
Our partners at Tukongote Community Projects in rural Zambia 
have embarked on an ambitious new community initiative, the 
Waterberry Tukongote Agricultural Co-operative Project, sponsored 
by Texel Foundation. Recognising that local communities were 
heavily reliant on tourism income and imported food, they are now 
developing a long-term sustainable solution. On fertile land 
donated by Waterberry Lodge, locals are being taught how to grow 
crops and keep livestock so that they can provide food for their 
community, including local schools. Texel Foundation funded the 
irrigation pipes, fencing, tools, seed and salaries for two staff 
members to coordinate the project.

The markets for both SRT transactions and NPI have grown in parallel and share similar motivations and 
drivers. As each market has developed separately, the market practices and expectations of their participants 
have developed differently. Like any new product or developing area, there is therefore something of a 
learning curve to be undertaken: not only by insurers approaching this area for the first time but also by the 
teams within a bank who typically manage SRT transactions with perhaps less direct experience of NPI 
compared to their syndication and distribution colleagues. As a broker, it’s our role to bridge these gaps 
which is why we have former bankers, lawyers and underwriters with direct experience of this area in our 
team.

In the context of SRT transactions, the benefits for banks in working with insurers will include, over the 
longer-term:

- Meaningful scale and pricing benefits: even when adjusting for the risk weighting of the insurer, client banks 
have found the pricing offered by the insurance market in this area to be compelling. The insurance market 
has also repeatedly demonstrated its ability to scale its offering for new transaction types provided the right 
precedents are set e.g. over the course of 5 years from 2013, the US GSE ACER programme has scaled to the 
point where the insurance market now routinely assumes billions of dollars worth of risk transfer.

- Diversity of risk appetite and underwriting expertise: in the context of SRT transactions, insurers are 
potentially able to offer risk transfer in relation to asset classes or geographies that have traditionally been 
underserved by investors in SRT transactions. One such area is infrastructure and project finance which has 
long been supported by credit insurers, many of whom have dedicated in-house sector specialists;

- Growth of SRT transactions to benefit multilateral development banks (“MDBs”): the insurance market has 
offered balance sheet and capital management to MDBs for over two decades through a mixture of 
insurance policy and risk participation structures. The mandates of MDBs, the risks which they originate and 
the geographies in which they operate are well understood and supported by the NPI market. Executing 
insurance based or driven SRT transactions represents a highly efficient way some MDBs to streamline and 
scale their capital and balance sheet management efforts while working with trusted, long-term partners 
from the NPI market.

If you are interested in discussing or learning more about this area, our Structured and Bespoke Solutions 
team would be delighted to assist, please contact them using the details below: 

As government mandated lockdowns began to take hold in Europe and the rest of the 
world, COVID-19 resulted in some banks undertaking immediate and pre-emptive 
issuances of SRT transactions to bolster their RWA positions. Other banks however chose 
to delay transactions they might have otherwise brought to market, preferring to delay 
execution with a view to market conditions normalising. The net effect is that overall activity in this area 
has reduced compared to the same point in previous years.

The response of insurers active or looking to enter this area has been similar in pattern to that of banks: 
many insurers who were exploring SRT transactions but were yet to execute a deal have slowed their entry 
into this space, understandably waiting to assess the impact of COVID-19 before entering, what is for them,   
a new and developing part of the market. On the other hand, a number of insurers who already had 
experience of executing SRT transactions remain open to looking at new transactions and have, in some 
cases, offered terms on new transactions for our clients.

Synthetic securitisations are a well-established, core tool which have been used by banks alongside 
traditional NPI to manage their regulatory capital, credit risk and exposure limits for the last 20 years.           
The sector benefits from long-established market practices, close regulatory oversight and tried and tested 
documentation and deal mechanics. Many banks execute these transactions on a programmatic basis 
across a diverse range of lending sectors including corporate and SME lending, trade finance, mortgage 
lending and project and infrastructure financing. In 2018 alone, it was estimated that SRT transactions 
(as they are commonly referred to) representing a total volume of EUR 105 billion were issued2.

