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Thematic dossier: Securitisations — regulatory treatment under Solvency Il review

Summary

This opens up considerable new scope for asset management in the insurance
industry. In future, capital requirements for securitisation will be significantly
reduced in order to increase the attractiveness of this asset class. This has been
made possible by the review of Solvency Il. Based on the Savings and Investment
Union, the European Commission has revised the Delegated Regulation for
Solvency Il (known as Level Il). It will come into force on 30 January 2027.

From a regulatory perspective, securitisations are divided into STS (Simple
Transparent Standardised) and non-STS (Chapter 4 of the Securitisation Regulation).
Securitisations that meet the criteria for simple, transparent and standardised
securitisations (STS securitisations) receive preferential treatment in terms of capital
requirements. These generally include securitised consumer loans (ABS) and
residential mortgage-backed securities (RMBS). Securitised commercial mortgage-
backed securities (CMBS) and corporate loan-backed securities (CLO) fall under the
category of non-STS securitisations.

The EU Commission's stated goal is to enable capital requirements for non-STS
securitisations to be aligned with those for the banking sector and for STS
securitisations to be aligned with the capital requirements for covered bonds.

In this thematic dossier, we would like to highlight that the combination of both
types of securitisation can represent an attractive alternative to a corporate bond
portfolio in terms of returns and solvency capital requirements (SCR).*

The relative value of securitisations can be significantly increased compared to
corporate bonds following the Solvency Il review. With better credit quality, excess
returns can be achieved or a better return/SCR ratio can be presented.*

Union Investment's Credit Solutions team is the ideal partner for constructing and
managing portfolios in line with Solvency Il requirements. Union Investment has been
active in the securitisation market since 2001. The team has been working together

in its current configuration (five portfolio managers with an average of 23 years'
experience in the capital markets) since 2016 and has in-depth knowledge of the
requirements of regulated investors. The team manages a total of barely €4.0 billion
for institutional clients.

This thematic dossier was produced in cooperation between Union Investment and
SolvencyAnalytics. SolvencyAnalytics AG, Switzerland, provides regulatory analysis
and reporting services for a wide range of clients in the insurance, banking, pension
fund and asset management sectors (SolvencyAnalytics).

*Detailed information on the opportunities and risks of investment funds in the securitisation asset class can
be found on page 9.
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Theory
Solvency Il review - relief for securitisations

The Solvency Il review led in particular to a revision of the Solvency Il Directive
2009/138/EC by the amending Directive (EU) 2025/2. The revised Directive will
enter into force on 30 January 2027.

Similarly, Delegated Regulation (EU) 2015/35 is an integral part of the Commission
Communication on the Savings and Investment Union of 19 March 2025. With
trillions in assets under management, the insurance sector remains an important
institutional investor and can contribute to achieving the objectives of the Savings
and Investment Union. In particular, the insurance sector can provide long-term
capital financing to companies, especially SMEs and small mid-cap companies, by
investing in equity and certain alternative assets, i.e. venture capital, private equity
and infrastructure. However, the share of insurance sector investment in these
markets remains limited. The same applies to securitisations, which still account
for less than 1% of insurers' investment portfolios.

The review analysis* showed that, despite the regulatory improvements introduced
in 2018, only partial success has been achieved in removing regulatory barriers to
securitisation. Furthermore, the assessment found that it has not been possible to
reduce the disproportionately high supervisory costs for insurance companies or

to significantly increase investment in securitisation by the insurance sector.

Adjustments in the market risk module

Against this backdrop, the amendment to the Delegated Regulation introduces a
number of measures in the market risk module of the standard model under Solvency
Il with a view to significantly reducing the capital requirements for securitisations.

Changes in the Spread Risk sub-module

In order to increase banks' lending capacity, the possibilities for transferring credit
risks (securitisation) outside the banking sector will be improved. This will be achieved
in particular by significantly reducing the risk factors in the Spread Risk sub-module
of securitisation investments for insurance companies.

