loan agreement. 

The right to the earlier repayment is being limited by implementing the compensating commission 
or the payment in different European jurisdiction. 

Payments registered in loan agreements on account of the early repayment are being applied in 
Great Britain, France, Portugal and Spain. The amount of payment is independent of the loss suffered 
by the lender.  

International Financial Reporting Standards (IFRS 7) regulation demands that lenders estimate 
maturity dates of financial instruments. Additionally there will be required modeling early repayment 
in order to present the risk exposition connected with it to investors. It will need estimating, in point of 
financial flows generated by credits, covered bonds and debt papers secured by mortgage credits, the 
probability of appearing earlier repayment. In the situation, when the rating agency is more interested 
to assess credit being security of covered bonds than issuer rating. From the point of view of the 
investor an ability of understanding the structure of the pool of credit is becoming more important. A 
transparency and understanding ingredients of the credit pool are acquiring significance 

From a point of view of the borrower it would be beneficial to enclose in loan agreement right of 
early repayment. He could then resign from it and get better credit conditions. The compensating 
commission would be in addition legally allowed, covering losses for the lender. In the case of the lack 
of the commission or payments, the lender should have good instruments to assess risk of early 
repayment. 

 
Evaluation of the fixed property  

 
Assessment of the estate constitutes the critical element of security quality assessment at giving 

and financing the mortgage credit. 
Administering the appropriate evaluation of the estate, the lender can apply preferential risk for 

mortgage credits, what is connected with capital requirements. The notes included in the Capital 
Requirements Directive are supposed to force creating professional systems of estate valuation and 
adapting existing systems to new requirements.  

In the case of covered bonds, evaluation of estate with mortgage credit and LTV (loan to value), 
constitute the basic requirement of qualified credit as security of covered bond. In all domestic 
regulations, concerning covered bonds issuing, the evaluation of the estate is treated as the essential 
criterion of the safety assessment this financial instrument. In the majority of legal articles in countries 
of the European Union, the evaluation of the estate in point of the issuing the covered bonds, is based 
on bank-mortgage value or market value. 

With aim of getting the rating in securitization transactions for debt papers secured with housing 
mortgage credits, an evaluation of the estate is also required. Regulations referring to the 
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securitization transaction do not determine the permissible height of the LTV level or requirements of 
evaluation procedures. 

Different techniques of the estate evaluation are being applied in membership countries of the 
European Union. It is possible to divide them in the ones, which are using the market value or 
standardized value. In both cases different methodologies are applied: income method (from the 
renting), restitution method or comparative method. 

 In many countries of the Union the principles of mortgage valuer activity are not regulated by law. 
Associations of mortgage valuers individually determine educational standards or requirements of 
getting and raising the qualifications. 

Because of meaning of the appropriate evaluation of securing mortgage credits in securitization 
transactions and refinancing portfolio by the issuing covered bonds, joining in the discussion and 
presenting appropriate recommendations on the European level seem intentional. Peculiarly, keeping 
transgenic transactions will require regulating principles and the methodology of the estate evaluation 
in order to recognizing and accepting local solutions in international transactions. In the different case 
such an instrument could be recognized unsecured and more expensive. 

Systems of the automatic evaluation of the estate can be applied in mortgage secondary market 
transactions on condition that obtaining approval from rating companies. It requires having the 
appropriate size of the database, with using the actual evaluation. Then evaluation based on statistical 
methods will enable to apply automatic methods of the evaluation. Such an attempt allows for the 
appropriate indexation of the estate, peculiarly after issuing debt papers, better risk assessment 
bounded with LTV and lifting the limitations connected with the lack of suitable qualifications of 
mortgage valuers. 

 
Land register system 
 
Origin and development of the mortgage secondary in Europe can be determined by possibility of 

transferring the mortgage security between lenders. In some countries in order to transfer mortgage, is 
required a new notarial act (it concerns Denmark, Ireland and Poland), what influences on the 
effectiveness and costs of such transactions, at the same time constituting the barrier for the secondary 
market. Additionally the sale mortgage portfolio in some countries of the Union requires informing 
and getting the borrower agreement, what complicates administrative procedures of the transaction. 

 
Foreclosure 

 
In countries of the European Union foreclosure, understood as recovery proceedings, can last from 

two months till seven years. However legal proceeding last from one month till two years. Based on the 
court decision the sale of mortgage can take even seven years. Total costs of vindicatory proceedings 
can take from three to nineteen percent of remaining value of the borrower debt repayment. 

Correctly functioning vindicatory system allows for lowering costs and supporting providing credit 
for borrowers. Without reliable system solutions, in it improvements of vindicatory procedures, many 
borrowers could not get credit, and lenders wouldn't have an opportunity to give them credit. 

