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Acndﬁcan’m Process Stage
/

(Originator)

/ [

/ Transfer Stage

/ (Special Purpase Vehicle )
f 2

{

Issue Stage
(Splitting of Securities )
3

Redemption Stage
(Payment for Securities)
4
Credit Rating Stage
(Rating by companies)
5

Figure 38.1 - Diagrammatic Representation of
Securitisation Process

First stage: In the first stage, the financial institution or the banker, is calleg
the ORIGINATOR. The ORIGINATOR will pool his lendings like mortgages, or
account receivables into a homogeneous type based on interest rate, maturity
period, etc.

Thus, the first stage is called /dentification process stage.

Second stage: The origniator will transfer all his assets, to another institution
which helps in the process of securitisation. The assets are converted into
securities by SPECIAL PURPOSE VEHICLE (S.P.V) or Trust. The Trustees may
be retired high court judges who may have knowledge of valuation of assets and
finance. There are also merchant bankers who act as SPV and as agents for issue.
The reputation of merchant bankers will help in the issue of debt instruments by
which the debt instruments will be oversubscribed.

Issue stage: The SPV splits various assets into different types of securities
according to their maturity date and interest rate.



g

3 u—ritisatiOU
s spV issues securities to investors which are as follows:
: pass through certificates

‘ pay through certificates
3' [nterest only certificates

' ly certificates

4 PrinciPal on -
'1 In the case of Pass through certificates, payments are received from assets o

p as housing loan from out of which payment for certificate of deposits are
su:t as and when they are due.
e 2. Pay Through certificates: In this case, multiple maturity
ing upon maturing pattern of various assets will be issued, sO
when the assets mature the respective certificates will be paid.
3. Interest only certificates: The interest for these certificates will be paid as
er the earnings from the assets securitised. ‘
| 4. Principal only certificates: Only the principal amo

certificates from the realisation of assets.
Redemption process : Payments received from various assets are used for

redeeming various credit instruments issued. This is done by the originator himself.
[n some cases, a separate servicing agent may be appointed who will undertake
collection work for which adequate commission will be paid. The job of the
servicing agent will be to discharge the assets through the collection of principal
and interest and settle the debt instruments.

For example, the housing loan may be collected with principal and interest
and from its collection, debt instruments such as certificate of deposits will be
met.

A pass through certificate which we have mentioned already may be a with
recourse or without recourse certificate. In the case of with recourse certificate, if
P;‘Yment is defaulted, the originator will be held liable by the SPV. Hence SI;V
Plays a major role in settling the claims of the investors. ’

- d(:trer‘:fe gatingl stage : The .pass through cegiﬁcate issued by SPV has to be

 finandia} ins:‘i:u tiey are debt instruments which are issued to the public. The

rating which ; ons issuing these dept msments will have to undergo credit

i 1S ‘statutonly mandated in certain countries. The debt instruments
traded in the secondary market especially for interest swap.

T

structure certificates
that as and

unt will be paid on the

The f . 5

- following are the v ;

i o onowllls arious assets which can be used f ‘ticati ,
Rancial institutions. or securitisation by
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