In a synthetic securitisation, one or more counterparties will agree to cover a pre-agreed level of losses on        
a defined portfolio of credit exposures held by the bank over a given period of time - the similarity to NPI 
is therefore obvious. The level of losses covered by the counterparty is determined by a mix of commercial 
negotiation and the bank’s need to achieve the transfer of “significant credit risk” associated with the 
portfolio - hence the terms “Significant Risk Transfer” or SRT. Whether and how SRT is achieved is 
determined in accordance with specific provisions set out in the Capital Requirements Regulation (“CRR”) 
and varies according to the portfolio’s characteristics and the bank’s regulatory capital modelling 
approach. If SRT is achieved, the risk weighting the bank is allowed to apply to the retained exposures is 
reduced significantly (dropping to as low as 15%) which means that the capital savings can be significant 
on a single transaction.
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NPI and Synthetic Securitisations: 
Overview and status of the market

During Q3 2020 an important development to impact our 
Non-Payment Insurance (“NPI”) market has been the exit or 
readjustment of some large banks’ ability to support Trade & 
Commodity Finance (“TCF”) to traders and producers. TCF has been       
a critical part of most insurers’ portfolios since the beginnings of NPI, 
supporting not only banks, but also to corporate and trader clients.       
A cocktail of fraud, COVID-19, certain depressed commodity prices and   
a historical lack of returns versus regulatory capital requirements has 
forced the hand of certain banks. The exit of ABN AMRO and the 
material change in BNP Paribas’ and Société Générale’s scope for 
supporting TCF will undoubtedly leave a vacuum, which in the current 
global predicament, is unlikely to be occupied quickly. In addition, 
other TCF lenders will have adjusted their risk appetite downwards, but 
without the public disclosure of withdrawing from the sector entirely or 
disbanding regional offices. Alternative financing, such as through 
funds, may increase within TCF but the timing and returns currently 
available may ensure that funds will not fill the void in the short term. 

A more limited supply of TCF lending, amidst the backdrop of a flight to quality, should hurt some small and 
medium-sized traders and producers the most, at a time when liquidity backstops are critical. Conversely the 
large traders seem insulated for now and protected by their large inexpensive unsecured credit lines that 
continue to be a historical grievance of their supporting banks. Across the board, once refinancings start to 
materialize, banks will no doubt try and push for interest margin increases, centered on more punitive 
internal funding costs and COVID-19 risk premiums, but what is achievable is likely to be inconsistent. 
Amongst the volatility of 2020 there will always be some winners and this year is expected to provide some 
traders with one of their best for trading profitability.1 

The high-profile fraud cases which occurred within TCF, such as on Asian traders Hin Leong, Agritrade, 
ZenRock and Hontop, appeared to involve multiple pledging of the same invoices and/or the hiding of a 
large amount of loans from the prying eyes of lenders, to facilitate funding. Fraud is a disease which has 
risen to the surface periodically across every sector and area of finance both on private and public lending, 
and sadly it will continue to do so. The lack of public knowledge of fraud occurring at a company, industry or 
at government level does not mean it’s entirely absent and the extent of the issue is always difficult to truly 
assess. However, fraud should not be used as a reason to adversely select against the actions of smaller 
players, this year has also seen fraud at the forefront of the demise of payments processing company 
Wirecard (formerly in the DAX 30), as well as the difficulties engulfing NMC Health (a former FTSE 100 
private hospitals company). 

Greater use of technology should certainly assist in mitigating 
screening and monitoring risks, as well as keeping an audit      
trail through central registries, such as through Blockchain 
technology. Progress in using technology systematically across 
TCF is slowed by the very reasons that underpin the importance 
of adopting it more quickly. The international nature of trade 
creates cross-country inconsistencies and risks, as well as 
difficulties in adhering to various compliance and regulatory 
requirements. Add to this, the high-volume nature of TCF, with 
often tight time restrictions, and a complexity involving breadth 
of parties, which, dependent upon the financing type, can 
involve an array of parties critical to the logistical and 
operational efficiency of the trade. Screening across all parties 
and sophisticated automation through electronic safeguarding 
(rather than relying on a paper trail) is still developing both on 
the operational and finance sides. It’s not an easy fix and 
industry bodies such as the International Chamber of Commerce 
(ICC) through their working groups must drive progress.  

TCF will continue to remain a critical part of finance, it’s too vital for supply chains and continued 
globalization. It connects corners of the globe and facilitates economic development. TCF is a beautiful 
concept, but recent fraud and corruption events have reminded all stakeholders of the importance of 
sophisticated levels of due diligence and appropriate risk management procedures. Refreshing these 
procedures and ultimately being transparent regarding them with your underwriters will help ensure 
confidence and continue the significant role NPI must play. TCF remains one of the target asset classes       
for many insurers and without it, the NPI industry would not have the scale and global reach it has today.        
As ever, a partnership approach between Insured and Insurers remains at the forefront of collective success. 