Personal details security 
 
Directive of the European Union (95/46/EC) and articles for protection of personal details in 

individual countries determine unequivocal conditions of making personal details available about 
customers of banks. In the case of the securitization transaction, where we are dealing with the 
securitization (with refinancing) of individual home loans, the protection of personal details is 
important because of assessment of the quality (of credit) of securities, obtaining borrower and 
correctness of presenting the information to investors purchasing debt papers refinancing mortgage 
portfolio. 
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In securitization transactions on European market the possibility of the credit quality assessment is 
a basic element of the credit risk assessment. From this point of view, an access to the information is 
essential, both known as „negative information” (e.g. the volume and the number of unpaid credit 
installments, breach conditions of a loan agreement by the borrower etc.), which not always are 
complete and known as „positive information” (e.g. the current volume of the debt, the number and 
the volume of credits etc.). The lack of the access to this information in transgenic transactions can 
lead to rejecting the application for credit or raising costs of credit. In both cases it works to the 
disadvantage of banks customers. 

The change of mortgage credit handling principles, including in the pool credits being an object of 
the securitization, the transfer of this pool to the special purpose vehicle or to the trustee, can be 
connected with extra administration costs. In case of securitization transaction, borrower agreement 
about such transfer is required and administration costs can undermine the economic legitimacy of 
such transactions. 

The investor purchasing securities secured with mortgage requires complete information, 
particularly before taking the investment decision. This information can concern the particular data 
about the borrower, terms of payment, loan to value – LTV and estate. In European countries the 
investor has not an opportunity to conduct analysis of credit in the securitization pool, including 
characteristics of credit, conditions of its repayment and risks of credit connected with the early 
repayment (such conditions are created only in the USA). Principles of making such information 
available, i.e. the protection of personal details, were determined in the union directive and even, when 
data of the borrower or financed estate by credit are not available – they are still treated as „personal 
details”. 

All these elements influence for increasing costs of the securitization transaction, as well as for 
limiting the fluidity of the secondary market.  

 
Covered bonds 

 
Legal construction of covered bonds, particularly conditions of securing with mortgage credits, 

preferential conditions of the mortgage, regulations and excluding from a bankrupt's estate, cause that 
this instrument more often is used for refinancing of mortgage portfolio. Investors see benefits of 
investing in safe covered bonds at relatively high rate of return. 

Registered in the European Union Directive (UCITS from 1988) preferential conditions of treating 
covered bonds, enable investment funds to purchase maximum 25 percent of covered bonds asset 
value of one issuer.  

New Capital Agreement (Basel II) disregarded the preferential position of covered bonds, what 
causes, that in the calculation of the capital accuracy (assigning appropriate risk weight) they are 
treated as unsecured bank bonds. 

Capital Requirements Directive of the European Union recognizes the privileged position of 
covered bonds in case of fulfilling by them determined in the 85/611/EEC Directive conditions. 
Moreover mortgages constituting the security must meet criteria determined in conditions of the 
issuing covered bonds, including criteria of the quality, and it is also necessary to apply determined 
principles of the real estate value assessment and monitoring them. 

Technique of the securitization, being relatively new, requires special regulations, particularly in 
regulations of a civil code. In the majority of European countries regulations referring to the 
securitization are included in different statutes, which often change or they are adapting legal articles, 
and they are not regulated in one legal document. A need of detailed regulations, resulting from the 
specificity of the public politics and securitization transactions, is a cause of such situation. These 
changes refer for example to conditions of creating and special purpose vehicle bankruptcy or marking 
assets being subject of the securitization transaction from a bankrupt's estate and the personal details 
connected with the protection, taxes (CIT for SPV, the VAT and the tax on civil-legal activities or using 
derivatives in hedging transactions. 
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Capital Requirements Directive does not refer directly to securitization tools, but contains 
determined basic principles in the New Capital Agreement, referring to regulation capital in money 
and synthetic transactions RMBS, from the point of view of the issuer and the investor. 

Regulations referring to financial statements in securitization transactions are not for them 
favorable. All stock exchange companies and banks must prepare consolidated financial statements 
according to European standards. Main standards in the mortgage selling are formulated in MSR 39 – 
concerning accountancy side of financial instruments and securitization treating. MSR 27 and 28 
generally determine, whether the subject should be consolidated whether not. SIC 12 refer to peculiar 
conditions of SPV. In accountancy side, it should be meaningful, that they refer to the essence of the 
transaction, rather than the way, into which she was conducted. 