The following charts show the reduction in current (2018) and future (2025) stress
factors — for terms of up to 5 years — for each securitisation category:

*Commission Delegated Regulation (EU) 2025/7206 of 29 October 2025; Recitals 32 and 33;
www.solvency2-delegated-regulation-2025-7206_en.pdf
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STS securitisations (ABS/RMBS): reduction of risk factors
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Non-STS securitisations (CLO/CMBS): Significant reduction in risk factors
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As before, Solvency Il refers to the Securitisation Regulation and its definition

of so-called STS securitisations. The STS criteria are defined in the Securitisation
Regulation and are specified in more detail in a regulation issued by the European
Banking Authority (EBA). As under the CRR banking regulation, the aim here is to
give preference to STS securitisations over other (non-STS) securitisations. As part

of the Solvency Il review, new risk factors for senior tranches are being introduced,
particularly for non-STS securitisations, while the risk factors for non-senior tranches
are being reduced in order to better align senior and non-senior capital requirements
with the banking regulations mentioned above.

In the case of STS securitisations, the regulatory treatment of senior tranches is aligned
with the treatment of covered bonds, and the treatment of non-senior tranches is
adjusted to the same extent as senior tranches.
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Elimination of the requirement for a double rating

As part of the consultation, the industry also called for the removal of the
requirement for European insurers to conduct a double credit assessment for
securitisation risks. Securitisations should be treated in the same way as other
fixed-income instruments.

The Commission has partially complied with this by removing the dual rating
requirement, at least for simple, transparent and standardised (STS) securitisation
positions.

Adjustment of the correlation matrix

However, additional capital relief measures will introduce, among other things,

a lower correlation factor between spread and interest rate risk in a scenario of
falling interest rates. This was preceded by an economic analysis* conducted by the
insurance supervisory authority EIOPA, which found that the current calibration
appears too conservative. In particular, empirical data show that the largest interest
rate declines did not occur at the same time as the widening of spreads on the bond
markets. As a result, the correlation factor will be reduced from 0.5 to 0.25.

Changes in the Interest Rate Risk sub-module

In addition, interest rate stress is being adjusted across the board as part of the
Solvency Il review.

In order to better calculate insurers' interest rate risk — particularly in a low interest
rate environment such as that which prevailed between 2016 and 2019 - the rules for
the interest rate risk sub-module are being amended to take account of interest rates
falling into negative territory or a further decline in already negative interest rates.

Changes to the standard formula for interest rate risk should not lead to an
unjustified increase in capital requirements when interest rates are low. Accordingly,
a maturity-dependent floor will be introduced.

Nevertheless, it can be assumed that, under the recalibration, insurers will again
have to hold more solvency capital for interest rate risks in future, both in the event
of an upward and a downward shock. For example, based on a corporate bond
portfolio representative of insurance companies (mod. duration: 3.3; average rating:
A-), the current interest rate environment will result in an increase of 100 per cent
in an upward shock and 60 per cent in a downward shock compared to the current
interest rate module.

*Commission Delegated Regulation (EU) 2025/7206 of 29 October 2025; Recital 20; www.solvency2-delegated-
regulation-2025-7206_en.pdf; www.eiopa.europa.eu/publications/opinion-2020-review-solvency-ii_en
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Practice
Impact on securitisation portfolios

In addition to the relative improvement, the absolute size of the Spread SCR is
particularly important for future investment decisions. The following chart shows
the effects of changes in the Spread risk sub-module for selected securitisation
portfolios. The yield/SCR ratio also helps to classify the attractiveness, especially
in comparison to a representative portfolio of corporate bonds or covered bonds.

Securitisation compared to covered and corporate bonds
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Under the new regime, securitisation portfolios have significantly lower Spread SCRs
than under the previous calculation methodology.

Portfolios with a high proportion of non-STS positions that are also senior and have
a correspondingly high credit quality (e.g. AAA CLO) can benefit disproportionately
from the new regulation.*

Similarly, STS positions (ABS/RMBS) that enjoy particular regulatory advantages in
the senior segment can once again benefit significantly from the new regulations. In
terms of the yield/SCR ratio, senior STS positions can now outperform covered bonds.

A combination of STS senior and AAA CLO securitisations delivers a yield/SCR ratio
comparable to corporate bonds and can generate excess returns.