Texel’s Structured and Bespoke Solutions team is already known       
to some readers of this Newsletter, but for those readers yet to be 
introduced to the team, we work with clients to develop, structure 
and execute credit risk transfer transactions with the insurance 
market where either: 

(i) the underlying credit exposures are less liquid or more esoteric; or 

(ii) the means of the risk transfer itself is more structured or bespoke 
than cover typically placed in the wider market.

A particular focus for the team is the execution of NPI and other 
forms of unfunded risk transfer offered by insurers in the context     
of synthetic securitisations or Significant Risk Transfer (“SRT”) 
transactions as they are referred to in Europe. This is an area which 

had begun to generate significant momentum among insurers and banks alike prior to the onset of 
COVID-19 and one which we anticipate will begin to pick up further momentum as market conditions start 
to normalise and banks look to resume postponed transactions.

1Source: https://www.spglobal.com/platts/en/market-insights/latest-news/oil/093020-global-commodity-traders-expect-bumpe
r-year-as-pandemic-shakes-up-markets 

2Data collected by the IACPM and referenced in On STS Framework For Synthetic Securitisation Under Article 45 Of Regulation 
(EU) 2017/2402

3Pursuant to Regulation (EU) 2017/2401 and Regulation (EU) 2017/2402 

Synthetic Securitisations

Interest from insurers in synthetic securitisation began to develop in the run up to the implementation          
of the Revised Securitisation3 Framework in Europe in 2019. One of the effects of the framework was to 
affect the risk weighting and sizing of the tranches on some 
transactions. The result was that, on some deals, it made sense for      
a bank to look at transferring additional, thicker tranches of risk. 

The pricing of these tranches was naturally less than the pricing of 
more subordinated tranches and therefore less attractive to 
traditional investors (generally made up of hedge funds and asset 
managers targeting more aggressive returns). The pricing and risk 
profile of these tranches was however very well suited to the 
insurance market and proved an attractive way for insurers to initially 
enter the space. Conversely, the relative pricing benefits (which 
proved attractive even when factoring in the unfunded nature of the 
protection), diversity of risk appetite in the insurance market and potential for significant long-term 
scalability amongst multiple insurers proved of interest to banks.

Initial Interest from Insurers

Insurer interest in this area was originally limited to a few insurers and reinsurers who were first movers. 
After an initial learning curve, insurance market interest in these transactions began to gather momentum 
from the end of 2018, throughout 2019 and up to the first quarter of 2020 when the scale of COVID-19’s 
impact began to become apparent. Similar to NPI, SRT transactions are generally executed privately so 
public information isn’t readily available. We are however aware of at least 12 transactions being executed 
with the insurance market between 2018 – Q1 2020. Indicative of the diversity and flexibility of insurers 
who were active in this area, it’s worth noting that these transactions:

- Covered a variety of different asset classes, including corporate and SME lending, 
residential mortgages and project and infrastructure finance;

- Had support from a growing panel of insurers and reinsurers: beyond those who were 
the initial first movers into this area: the 12 transactions referred to above were 
supported by a total of eight different insurers, many of whom were entering this space 
for the first time;

- Incorporated unfunded insurers at different levels of the capital stack: insurers not only 
took risk at the mezzanine level but also at the “first loss” or “equity” level as a small 
subset of insurers were attracted by the risk-reward profile of these tranches;

- Used unfunded protection instruments provided by insurers in the form of either an 
insurance policy or a financial guarantee, but with similar limited conditionality to that 
found on protection instruments traditionally used on SRT transactions (such as CDS and 
financial guarantees); and

- Included some transactions in which bank purchased additional protection on the deal 
after placing a first loss layer with a traditional investor to generate further 
Risk-Weighted Assets (“RWA”) savings for the bank.

Development of market

Impact of COVID-19

Potential of Insurance in SRT transactions
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During lockdown in 
Cambodia, all hotel 
industries, restaurants and 
schools were closed.                
Of the 1 million population 
in Siem Reap province, 
approximately 80% lost 
their income as a result.

