
 

 

 

 
 

Treatment of securitisation in 

ratings of finance companies 
February 2018 

 

 

 

 



 

2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Criteria contacts  

Pawan Agrawal 

Chief Analytical Officer – CRISIL Ratings 

Email: pawan.agrawal@crisil.com 

 

 

Ramesh Karunakaran 

Director – Rating Criteria and Product Development 

Email: ramesh.karunakaran@crisil.com 

Somasekhar Vemuri 

Senior Director – Rating Criteria and Product 

Development 

Email: somasekhar.vemuri@crisil.com 

 

Ajit Velonie 

Director - CRISIL Ratings  

Email: ajit.velonie@crisil.com 

 

 

  

In case of any feedback or queries, you may write to us at Criteria.feedback@crisil.com  



 

3 

 

Executive summary  

The effect of securitisation on the balance sheets of finance companies is a crucial credit quality consideration, 

given that securitisation is a key funding source for the country’s non-banking finance companies (NBFCs) and 

housing finance companies (HFCs).  

Securitisation essentially involves the legal transfer of assets (or receivables) by an originating institution to a third 

party, typically referred to as a special-purpose vehicle (SPV). The SPV then issues asset-backed securities (or 

pass-through certificates) that are claims against specific asset pools.  

Securitisation benefits originators’ resource profile primarily by increasing the diversity and flexibility of their funding 

sources, enhancing liquidity, and reducing funding costs. In addition, securitisation may prove beneficial to credit 

quality by positively influencing asset and data management in the long term, thus potentially enhancing the 

efficiency and profitability of originators.  

Securitisation also improves the asset liability maturity profile of originators (especially HFCs) as long-term assets 

are replaced by cash. In addition, transferring the credit risks on the assets securitised frees the capital required to 

maintain those assets, which is termed as ‘capital relief’.  

CRISIL’s rating methodology for finance companies factors in the rating process an evaluation of each 

securitization transaction on a case-by-case basis. The analysis includes an assessment of the securitization 

transaction’s impact on the originator’s capital, asset quality, earnings, and liquidity. This comprises assessment of 

the risks (both legal and practical) retained by the originator and how much capital would be economically 

appropriate against these risks, whether the assets are off-balance sheet or on-balance sheet. 

Criteria for assessing the impact of securitisation 

CRISIL evaluates the impact of securitisation1 on the capital, earnings, funding, and liquidity of the originator on a 

case-to-case basis. 

Impact on capital  

In its evaluation of the adequacy of finance companies’ capital, CRISIL employs a broad-based approach that goes 

beyond the regulatory capital adequacy ratio. As part of its analysis, CRISIL also evaluates the impact on the 

capital adequacy if the off-balance sheet securitised assets are brought back on the balance sheet. Similarly, 

CRISIL calculates adjusted gearing by factoring in off-balance sheet assets as part of total external debt. In the 

Indian context, the credit enhancement is typically provided by originators (unlike third-party credit enhancement 

providers in the international context).                                            
1 For accessing previous published document on “ Treatment of securitisation in CRISIL’s ratings of finance companies”, Kindly 
follow below mentioned link:  

https://www.crisil.com/content/dam/crisil/criteria_methodology/criteria-research/archive/CRISIL-Ratings-

research-treatment-securitization-finance-cos_2007.pdf 
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While the capital treatment of credit enhancement provided is well-defined by the Reserve Bank of India, CRISIL 

evaluates the risks retained by the originator (in terms of credit enhancement provided, assumptions on credit 

losses, and the like) by reviewing the performance of the various securitisation transactions. Thus, CRISIL is able 

to determine the appropriate level of capital support required for the off-balance sheet assets. 

Impact on asset quality 

In a securitisation transaction, investors typically select loans with better origination characteristics. Moreover, 

securitised loans being standard till the minimum holding period, exhibit superior collection performance than the 

rest of the portfolio. Therefore, CRISIL’s analysis of asset quality adequately factors in the relatively weaker 

performance of the residual assets. To analyse the overall asset quality, CRISIL also looks at a peer group 

comparison of the asset quality on a managed basis including securitised contracts. 

Impact on earnings profile 

Originators in a securitisation transaction typically retain residual benefits in the securitised loans in the form of 

upfront premium/profit or excess interest spread. As per the revised guidelines on securitisation issued in 2012, the 

profit/premium can be recognised based on amortisation of principal and losses incurred; as well as specific 

provision requirements on the securitisation exposures at the end of every financial year. The excess interest 

spread can be recognised in the profit and loss account only on cash basis. Additionally, a part of the risk is 

retained by the originator in the form of investment and credit enhancement. Originator needs to provide adequate 

provisioning against these risks. CRISIL factors in these aspects by evaluating return on managed assets for 

NBFCs and HFCs with an off-balance sheet loan portfolio as the metric for measurement of profitability. Apart from 

reported total assets, managed assets include the off-balance sheet portion of loan assets under management.  

Impact on liquidity  

In CRISIL’s view, funding diversification is one of the important advantages of securitisation for finance companies. 

By using securitisation as an alternative funding source, finance companies get additional funding options. 

Moreover, securitisation also helps an originator manage its asset liability maturity profile by perfectly matching 

payouts with receivables from underlying loans. However, these benefits can be illusory if a company relies too 

heavily on securitisation or any other single funding source. 
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