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INTRODUCTION

The market for asset-backed securities (ABS) has evolved
from its early origins which involved the securitisation of
predictable cash-generating assets such as mortgage loans,
collateralised loans and consumer loans. Recently,
originators® and investors are finding value in securitising
esoteric assets such as music royalties, aircraft leases, and
healthcare receivables. In 2024, esoteric ABS accounted for
33.5% of the total securities issuances in the U.S.2 This
development is partly due to the stability in the structured
finance market brought by increased financial regulation
since the 2008 financial crisis and the opportunities for
premium yield and portfolio diversification presented by these

asset classes.?

Although the idea of esoteric ABS is yet to take a foothold in
the Nigerian ABS market, the range of assets that come within
the subset of esoteric assets and the enabling law for such
transactions exist in Nigeria. We, therefore, explore in this
newsletter, the rise of this asset class within the global ABS
market; unique features of these types of assets and how they
differ from conventional ABS asset classes and specific case

studies on the use of this asset class.
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Structured finance is a financing technique in which funds are
pooled into a dedicated entity (known as a special purpose
vehicle (SPV)) established for the sole purpose of financing
the acquisition of an asset or group of assets.# Securitisation
is a core part of and a specific type of structured finance
transaction. It is a financing technique that converts a pool of
illiquid assets into marketable securities.® Its potential to
provide liquidity for originators with otherwise illiquid assets
and portfolio diversification and interest earnings to investors

stands it out as an important finance transaction type.

The first securitisation transaction was reportedly structured
by Lewis Ranieri in 1977 when he created two series of bonds
with 5 and 10-years maturities, secured by a pool of 30 years
mortgages, as a solution to funding shortfalls experienced by
depository banks during the housing depression of the
1970s.¢ Since then, the structure has grown popular in the
debt issuance market. As of 2025, the total securitisation
issuance are estimated over 2,500, with a global market
valued at about USD2.5 billion.”

1. An originator is an entity with a pool of assets or receivables that transfers it to a special purpose vehicle who issues asset-back securities repayable from the income
generated by the pool of assets.

2. https://www.globalcapital.com/article/2e51ac3bfhzwr5taki70g/securitization/esoterics-to-the-fore-as-us-abs-finds-new-highs

3. In 2024, esoteric ABS offered a premium of at least 1% yield above traditional ABS over the same yield period. See the report by Conning (a member of the Generali

Investments Platform, a partnership of leading global investment management firms) https://www.conning.com/about-us/insights/esoteric-abs-qa-2024

See note 4, page 616

N o A

https://coinlaw.io/asset-backed-securities-industry-statistics/

Charles-Henri Larreur, Structured Finance: Leveraged Buyouts, Project Finance, Asset Finance and Securitisation (United Kingdom: Wiley, 2021) 39.

https://www.ispgroup.com/en/news/markets/2689-what-is-securitisation. See also, note 4, page 614.
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Securitisation in Nigeria

In Nigeria, the ABS market is fairly established having
witnessed some notable transactions, including the N100
billion residential mortgage-backed bonds issued by the
Federal Mortgage Bank of Nigeria (FMBN) in 2007.8 In 2017,
in what became the first successful securitisation of future
receivables in non-mortgage assets, Continental Transfert
Technique Limited, through its CERPAC Receivables Funding
SPV Plc, issued an ABS backed by its cashflow from current
and future receivables due from the sale of Comprehensive
Expatriate Residence and Automated Cards (CERPAC) to

clients.?

Securitisation in Nigeria is regulated by a body of laws
comprising the Investment and Securities Act 2025 (ISA), the
Companies and Allied Matters Act 2020 (as amended)
(CAMA), the Securities and Exchange Commission Rules on
Securitisation 2015 (SEC Rules on Securitisation or the Rules),
and rules of various securities exchanges.°

Specifically, the SEC Rules on Securitisation make provisions
for the structuring of securitisation transactions in Nigeria.
The Rules define the structure of the transaction vehicle, the
type of assets that are eligible for securitisation, the method
of transfer of the pool of assets (which must result in a true
sale'), credit enhancement mechanisms, and certain
prohibitions on risk retention by the originator, amongst
others.

