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Abstract 

This paper analyzes whether individual co-operative banks did, improve their bank performance through 
securitization. Our results show that securitizing banks tend to be more profitable institutions, with higher 
credit risk exposure. We also find that securitizing co-operative banks tend to hold large liquidity and hold less 
capital. Securitization provides banks with an additional source of funding and makes banks lending, less 
sensitive to cost of funds shocks. 
Keywords: Securitization, Bank performance, SARFAESI act, Special Purpose Vehicle (SPV), Auction, 

Descriptive research. 
INTRODUCTION: 
Modern practice of securitization has its roots in the 17th-century Dutch Republic. 
Securitization originated in the 1920s when mortgage insurance companies sold guaranteed 
mortgage participation certificates for pools of mortgage loans.  the objective behind ts 
enactment was the sale of securities of nonperforming loans, (NPL) by banks and financial 
institutions in favor of Asset Reconstruction companies (ARC’s) registered with RBI under 
SARFAESI. Securitization means transforming of debt into securities. "Securitization" refers 
to the process of turning assets into securities - financial instruments that can be readily 
bought and sold in financial markets, the way stocks, bonds and futures contracts are traded. 
When used in relation to real estate, securitization means taking mortgages issued by banks 
and other lenders and converting them into securities that can be sold to investors. 
 
Types of securitization and main products: 

Asset-Backed Securities (ABS) 
Collateralized debt obligations (CDO) 
Mortgage-backed securities (MBS) 

SARFAESI ACT 2002: 
The full form of SARFAESI Act as we know is Securitization and Reconstruction of 
Financial Assets and Enforcement of Security Interest Act, 2002. Banks utilize this act as an 
effective tool for bad loans (NPA) recovery. It is possible where non-performing assets are 
backed by securities charged to the Bank by way of hypothecation or mortgage or 
assignment. 
HOW IT WORKS? 
The SARFAESI Act, 2002 gives powers of “seize and desist” to banks. Banks can give a 
notice in writing to the defaulting borrower requiring it to discharge its liabilities within 60 
days. If the borrower fails to comply with the notice, the Bank may take recourse to one or 
more of the following measures: 

 Take possession of the security for the loan 
 Sale or lease or assign the right over the security 
 Manage the same or appoint any person to manage the same 

The SARFAESI Act also provides for the establishment of Asset Reconstruction Companies 
(ARCs) regulated by RBI to acquire assets from banks and financial institutions. The Act 
provides for sale of financial assets by banks and financial institutions to asset reconstruction 
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companies (ARCs). RBI has issued guidelines to banks on the process to be followed for 
sales of financial assets to ARCs. 
PARTICE IN SECURITIZATION: 
Originator - the entity that either generates Receivables in the ordinary course of its 
business, or purchases or assembles portfolios of Receivables (in that sense, not a true 
"originator"). 
Trustees - usually a bank or other entity authorized to act in such capacity. The Trustee, 
appointed pursuant to a Trust Agreement, holds the Receivables, receives payments on the 
Receivables and makes payments to the Security holders. 
Issuer - the special purpose entity, usually an owner trust (but can be another form of trust or 
a corporation, partnership or fund), created pursuant to a Trust Agreement between the 
Originator. 
Investors - the ultimate purchasers of the Securities. Usually banks, insurance companies, 
retirement funds and other "qualified investors." 
Underwriters/Placement Agents - the brokers, investment banks or banks that sell or place 
the Securities in a public offering or private placement. 
Custodian - an entity, usually a bank that actually holds the Receivables as agent and Bailee 
for the Trustee or Trustees. 
Special Purpose Vehicle (SPV): The SPV is usually a tax-exempt company or trust formed 
for the specific purpose of funding the assets and is 100 percent owned by the originator. 
Rating Agencies - Moody's, S&P, Fitch IBCA and Duff & Phelps. In Securitizations, the 
Rating Agencies frequently are active players that enter the game early and assist in 
structuring the transaction. 
PROCESS OF SECURITIZATION: 
 
 
 
 
 
 

 
  
  
  
  
  
  
 The process of securitization creates asset-backed bonds. These are debt instruments that 

have been created from a package of loan assets on which interest is payable, usually on a 
floating basis. 

 In case of the borrower did not pay the periodic interest, the bank takes further actions. 
 Issue of minimum 3 notices and registered notice with intimation of proceeding under 

SARFAESI ACT 2002, recalling entire loan amount with interest and cost. 
 Issue of notice U/S 13(2) of SARFAESI ACT 2002. 
 Issue of notice U/S 13(4) of SARFAESI ACT 2002, and publication of possession notice 

in 2 languages. 
 Filling suit in ACMM court for taking physical possession of the immovable property. 
 Issue of sale notice sale intimation to the borrower and surety’s. 
 Take fresh valuation certificate before fixing sale date. 
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 Publication of sale notice in the 2 languages, newspaper within 2 days from the date 
notice issued.30 clear days from the date of paper publication. 

