
 
SECURITIZATION 

(I) Participant in Securitization 

Primary Participants Secondary Participants 

(a) Originators 

 Sells assets & receive funds 

(b) Special Purpose Vehicles 

 Payment to originators 

 Issue the securities 

(c) Investors 

 Buyer of securitized papers. 

(a) Obligors 

 The parties who owe money to the firm 

(b) Rating Agency 

 Assets have to be assessed by rating agency 

(c) Receiving & Paying Agent (RPA) 

 Collect the payment from obligors & passes  

it to SPV 

(d) Trustee 

 Takes care of interest of  

investors 

(e) Credit Enhancer 

 Originators provides his  

comfort in from of over collateralization  

 Third party provides surety 

 bonds 

(f) Structurer 

 Brings together originators 

investors credit enhancer etc. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(II) Benefits of  

Securitization 

From the angle of 

originators  

From the angle of 

investors 

(a) Off – Balance Sheet Financing  

 It releases a portion of capital 

tied up 

(b) More Specialization in Main 

Business 

 Concentrate more on core 

business 

 Burden of default is shifted 

(c) Helps to Improve Financial Ratio 

 Capital to weighted asset ratio 

improve 

(d) Reduced Borrowing Cost 

 Securitized papers issued at 

reduced rate due to credit 

enhancement. 

(a) Diversification of Risk 

 Securities backed by different 

assets 

(b) Regulatory Requirement 

 Helps bank to  meet regulatory 

requirement & investment  

(c) Protection Against Debt 

 Recourse :- Originator make good 

 Non Recourse :- Insurance 

arrangement 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(III) Mechanism of 

Securitization 

(IV) Features of 

Securitization 

1.  Creation of Pool of Assets 

 Segregation of assets 

2.  Transfer to SPV 

 Assets transferred 

3.  Sale of Security Paper 

 Issues securities 

 Pass through securities 

 Pay through securities 

4.  Administration of Assets 

 Just like RPA 

5.  Recourse to Originators 

 In case of default go back to originators 

6.  Repayment of  Fund 

 SPV will repay to investors 

7.  Credit Rating to Instruments  

 Credit rating can be done to assess the 

risk 

1.  Creation of Financial Instruments 

 Process of creation of financial product. 

2.  Bundling & Unbundling 

 Bundling :- Combined in one pool 

 Unbundling :- Broken into instrument 

3.  Tool of Risk Management  

 If securitization on non recourse basis then 

risk of default shifted 

4.  Structure Finance 

 Meet the risk return trade off profile of 

investors. 

5.  Trenching 

 Different loans all split into several parts. 

6.  Homogeneity  

 Securities issued are of homogenous nature. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(V) Securitization 

Instruments   

Pass Through 

Certificates (PTC) 

Pay Through 

Security (PTS) 

Stripped  

Securities 

 Entire receipt of cash 

transferred proportionately 

including prepayment of loan. 

 All securities are terminated 

simultaneously  

 Single mature    

 Varying maturity  

 Reinvest surplus fund 

 Prepayment of loan can 

be used for investment   

Interest Only  

Security 

Principal Only 

Security 

 Receive only interest 

 Interest rate in market rise 

then IO security increase 

 Prepayment of principal, IO 

security fall 

 Receive only principal 

 YTM increase, PO 

security fall 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1.  Stamp Duty 

 Mortgage debt stamp duty goes 

upto 12% [high cost] 

2.  Taxation 

 Absence of any specific provision 

in income tax 

3.  Accounting 

 Accounting in the books of 

originators difficult 

4.  Lack of Standardization 

 Following own format for 

documentation 

5.  Inadequate Debt Market 

 Lack of growth of secondary 

market of asset backed securities. 

6.  Ineffective Foreclosure Law 

 Lenders face difficulty in transfer 

of property in event of default b 

borrower. 

 

(VI) Problems in 

Securitization   

(VII) Pricing of 

Securitized Instruments  

From 

Originators 

Angele 

From Investors 

Angele 

 

Instrument can be priced 

at a rate at which 

originator has to incur an 

outflows 

 

Discounting of best 

estimated future cash 

flows 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. From stockholder’s point of view 

 High gearing faces more risk. 

2. From company’s point of views 

 Borrow excess or lend excess 

but default risk of liquidation. 

3. Government’s point of view  

 Lehman brothers. 

 Distrust among society. 

1. Counter Party Risk 

 Failure to deliver goods for 

payment already mode. 

 Credit Risk. 

2. Political Risk 

 Faced by overseas 

investors. 

 Restriction of borrowing, 

patent etc. 