The Rules broadly provides that any income generating asset,
including financial assets and non-financial contracts (like
service contracts) may be securitised.’? This definition
implicitly suggests that both traditional and esoteric assets
may be securitised in Nigeria provided the assets are income
generating. Furthermore, the Rules provide that the
securitised assets must be homogenous' and should be
transferred by a method that results in true sale. The Rules,
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however, prohibits any form of retention of risk in the
underlying asset by the originator. This prohibition is a key
challenge (discussed further below) with respect to
securitisation of esoteric assets.

"

MECHANICS OF SECURITISATION

Securitisation begins with an originator that owns a pool of
illiquid assets, usually in the form of loans and receivables.
The originator transfers these assets to an isolated entity (the
SPV/Issuer) who finances the purchase of the pool of assets
by issuing ABS to investors. The interest and principal
repayment are tied to the cashflow from the pool of assets,
and the investors’ recourse is limited to the Issuer and the

underlying assets for any payment default.

The key considerations in securitisation include the
insolvency remoteness of the Issuer SPV'4, the transfer of
assets by a true sale's, the risk of recharacterisation® and the
eligibility of the assets intended to back the issuance of the
ABS.

By design, only assets with an expected cash repayment
stream, also known as financial assets, may be securitised.’”
This is because the issuer SPV, based on its mandatory
features, is non-operational®, therefore, the structure depends
on the income generated by the underlying pool of assets for

the repayment obligation owed to investors.

9. https://dim.group/wp-content/uploads/2020/09/Sonnie-Ayere-Securitisation-Presentation-08.09.2020..pdf
10.  Rules for Listing of Asset Backed Securities and Mortgage-Backed Securities 2024 issued by the Nigeria Exchange Limited (NGX); FMDQ Bond Listing and Quotation Rules

20174 issued by the FMDQ Exchange Limited.

11.  Atrue sale is a method of transfer of assets that results in the transfer of the legal and beneficial interest in the asset from the transferor to the transferee. Rule H (1) of the

Securities and Exchange Commission Rules on Securitisation 2015 provides that a true sale is deemed to have occurred when the transfer of the assets results in the
assets being isolated and put beyond the reach of the seller, the seller has legal rights to pledge or mortgage the assets, and the risk associated with the assets remain with
the buyer without recourse to the seller.

Insolvency remoteness is a concept that refers to the isolation of the SPV from the insolvency risk of the originator. This feature is achieved by setting up the SPV as an
orphan entity (i.e. an entity whose ownership is vested in a nominee or trustee holding the shares for charitable purposes). While the term has not been used by regulators

in Nigeria, its essence is capture by the mandatory features for a securitisation SPV under Rule C of the Securities and Exchange Commission Rules on Securitisation 20175.
It is said that true sale is at the heart of securitisation because the structure is an off-balance sheet transaction and can only satisfy this requirement if the originator retains

Recharacterization risk is the risk that a transfer may be reversed or declared not to be a sale either because the transaction is a sham or it is proven from the
documentation that the parties had a contrary intention. The courts apply a form and substance test to the analysis whether a sale is a true sale or not and would ordinarily

12.  Rule A(iii) and G Securitisation and Exchange Commission Rules on Securitisation 2015.
13.  Rule G Securities and Exchange Commission Rules on Securitisation 2015
14.
15.
no residual interest in the asset transferred. See, Nick Grandage and Daniel Franks, The Law and Practice of True Sales, (United Kingdom: LexisNexis, 2015).
16.
give effect to the parties’ intensions unless the transaction is proven to be a sham. See, Welsh Development Agency v Export Finance Co Ltd [1992] BCLC 148.
17.  See for example, Rule A(iii) Securities and Exchange Commission Rules on Securitisation 2015.
18.

