HOW FINTECH
CAN RESHAPE THE
SECURITIZATION
INDUSTRY

INTRODUCTION
The fintech conversation in relation to the securitization industry has picked up
significantly in the past few years. Industry participants are developing plans to get
ahead of potentially disruptive industry changes, and more firms are exploring new
applications across the technology spectrum. This involves everything from artificial
intelligence to the distributed ledgers known as “blockchain.” Much of the activity
revolves around a growing appetite for alleviating pain points in companies’ backoffice securitization functions.
The solutions to those pain points can create new challenges. The shift to a wider use
of technology, especially digital applications, requires new skills—a process that has
been termed “upskilling” the workforce and that may be a challenge for many firms.
The 2020 survey of global CEOs by PwC reveals that only 18% of them could cite
“significant progress in establishing an upskilling program” within their organizations.1
This paper explores how current financial technology can reshape the present
securitization landscape, the anticipated role of a custodian in coming years, and the
steps that organizations can take to put themselves in the best position to realizing
their digital transformations.
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18%
of CEOs could cite “significant
progress in establishing an
upskilling program” within
their organizations.1

—23rd Annual PwC Global CEO
Survey: Navigating the Rising
Tide of Uncertainty

TRADITIONAL SECURITIZATION
PROCESSES VS. MODERNIZATION
Securitization is the creation of asset-backed securities from illiquid assets—such
as mortgages, loans, equipment leases, and credit card debt. These liquid assetbacked securities are then sold to investors. As of June 2020, the total market value
of Canada’s securitization market was over $603 billion, of which $512.5 billion was
Mortgage-Backed Securities (MBS).2
Because the MBS industry is so large and important, its operations appear to have
been the focus of efforts to modernize securitization in Canada. From beginning to
end, the securitization of mortgages involves complex processes, financial regulations
and technology. The issuer of the securities typically partners with a custodian, whose
work has traditionally been paper-based, labour-intensive and time-consuming. For
instance, in NHA MBS-related processes, it may take weeks for the issuer to gather
and deliver the various documentation required by law to the custodian, who then
logs each document and forwards copies to other parties involved in the process.
The custodian is also responsible for confirming that it has received any additional
documentation required by individual provinces. These paper documents all go
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$512.5
billion

through a lengthy process of review, signing, witnessing, notarizing, photocopying
and/or scanning and often require transport by courier.
Custodians are required to be equipped with secure fireproof storage facilities with
adequate controls on access to assure the safety, confidentiality and security of
the documents.4 Their storage takes up substantial physical space and depends on
personnel who can retrieve individual documents, if needed.
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of senior executives said that
incorporating blockchain was
one of their organization’s top
five strategic priorities.5

—Deloitte’s 2020 Global
Blockchain Survey

Much, if not all, of the existing paper-based process for which the custodian is
responsible could be transferred to a digital process, just as many commercial banking
processes have been.
Central to that digitalization process is a system called “blockchain,” which is being
used increasingly across various industries. When Deloitte surveyed nearly 1,400
senior executives in Canada and 11 other nations last year, 53% said that incorporating
blockchain—one way of employing digital technology—was one of their organization’s
top five strategic priorities.5 The thought of streamlined operations, decreased costs, and
strengthened security is certainly top of mind for many executives. (See Diagram #1.)
In its simplest terms, blockchain is a distributed ledger that allows participants to enter
and retrieve information. When a secure, private blockchain is used for mortgage
securitization, all loan data for a pool of assets can be entered and time-stamped. This
creates a single immutable and auditable source of data that the issuer, the custodian and
other interested parties can share.
Smart contracts, a related application, allow the parties of a deal to model its terms
before it is recorded in the distributed ledger. They can also distribute automated
payments, based on the record in the distributed ledger, and relay information about
them to the secondary market and the rating agencies.
Even while legacy recordkeeping systems remain in place, back-office operations can
be speeded up using eNotes, which are electronic versions of the promissory notes
that play a key role in the securitization process. eNotes offer several advantages over
the traditional paper notes but, like them, attest to the identity of the party with the legal
right to enforce the terms of the mortgage loan. eNotes can be created and transmitted
at lower cost and can be transferred from one party to another nearly instantaneously.
If used in conjunction with a central registry, such as MERS in the United States, eNotes
eliminate any uncertainty about who is entitled to enforce the note and when they
became entitled to do so.6
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THE JOURNEY TO INNOVATION
What would innovation mean to investment firms? By tracking the changing patterns
of mortgage payments in real time, they could price securities more accurately, with
the potential to narrow some spreads. A trading platform could even be established
directly on the distributed ledger to create a new secondary market with quicker
settlement times.

Improved data, quicker payment streams and greater
safety have the potential to increase investor interest.

