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FeatureKEY POINTS
�� Initiatives such as the BBB’s ENABLE Funding Programme and STS labelling seek 

to jump-start securitisation funding to SMEs through standardised origination and 
portfolio criteria.
�� There remain potential problems though: in an ENABLE transaction, variation in 

underwriting and servicing criteria could pose a problem when moving from the 
warehouse stage to the take-out securitisation stage.
�� This could be mitigated through the BBB taking an assertive role in the administration 

of the ENABLE Funding Programme requirements, including accumulation of the 
warehouse assets, appointment of an overall servicer for the portfolio, and standardised 
data reporting.
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Enabling SME securitisations
In this article, the authors analyse the British Business Bank’s ENABLE Funding 
Programme which seeks to jump-start securitisation funding to SMEs and draw 
comparison with the recent Bibby securitisation.

■Small and medium enterprises (SMEs) 
are seen as key to growth in Europe. 

Enabling access by SMEs to financing is 
a key part of the European Commission’s 
Capital Markets Union. It has also been a 
focus for the United Kingdom government 
which established the British Business 
Bank (BBB) for this purpose. The BBB 
has several initiatives that are intended to 
increase access to funding for SMEs in the 
UK. The BBB’s stated model is to provide 
funding alongside or through private sector 
partners using targeted guarantees and 
funding options to create more effective and 
efficient finance markets for SMEs in the 
UK. One of those initiatives, the ENABLE 
Funding Programme, is based on a two-stage 
programme designed to use securitisation 
techniques so that increased funding can be 
provided to SMEs more efficiently.

The initial stage of the ENABLE Funding 
Programme consists of warehousing pools 
of asset finance receivables originated by 
various lenders in an aggregation vehicle until 
critical mass is achieved in the vehicle. A 
take-out stage is then expected to securitise 
the aggregated pools of receivables by issuing 
asset backed securities or other forms of 
debt to institutional investors. The BBB has 
described the take-out stage as the creation 
of a multi-originator platform intended to 
lower the fixed costs of securitisation for 
smaller originators which otherwise lack 
the scale necessary to undertake their own 
securitisations. In October 2015 the BBB 
closed its first transaction into the warehouse 
facility, a £100m financing of equipment loans 
originated by Hitachi Capital.

At approximately the same time, Bibby 
Financial Services closed the first private 
sector securitisation transaction of trade 
receivables by an asset-based lender in the 
UK, a £600m rated note facility supported 
by a pool of receivables representing the 
funds advanced to its invoice discounting and 
factoring clients. The underlying assets for 
the Hitachi transaction (leases or loans) differ 
from the Bibby transaction (trade receivables), 
but like the Bibby transaction, the take-
out stage of the BBB’s ENABLE Funding 
Programme envisages a multi-originator 
securitisation structure.

This article will analyse the ENABLE 
Funding Programme in the context of efforts 
to jump-start access to the securitisation 
markets for SMEs across the European 
Union and in comparison to the Bibby 
securitisation.

SIMPLE, TRANSPARENT AND 
STANDARDISED SECURITISATION
Over the last year, the European Union has 
engaged in a consultation and rule-making 
process which intends to re-invigorate the 
securitisation market generally in order to 
increase the amount of credit for businesses 
and households. With respect to SMEs the 
goal is that the “simple, transparent and 
standardised” (STS) initiative will foster the 
development of securitisation funding for 
SMEs. It intends to do this by encouraging 
measures which will, among other things, 
allow banks to securitise and therefore finance 
loans to SMEs more easily. Those measures 
include encouraging market participants to 
develop standardisation further with the 

intention of reducing execution and operating 
costs for securitisations.