The issuer in a securitisation is not permitted to undertake any business activity apart from the holding of the underlying asset pool, collecting the cashflow generated and
repaying the investors.
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Thus, in the early years and in many transactions,

originators and their advisors securitise conventional
assets with predictable cashflows and relatively stable
valuation like mortgage loans, corporate loans and
consumer loans. These financial assets, which are
usually homogeneous, have overtime formed the core
securitisation assets. This also influenced the
traditional classifications of securitisation issuances,

such as:

Mortgage-backed securities (MBS), which refers
to ABS secured by an underlying pool of mortgage

loans'9;

collateralised loan obligations (CLO), which refers

to ABS secured by a pool of corporate loans;

collateralised debt obligations (CDO), which refers

to ABS secured by a pool of debt obligations

including straight loans and debt securities; and

collateralised debt obligation squared (CDO-
(£e9] squared)?®, which refers to ABS secured by a pool
of CDOS. It is important to note that under Rule G
of the SEC Rules on Securitisation, ABS must be

backed by real underlying assets.

The other classification of securitisation based on
asset class is consumer loan securitisation, which
refers to ABS backed by a pool of consumer loans

including credit card receivables and auto loans.2!

Other than these core traditional asset classes, other
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income generating assets have been securitised,
although less popularly. These latter asset types are

referred to as esoteric assets.

ESOTERIC ASSETS: WHAT MAKES AN ASSET
ESOTERIC?

Esoteric assets are unconventional and often unique types of
assets outside the traditional categories of stocks, bonds,
cash and cash receivables, and arguably mortgage loans.?2 In
the context of securitisation, esoteric assets refer to asset
classes outside the traditional asset types (as noted above).
Examples include loans backed by intellectual property rights
(royalties), cryptocurrency, arts, aircraft leases, and even

whole-business loans, etc.

The key characteristics of this asset class are that they are
less familiar in the market, difficult to apply a valuation and
prone to credit risk due to the unpredictability of the
performance of the underlying asset. Nonetheless, ABS
secured by esoteric assets have been in existence as far back
as the 1990s23, although they thinned out and faded in the

aftermath of the 2008 financial crisis.

The first esoteric ABS is the David Bowie Bonds issued in
1997.24 The deal involved the issuance of a single-tranche 10-
year bond of up to USD55 million by an SPV set up to raise
funding for the purchase of Bowie’s musical rights?s to his
287 songs (the Bowie Bonds). Bowie, a successful British
musician?s, faced financial challenges after a costly divorce.
To stabilise his financial situation, Bowie's advisors advised
him to terminate his contract with his manager and assume

full ownership of his rights.

This required him to pay a lump sum to buyback his rights
under the management contract, but Bowie lacked the finance
to fund the contract termination. To resolve this, Bowie's
advisors structured an ABS through which the Bowie Bonds
were issued to raise the required funding. The funding was
used by the SPV to purchase the rights to future royalties in
the songs from Bowie for 10 years, after which the rights to

the royalties reverted to Bowie.

19. MBS are further sub-classified into residential mortgage-backed securities (RMBS)and commercial mortgage-backed securities (CMBS), which, as the name implies, refer to

ABS backed by a pool of commercial mortgage loans.

20.  Under Rule G, Securities and Exchange Commission Rules on Securitisation 2015 securitisation exposures are ineligible assets for securitisation. This means that CDO-

squared are not permissible in Nigeria.
21.  Footnote 4, page ...

22.  Exploring the World of Esoteric Asset Investment. Available at https://www.primealpha.com/post/esoteric.

23.  Charles-Henri Larreur, Structured Finance: Leveraged Buyouts, Project Finance, Asset Finance and Securitisation (United Kingdom: Wiley, 2021) 37.

24.  Paul St. Lawrence (2016), Esoteric Asset-Backed Securities. The Review of Securities & Commodities Regulation, Vol. 49 No. 5, page 63.

25.  Musical rights refer to the legal rights associated with musical works, including the copyright to the lyrics, ownership of composition and recording rights, etc.
26.  Bowie is the author of British hit songs, including “The Man Who Sold the World”, “Heroes”, “Let’s Dance”, and “China Girl”.
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Bowie in turn paid off his ex-manager from the purchase price
received, while the investor repayment obligations were

satisfied from the revenue generated by the songs.

The Bowie Bonds, which were rated Aaa by Moody and paying
a coupon of 7.9% annually, were fully subscribed by investors.
In 2007, the bonds matured, and the fixed term sale of
royalties terminated reverting the economic rights in the

songs back to David Bowie.