 Advertisement/30 clear days to maintain for the date of Auction. 
 Arrange buyer/customer and arrange for AUCTION. 
 Issue of sale certificate, arrange for registration of the same. 
 Handing over of possession / key of property. 
Securitization reflects innovation in the financial markets at its best. Pooling assets and using 
the cash flows to back securities allows originators to unlock the value of illiquid assets and 
provide consumers lower borrowing costs at the same time. By using securitization, a bank 
may be able to: i) lower its cost of funding; ii) improve risk management, and iii) increase 
profitability. However, the key to the realization of these potential benefits of securitization 
lies in the quality of the underlying receivables, which, in turn, is directly related to the 
underwriting and credit risk management employed. Therefore, in practice securitization 
might have both positive and adverse implications for bank performance. 
Review of Literature: 

1. FrancescaBattaglia,AngelaGallo,MariaMazzuca(2014) 
 This research explores the effects of securitization on banks equity risk exposure. A 
widespread opinion before the crisis of 2007–2008 was that securitization enhances financial 
stability. It provides empirical evidence of the impact of securitization on the market's 
perception of the originating banks’ risk exposure before and after the crisis, in terms of 
systematic and idiosyncratic risk. Using a sample of Italian listed banks over the period 
2000–2009, researcher finds evidence of increasing systematic and idiosyncratic risk for 
originating banks, in particular in the post-crisis period. It was that securitization increases 
the probability of the originator banks to contribute to a market crisis. 

2. Andres Almazan ,Alfredo Martín-Oliver ,Jesús Saurina(2015) 
Asset securitization offers banks the possibility of altering their capital structures and the 
financial intermediation process. This study shows that the introduction of securitization is 
associated with fundamental changes in the funding policies of banks. It presents evidence of 
more intense use of securitization by banks with stronger growth opportunities, liquidity 
constraints, costlier alternative sources of funding, and restricted access to capital markets 
due to adverse selection. Securitization is observed to be higher in the pecking order of 
financing choices of small- and medium-sized banks and non-listed banks, which are likely to 
face more severe adverse selection problems. 

3. Yener Altunbas (Bangor Business School ),Alper Kara Hull (University Business 
School), Aydın Özkan (Bradford University School of Management)(2016) 
Bank securitization is deemed to have been a major contributing factor to the 2007/08 
financial crises via fuelling credit growth accompanied by lower banks’ credit standards. Yet, 
prior to the crisis a common view was that securitization activity makes the financial system 
more stable as risk was more easily diversified, managed and allocated economy-wide. In this 
survey paper we review the extant literature to explore the so far generated knowledge on the 
impact of securitization on banking risks.  

 
STATEMENT OF THE PROBLEM: 

The study is undertaken to find out the impact of securitization act on Ashok Nagar co-
operative bank limited.  In practice securitization might have both positive and adverse 
implications for bank performance. This paper analyzes whether co-operative banks did 
improve their bank performance through securitization.  
OBJECTIVE OF THE STUDY:   

 To identify the impact of securitization in co-operative banks. 
 To know how much assets are securitized during the period of 5 years. 
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HYPOTHESIS: 
 Ho: There is no relationship between assets securitization and profitability. 
 H1: There is relationship between assets securitization and profitability. 

I. RESEARCH METHEDOLOGY: 
 Type of Research: Descriptive research is used in this study in order to identify the impact of 

securitization and banking performance. 
 Sources of Data : 

 Primary Data: Primary data is collected from general discussions with manager of 
Ashok Nagar co-operative bank ltd. An Interview technique is  with director of the 
bank. 

 Secondary Data: internal data is collected from the bank records. External data are 
collected through: 
 Annual report of the Ashok Nagar Co-operative Bank, 
 Article and research paper, 
 Books and journals, 
 Inflibnet and other publications etc. 

 Sampling Size: The data from 5 year’s records 
 .Sampling Techniques: The analysis based on Convenient and judgmental sampling. 

 Limitation of the study 
 The study is confined only to Ashok Nagar cooperative Bank. 

 The period of the study is only 5 years 
 Reluctance on part of the organization to share their business details with outsiders 
 

DATA ANALYSIS AND INTERPRETSTION: 
Table no. – 1: Table showing the total assets securitized in the year 2012 to 2017 March. 
ASSETS 2012 2013 2014 2015 2016 2017 
AUTOMOBILE 
SECURITY(vehicle) 1 1 1 1 1 1 
MORTGAGED SECURITY 4 3 3 3 6 4 

CREDIT CARD DEBT SECURITY 1 2 2 2 3 2 
BUSINESS LOAN 1 1 1 0 1 0 
COMMERCIAL DEBT SECURITY 0 1 1 0 0 0 
HOME MORTGAGED SECURITY 0 0 2 1 0 1 
 

 
Graph no. – 1: Graph showing the total assets securitized in the year 2012 to 2017 
The above graph presents the total assets of securitized in the period of five years. Similarly 
the Automobile securities are constant and Mortgaged securities are appreciated in the year 
2016 and it lightly decreased in the year 2017. Maybe that the bank gives more important to 
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Mortgaged securities. But the bank has to protect their investors by taking several policies 
and principles against the securities. 
 