3. Interest Rate Risk 

 Important for banking 

company. 

 Fixed v/s floating. 

4. Currency Risk 

 Affect the firm dealing with 

foreign currency ₹ v/s $. 

5. Liquidity Risk 

 Mismatch of assets & 

liabilities. 

RISK MANAGEMENT 

(I) Type of Risk (II) Financial Risk 

1. Strategic Risk 

 Company’s strategy becomes less 

effective. 

 Technological change, new 

competitor entering the market, 

shift in customer demand, etc. 

 KODAK & NOKIA, SAMSUNG, 

XEROX. 

2. Compliance Risk 

 If company fails to comply with 

low, it will pose a serious threat to 

its survival cement business & 

sugar business. 

3. Operational Risk 

 Internal risk 

 It relates to people as well process. 

4. Financial Risk 

 Unexpected changes in financial 

conditions. 

 Exchange rate, Credit rating, 

Interest rate etc. 

Types Evaluation of 

Financial Risk 

Method for Identification 

& Management of 

Financial Risk 

1. Counter Party Risk. 

2. Political Risk. 

3. Interest Rate Risk. 

4. Currency Risk 

a



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(III) Value At Risk 

 VAR is a measure of risk of investment. 

 Given the normal market condition in a set of period, 

it estimates how much an investment might lose. 

Features Applications 

1. Components 

 Time. 

 Confidence. 

 Loss in % or Amount 

2. Statistical Method 

3. Time Horizon  

4. Probability  

5. Risk Control 

6. Z Score 

1. To measure maximum loss. 

2. Benchmark for performance. 

3. Fix limit for individual dealing. 

4. Decide trading strategy. 

5. Tool for asset management in 

bank. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

STARTUP FINANCE 

(I) Innovative Ways 

to Finance a Startup 

(II) Pitch  

Presentation 

1. Personal Financing 

 Personal saving. 

 Personal contribution must to attract others. 

2. Personal Credit Line 

 Personal credit effort. 

 Business has endues cash flows to repay. 

3. Family & Friends 

 Should always be in writing. 

4. Peer-to-Peer lending 

 Group of people come together & lend money to each 

other. 

5. Crowd Funding 

 Small amount of capital from large no of individuals 

thrash website.  

6. Micro Loans 

 Aggregated across a number of individuals. 

7. Vendor Financing  

 Company lends money to one of its customers. 

 Defer payment until goods are sold. 

8. Purchase Order Financing  

 Purchasing order financing company advance the 

required fund directly to the supplier. 

9. Factoring Account Receivables 

 Facility is given to seller to fund his receivables till 

amount fully received. 

1. Introduction 

 Introduction in short & sweet. 

2. Team 

 People behind the scenes. 

 Investors are interested in the team. 

3. Problems 

 Explain the problems. 

 Facebook v/s Orkut (Privacy) 

4. Solution  

 How the company is planning to solve the 

problem. 

 Flipkart [Payment problem, Supply chain 

system] 

5. Marketing /Sales 

 Investors interested in market size. 

 Target customers. 

6. Projection or Milestones 

 Income statement, Cash flow statement, BLS 

7. Competition 

 Necessary to  highlight. 

 How product different from others. 

8. Business Model 

 Purpose, Process, Target customers, Strategies 

etc. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Long term equity finance. 

 Sharing both the risk & 

rewards. 

 Provide practical advice. 

 Contact in many areas. 

 Providing additional round of 

funding 

 Experience in the process of 

IPO. 

i) Long Time Horizon 

 3 to 10 years. 

ii) Lack of Liquidity 

 Less liquidity on equity. 

iii) High Risk 

 Works on principal of 

high risk & high return. 

iv) Equity Participation  

 Investing in the from of 

equity of a company. 

(III) Modes of Financing 

For Startup 

(i) Bootstrapping (ii) Angel 

Investors 

(iii) Venture 

Capital 

From Personal Finances Or From 

Operating Revenue 

(a) Trade Credit 

 Suppliers are reluctant to 

give trade credit. 

 Need to get the first order 

on credit. 

(b) Factoring  

 Account receivables of 

business are sold to 

commercial finance 

company.  

(c) Leasing 

 Take the equipment on 

lease 

 Invest in small startup in early 

stage. 

 Exchange for owner equity or 

convertible debts. 

 Use their own money  

 Investment vehicles that manage 

funds of investors. 

 They finance in rapidly growing 

company purchase equity & active 

participation. 

I. Characteristics II. Advantages  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Startup Means 

 Private limited, LLP, partnership firm upto a  period of 10 years of DOI. 

