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Executive Summary 
 
After recording phenomenal growth in 2007-08 (refers to financial year, April 1 to March 31) 
and the first half of 2008-09, the corporate single-loan sell-down (SLSD) market cooled off 
rapidly. The market developed largely because of time and effort savings for borrowers, tax 
benefits for corporate investors, and spreads available to intermediaries. Corporates with surplus 
cash started investing in fixed maturity plans (FMPs) because of the tax arbitrage that these funds 
provided. FMPs in turn invested large amounts in SLSDs. However, the entire system unwound 
during the third quarter of 2008-09, as liquidity pressure caused many corporates to withdraw 
capital from mutual funds; as a result, the SLSD market has come to a virtual halt, with no 
buyers for the sold-down loans. Additionally, Reserve Bank of India (RBI) in its recent policy 
statement has indicated that a minimum lock-in and retention criteria will be prescribed in its 
new guidelines for securitisation transactions. Whenever these guidelines come into effect, they 
would have an impact on the dynamics and functioning of the SLSD market. This opinion piece 
provides an overview of this market, assesses the reasons for its rapid growth, identifies the cause 
of the subsequent seizure, and explores the prospects for SLSDs in the years ahead.   
 
SLSD Explained 
 
In an SLSD transaction, a single corporate loan is sold down to investors. The process begins 
when the originator, typically a private or foreign bank, or non-banking financial company 
(NBFC), lends to a corporate borrower. The originator then sells the loan to a trust, which issues 
pass-through certificates (PTCs) to investors; in most cases, the loan would have been disbursed 
with the intention of securitising it almost immediately. The loan will usually be serviced by the 
originator, but the credit risk on the transaction has been transferred to the PTC investors. 
Payments from the borrower are deposited in a designated collection and payout account, from 
which PTC investors are paid. 
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An Overview of the SLSD Market  
 
The Indian SLSD market grew to Rs.293 billion in 2007-08 from Rs.63 billion in 2006-07 (see 
Chart 1). Though, volumes continued to grow rapidly in the first six months of 2008-09 
reaching Rs.340 billion, the transactions in the second half of the year were negligible. 
 

Chart 1 - Increase in Loan Sell-down Volumes
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A large proportion of the underlying loans in these transactions was advanced to real estate and 
financial sector borrowers (see Chart 2). Until recently, regulatory restrictions on banks’ exposure 
to the commercial real estate sector and the non-deposit taking systemically important NBFCs 
(NBFCs-ND-SI) made loans to these sectors easy candidates for securitisation. Between March 
and August 2008, oil marketing companies (OMCs) and telecommunications companies also 
became prominent borrowers in this market, primarily because their large funding requirements 
would have exceeded most lenders’ single-borrower limits.  
 

 
In October 2008, after two years of booming volumes, the market came to an abrupt halt. This 
happened principally because mutual funds, the main investors in SLSDs, faced severe 
redemption pressure, forcing them to convert their holdings into cash. The redemptions were, in 
turn, triggered by large withdrawals of funds by corporates, to meet their liquidity requirements. 
Today, besides the reduced demand for PTCs, there is a marked aversion to investing in 
structured instruments in general, and to exposures to sectors such as real estate and NBFCs. The 
SLSD market therefore remains virtually inactive.  
 
Key Drivers of SLSDs 
 
Relief from regulatory restrictions on banks’ exposures may have been a key motivation for selling 
down loan exposures in some sectors through SLSDs, but it was not the only one. To understand 
the other factors, it is necessary to see who gained from the existence of this market, and how.  
 

Chart 2 - Sectoral Compostion of Underlying borrowers 
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Borrowers 
A company that needed to borrow funds would traditionally have a few choices. Most 
commonly, it would turn to its bank, as the majority of companies still do, but this route has 
become a difficult one for some companies as they approach their lenders’ single-borrower or 
single-group exposure limits; others might find themselves locked out by high sectoral risk 
weights (NBFCs and real estate companies would fall in this category). The second option would 
be to raise funds through a domestic bond or commercial paper issue, but many companies find 
the effort, disclosure requirements, and – in case of commercial paper – liquidity backup 
stipulations, onerous.  
 
Another alternative would have been to issue short-term instruments (such as debentures or 
commercial paper) directly to the final investors. Many borrowers, however, did not take this 
route, in part because they may not have been able to raise funds from the same investors at their 
existing borrowing rates, and issuing paper at higher rates could lead to their entire borrowing 
being re-priced upwards because of the relatively transparent nature of the bond and commercial 
paper markets.  
 