The rules supporting the STS framework 
are still under discussion but the initial drafts 
indicate that for a securitisation to meet the 
STS standards, it must fulfil the following 
criteria (amongst others):
�� It must be a true sale securitisation and 

the transfer of the assets must not be 
subject to any severe claw back provisions 
in the event of the seller’s insolvency. 
�� The originator, sponsor or original lender 

will be required to provide at the outset 
and on an on-going basis, and to the best 
of its knowledge, representations and 
warranties that assets being included 
in the securitisation are not otherwise 
encumbered or in a condition that would 
adversely affect enforceability.
�� The securitisation must be backed by a 

pool of homogenous underlying expo-
sures, which must not include exposures 
in default.
�� The exposures must be originated in the 

ordinary course of the originator’s or orig-
inal lender’s business pursuant to under-
writing standards that are no less stringent 
than those that the originator or original 
lender applies to similar exposures.
�� At the time of the transfer of the expo-

sures, the debtors (or guarantors) have 
made at least one payment, except in the 
case of specified revolving securitisations 
or exposures payable in a single instalment.
�� The originator, sponsor or original lender 

satisfies the applicable risk retention 
requirements.
�� The originator or sponsor must provide a 

liability cash flow model before pricing of 
the transaction and on an on-going basis.
�� Loans must have a credit history long 

enough to allow reliable estimates of 
default risk.
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ENABLE FUNDING PROGRAMME 
REQUIREMENTS
The ENABLE Funding Programme envisions 
a structure under which the asset finance 
provider (the originating lender) will sell a 
portfolio of its loan or other receivables to 
an aggregating special purpose vehicle (the 
SPV). The funding of the portfolio sale 
will consist of a cash payment, co-funded 
by the BBB and the European Investment 
Fund (EIF), and a deferred compensation 
component payable to the originating lender, 
the amount of which will depend on the 
performance of the receivables. Consequently, 
the originating lender bears the first loss risk 
in a manner equivalent to a horizontal risk 
retention required for a securitisation. In the 
capital markets take-out stage of the funding, 
the aggregating SPV will issue notes or 
other indebtedness where the senior tranche 
issued to institutional investors will be credit 
enhanced by the continued retention of the 
first loss risk by the originating lenders (in the 
form of deferred consideration) and a junior 
tranche to be guaranteed by or held by the 
BBB and the EIF. 

The ENABLE Funding Programme 
specifies origination and portfolio criteria 
that an originating lender must satisfy as a 
condition to participating in the programme. 
Those criteria are in many respects 
comparable to the STS criteria and include, 
amongst others:
�� A track-record of ability to originate 

asset finance instruments to SMEs; 
�� Availability of historic SME portfolio 

performance data such as vintage loss 
and default curves and information 
regarding internal risk assessment; 
�� Origination, portfolio and asset manage-

ment procedures; 
�� Nature and granularity of the historic 

and expected portfolio and approach to 
portfolio diversification; 
�� Quality of risk management and 

demonstrated robust and tested systems 
and processes in place for originating 
and managing asset finance agreements 
and portfolios including but not limited 
to lease, hire purchase and, if relevant, 
loan documentation, back-office systems, 
monitoring and governance arrange-

ments and management information 
reporting; 
�� Assets that are:
�� an interest paying hire purchase 

or lease instrument with a stated 
maturity; 
�� originated by the participating origi-

nator or via pre-approved brokers; 
�� the borrower operates in the UK and 

is an entity which is customarily ac-
cepted as a small or medium-sized en-
terprise and is an SME in accordance 
with the definition of the European 
Commission; 
�� the hire purchase or finance instrument 

is not in arrears, no payment default 
under the instrument or insolvency 
of the borrower has occurred and the 
borrower is not in financial difficulty.

In addition an applicant must provide 
evidence that the proposed financing is a new 
or additional supply of finance to SMEs that 
does not just displace or substitute existing 
sources of finance available to SMEs.

ISSUES SPECIFIC TO SMEs
Overall, the requirements for an ENABLE 
Funding warehouse transaction are consistent 
with many of the parameters for an STS 
securitisation and as such they help to 
establish the base criteria necessary for the 
creation of a securitisation platform. Both 
the ENABLE Funding Programme and 
the STS initiative intend, in part, to foster 
the development of SME securitisation. In 
addition to highlighting minimum criteria 
for a well-functioning securitisation platform, 
both identify certain issues specific to SME 
securitisations including: the upfront costs 
to individual originating lenders; the absence 
of a standardised securitisation platform; 
the lack of standardised underlying loan 
documentation; and the availability of data 
on the loan assets to be included in SME 
securitisations.