If we analyse the possibility of a combined strategy in greater depth, it becomes clear
that the Spread SCR reduction compared to the current regulation will primarily result
from the AAA CLO positions (reduction from approx. 65 per cent to 14 per cent Spread
SCR), which also deliver a high return contribution. The addition of ABS positions that
are favoured by regulators leads to a further Spread SCR reduction in the portfolio
context due to their attractive yield/SCR ratio, which is further increased under the
new regulation (increase from approximately 122 per cent to 166 per cent yield/SCR).
Depending on the yield/SCR appetite, the two sub-portfolios can be combined as
desired and can lead to an attractive yield/SCR ratio at the portfolio level while
simultaneously generating a lucrative absolute return level.

Combined securitisation portfolios (senior)
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*Detailed information on the opportunities and risks of investment funds in the securitisation asset class can be found
on page 9.
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Yield/SCR: Significant improvement
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Change in the yield/SCR ratio for senior securitisation portfolios; source: SolvencyAnalytics

Conclusion

The Spread SCR between securitisation portfolios and traditional bond classes is
being harmonised. In particular, STS senior (ABS) are on a par with covered bonds,
and non-STS senior tranches (CLO) are reaching the levels of corporate bonds.

Non-STS positions of the highest credit quality (CQS) stand to benefit most from
the new regulation and will see the largest absolute Spread SCR reduction.

Although the yield/SCR ratio for non-STS positions has improved significantly,

it remains considerably lower than for STS positions, confirming the regulatory
preference for STS structures as an ‘efficient Spread SCR anchor’ (before and after
Solvency Il review).

Investors can derive the greatest benefit from regulatory improvements through
actively managed mandates. In this context, the identified sub-portfolios can be
combined as desired based on yield/SCR considerations. In addition to the variables
discussed here — securitisation type, seniority and rating — credit duration, in the
form of weighted average life (WAL), can also be taken into account individually

in portfolio construction. Union Investment's Credit Solutions team will be happy
to take the time to tailor your investment requirements to your specific needs.
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Opportunities and risks of investment funds in the securitisation asset class
Opportunities

e Attractive yield premium compared to corporate bonds through the collection
of complexity and liquidity premiums

e Limiting interest rate risk
e Attractive returns despite low interest rate duration
e Low historical default rates for European securitisations

e Diversification effect through access to alternative types of credit

Risks

e Market-related price and yield fluctuations as well as credit risk of individual
issuers/contractual partners

e llliquidity of assets

e Increased price fluctuations due to the composition of the funds
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Disclaimer
In accepting this document, you agree to be bound by the following restrictions:

This document is to be considered as marketing material / advertising. This document is intended exclusively for
Professional Investors and you confirm that you are a Professional Investor. This document is not for distribution
to Retail clients.

he information contained in this document should not be considered as an offer, or solicitation, to deal in any of
the funds mentioned herein, by anyone in any jurisdiction in which such offer or solicitation would be unlawful or
in which the person making such offer or solicitation is not qualified to do so or to anyone to whom it is unlawful
to make such offer or solicitation.

This document does not constitute a recommendation to act and does not substitute the personal investment advice
of a bank or any other suitable financial services consultant or specialist in taxation or legal advice. The descriptions
and explanations are based on our own assessments and are limited to the facts at the time of the preparation of this
document. This applies in particular also as regards the present legal and taxation environment, which may, at any
time, change without advance notice.

This document was prepared with due care and to the best of knowledge of Union Investment Institutional GmbH,
Frankfurt am Main. Nevertheless, the information originating from third parties was not verified. Union Investment
Institutional GmbH cannot guarantee that the document is up to date, accurate or complete.

Neither Union Investment Institutional GmbH nor any group company accepts liability for any loss or damage that
may result from the use of the information provided. This does not include liability for wilful misconduct or gross
negligence or for damages resulting from injury to life, limb or health.

Allindex and product names of companies other than those belonging to the Union Investment Group may be
trademarks or copyrighted protected products and brands of these companies.

This document is intended exclusively for information purposes for Professional Investors and is meant for personal
use only and should not be disclosed to Retail clients. The document, in whole or in part, must not be duplicated,
amended or summarised, distributed to other persons or made accessible to other persons in another way or
published. No responsibility can be accepted for direct or indirect negative consequences that arise from the
distribution, use or amendment and summary of this document or its contents.