In this situation, taking a loan that would eventually be sold down was a good solution for many 
borrowers. These transactions were typically processed quickly, and avoided a number of 
operational complications and disclosure requirements that other funding sources entailed. A 
further strategic motive for borrowers was to maintain relationships with originators; these 
relationships could become critical in times of tight liquidity, and originators’ onward 
relationships with investors could be leveraged for future fund-raising.  
 
Table 1 below compares the fees for raising funds through PTCs with the corresponding fees for 
domestic capital market instruments. Although all the fees in the PTC route would be paid by 
the originator, these costs would be factored into the final funding cost that the borrower paid. 
 
Table 1: Fees payable for raising funds 
Fees required to be paid  SLSD NCD CP 

Arranger Fees Nil 
5-10 basis 

points 
5-10 basis 

points 
Listing Fees Nil 0.5 basis point Nil 

Stamp Duty 1 basis point 5 basis points 5 basis points  

Trustee Fees 1-2 basis points 1-2 basis points Nil 

Legal  & other fees Variable Variable Variable 
*For an issue size of Rs.1 billion (including annual fees) 
Note: A basis point (bp) is one-hundredth of a percentage point. Thus, five basis points would amount to .05 per cent of the 
issue size.  



 

 

 
Investors 
FMPs were the biggest investors in this market; in most cases, they drove SLSD transactions. The 
rapid growth of FMPs, a segment that accounted for around 30 per cent of the total assets under 
management (AUM) of debt mutual funds in India as on June 30, 2008, contributed strongly to 
the growth of the SLSD market. FMPs were popular with investors because of tax arbitrage: 
returns on these schemes are subject to dividend distribution tax, which is substantially lower 
than the income tax that investors pay on the interest they earn on fixed deposits. This arbitrage 
drove the growth of FMPs, translating into demand for tailor-made PTCs offered through SLSD 
transactions (see Box 1). Since PTCs are not listed, and are perceived to be less liquid than bonds 
and debentures, mutual funds as investors typically expected—and received—a higher yield on 
these instruments. 
 

 

Box 1: SLSD   FMP: The Corporate Connection 
 

 

Corporate Mutual 
Fund FMP 

Originator Borrower 
Avails Loan 

Trust 

 
 
Chronology 

• Investor looking for an FMP contacts a mutual fund 
• The mutual fund in turn contacts an originator for a PTC 
• Originator contacts a borrower for a loan, which is sold down to a trust as per the 

requirements of the FMP 
• Trust issues PTCs to FMP 

 
Benefits of SLSD for FMPs 

• SLSD yields are higher than those on traditional debt 
• PTCs can be tailor-made as per the maturity requirement of the FMP.  
• Predictable nature of cash flows eliminates reinvestment risk.  

 
Table 2: Tax arbitrage on an FMP 

  Bank Deposits FMP 
Investment 100 100 
Interest Rate (%) 10 10 
Pre-tax Return (%) 10 9.5* 
Tax rate Including Surcharge (%) 34 14 
Post-tax Returns (%) 6.6 8.2 

* Management fee of 0.5 % deducted 



 

 

Originators 
Originators were typically private and foreign banks, and NBFCs. The top five originators 
accounted for more than 70 per cent of transaction volumes, although some new originators 
entered the market over the first nine months of 2008-09, increasing the level of competition. 
Despite the competition, however, an originator could expect to earn an attractive spread (the 
differential between the underlying loan interest rate and the PTC yield) of at least 60 basis 
points (bps) from an average SLSD transaction, compared with the 5 bps to 10 bps that it would 
get as arranger’s fee for a normal debt issuance (refer Table 3). Therefore originators were keen to 
undertake these transactions, lending momentum to the rapid growth of this market.  
 

 
During the early phase of the SLSD boom, the spread on a transaction could go as high as 200 
bps, perhaps explaining the explosive initial growth. Later, as explained above, spreads reduced to 
around 60 bps, which would still make SLSDs an extremely attractive proposition for most 
originators. 
 
Some sectors dominated issuances 
 
At any time, the SLSD market primarily featured companies from a few industries. The reason 
for this lay partly in these companies’ large fund requirements, but also in regulatory 
requirements that the banking sector has to comply with. 
 
A prime example of this is the case of commercial real estate companies and NBFCs-ND-SI. 
Until recently, exposures to these entities consumed far more capital than exposures to other 
sectors did: the minimum risk weights for banks’ exposures to commercial real estate companies 
and NBFCs-ND-SI were set at 150 per cent and 125 per cent respectively, compared with most 
other sectors where only unrated exposure carried a risk weight of 150 per cent. Additionally, the 
provisions on standard assets in these sectors were high at 1 per cent for commercial real estate 
and 2 per cent for NBFCs-ND-SI, as against 0.4 per cent for most other exposures. Banks 
therefore had several reasons for getting these loans off their books; the real estate and NBFC 
sectors soon became staples of the SLSD market. This situation continued until November 2008, 
when RBI changed the minimum risk weights on exposures in these sectors to 100 per cent, and 
reduced provisioning on standard assets in these sectors to 0.4 per cent.  
 
