
S
ecuritisation, is a process by

which the future cash inflows

of an entity (originator) are

converted and sold as debt instru-

ments called pay through or pass

through certificates with a fixed

rate of return to the holders of ben-

eficial interest. The originator of a

typical securitisation transfers a

portfolio of financial assets to a

Special Purpose Vehicle (SPV),

commonly a trust. The SPV is basi-

cally funded by investors. In return

for the transfer, the originator gets

cash up-front on the basis of a

mutually agreed valuation of the

receivables. The transfer value of

the receivables is done in such a

manner so as to give the lenders a

reasonable rate of return. In ‘pass-

through’ and ‘pay-through’ securi-

tisations, receivables are trans-

ferred to the SPV at the inception of

the securitisation, and no further

transfers are made. All cash collec-

tions are paid to

the holders of ben-

eficial interests in

the SPV ( basically

the lenders ).

OOBBJJEECCTTIIVVEE
The objective of securitization

transactions are several, which

inter alia include, higher credit rat-

ing and cheaper borrowings. They

can be done by conversion of exist-

ing or future cash in-flows of any

entity ie loans, trade receivables,

credit card receivables, rent etc.

into tradeable security .

Securitisation can, at times , be

used for better profitability. The

importance of securitisation lies in

the fact that it helps convert illiquid

assets or future receivables into

current cash inflows and that too at

a low cost. The company

may sell the receivables in

the market and raise loans.

SSPPEECCIIAALL  PPUURRPPOOSSEE
VVEEHHIICCLLEE
An SPV is an entity specially

created for doing the securi-

tisation deal. It invites

investment from investors,

uses the invested funds to acquire

to receivables of the originator and

then uses the realizations from the

receivables transferred to it to pay

the investors, thereby giving them

a reasonable return. An SPV may

be a trust, corporation, or any other

legal entity. Its activities include

holding title to transferred financial

assets, issuing beneficial interest ,

collecting cash proceeds from

assets held, reinvesting proceeds in

financial instruments pending dis-

tribution to the holders of benefi-

cial interests and otherwise servic-

ing the assets held. Generally, the

beneficial interests in the qualify-

ing SPV are sold to investors and

the proceeds are used to pay the

transferor for the assets transferred.

Those beneficial interests may

comprise either a single class hav-

ing equity characteristics or multi-

ple classes of interests, some hav-

ing debt characteristics and others

having equity characteristics. 

The cash collected from the portfo-

lio is distributed to the investors

and others as specified by the legal

documents that establishes the

SPV. 

● The process of securitization of

receivables normally has the fol-

lowing stages :-

i The originator determines

which assets he wants to secu-

ritise for raising funds.

ii The SPV is formed.

iii The SPV is funded by investors
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and issues securities to the

investors.

iv The SPV acquires the receiv-

ables under an agreement at

their discounted value.

v The servicer for the transaction

is appointed, normally the

originator.

vi The debtors are /are not noti-

fied depending on the legal

requirements.

vii The servicer collects the

receivables, usually in an

escrow mechanism, and pays

off the collection to the SPV.

viii The SPV either passes the col-

lection to the investors, or rein-

vests the same to pay off to

investors at stated intervals.

ix In case of default, the servicer

takes action against the debtors

as the SPV’s agent.

x When only a small amount of

outstanding receivables are left

to be collected, the originator

may clean up the transaction by

buying back the outstanding

receivables.

xi At the end of the transaction,

the originator’s profit, if

retained and subject to any

losses to the extent agreed by

the originator, in the transac-

tion is paid off.

● The accounting for securitisa-

tion deals are done as follows :-

In the books of Originator

i They should be considered

as sale in the books of the

Originator only if all the fol-

lowing conditions are met:-

— Bankruptcy remoteness-

The transferred assets have

been isolated from the trans-

feror—put presumptively

beyond the reach of the

transferor and its creditors,

even in case of bankruptcy.

— Each transferee SPV or each

holder of its beneficial inter-

ests (investors ) has the right

to pledge or exchange the

assets (or beneficial inter-

ests) it received.

— The transferor does not

maintain effective control

over the transferred assets

through either agreements

entitling and obligating the

transferor to repurchase or

the ability to unilaterally

cause the holder to return

specific assets.

ii In such event the following

to be done ; 

— De –recognise all assets

sold.

— Re-cognise any gain/loss on

sale.

— Contingent liability, if any

— The following entry may be

passed ;-

Cash A/c Dr.

To Receivables A/c Cr.

To Liabilities incurred A/c Cr.

To Gain on transfer A/c Cr.

— To be considered as

Advance/Investments in the

books of the Purchaser/

Transferee at lower of Cost

or Book value i.e. the price

paid

In the books of Investors

— At the time of investment:

Investment (PTC) A/c Dr.

To Cash A/c Cr.

— Monthly pay-outs received

at the end of the month:

Interest receivable A/c Dr.

To Interest income A/c Cr.

— Actual receipt of the

monthly pay-outs:

Cash A/c Dr.