MSR 39 is deciding if securitization is a sale or secured loan. From 2005 its changed version came 
into force. The assessment, whether the transaction causes removing the amount due from balance, is 
two-stage. In the first stage it should be stated, whether as a result of the transaction a part of the risk 
and benefits connected with amounts due was handed. If yes, it isn't necessary to examine it, whether 
the seller has the control over assets. If as a result of the transaction handing to the part the risk and 
benefits followed, we are dealing with the sale. A situation is the second extreme case, when the kept 
part of the risk, benefits and assets are still in balance. We can formulate the question then: did the 
seller keep the control over assets? If he did not keep, we treat it as the sale. If he kept, in the suitable 
grade to the asset value they stay in balance. 

A situation is a next extreme case, when we are not handing the risk and the benefit over. Then the 
transaction is not treated as the sale. Examples are: repo, reverse repo, buy sell back, sell buy back. Or 
we are selling the mortgage and we are giving option for the buyer, which - if will be willing - can 
return it to us. A factoring with regress is a different example. In such situations assets still stay in 
balance. The payment is not treated as the sales revenue, but as the loan, which is increasing 
obligations.  

Fact of exercising the SPV control is deciding if SPV is consolidated. It is usually assume that the 
control is being exercised, if we have at least 50 percent of voices. SIC 12 is giving peculiar examples, 
which we are applying to SPV. A possibility exists, that we have no shares in SPV, and we will be 
consolidating her. Different situation is a case, when transferor is profiting from the transaction as 
well as is taking a risk. For example, when SPV has mortgages guaranteed by the seller. As a result the 
risk still stays with the seller. In such situations, in spite of the lack of the share, we will control this 
company and it will be necessary to consolidate it. 

Many participants consider that present accounting principles of the securitization transaction not-
reflecting economic principles – recognizing in  balance full mortgage values, in spite of keeping and 
accepting a risk in the process, only to the height of the residual value. Important fact is that applying 
these principles, the financial statement can misinform creditors of the bank, which are reading in 
bank balance mortgages, which are not in the full value accessible to these creditors. At the same time 
a double SPV consolidation can appear. In the case of selling to the investor „first loss position, he is 
obliged to the consolidation of his report, according to MSR 27 SIC 12 requirements, while the 
arranger can also present the consolidated report in the connection with different pointing indicators, 
for example holding the control over SPV. 

 
Sale of mortgage portfolio 
 

In Europe, transactions of the mortgage portfolio sale are in the early phase of the development. 
Mortgage arranger, instead of securitize mortgages, is selling this mortgages directly to a different 
financial institution. Purchaser - it is usually investment bank - is buying mortgage portfolio at a 
nominal price with the bonus. The purchaser can keep the mortgage portfolio or securitize it. The 
arranger is using the monetization of the mortgage portfolio, at the same time removing assets from 
his balance. The purchaser is ready to pay more than amounts nominal value of mortgage, assuming 
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the possibility of making a profit from the securitization of these mortgages. Purchasing administers 
the special team dealing with securitization transactions.  
 
Enhancing the quality of mortgage credit 

 
Capital Requirements Directive of the European Union clearly is enhancing the need of applying by 

banks a broad spectrum of risk management product. Such products are offered on European markets, 
both through private subjects, as well as government structures. Both Netherlands and Germany led 
guarantee institutions. In Netherlands there is National Housing Guarantee Program, which offers 
credit insurance for private borrowers, and in Germany - Kreditanstalt für Wiederaufbau (KfW), which 
is creating the platform of the securitization transaction. 

 
Market conditions from the investor perspective  

 
Basic element, which requires conformity on the European level, is formulating a definition. 

Because of the possibility of different interpreting terms of the mortgage secondary market by 
arrangers, investors can receive the incompatible information, which are not letting compare itself. 
The lack of the possibility of referring to different transactions is limiting conditions of the concrete 
securities evaluation. It can lead for increasing costs of financing credit on markets, where this 
information is insufficient and at the same time to stop investors from investment in mortgage 
securities issued on these markets 

Regulations should enable the access to the information for investors, in time letting for the 
appropriate internal assessment of risk connected with investment, before taking any obligations. 
Regulations usually create conditions of the access to the same information for investors of the same 
classes. Investors must have the access to the information about changes in the securitization 
transaction before taking on an obligation. Regulations concerning the transaction should be 
constructed, so that the investor is sure that the transaction is being conducted according to the 
highest requirements of the corporate supervision. For example, an information which should be made 
available to investors interested in covered bonds are: principles and market requirements, the 
information about the product and its characteristics, the information about the mortgage credits 
portfolio and principles of monitoring, the detailed structure of the portfolio, principles of the risk 
management, the structure and behaviors of borrowers, kinds of the market risk, principles of 
applying preferential weight. 