Table no. – 2: Table showing the recovery rate (in %) and profit of the assets in the 
period of 2012 to 2017  
YEAR RECOVERY RATE (in %) PROFIT 

2012 0 0 
2013 17 1,02,82,993 
2014 16 1,33,72,873 
2015 0 0 
2016 25 1,41,58,642 
2017 0 0 

 

 
Graph no. – 2: Graph showing the recovery rate (in %) and profit of the assets in the period of 
2012 to 2017 
The above graph presents the bank recovery rate. And profitability is fluctuating year on year. 
The bank earns profit in very lower level. Because the recovery of the assets value is very 
less compare to the face value of assets. May be the bank can take up the new type of assets 
to invest and attract the customers for more degree of investment. The bank earns greater 
profit in order to make some moderate in the process of recovery of payments. 
 
II. TESTING OF HYPOTHESIS: 

STATISTICAL HYPOTHESIS: In statistics, certain statements are formed and the validity 
of each statements is examined. Each statement is called a hypothesis. It is a statement about 
the nature of a population, such as population mean, standard deviation, proportion etc. 
CORRELTION-COEFFICIENT TEST: 
 Correlation is used to test relationship between quantitative variables. In other words, 
it’s a measure of how things are related. The study of how variables are correlated is called 
“correlation analysis”. 
HYPOTHESIS: 
Null Hypothesis (Ho): there is no relationship between assets securitization and profitability. 
Alternative Hypothesis (H1): There is relationship between assets securitization and 
profitability. 
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r = 0.87 

YEAR X Y (x – x̅) (y – y̅) (x – x̅)X(y – y̅) (x – x̅)2 (y – y̅)2 

2012 7 0 -1.5 -0.63 0.945 2.25 0.39 

2013 8 1.02 -0.5 0.39 -0.195 0.25 0.15 

2014 10 1.33 1.5 0.7 1.05 2.25 0.49 

2015 7 0 -1.5 -0.63 0.945 2.25 0.39 

2016 11 1.41 2.5 0.78 1.95 6.25 0.60 

2017 8 0 -0.5 -0.63 0.315 0.25 0.39 

n=6 ∑x=51 ∑y=3.76   ∑= 5.01 ∑= 13.5 ∑= 2.41 

 
Significant level at 5% (0.05) 
STEP-1: Calculate the mean  
      x̅= ∑x / n 
         = 51/6 
          = 8.5 
      x̅= ∑y / n 
         = 3.76/6 
         = 0.63 
y̅= ∑y/STEP-2: Calculation of r value 

    
      == 5.015.01 
      √13.5 x 2.41 
      == 5.015.01 
      √32.535 
      == 5.015.01 
      5.70 
 
 
STEP-3: Calculation of t-test value 
      
                                        t                   =       r √ n-2t = r√ n -2 
 
      tr√ n -= r√√1- r2 
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     √1-(0.87)2 

= 0.87√4 

     √1-0.7569 
     =        0.87x2 
             0.2431t = r√ n - 
     

 =          1.74 
                                                             0.493   
                                          t = 3.529    
       
r= 0.87  t= 3.529  table value= 2.312  
INFERENCE 
The critical value of t-distribution table is 2.312 @ 5% level of significance and degree of 
freedom is 4. Since t value is more than the table value 2.312 (3.529 > 2.312), null hypothesis 
is rejected and alternative hypothesis is accepted. Hence concluded that there is a relationship 
between assets securitization and profitability with 87% positive relationship between 
securitization and profitability. 
III. FINDINGS: 

 Automobile securities are constant and Mortgaged securities are appreciated in the year 2016 
and it lightly decreased in the year 2017, because the bank gives more important to 
Mortgaged securities.   

 The bank’s profit in very lower level. Because the recovery of the assets value is very less 
compare to the face value of assets. 

 The bank recovery rate and profitability is fluctuating year on year. The bank profit in very 
lower level. Because the recovery of the assets value is very less compare to the face value of 
assets. 

 Bank’s earns more profit on realized assets but the assets value is not completely realized by 
the investors. Because the auction amount also did not get the full recovery of the outstanding 
amount. 
 
IV. SUGGESTIONS: 

 The bank has to protect itself  by taking several undertakings against the securities. 
 The bank  to maintain proper auction process and maintain good payment method. 

The bank have good relationship between customers and investors. 
 The bank  to take some stringent action in order to safeguard their securities. The 

bank is to make specific restriction on payback the initial payments or periodic 
interest from the customers. 
 

V. CONCLUTION: 
In this research we analyze the impact of securitization on banking performance using 
Ashoknagar Co-operative Bank data from 2012 to 2017. In Ashoknagar Co-operative Bank, 
the number of assets securitized year on year is fluctuating, there is no similar trend. In 2013, 
2014 and 2015 the bank earned huge  profits compare to other years. Because the assets were 
auctioned at very high prices. In this study it is observed that the bank gives more importance 
to mortgaged assets, because it gets more profit to the bank. But in 2012, 2015 and 2017 the 
bank suffered loss, because the assets are auctioned at very lower price compare to their real 
value. It is concluded that Securitization provides financial institutions with an opportunity to 
lower the cost of funding, improve credit risk management and increase profitability.  This 
study evaluates that the banks improve their performance through the use of securitization of 
Assets. 
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