To Interest receivable A/c Cr.

To Investment (PTC) A/c Cr.

— If the investments (PTCs)

are sold:

Cash A/c Dr.

To Investment (PTC) A/c Cr.

To Profit on sale of PTCs 

A/c Cr.

— In case of pre-payment of

monthly pay-outs:

Cash A/c Dr.

To Investment (PTC) A/c Cr.

To Interest income A/c Cr.

● Disclosures required to be made

by the Originator

Accounting standards, generally

require the following disclosures

to be made in financial statements

regarding securitisation deals :-

i Accounting policies for

measuring the retained

interest and valuation of

assets transferred to the SPV

ii The nature of securitisation

( eg recourse or non-

recourse, etc )

iii Cash proceeds

iv Gain or loss from securitisa-

tion of financial assets

v Key assumptions for mea-

suring the fair value of

retained interest at the time

of securitisation

vi Cash flows between the

SPV and the transferor

KKEEYY  AASSPPEECCTTSS
There is a Guidance Note on

Accounting for Securitisation

issued by the Institute of Chartered

Accountants of India. 

The asset received should be

recognised at the amount of consid-
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eration, if the consideration has

been paid in cash. In case the con-

sideration has been paid in a form

other than cash, e.g., securities, the

asset so received should be

recorded either at its intrinsic value

or at the fair value of the considera-

tion, whichever is more clearly evi-

dent. If both the values are equally

evident the asset should be valued

at the lower of the two values. 

If the beneficial ownership in

the securitised asset has not been

transferred to the SPE or the

Originator has not lost control over

the asset , the SPE should not

recognise the asset received. In

such a case, the consideration paid

should be recorded as a lending

secured against the financial asset

received under securitisation trans-

action. 

The amount received by the

SPE on issue of PTCs or other secu-

rities should be shown on the liabil-

ity side of the balance sheet, with

appropriate description, keeping in

view the nature of securities issued.

The Investor should account

for the PTCs and/or debt securities

acquired by it as an investment in

accordance with Accounting

Standard (AS) 13, ‘Accounting for

Investments’. However, where in

case of an Investor, AS 13 is not

applicable because of the Investor

being specifically exempted from

the application of AS 13, the invest-

ments in PTCs and/or other securi-

ties should be valued and

accounted for as per the relevant

accounting principles applicable to

the Investor.

Para 1.2.19 and 1.2.20 of

Master Circular No. DBOD No.

BP. BC. 11 / 21.04.141 / 2004-05

dated 17th July 2004 issued by RBI

states that ;

“ 1.2.19 - Investment in

Security Receipts issued by

Securitisation Companies /

R e c o n s t r u c t i o n

Companies registered

with RBI and invest-

ments in Asset Backed

Securities (ABS) and

Mortgage Backed

Securities (MBS)

which are rated at or

above the minimum

investment grade, will

not be reckoned as

‘unlisted non-SLR securities’ for

computing compliance with the

prudential limits prescribed in the

guidelines. However, there will be

close monitoring of exposures to

ABS on a bank specific basis based

on monthly reports to be submitted

to RBI as per proforma as sepa-

rately advised by the Department of

Banking Supervision.

1.2.20 For the purpose of the

prudential limits prescribed in the

guidelines, the denominator viz.,

‘non-SLR investments’, would

include investment under the fol-

lowing four categories in Schedule

8 to the balance sheet viz., ‘shares’,

‘bonds & debentures’, ‘sub-

sidiaries/joint ventures’ and ‘oth-

ers’.”

which means one needs to dis-

tinguish between Investments and

Advances;

However, most securitisation

outflows should be classified as

Investments in pursuance of the

aforesaid Master Circular on

Investment. 

Further reference may be

drawn to the clarification issued by

RBI vide RPCD.Plan.BC.No.

8/04.09.01/2004-05 dated 20th

July 2004 wherein it has been sug-

gested that the investment made by

banks in the mortgage backed secu-

rities (MBS) under direct lending to

housing within the priority sector

lending, may be classified as

advances. The condition that inter

alia needs to be complied for inclu-

sion in priority sector lending is

that the assets should satisfy the

definition of priority sector and that

they are originated by the housing

finance companies/banks.

SSPPEECCIIAALL  PPUURRPPOOSSEE  EENNTTIITTYY
● Accounting treatment in the

books of Special Purpose

Entity

i The SPE should recognize the

asset received under a securiti-

zation transaction, if the origi-

nator loses control over the

securitised asset on the basis of

the criterion prescribed in Para

4. The asset received should be

recognized at the amount of

consideration.

ii If originator lost control –

should not recognize the asset

received. The consideration

paid should be recorded as a

lending secured against the

financial asset.

iii The amount recd by the SPE

should be shown on the liabil-

ity side of the balance sheet.

● Disclosure

i Nature of securitization

including a description of the

rights of the SPE vis-à-vis

Originator.

ii Basis of determination of fair

values. ■
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