 
REPO RMBS transactions 

 
In comparing e.g. with the American market, REPO transactions are in the early phase of the 

development n Europe. The greater flow of this market can enable issuers better access to cheaper 
financing sources and for investors is creating the possibility of the greater elasticity in creating his 
investment portfolio, what can mean bigger interest in this market among investor. 

However the level of complicating the market of the REPO transaction can influence the market 
development negatively. The level of complicating depends on three basic factors: legal principles in 
securitizations on market, different principles of treating instruments strengthening the credit quality 
and the portfolio as well as kinds of security versus the kind of the customer, the kind of the estate, the 
LTV indicator and the geographical concentration. 

Implementing the Capital Requirements Directive from 2007 can cause different adapting for its 
requirements. As a last it can limit access of arrangers to credit risk management tool and we will be 
dealing with the different degree of freeing capital for the same products as a result of. 

Both regulations, the New Capital Agreement and the Capital Requirements Directive, will leave 
open some aspects or some question will leave national adjusters to the decision. It can cause the 
situation, when the same principles of the transaction are differently interpreted and applied in 
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different jurisdiction, through and even as part of the same companies. The vagueness of some 
registers can limit some transactions and have the harmful influence on their development in the 
future. European experts recognize such definitions as: „significant transfer”, „unmatched maturities, 
„approval RMBS as security of covered bonds”, „treating swap between the arranger and SPV”. 

 
Housing price indices 

 
In many European countries lack of recognizable and acceptable housing price indices (HPI) can 

constitute the barrier in refinancing the portfolio. In the future, in every European country functioning 
housing price indices should be helpful in mortgage portfolio refinancing. A fact that in some countries 
implemented bases of indices for commercial estate, which are very useful in financing this market 
segment, is worth making a note. 

 
International experiences 

 
On the III Congress participants could make themselves acquainted with the structure of the 

securitization transaction in the Russian Federation. The mortgage market in Russia is a relatively 
young, although dynamically developing market. At the XX and XXI turn of centuries regulations 
referring to mortgage financing were enforced: changes in a civil code, changes in the housing code, 
legal documents regulating mortgage credits, the system of registration the property rights and 
transferring it, mortgage securities and securitization. 

All these regulations and the economic situation caused, that more and more persons is using 
mortgage credits. I is predicted that in next years the number of given credit will amount 1 million 
annually. The primary market is still in the initial phase of the development – assessment based on 
relation mortgage debt to GDP ratio. 

 
Conclusions 

 
The system of financing and refinancing of mortgage credits should be created in order to fulfill 

requirements of mortgage products offered on the market, rather than inversely. It is also essential, so 
that every market keeps its bank model and the model of mortgage financing, which requirements of 
borrowers and lenders, as well as the demand of national and foreign investors are fulfilling. 

Therefore, there exists a need of balancing refinancing mechanisms. For example different 
solutions for covered bonds and for RMBS are being applied in the same jurisdiction, in spite of the 
fact that both instruments contain the same basic solutions, aiming at using means from the capital 
market financing retail mortgage credits 

More integrated and competitive housing finance market is creating better business conditions for 
all sorts of subjects. The competitiveness should appear at every stage of the credit chain: of 
establishing characteristics of the product (origination), of providing credit conditions (underwriting), 
of financing, the service and the risk management. It will let the appearance new, also niche 
participants of the market in every element of the credit chain, what will influence on competitiveness 
and effectiveness each of these elements and on lowering costs beard by lenders and prices for 
borrowers. 

Problem confirming this thesis is connected with aspect what is more essential for the housing 
finance market development: the standardization or the deregulation. Some are arguing that the 
diversity and the inconsistency of loan agreements, mortgage products and criteria of granting credit 
are a potential barrier in more effective housing finance. Standardization the pool of mortgage credits 
should let to greater flow of the market, better assets transfer, enable to get appropriately pool and 
facilitate taking investment decisions. 
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From the other side the standardization can contribute for limiting the diversity of products, as 
well as reducing interest in mortgage credit by potential borrowers, which require non-standard 
crediting. 

 Transparency is a basic element of the product and refinancing conditions assessment by the 
investor. 

Enabling the wider access to the information of product characteristics, mortgage security, value of 
estate and domestic housing prices indices, creating for managers rating risk, investors, rating 
agencies and bank sector adjusters the conditions for better understanding the risk connected with the 
given pool of credit. For these institutions the transparency in understanding the risk of the credit pool 
is more essential than the standardization. 