As rice planting season approached, farmers were unable to access grants or microloans so our partner 
Cambodian Community Dream Organisation decided to offer micro loans of USD60 worth of rice seed per 
farmer. Repayment takes the form of 125kg of rice (from an anticipated harvest of 400-700kg per hectare) 
plus USD10 in cash. The loan repayment will fund and provide rice for CCDO’s school breakfast programme, 
feeding more than 1,000 children, 6 days a week (socially-distanced), which the farmers’ children benefit 
from. So far, the crops are thriving!
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New Hires within the Texel Group 

We welcomed two new colleagues to our London broking team during Q3:

Brexit back on the agenda
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Regulatory Update 

2020 has been swept away by COVID-19. The initiatives to support 
recommendations for changes to Basel IV to accommodate the role 
of the private insurance market by engaging further with the 
European Commission and other national interests has been 
hampered due to other COVID-19 related priorities. This quarter there 
are no significant developments to report on these initiatives. Given 
the proximity of the end of the transition period we turn instead the 
focus back to a quick recap on insurers’ response to Brexit. 

The UK formally left the EU on 31 January 2020 and entered into an 
11 month transition period to maintain trading continuity whilst 
seeking agreement on the terms of a trade deal. The deadline for extending the transition has now passed 
and at the end of this year we will know whether the UK will exit with or without a trade deal.

Insurers structured their affairs on a worst case scenario basis of a no-deal Brexit largely by establishing 
separate EEA and UK entities through which insurance could be written for EEA and UK clients/risks 
respectively; in this way allowing insurers freedom to continue to have access to the EEA and UK markets 
post-Brexit. The significant compliance/KYC work for banks to onboard the new Brexit entities has also 
already taken place. 

The European Insurance and Occupational Pensions Authority (EIOPA) published recommendations on 19 
February 2019 addressed to national regulators with the aim of minimising detriment to policyholders and 
beneficiaries. In terms of portfolio transfers - EIOPA recommended that competent authorities should allow 
the finalisation of portfolio transfers from UK insurers to EU insurers provided it was initiated before the 
withdrawal date. Whether UK based insurers may service and pay claims to EEA based policyholders 
depends on the precise terms of legislation in each EEA member state.  

Most banks and other clients are also now familiar with transfers of insurance 
business under the legal process set out in Part VII of the Financial Services and 
Markets Act 2000. Part VII Transfers are conducted through the courts and 
require notification to policyholders. In addition to establishing new EEA entities 
many UK insurers have transferred or are in the middle of the process of 
transferring portfolios of insurance contracts to EEA insurers. This is to ensure 
compliance by insurers with EEA national regulators’ expectations that EEA 
insurers will service EEA customers.

By way of example, AIG was one of the first insurers to implement its Brexit 
strategy which comprised a complete restructure of its European business (AIG 
Europe Limited) by incorporating two new entities: American International Group 
UK Limited (AIG UK), incorporated in the UK and AIG Europe SA (AIG Europe), 
incorporated in Luxembourg and transferring all AIG Europe Limited’s business to 
one of these two new entities. That transfer took place in December 2018.     
There have been a number of other Part VII Transfers since then. 

Also worth a mention is the current Part VII Transfer being undertaken by Lloyd’s. In October 2018, Lloyd’s 
publicly stated that if the UK leaves the European Union with a ‘no deal’ Brexit, Lloyd’s underwriters will 
continue to honour their contractual commitments including the payment of valid claims. Lloyd’s, however, 
took the view that a Part VII Transfer was the best solution allowing the certainty and finality required, 
regardless of the political outcome. Given the nature and complexity of the Lloyd’s market, Lloyd’s sought 
guidance from the English Courts in November 2018 to seek approval on the principles that would apply to 
its Part VII Transfer. Lloyd’s are responsible for notifying respective policyholders and have coordinated with 
brokers for correct client contact details. We have worked with Lloyd’s to verify insurance policies Lloyd’s 
consider in scope against our records to ensure a consistent approach and that the relevant impacted 
policies are captured as part of the transfer. The last Court hearing is scheduled for 18 November 2020 with 
the intention that the effective date of the transfer will be 30 December 2020. 

It should be noted that it is not necessary to endorse contracts transferred to EEA entities via a Part VII 
transfer order to reflect the change in legal entity.

For EEA insurers who relied pre-Brexit on passporting rights to provide services into the UK continue to 
benefit from those passporting rights under the transition period. At the end of the transition period the UK 
established a Temporary Permissions Regime (“TPR”). TPR allows EEA firms to continue to 
operate in the UK for a maximum of 3 years from the end of the transition period in line 
with current permissions while they apply for full UK authorization.

If you have any queries concerning Brexit and your policies please get in touch with your 
usual Texel contact. 

This briefing does not necessarily deal with every topic, or cover every aspect of the topics with which it deals. 
Notwithstanding anything to the contrary herein, it is not designed to provide legal or other advice.

Outline of an SRT Transaction