For telecommunications sector companies, on the other hand, borrowing requirements increased 
over the first half of 2008-09 because of capacity expansions, while OMCs borrowed heavily to 
meet liquidity requirements brought on by the combined effect of spiralling global oil prices and 
the subsidisation of product prices in India. The magnitude of these requirements resulted in 
some banks’ nearing their single-borrower exposure limits, and prompted selling down of these 
loans.  
 
The Importance of Ratings  
 
Rating is an integral part of the SLSD process. The rating is predicated not only on the 
underlying credit quality of the borrower, but also on the efficacy of the transfer of the loan to 
the trust. Hence, CRISIL’s rating process focuses both on the credit quality of the borrower, and 
on the loan documentation and payout mechanism. 

Table 3: Comparison of incentives for an originator 
  SLSD Debt Issue 
Spreads / Fees from debt 
placement ~ 60 basis points 5-10 basis points 

Transaction time Short Long 

Underwriting Required No Desirable but not mandatory 

Regulatory purview Minimal 

• SEBI regulates some NCD issuances 
• Reserve Bank of India (RBI) 

regulates CP issuance  



 

 

 
CRISIL’s rating process evaluates the transaction on the following aspects: 

• The loan documentation is reviewed to verify that the loan document creates a legally 
enforceable financial obligation on the borrower  

• An independent legal opinion is taken to confirm the legal standing of the transaction 
regarding ‘true sale’ of the loan, since this transfer from the originator to the trust forms 
the basis of the transaction. The opinion also covers the question of whether timely 
payouts to investors will continue if the originator becomes bankrupt 

• The schedule of cash flows from the loan is examined, to ensure that the cash flows are 
sufficient to make committed payments to investors on time  
 

The rapid increase in volumes and short turnaround times for these transactions created the 
potential for heightened operational risk. For instance, there could be factual errors in the 
information memorandum, or some key information could be missing from the loan document. 
CRISIL designed its rating process to identify such gaps. CRISIL has put in place the procedures 
and processes to handle large volumes, while maintaining high levels of analytical quality and due 
diligence1. CRISIL maintains continuous surveillance on outstanding SLSD transactions to 
monitor the structures’ performance, and on the underlying credits to monitor their credit 
quality.  
 
The Way Forward for the SLSD Market 
 
During the last year, mutual funds faced intense redemption pressure, as many corporates reacted 
to tight liquidity by redeeming their mutual fund investments. The redemptions problem has 
been especially acute for FMPs. The enhanced disclosure and listing requirements may inhibit the 
future growth prospects of FMPs; however it is possible that the mutual fund market may see 
new, FMP-like products that can provide tax arbitrage. As and when the liquidity position of the 
Indian corporates improves, demand for the new FMP-like products will also increase, which 
could revive the demand for SLSDs.  
 
Further, the RBI in its latest annual policy has also stressed on the need to regulate transactions 
which are based on the originate-to-sell model. RBI has proposed that “a minimum lock-in 
period and minimum retention criteria for securitising the loans originated and purchased by 
banks” will be prescribed in the new guidelines governing these transactions. The detailed 
guidelines would determine if the SLSD market would continue to function in the same manner 
as before. The viability of the market players will also be dependent on the fact that whether these 
guidelines would be applicable uniformly across banks and NBFCs. Hence, the SLSD market 
may undergo changes in the way it functions and the new dynamics of the market may be shaped 
by the new guidelines in the future.  
  
RBI’s recent moves to reduce risk weights for the real estate and NBFC sectors will make bank 
borrowings for entities in these sectors less expensive than in the past. However, exposures to 
entities in these sectors will still involve a higher capital requirement than exposures to other 
corporates will, providing enough incentive for originators to sell down fresh real estate and 
NBFC loans.  Therefore, while the SLSD market may not boom as it did over the past two years, 
increasing domestic credit demand from corporates, and the tax arbitrage available for investors, 
could revive demand for SLSDs and lead to steady growth over the medium to long term.  

                                                 
1 For a detailed view of CRISIL’s rating methodology and processes for SLSD transactions, please refer to 
CRISIL’s article,  Single-loan sell-downs drive securitsation market growth   
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