 Turnover has not exceeded one hundred crore rupees. 

 Innovation, Development, Improvement & High potential of employment generation.  

 Splitting up or reconstruction of existing business shall not be considered a ‘Start UP’. 

III. Stages  

1. Seed Money 

 New idea, R & D, 7-10 

years. 

2. Start Up 

 Marketing & product 

development 5-9 years. 

3. First Round 

 Sales & Manufacturing  3-7 

years 

4. Second Round 

 Working capital need 3-5 

years 

5. Third Round 

 Market expansion acquire 

new profitable company 

1-2 years 

6. Fourth Round 

 Public issue 1-3 years 

IV. VC Investment 

Process  

1. Deal Origination 

 Inform about sector, Stages, 

Promoter, Turnover. 

2. Screening 

 By committee. 

3. Due Diligence 

 Verify the veracity of 

documents. 

4. Deal Structures 

 About stakes by VC. 

5. Post Investment Activity 

 Participate in BOARD. 

6. Exit Plan 

 Sell to 3rd party. 

 Buy back by promoters. 

 

V. Structure of Venture 

Capital Fund In India  

(a) Domestic (b) Off Shore  

 Domestic Vehicles  

 Separate Investment 

Adviser  

Off Shore 

Structure 

Unified 

Structure 

 Investment Vehicle 

Outside India. 

 Managed by Off 

Shore Manager. 

 Domestic 

Investor 

Participate.  

(IV) Startup India 

Initiative 



  

 Back bone of business 

planning. 

 Maximize existing financial 

resources. 

 3 Major component 

(i) Financial resources. 

(ii) Financial tool. 

(iii) Financial goals. 

 Outcomes of financial 

planning 

(i) Financial objective. 

(ii) Financial decision 

making. 

(iii) Financial measures. 

FINANCIAL POLICY & COPORATE STRATEGY 

1. Strategic Financial Decision 

Making Framework 

2. Strategy at Different 

Hierarchy Level 

3. Financial Planning 

Introduction 

 Wealth creation. 

 Selecting optimum investment & financial 

opportunity. 

 Maximum expected return. 

 Optimum allocation of fund. 

 Fundamental essential of business. 

 Strategy. 

 Financial Resources. 

 Right Management Team. 

Functions 

 Search for best. 

 Selection of the best. 

 Optimal Mix. 

 Established system for internal control. 

 Analysis of result. 

Key Decision of Financial Strategy  

1. Financing Decision :- Mix of debt & equity. 

2. Investment Decision :- Utilization of fund. 

3. Dividend Decision :- Division of earning. 

4. Portfolio Decision :- Evaluation of aggregate 

performance.  

1. Corporate Level Strategy 

 Strategy of selection of business. 

 Answer three basic question 

(i) Suitability  

(ii) Feasibility  

(iii) Acceptability 

2. Business Unit Level Strategy 

 Profit centre planned 

independently. 

 Coordination of operating unit. 

3. Functional Level Strategy 

 Level of operating division & 

department R & D, Operation, 

Manufacturing, Marketing, 

Finance etc. 

 Providing input to business 

level. 

 Function activities are highest 

importance during top down & 

bottom up interaction of 

planning. 



 

 

 Growth objective should be consistent. 

 Fuel industry. 

 Sustainable growth is important for long term 

development. 

 Organizational financial sustainable. 

 More than one source of income. 

 Planning regularly. 

 Adequate financial system. 

 Good public image. 

 Financial autonomy. 

 Sustainable grow rate 

SGR = ROE × (1 – Dividend payment ratio) 

Assumption 

(i) Maintain target capital structure. 

(ii) Maintain target dividend payout ratio. 

(iii) Increase sales as market condition allow. 

 Starting point is money & end point is money 

 Strategic plan 

(i) Sources of Finance & Capital Structure 

 Generation of fund. 

 Owner capital or borrowed capital. 

 Equity, preference, debentures, public deposits, 

overdraft, cash credit etc. 

 Desired mix of debt – equity. 

(ii) Investment & Fund Allocation Decision 

 Investment decision may be divided into three 

groups 

i) Addition of a new product. 

ii) Increase the level of operation. 

iii) Cost reduction & efficient utilization of 

resource. 

(iii) Dividend Policy 

 Earnings distributed v/s earnings retained  

 Policy (i) Stable dividend policy 

(ii) Constant percentage 

(iii) Minimum dividend plus additional 

 Cash dividend v/s stock dividend. 

  

4. Interface of Financial Policy 

& Strategic Management  

5. Balancing Financial Goal 

VIS-À-VIS Sustainable Growth 










































































































































































