The BBB, by applying its base criteria 
under the ENABLE Funding Programme, 
may help in generating the standardised 
tools needed for SME securitisation. 
First, the take-out securitisation platform 
will spread the costs of securitisation 

across several originating lenders. More 
importantly, although the programme 
does not specifically require standardised 
underlying loan documentation or reporting 
systems, the BBB could apply the ENABLE 
Funding Programme requirements to prompt 
originating lenders to adopt standardised 
features as the means for satisfying those 
requirements. The adoption of those 
features by some market participants might 
subsequently encourage other originating 
lenders to adopt the same features in order to 
ensure that the assets they were originating 
were at least potentially eligible for inclusion 
in the ENABLE Funding Programme (a step 
not unlike residential mortgage loans in the 
United States being originated on standards 
that meet the requirements for U.S. federal 
home mortgage programmes).

ISSUES PRESENTED BY THE TAKE-
OUT STAGE 
The key difference between the Bibby 
transaction and the BBB’s programme is 
that the Bibby transaction represents a 
securitisation in which the Bibby operating 
business acquires and services a portfolio of 
receivables that has been aggregated based 
on its own standardised underwriting and 
servicing criteria. In short, while the pool 
represents separate pools with different 
originators, Bibby acquires and services the 
pools based on its own underwriting and 
servicing criteria. For the BBB, moving the 
programme from the warehouse stage to 
the take-out securitisation stage, will pose 
challenges due to the aggregation of the 
separate warehouse pools originated by 
different originating lenders into a single 
securitisation offering. 

Because the ENABLE Funding 
Programme does not require standardised 
documentation and originating standards, 
the various originators will have contributed 
pools with potentially different characteristics 
including different: loan documentation, 
underwriting criteria, servicing and reporting 
platforms, and pool performance. These 
varying characteristics may make it difficult to 
evaluate the pool on an undifferentiated basis 
and may also mean that institutions subject 
to due diligence and risk retention rules may 
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find it more difficult to fulfil their initial and 
on-going due diligence obligations to: (i) have 
a comprehensive and thorough understanding 
of the transaction, the risks and the structural 
features (eg waterfalls, triggers, defaults); and 
(ii) obtain information they require from the 
issuer, sponsor or originator.

Possible solutions to these issues can be 
addressed by the BBB taking an assertive role 
in the accumulation of the warehouse assets. 
As noted above, the BBB can require that 
underlying loan assets include standardised 
terms and conditions. Those terms and 
conditions would be based on the principles 
established by the STS initiative and the 
ENABLE Funding Programme and could 
include terms essential for a securitisation 
including: the originating lender having all 
of the legal and beneficial interest in the 
receivable free and clear of any claims or 
security interests; free assignability of the 
receivable; no variations in the receivable 
other than in conformity with the specified 
servicing standards; and establishment of 
collection accounts, payment instructions 

and collection procedures compatible 
with aggregating the collections into a 
securitisation. 

In addition, as the BBB accumulates 
the warehouse portfolio it should consider 
appointing a master servicer for the portfolio 
and, in any event, require that each originating 
lender submit to it standardised data reporting.

A further difference is that the Bibby 
securitisation portfolio represents the overall 
portfolio of Bibby receivables while the BBB 
originations criteria will create a pool of 
specially originated receivables. The initiating 
premise of the ENABLE Funding Programme 
is to provide financing to SMEs to which 
the originating lender might not otherwise 
have provided funding. Consequently, even 
though the originating lender may have 
historical receivables data which supports the 
BBB approving an originating lender on the 
basis of aggregate receivables performance 
demonstrating sound underwriting and 
servicing abilities, there is a possibility of 
adverse selection in the warehouse pools due 
to the relevant borrowers not being borrowers 

included in an originating lender’s historical 
performance pool. 

The terms of the ENABLE Funding 
Programme attempt to address many of 
the issues identified as relevant to creating 
a more efficient securitisation market and 
to extending the benefits of securitisation 
funding to SMEs. Although the BBB may 
face challenges in moving the warehouse 
facilities into a securitisation, the BBB can 
resolve many of those challenges by the 
assertive administration of the ENABLE 
Funding Programme requirements.  n