The success of the Bowie Bonds drew interest in the market

both on the investor and originator sides for esoteric ABS.

CASE STUDIES: SOTHEBY'S ARTFI; ADAMS OUTDOOR
ADVERTISING

Since after Bowie, two other transactions have seized the
headlines and become a reference point for the rise of
esoteric securitisation. The first is the USD500 million
securitisation of art loans by auction house, Sotheby’'s Inc.
The second is the securitisation of 9,600 outdoor advertising
contracts by Adams Outdoor Advertising LP. The details of

each of these transactions are summarized below.

Transaction Summary: Established in 1744, Sotheby's Inc. is
the world’s premier art and luxury destination.28¢ The company
also operates a financial services department, Sotheby’s
Financial Services (SFS), that provides asset-backed personal
loans with maturities between 12 -36 months.? The loans are

mostly secured by luxury artworks from legendary artists.

In 2024, SFS launched a USD500 million esoteric ABS backed
by a pool of 89 personal loans secured by artworks valued at
USD2.85 billion, including works by Picasso, Warhol and
Rembrandt. The top tranche of the ABS was rated AAA by
DBRS.3¢

Key considerations: In art financing, like Sotheby’s, two of the
biggest issues that arise are the issues of due diligence and
assignment of security in art. The due diligence consideration

refers to the capacity to verify the authenticity and ownership
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of the art piece. Although this issue did not arise in Sotheby’s

because of the capacity of the originator to verify original
artworks and their ownership, this can be an issue for
investors purchasing art-backed securities originated by
novice lenders who lack the skill to decipher a fake from an
original. This is critical because in the event of the repayment
default of the original borrower?!, the investor's recourse is
primarily to enforce the art collateral and what good is it if
alas it was a fake. Therefore, in structuring a securitisation
involving art pools, due diligence beyond legal and financial
matters must be considered as part of the transaction

processes.

The other major consideration is the issue of assignment of
security over art pieces. Upon the originator’s transfer of its
interest in the underlying pool of art loans, the SPV also takes
over the originator’s interest in the underlying collateral. The
challenge, however, is that transferability provisions are
resisted or at least heavily negotiated in most art loans.32
Without transfer of the interest in the underlying pool of
assets from the originator to the SPV there is no
securitisation. Hence, the structure should create a
mechanism for transfer of the originators interest in the loan
receivables and realisation of the collateral in an efficient

manner respecting the concerns of all parties.

Transaction Summary: Adams Outdoor Advertising is one of
the largest outdoor advertising companies in the U.S,
providing out-of-home media advertising campaign and
display services to businesses in the U.S., Mid-Atlantic and

Midwest areas.34

27.  Excerpt from Addleshaw & Goddard LLP Newsletter of 1 July 2024, Bringing Investment Creativity into the Art World: Art Securitisation, what, how and why? Available at
https://www.addleshawgoddard.com/en/insights/insights-briefings/2024/finance/bringing-investment-creativity-art-world-art-securitisation-what-how-why/

28.  https://www.sothebys.com/en/about?locale=en
29.  https://www.sothebys.com/en/about/services/sothebys-financial-services

30.  See note 24; see also Reuters report, https://www.reuters.com/breakingviews/sothebys-next-hot-auction-picasso-backed-bond-2024-04-
11/#:~:text=Sotheby's%200n%20April%208%20submitted,of % 20their%20fine%20art%20collections.

31.  The original borrower refers to the person or entity who borrowed from the originator using the art collateral.

32.  https://www.addleshawgoddard.com/en/insights/insights-briefings/2024/finance/bringing-investment-creativity-art-world-art-securitisation-what-how-why/. Art dealing
involves a great number of sentiments, and this partly explains the resistance to transferability as value could also be tied to the person or place holding the art piece.

