                             Securitisation in India

 Abstract

 Paper covers the trend of securitisation in India its performance in the last recent years .it covers the opportunities and the obstacles.   A surge in structured finance in India has been driven by the

Securitisation of consumer loans and mortgages, a largely liquidity transforming activity.

The securitisation of corporate debt in the region has so far seen relatively few deals

but has a largely untapped potential to enhance the allocation of credit risks . comparative study of Asian securitisation market and Indian market has been conducted.

Introduction

  Securitisation is the process of conversion of existing assets or future cash flows into marketable securities. In other words, securitisation Securitisation is the process of conversion of existing assets or future cash flows into deals with the conversion of assets, which are not marketable into marketable ones. In other words it is the process of pooling and packaging Financial Assets, usually relatively illiquid, into liquid marketable securities.

             For the purpose of distinction, the conversion of existing assets into marketable securities is known as asset-backed securitisation and the conversion of future cash flows into marketable securities is known as future-flows securitisation. Some of the assets that can be securitised are loans like car loans, housing loans, et cetera and future cash flows like ticket sales, credit card payments, car rentals or any other form of future receivables. Securitisation creates the basic infrastructure for more efficient financial market

Types of Securitisations

  Fully amortized

Securitisation can be fully amortizing, manning principal is returned to investor through out the life of the securitisation. Fully amortizing structures are intended to closely track the repayment of the underlying loans, such as auto loans that amortize through schedule principal payments.

Controlled or revolving amortization
     Revolving debt such as credit card or trade receivables work well with controlled or revolving amortization structures. This structure is intended to provide investor with relatively predictable stream. This structure can however create potential early amortization risk.

Floaters

   Under this structure securities are sold with periodically adjusting floating interest rates. The structure can be used for both amortizing assets and revolving assets.

Sequential pay

   A sequential pay securitisation creates multiple tranches with varying maturities. Typically the shortest average life tranche receives 100 percent of principal payment until the tranche is repaid full. Then the next tranche is paid, and so on. In variation of this structure, at some point over the life of the securitisation, the payment shift from sequential to pro rata or from pro rata to sequential upon the occurrence of certain credit events.

CDOs

   A collateralized debt obligation (CDO) is a type of securitisation consisting of a pool of bands or loans. In CDOs to a much greater extent than many other securitisations, the underling pool of bonds and loans are actively managed and traded by professional collateral managers.

Asset-backed commercial papers /multi seller commercial paper conduits 

ACBPs programmes can be either single or multi-seller conduits used to finance the assets of one or more sellers. ACBP programmers issue short- term commercial paper, but may nevertheless hold assets with much longer maturities. The credit enhancement facility will provide eithet full or partial coverage  of credit, liquidity , interest rate  and legal risk present in the conduit. Liquidity facilities  also cover commercial paper rollover risk.

The Global Scenario 
Securitisation has grown from a non–existent industry in 1970 to one of the dominant means of global financing, particularly in the US, Canada, Europe, Latin America and South–East Asia. Each year billions of dollars of securitisation are structured for a variety of assets such as credit card receivables, airline tickets, residential mortgages, car loans, swap contracts, trade and export receivables, oil and gas receivables, insurance premia, telephone receivables, parking fines, cinema tickets, hire purchase / lease receivables, and trade receivables. Thus illustrates the extensive range of assets that can be securitised. The U.S.A. securitisation market is the largest in the world with approximately more than 75 per cent of the global volumes in securitisation originating from the U.S.A.   Not only this, but securitisation issues originating from the other countries, Japan, Europe and some of the emerging markets, draw investors from the U.S.A.The U.S.A. continues to dominate the world securitisation market both in terms of depth as well as width. In terms of depth, it draws participants from both institutional as well as individual investors, while in terms of width, the US market has more applications of securitisation than any other market. 
Securitisation in india

Securitisation as a financial instrument has been in practice in India since the early 1990’s in the later part of 1990s, creation of transferable securities in the form of pass-through certificates (PTCs) became common. The word PTC has almost become synonymous with securitisation in India and most market practitioners do not envisage issuance of notes or bonds as a securitised product. A typical Indian PTC does not abide by any specific structural features – there are PTCs which have a specific coupon rate, there are structured PTCs and PTCs have different payback periods. Over time, the market has spread into several asset classes – while auto loans and residential housing loans are still the mainstay, there are corporate loans, commercial mortgage receivables, future flow, project receivables, toll revenues, etc that have been securitised.

ICICI had securitised assets to the tune of Rs 2750 crore in its books as at the end of march 1999.assets to the tune of Rs 1200 crore was in process of being bought over up to the end of FY –1998’99

First widely reported seuritisation deal in India dates back to 1990 when CITIbank securitised auto loans and placed a paper with GI mutual funds.

Current scenario of securitisation in India

  Asset Backhed securities(ABS)

Asset backed securities are the most general lass of securitisation transactions. These are auto loans/lease/hire purchase, credit cards, consumer loans, health care receivables and ticket receivables to even future asset receivables. The first widely reported securitisation deal in India dates back to 1990 was asset backhed class securitisation.according to data the 35% of all securitisation deals between 1992 and 1998 was asset backhed securitisation type.

FY2005 ABC issuances of Rs 223 billions almost three times the volumes of Rs 81 billions in FY2004. The growth in ABS issuance is contributed by variety of such factors such as continued increase in disbursements by key retail asset financiers, investor’s familiarity with the underlying asset class, relatively sorter average tenure of issuances, and stability in the performance of growing number of past pools.