In a recent report on the potentials of a distributed ledger in securitization, Deloitte
predicted that volume could rise, bringing tighter spreads and lower credit costs
throughout the economy.7 At times of market stress, improved data would allow
issuers, investors, rating agencies and regulators to respond with greater confidence
and effectiveness.
Traders who already participate in the MBS market would benefit, too. Sometimes
they spot anomalies in the market that are not immediately intuitive. Why, for
example, is one lender offering an aggressively high rate? Some traders already
employ proprietary analytics software to search the extensive data now available and
find hidden prepayment patterns or confirm duration profiles.
Some market observers believe that having real-time data about interest payments
and daily reports to show that assets are not encumbered could open up new
secondary markets and provide access to additional capital.
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REALIZING A DIGITAL
TRANSFORMATION MEANS RETHINKING
TOMORROW’S WORKFORCE
Implementing a digital transformation plan often requires “upskilling” the existing
workforce. In general, workers are eager to learn new skills, and management teams
that help workers acquire them have done well. In its survey of 22,000 workers
worldwide, PwC found that three-quarters say they would learn new skills or retrain
entirely to improve their future employability.8 CEOs at companies with more advanced
upskilling programs told PwC they have improved engagement, are more able to attract
and retain talent and have achieved greater business growth.9

75%

of workers would learn new skills
or retrain entirely to improve their future
employability according to a PwC survey
sent to 22,000 workers worldwide.8

—23rd Annual PwC Global CEO Survey:
Navigating the Rising Tide of Uncertainty

Firms that are just starting to upskill their organizations say that three of the greatest
challenges are motivating employees to learn new skills, a lack of resources to conduct
the training needed, and the ability of some employees to learn new skills.10 They have
found that firms with more advanced upskilling programs had CEOs that were more
confident and optimistic about global economic growth.11
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CONSTRAINTS ON DIGITAL
TRANSFORMATION
The regulatory landscape for securitization in Canada is somewhat complicated. No single
federal or provincial body has responsibility. However, certain parties to the process are
regulated, as are their activities. In the case of the public-sector securitization operation
known as the NHA Mortgage-Backed Securities Program, which deals with MBS under the
National Housing Act (“NHA MBS”), the rules and regulations of the Canada Mortgage and
Housing Corporation (CMHC) apply since CMHC guarantees the program.
The CMHC is a Crown Corporation that guarantees timely payment on NHA MBS that are
backed by pools of mortgages and held by both individual and institutional investors.12
The CMHC appears to be moving towards a more streamlined process by removing
or combining some of its paper-based forms and required documentation. CMHC
also appears to be aware of how technology can streamline the existing paper-based
processing, courier services and warehousing work.
Securitization has created a system in which credit is more widely available and risk more
broadly distributed. What is the road ahead for the securitization industry? AST, whose
structured finance division has over $152 billion in assets under custody, has developed an
eSignature capability that will allow full digitalization to go forward among the many market
participants the company serves once CMHC has approved this process and an eSignature
for the NHA MBS Program. Some of the benefits that such an advance can provide are
already clear; others have yet to be recognized.
A 2019 article from McKinsey pointed out, “[d]isruptive technologies are also enablers. Not
only do they facilitate collaboration and break down internal barriers but they also allow for
real-time decision-making and free up resources for creative tasks.”

13
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THE ROLE OF A CUSTODIAN
Today, much MBS documentation is already being digitized and automated. The digital
technologies used by MBS issuers and aggregators can assemble, analyze and price
asset portfolios more quickly than ever before. For example, more integrated information
from origination through securitization can enable issuers, aggregators and investors to
locate risk and opportunity more quickly.
Despite digitization, the custodian would still have an important role to perform by
ensuring the safety and soundness of the securitization process and ensuring the
perfection of assets. The custodian must be an institution chartered by the federal
government, or a provincial one, to act in a fiduciary capacity with respect to valuable
documents.14 It operates within a stringent regulatory framework: essential documents
must be stored in a secure and fireproof facility, and the custodian must have computer
systems that can accept and transmit, as needed, electronic versions of loan details.15
For now, the core role of a custodian would remain: to safeguard assets and minimize
risk of theft or loss for the investor and CMHC. Yet, with an ever-moving economic
and technological environment, the role of custodian may be expanded to meet new
regulatory and/or client requirements such as customized reporting or providing more
efficient transaction processes. For instance, in the current COVID-19 environment, the
need to ensure that information is securely available on a remote basis has provided
another incentive for issuers to revise their digital transformation plans. With the shift to
remote work processes, implementing solutions without handling paper has been front
and center for some MBS issuers. The shift to full digitization would cover the entire
process, from beginning to end—from the closing of a deal with the borrower to the
securitization of the financial assets.
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AST and its technology partner TAO Solutions have collaborated to provide solutions that
can enable issuers to benefit from advances in data gathering, storage and administration.
Industry acceptance of electronic signatures is underway, and changes to regulations with
regard to them may be on the horizon. eSignatures not only speed up the securitization
process but can also help automate the process. eSignatures can also reduce errors
and omissions and shrink the environmental footprint of lenders and issuers. Other
enhancements and increased efficiencies for the securitization industry could be achieved
by further digitization and the use of Distributed Ledger Technology (DLT).
What infrastructure is needed to successfully navigate digital transformation? As companies
consider digital transformation plans, they need the flexibility and resourcefulness to
continue to deliver results and to respond to emerging challenges. However, one thing
seems certain: digital technology has the potential to make securitization function better for
issuers, investors, traders and the public at large.
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CONCLUSION
How can firms successfully navigate the coming digital transformation? Companies should
continue to monitor the changing regulatory environment and plan and prepare for a future
in which all stages of securitization can occur on a digital platform.
This could mean investing in both infrastructure and upskilling workers. Those capital
investments could create a more robust and reliable marketplace for asset-backed
securities. In the case of MBS, that would benefit homeowners, originators, issuers and
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investors alike.
If you would like to discuss the topics mentioned in this paper,
please contact businessdev@astfinancial.com
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