This document is intended for internal use only. It must therefore be neither fully nor partially copied, amended

or summarised, distributed to other persons, made available to other persons in any other way or published. The
company accepts no liability for any adverse effects arising either directly or indirectly from the distribution, use,
amendment or summary of this document or its content. This marketing message does not constitute an investment
recommendation and is not a substitute for the personal investment advice provided by a suitably qualified
investment advisor or for an assessment of the investor’s individual circumstances by a lawyer or tax advisor. Any
reference made to investment fund units or individual securities may constitute analysis within the meaning of
Article 36 (1) Commission Delegated Regulation (EU) 2017/565. If, contrary to the aforementioned stipulations,

this document is made available to an unspecified group of persons or is in any other way distributed or published,
amended or summarised, the user of this document may be subject to the provisions of section 85 (1) of the German
Securities Trading Act (WpHG) in conjunction with Article 3 (34) and (35) and Article 20 of the Market Abuse
Regulation (EU) (recommendations regarding investments and investment strategies) as well as Article 36 (1) and (2)
of Commission Delegated Regulation (EU) 2017/565 supplementing MiFID Il (financial analysis), customer disclosure
requirements for retail investors and professional clients (Article 44 of Regulation (EU) 2017/565) and specific
associated requirements issued by European and national supervisory authorities.

Details of funds’ performance and the classification of Union Investment funds and other products in the form of
risk categories or colour schemes are based on past performance and/or volatility. Consequently, this information
gives no indication of future performance.

The FX ratio is calculated on the basis of all fund assets, including cash and liquidation of target funds. The following
metrics are calculated on the basis of fixed-income assets, including liquidation of target funds and taking account
of cash and derivatives: average yield, average coupon, average residual term to maturity, average duration and
modified duration. When calculating the average residual term to maturity, floating-rate instruments are taken into
account using their maturity date. The average rating is determined using a proprietary calculation method of Union
Investment (Union Comp Rating) and is based on fixed-income assets, taking account of cash but not derivatives.

All asset allocation overviews and the fund structure are based on the fund’s economic assets, including liquidation
of target funds. Derivative hedging positions are netted against the fund assets. All asset allocation overviews are
presented excluding cash, third-party funds and real estate funds. The fund structure is assigned in accordance

with the Union Investment Group's own asset allocation. Allocations may vary from those shown in annual and
half-year reports. For sector allocation purposes, MSCl sectors are used for equities and Merrill Lynch sectors are

used for fixed-income assets. The distribution yield (expressed as a percentage) represents the coupon in the relevant
financial year. This is based on the net asset value at the start of the financial year, adjusted for the distribution
relating to the previous financial year.

The Sustainable Finance Disclosure Regulation (SFDR) stipulates the disclosure requirements that apply to financial
products. Products that fall under Article 6 do not take account of sustainability criteria, while products within the
meaning of Article 8 involve the promotion of certain environmental and social characteristics. The products defined
under Article 9 are geared towards sustainable investing.
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Any front-load charges are passed through in full to the broker of the relevant fund. No front-load charges apply
to direct subscriptions from Union Investment.

Please read the sales prospectus and the key information document (KID) before committing to an investment
decision. These documents provide extensive product-specific information on aspects such as the fund's investment
objectives, basic investment principles, opportunities and risks as well as explanations concerning the risk profile of
the fund. Together with the investment terms and conditions and the annual and half-year reports, these documents
constitute the sole binding basis for the purchase of the fund. English language versions of these documents can be
obtained free of charge at www.union-investment.com. If the documentation relates to a sustainable investment
fund, further information on the sustainability-related aspects of the fund can be accessed at
https://union-investment.com/home/Reporting.html.

READ THE PROSPECTUS BEFORE INVESTING

A summary, in English language, of your rights as an investor and additional information on tools for the collective
enforcement of rights is available under ‘Notifications and complaints’ at https://union-investment.com/home/
About-us/Principles.html. The entity issuing a fund may decide at any time to end any arrangements it has made
with regard to the sale of fund units and/or for classes of unit in that fund in a member state other than its home
state, subject to the requirements of Article 93a of Directive 2009/65/EC and Article 32a of Directive 2011/61/EU.

Contact: Union Investment Institutional GmbH, Weissfrauenstrasse 7, 60311 Frankfurt/Main, Germany,
tel. +49 69 2567-7652

Unless otherwise stated, all information, descriptions and explanations are dated 28 February 2026.
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