In FY2005, relatively new asset class enter such as loans for financing used cars, tree wheelers and two wheelers. Traditionally, the Indian ABS market has had pools with single asset lass as well pools 
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Mortgage backed securitisation
The MBS market was relatively sedate during FY2005, reporting issuance of Rs 3. Billion to reflect a 13% growth over the previous year MBS has a potential for higher growth, given the significant expansion in the underlying housing finance business under way. The presence of fixed-rate PTCs backed by virtually floating rate loans has been a hurdle for MBS in inia, especially in the falling interest rate scenario.

 All the 15MBS transactions in the fy2005 had “par” structures. With

 The underlying home loans in the MBS pools predominantly having floating rate interest today, the schedule cash flow on such pools is uncertain and liable to change, depending on the actual interest rate.
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Corporate loans securitisation

Three multi-credit corporate debt obligation (CDO) transactions were rated during FY2005, involving of R 2.8 billions. In addition to this, securitisation of individual corporate loans amounted to over Rs 23 billions during he year CDO can be effectively used as means of securitisation a pool of corporate assets that may not be very highly rated individually, but provide the benefit of diversification. ”BASE RATING “  is one of the factors that have impended the growth of CDO in India

Overall ,growth in corporate loan securitisation in India been far lower than retail securitisation.

Market overview  

The market for securitisation zoomed from 2002 to 2005, with a cumulative growth rate of nearly 100% . The following graphic, taken from an ICRA report, shows the growth path. 

Number of transactions

	
	2001
	2002
	2003
	2004
	2005
	2006

	ABC
	5
	15
	41
	53
	78
	78

	MBS
	3
	3
	10
	15
	15
	17

	CDO
	-
	4
	-
	2
	3
	0

	PG
	2
	3
	2
	-
	2
	0

	FFT
	4
	-
	1
	-
	0
	0

	LSO
	-
	-
	19
	17
	25
	30

	OTHERS
	-
	-
	-
	1
	4
	5

	
	14
	25
	73
	88
	127
	130


volumes ( Rs in Billions)

	
	2002
	2003
	2004
	2005
	2006

	ABC
	12.9
	36.4
	80.9
	222.9
	178.5

	MBS
	0.8
	14.8
	29.6
	33.4
	50.1

	CDO
	19.1
	24.3
	28.3
	25.8
	21

	PG
	4.0
	1.9
	0
	16
	0

	OTHERS
	0
	0.4
	0.5
	10
	6.8

	
	36.8
	77.7
	139.2
	308.2
	256.5
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Legal structure 

 In  2002, India enacted a law that reads Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interests Act, 2002 (SARFAESI). Though masquerading as a securitisation-related law, this law does very little for securitisation transactions and has been viewed as a law relating to enforcement of security interests, as a very narrow avatar of personal property security laws of North America. In commercial practice, the SARFAESI has been very irrelevant for real life securitisations.

 Most securitisations in India adopt Most a trust structure – with the underlying assets being transferred by way of a sale to a trustee, who holds it in trust for the investors. A trust is not a legal entity is law – but a trustee is entitled to hold property which is distinct from the property of the trustee or other trust properties held by him.thus there is an isolation both from the the property of the seller,as also from the property of the trustee

The Reserve Bank of India has a set of guidelines for banks relating to their transactions under the SARFAESI law but that contains only an opaque reference to capital relief. There are no clear guidelines on capital relief. However, it is generally felt that if a transaction attains off balance sheet treatment, it will result into capital relief.

Regulatory compliances

The reserve bank of India has set of the guidelines for banks relating to their transaction under the SARFEAESI law but that contains only an unclear reference to the capital relief.

Among the regulatory cost, stamp duty is a major hurdle. The instrument of transfer assets is, by law, a conveyance, which is stamp able instrument.

Taxation

       At present there is no special law  governing the recognisation of  income of the various  entities in a securitisation transaction.  There is uncertainty in taxation issues to securitised paper. securitisation Act should address all matters related to the securitisation.

ACCOUNTING

The Institute of Chartered Accountants of India has come out with a guidance note on accounting for securitisation. Guidance notes are issued by the Research Committee of the Institute and are recommendatory rather than mandatory. But where a method is recommended, it is expected to be followed, unless there are reasons not to.

. Generally, off balance sheet treatment is allowed, if risks and rewards are transferred. Gain on sales is computed based on the components approach underlying the US accounting standard. Originators are required to estimate the fair value of retained interests, and retained liabilities and apportion the carrying value of the asset in proportion of such retained and transferred interests. 

  

Conclusion

Lack of appropriate legislation and legal clarity, unclear accounting treatment, high incidence of stamp duties making transactions unviable, lack of understanding of the instrument amongst investors, originators and, till recently, even rating agencies are some of the obtrusive reasons for the lack of activity in the area of seuritisation in India. Further, major hindrances in the form of unclear taxation, accounting, legal and regulatory framework have also restricted the market to achieve its full potential. However, with the recent release of the Expert Committee Report as well as RBI guidelines on securitisation it is expected that the legal and taxation issues would be resolved and securitisation will grow to its full potential. There is large untapped market in housing loan portfolios, vehicle loans, credit card receivables, student loans, infrastructure projects, public utilities, tax deferrals etc, which can now be tapped. Further, the government can also use securitisation as a very useful and efficient tool of financing infrastructure projects and generating additional resources for developmental projects.
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