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Why trustees are embracing technology
more than ever to achieve greater efficiencies
and value for their clients
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Modern information technology has
had a huge impact on the mortgage-
backed securities (MBS) and asset-
backed securities (ABS) markets
affecting, among other things, the
work of trustees’ back offices and the
speed of transactions.

Technology has long played a role in structured finance and is partially
responsible for the speed with which U.S. asset-backed securitizations
can be completed. The total volume of mortgage-backed securities
(MBS) outstanding is approaching $8 trillion and includes a wide
variety of structures, in stark contrast to the early 1970s when MBS
transactions first appeared as simple pass-through accounts: cash
came in, cash went out. In early MBS deals, payments from an issuer
would go to an ultimate investor on the date specified in the trust
agreement or indenture. This was the trustee’s basic role at the time,
and continued to be so into the 1980s.

Until the Internet and other technologies emerged over the past decade,
securitization market participants had to move more slowly than they
do today, and often encountered frustrating delays in closing asset-
backed deals. For example, an issuer trying to finalize a pool of loans
could not get ratings as quickly as they can now from rating agencies,
or information to investment bankers and to investors. Simply getting
the closing documents for a typical deal out could take days instead

of seconds, as is now possible using the Internet. Legal issues also
abounded, leading to the Tax Reform Act of 1986, which created real
estate mortgage investment conduits (REMICs). This brought to an
end the practice of double taxation on both the issuer and investor and
helped to usher in the practice of multiple deal tranches.



The Digital Age

Modern information technology has had a huge impact on the asset-
backed securities (ABS) markets affecting, among other things, the
work of trustees’ back offices and the speed of transactions. Web
technology allows deals to be done with greater precision and quicker
distribution using downloadable documents. Smart applications
processing platforms also make it possible for cash flows to be carved
up quickly into precise units appealing to investors of varying risk
appetites. For example, a money manager with a one-year horizon,
an institutional investor with a three- or four-year focus, or perhaps a
pension executive with a ten-year view can each be catered to.

Technology is a pervasive part of the trustee's work environment, having
deeply influenced its operations, procedures, workflows, services, and
business strategies. New technology and innovations are emerging all
the time and will most likely continue to evolve our business and the
various functions we perform for some time to come. Technology has
the power to level the playing field for even the smallest of players in
the debt marketplace. It holds the key to the trustee’s staying power,
competitiveness, and ultimate efficiency in a business where tight
margins are always a concern.

Beyond speed, technology also helps trustees to meet precision
standards in deal making. As corporate trustees for public debt issues,
trust providers are expected to act in a fiduciary capacity on behalf of
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the bondholders. Trustees conduct their responsibilities according to
the indenture, which they are often called upon to help develop, working
with the issuer and underwriter's legal team before the bond's issuance.
Trustee services also include making sure the bonds are authenticated
and prepared for delivery, and conducting periodic reviews to ensure
compliance with the indenture’s covenants. But trustees’ success

at performing traditional support services efficiently - for example,

as paying, calculating, and collateral agents, or as back-up servicers

- might have contributed to the perception that they are also the
securitization market's watchdogs, in place to help investors avoid poor
financial structures.

Beyond speed, technology also helps
trustees to meet precision standards in
deal making.
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The SEC's Regulation AB has caused
some to wonder whether or not
under the guidelines trustees were
considered servicers.




The issue of the trustee’s true role was highlighted when Moody's—
responding to questions surrounding a number of asset- and mortgage-
backed securities failures—said it expected trustees to provide more
proactive oversight to detect problems with cash flows, covenant
breaches, and defaults. If they failed to do so, said the ratings agency,
it would downgrade a number of these products. The Securities

and Exchange Commission’s (SEC) Regulation AB, which seeks to
formalize many existing securitization market practices and disclosure
requirements, also raised questions about the trustee’s role, due to a
broad definition that caused some to wonder whether or not, under the
guidelines, they were considered servicers.

Trustees in the ABS markets have traditionally performed a variety

of functions, among them that of authenticating agent, registrar,
transfer agent, asset and account custodian, and analytics provider, in
addition to the services mentioned earlier. These responsibilities can
be expanded or reduced by agreement between the parties, but it all
has to be spelled out in the indenture, which sets the tone and limits
of the trustee’s obligations. While trustees might on occasion perform
back-up servicer functions for clients, they are not true servicers,

a classification that would raise legal and compliance concerns for
trustees. The issue of the trustee’s role is still being reviewed by
industry specialists, including members of the American Securitization
Forum, and clarification is expected in the near future.






Modern trustee back-office technology includes imaging systems,
similar to the barcode scanners used by supermarkets and other
merchandisers to take inventory. These devices enable trustees to
capture data at different points in their flow of processes for posting

to an internal database. For example, the image of a document for
which the trustee is the custodian can be easily stored and retrieved
by an employee at a moment’s notice. This has reduced the amount of
time required researching paper files or microfilm archives and often
involved a three-day turnaround. It also has enabled trustees to work
with issuers to maximize their financings in a variety of circumstances,
including when an issuer is allocating loans to different pools, based
on complex models, to increase their profits, or looking to deliver loans
into secondary markets as quickly as possible to reduce financing costs.
Overall, the technology has vastly reduced the potential for errors that
might cause an issuer to repurchase loans from pools, a costly and
inefficient practice.

Automatic feeds, established with a trustee’s largest clients through

an electronic interface or build-up, are now also part of the trustee’s
back-office technology arsenal. These feeds go directly into an issuer's
systems, allowing the trustee to quickly discern which mortgages or
other loans are either in or out of the securitization pool. This enhances
accuracy by reducing errors and redundancies that result from outdated
or static loan data. The trustee’s technology toolbox also contains
sophisticated financial modeling tools that help trustees to conduct
complex so-called waterfall calculations, bond distributions, and
collateral testing in a controlled, non-spreadsheet environment.



Technology, combined with the trust provider's specialist knowledge
and streamlined processes, has helped trustees unlock efficiencies in
the following areas:

Covenant Maintenance - An automated electronic tickler system
enables periodic reviews of an ABS covenant to be conducted on an
ongoing basis for the life of a transaction.

Funds Collection and Investment - Electronic collection and tracking
technologies facilitate the flow of incoming cash from servicers and its
eventual investment according to the bondholder's wishes.

Bond Analytics - Proprietary programs calculate cash flow waterfalls
and allocate bond payments for multiclass structures; historical
data-capture systems help generate customized reports for issuers,
projecting valuations for residuals under varying economic assumptions.

Investor Communications - The Internet, proprietary electronic bulletin
boards, and automated voice response systems enable communication
with investors through multiple channels, in addition to telephone and
face-to-face interactions with relationship managers.

To achieve greater efficiency in the marketplace—and create more
value, transparency, speed, and access—trustees have embraced
technology in all areas of the structured finance business. In doing so,
trustees are finding they are able to do more with less.



The trustee’s back-office technology
arsenal enhances accuracy and reduces the
potential for costly errors. It even contains
sophisticated financial modeling tools that
help trustees conduct complex calculations.
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With the traditional role of the trustee expanding,

technological innovation holds the key to success.
Discover how speed, precision, access, and computational
power are helping trustees do more with less in this edition
from the Global Corporate Trust Innovation Series.

Who's Helping You?

By Patrick Tadie

>
THE BANK OF NEW YORK MELLON.

The Bank of New York Mellon
Corporate Trust Publishing
www.bnycorptrust.com/innovationseries

©2007 The Bank of New York Mellon Corporation. Services provided by The Bank of New York Mellon Corporation and its various subsidiaries. All rights reserved.