33.  Transaction summary adapted from Fitch Rating Report. Available at https://www.fitchratings.com/research/structured-finance/fitch-affirms-adams-outdoor-advertising-Ip-

secured-revenue-notes-series-2021-1-2018-1-14-12-2022
34.  https://www.adamsoutdoor.com/
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In 2018, the company issued fixed-rate notes of up to USD505
million secured by its advert display revenues. In 2021, the
company raised another round of financing (the 2021-1 Series
Notes). The 2021-1 Series Notes was a securitisation of
receivables from approximately 9,600 outdoor display

contracts, which was rated Asf by Fitch.3%

Key considerations: the major consideration for investors in
this case is the performance of the underlying contracts
which underpin the asset pool. Certainly, the contracts start-
out very attractively but may be disrupted by a number of
factors®6 during the tenor of the note or bond, consequently
affecting the repayment source for the ABS. In structuring
esoteric securitisation of this nature, credit enhancement
mechanisms are very critical. Over-collateralisation,
guarantees, subordination and other forms of credit
enhancement are some ways of getting around this

challenge.
KEY CONSIDERATIONS FOR THE NIGERIAN MARKET

A key consideration for encouraging esoteric securitisation in
Nigeria is the relaxation of the restrictions against originators
providing credit support for their securitisation transactions.
The SEC Rules on Securitisation provides that the transfer of
the underlying pool of assets shall be on a no-recourse
basis3” and the originator or its subsidiaries and affiliate are
prohibited from providing guarantees for repayment.38 This is
a significant challenge because in a market where investors
are not yet comfortable with traditional securitisation, a lot of

structural enhancement is required to boost investor appetite.

While the SEC Rules on Securitisation permit other credit
enhancement mechanisms like over-collateralisation, third-
party guarantee, and subordination, a sponsor support
guarantee provides a better safety net in terms of increasing

investor’s appetite for riskier asset classes like esoteric ABS
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because it reassures investors of the originator/sponsor’s
direct commitment to the repayment obligations. This is even
critical where the transfer of security interest in the underlying
asset pool is complicated such as in esoteric assets (e.g. art
financing, as highlighted above). In the U.S,, risk retention is
permitted for securitisation transactions pursuant to the
Credit Risk Retention Rules (CRR Rules) made pursuant to the
Dodd-Frank Wall Street Reform and Consumer Protection Act,
2010 (Dodd-Frank Act). The CRR Rules for securitisation,
which came into effect on December 24, 2016, set standards
for risk retention requirement in different securitisation
assets, with an overall risk retention of at least 2.5%, subject
to exemption for certain qualified residential mortgage-

backed securities.3?

We believe that a similar adjustment in the SEC Rules on
Securitisation will provide comfort and increase investor

appetite to deal in esoteric ABS in the Nigerian market.
CONCLUSION

In the dynamic world of the ABS market, mainstream
securitisation assets are beginning to share ground with new
less familiar asset classes. Analysts expect to see continued
growth in the rise of this asset class. Soon, esoteric ABS will
no longer be so esoteric as the market adjusts to
accommodate the new entrants. From a regulatory
perspective, the U.S. CRR Rules have set the tone for
addressing the main esoteric feature in these new asset
classes by providing for credit risk retention to boost investor
comfort in subscribing to these assets. We believe that
similar regulatory shifts in Nigeria and other developing
markets will open the relevant markets to this innovative

asset class.

35.  https://www.fitchratings.com/research/structured-finance/fitch-affirms-adams-outdoor-advertising-Ip-secured-revenue-notes-series-2021-1-2018-1-14-12-2022
36.  Voluntary contract termination, contract frustration events and force majeure events are some of the factors that may disrupt the continuity of a contract.

37. Rule H(1) Securities and Exchange Commission Rules on Securitisation 2015.
38 Rule F(c)(i) Securities and Exchange Commission Rules on Securitisation 2075.

39.  Morgan Lewis Insights, A Guide to Credit Risk Retention Rules for Securitisation. Available at https://www.morganlewis.com/pubs/2024/07/a-guide-to-the-credit-risk-

retention-rules
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With over 60 years' experience in helping organizations and individuals achieve their goals, Olaniwun Ajayi LP has a track record of involvement in some of the largest and most complex transactions in dynamic

sectors of the Nigerian economy. Our unparalleled capacity to handle intricate legal issues is the bedrock of our practice, and our clients depend on us to help translate their opportunity into reality.
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