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Executive Summary 
 

Issuance volume of rated transactions in the Indian securitisation market1 grew by 45% over the previous fiscal to around Rs. 25,000 crore2 in FY20163, a 

reversal of the past three years’ trend. This was entirely due to the increased number and volumes of Asset-Backed Securitisation (ABS) transactions, which rose 

by 39% and 51% respectively in the year. Residential Mortgage-Backed Securitisation (RMBS) transactions, however declined to negligible amounts. 

Additionally, ICRA estimates that the volume of the bilateral retail loan pool assignments/ Direct Assignment (D. A.) transactions grew by 56% to around Rs. 

42,000 crore in FY2016. Thus, ICRA estimates the total retail loan sell-down volume (including assignment and securitisation) to be around Rs. 67,000 crore in 

FY2016 (52% increase from FY2015).  

In FY2016, private sector banks and foreign banks continued to be the key investors in securitisation, mainly driven by priority sector lending (PSL) motive4. 

NBFCs, HNIs and PE firms also invested in some transactions. Also acceptability of lower rated papers continued to increase, driven by increased participation by 

smaller Originators and the prospect of higher yield for investors. The share of non-AAA rated PTCs increased from 50% to 60% in FY2016. Public Sector Banks 

were the key acquirers of retail pools under the D.A. route. 

The loan types chosen for securitisation were primarily those that qualified as priority sector. Commercial Vehicle (CV)/ Construction Equipment (CE) loans 

continued to be the largest asset class accounting for close to half of the total ABS volumes. Additionally, in FY2016, the share of microfinance loans increased 

further from 31% in FY2015 to 36%. Tractor loans as well as Car and UV (Utility Vehicles) loans are the other key category that contributed to 12% of the 

securitisation volumes. Unlike the securitisation market, D.A. market comprised of an even mix of both PSL and non-PSL assets. Similarly, D.A. market had an 

almost even share of both mortgage and non-mortgage assets.   

The Union Budget of 2016 exempted the income distributions made on or after June 1, 2016 from distribution tax. Henceforth, the tax on the income from the 

investment in securitised debt will need to be paid directly by the investor (and not at the time of distribution of income by the securitization trust). The budget 

also allowed Foreign Portfolio Investors (FPIs) to invest in Pass Through Certificates (PTCs). Given these changes, ICRA expects some renewed interest in 

securitisation transactions and widening of the investor base in the securitisation market. Additionally, there could also be some shift by investors from D.A. to 

securitisation from this fiscal onwards. Investors could consider PTCs as a regular investment avenue—at par with other fixed income products—rather than 

being considered primarily for PSL benefits. On the other hand, the opening up of an easier alternate route of meeting PSL target, viz., Priority Sector Lending 

Certificates (PSLCs) - where the requirement to transfer assets and other nuances related to securitisation/ D.A. is not there—may have some adverse impact 

on PTC volumes and offset the positive factors highlighted earlier. 

                                                           
1Here the estimated size of the overall securitisation market refers to the rated loan securitisation deals (done through SPV/PTC route). A separate comment has been made on the likely quantum of unrated 
bilateral deals later in the report 
2 1 crore = 10 million = 100 lakh 
3 FY2016 or FY16 denotes Financial Year 2015 - 16, i.e. April 1, 2015 to March 31, 2016 
4 The volumes in FY2015 had been primarily affected due to the RBI issuing a circular in Apr-2015 that permitted banks’ investment in the Rural Infrastructure Development Fund (RIDF) and a few other funds 
to be counted towards priority sector targets. Many banks (key investors) that had substantial RIDF and other deposits either stayed away from the securitisation market or reduced their investment 
significantly. However, with a run-down in the quantum of outstanding RIDF and other deposits, there was some return to securitisation/ D.A. to meet their PSL shortfalls in FY2016. 
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The D.A. market should remain relatively stable in FY2017, with interest from Public Sector Banks in acquiring retail loan assets (both PSL and non-PSL) likely to 
continue, so long as prospects for corporate credit growth remain muted. The pick-up in economic activity (read corporate credit off-take), availability of 
capital, and the asset quality of the portfolio acquired earlier may determine the extent of participation from these banks in the D.A. market in the current 
fiscal. However, in the long run with the distribution tax related issue getting sorted, ICRA expects some shift from investors from the D.A. market to 
securitisation market given the absence of credit enhancement in D.A. transactions (leading to open ended credit risk on loan pools being acquired) and more 
stringent due diligence requirements. From the Originators’ perspective, while the yields on PTC transactions are attractive (lower than base rate), the costs 
related to capital provisioning and negative carry on account of the credit enhancement provided in these transactions can be substantial. Hence, the 
preference for either D.A. or securitisation route would vary across Originators depending on factors like their cost economics and the investor interest that 
they are able to command.     

To summarise, the way the securitisation / D.A. market evolves in FY2017 will depend on factors like the ability of the banks to meet PSL targets on their own or 
through some alternate channels (including PSLCs), renewed or fresh interest in securitisation given clarification in taxation related issues, interest from public 
sector banks in acquiring retail assets and the pace of growth in the loan books of the key Originators. 
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