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We are pleased to announce that IFMR Capital recently completed a securitisation of a pool of micro-loans, 
originated by Equitas Micro Finance. The transaction, “IFMR Trust Pioneer II”, represents a few “firsts” for the 
Indian microfinance sector (including the investment by a mutual fund in micro-loan backed securities) and we 
are excited by the possibilities that the completion of this deal represents for the sector. We therefore wanted 
to share some of the highlights and details of the transaction in an effort to elicit recommendations, questions, 
and discussion around the growing opportunity we see in the market for micro-loan backed securities (MLBS) 
and similar products.  For a more detailed explanation of the ratings for this transaction and securitisation 
generally for MFIs, please refer to the links at the end of this document, or visit www.IFMRTrust.co.in 
 

 

 
 
Highlights and Implications 
 
New investor base: The largest portion of the issue was purchased by ICICI Prudential AMC, the country’s third 
largest mutual fund. The entry of a mutual fund investor into the micro-loan backed securities (MLBS) market, as 
well as the treasury desks of major Indian banks, allows Equitas and other high-quality MFIs to expand their 
sources of funding to a new base of investors. Additionally, through micro-loan securitisation transactions, 
mutual funds and other investors are now able to gain exposure to a high quality investment with attractive 
returns and low-correlation with other asset classes. 
 
Capital markets oversight: The majority of debt funding for microfinance in India to date has been driven by 
government mandated Priority Sector Lending requirements. Bringing in capital markets participants (e.g. 
mutual funds, bank treasury departments) benefits the microfinance sector by demanding greater levels of 
transparency on the part of microfinance institutions and increased levels of oversight for the sector. 
 
Lower cost of funds: The transaction allowed Equitas to sell its portfolio at a rate significantly lower than its 
average cost of funds, particularly because it could tap into investors in the shorter term debt markets and thus 
a lower point on the yield curve. Accessing domestic fixed income markets at a lower cost is especially crucial for 
NBFC-MFIs (most of the sector) given they are not permitted to mobilise deposits or borrow from international 
lenders or MIVs (Microfinance Investment Vehicles). Microfinance institutions that are able to lower their own 
costs of funding can in turn bring down the price charged to end borrowers and benefit the households that 
they set out to serve. 
 
Emergence of ‘BBB’ demand: In our previous MLBS transaction, IFMR Capital was the sole investor in the BBB 
rated tranche. But this recent transaction attracted investor interest in all tranches of the issue and a majority of 
the BBB tranche was purchased by the treasury desk of a private bank. Given the very low demand for BBB rated 

IFMR Trust Pioneer II  

Originator Equitas Micro Finance  
Underlying Assets 55,993 Joint Liability Group loans 
Total Investment Size Rs. 480 million ($10.4 million) 
Investors Axis Bank, Dhanalakshmi Bank, ICICI Prudential 

Asset Management Co, IFMR Capital 
Rating Agency CRISIL Ratings 
Structurer & Arranger IFMR Capital 

Series Rating 
Principal  
(Rs. Mn) 

A1 P1+ (so) 312.8 
A2 AA (so) 81.8 
A3 BBB (so) 86.6 

Cash Collateral  54.7 
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securities in most other asset classes in India (even including corporate bonds), the development of investor 
appetite for this piece in only our second MLBS transaction is an encouraging signal.  
 
Price discovery and liquidity:  Creating securities that match a variety of investors’ risk-return profiles is the first 
step in generating greater price discovery in the MLBS market. IFMR Capital looks forward to accelerating the 
increase of price discovery and liquidity by facilitating secondary market transactions and listing MLBS on 
national exchanges. 

 
Overview of Transaction Structure 
 
The portfolio purchased from Equitas into a bankruptcy-remote trust was tranched, or split, into three different 
pieces to meet a variety of investors’ appetites for risk, maturity, and return. For example, to appeal to a mutual 
fund investor seeking securities for its short term debt portfolio, there would have to be a portion of the 
securitisation that a) received the highest possible rating by a reputed rating agency, b) had a maturity of less 
than one year, and c) offered an attractive return compared to other similarly rated assets.  
 
Credit Enhancement 
 
To meet the varying risk appetites of investors, the securitised pool of micro-loans needed to be tranched into 
separate pieces that have varying repayment priority, timelines, and protection from short falls in repayment.  
The process of including protection to investors in certain tranches of securities is known as credit 
enhancement. 
 
This transaction involves two forms of credit enhancement.  The primary form is cash collateral provided by the 
originator, Equitas.  The amount provided is equal to 10.6% of total cash flows, and this cash collateral is used to 
cover any shortfalls in repayment of the underlying micro-loans or loss of cash flows due to the prepayment of 
micro loans. The secondary form of credit enhancement is subordination of certain tranches to other tranches, 
such that some tranches have higher repayment priority than other tranches.  In this transaction, subordination 
provides additional credit enhancement to the senior (P1+ rated) and mezzanine (AA rated) tranches. 
 

Series Yield Type Principal  
(Rs. Mn) 

Tenure  
(in months) 

Rating Credit Support 

A1 PTCs Fixed 312.8 12 P1+ (so) 120.9 
A2 PTCs Fixed 81.8 19 AA (so) 157.6 
A3 PTCs  Residual 86.6 19 BBB (so) 71.0 

Cash Collateral - 54.7 19 Unrated - 

Source: CRISIL Rating Report 

 
The table above depicts the three series of pass through certificates (PTCs, “securities”) with corresponding 
ratings and other details. 
 
Alignment of Interests  
 
IFMR Capital, which served as the structurer and arranger of the transaction, co-invested in the subordinate 
(BBB rated) tranche both because of the attractive risk-return opportunity and also because of our objective to 
maintain best practices in financial intermediation by sharing risk in all transactions in which we take part. 
  



 

The alignment of interests between the originator, intermediary, and investors is vital to the growth and success 
of the MLBS market. This is done keeping in mind lessons from the collapse of the US sub-prime mortgage 
market and the failure of other international securitisation programmes in recent years. If all risks are passed on 
to end investors, then loan originators and financial intermediaries have limited incentive to perform the 
requisite due diligence at the time of originating and buying portfolios of loans.  
 
The first-loss risk that Equitas bears is to ensure that the originating MFI maintains high quality of origination 
and servicing. The second loss piece, in the form of subordinate notes to which IFMR Capital subscribed, ensures 
that IFMR Capital has an incentive to conduct robust pre-purchase and ongoing due diligence to ensure that the 
originating institution is of high quality. Each party in the transaction thus takes risks that it is best equipped to 
handle and the structure ensures that the interests of all parties are aligned.  
 
Matching Maturities 
 
In order to match the tenure of securities with the maturity appetite of each investor, there was also an element 
of “time tranching” employed. As the graphic below shows, the timing of repayments to investors ensures that 
the investor in the Series A1 securities would receive all cash flows within one year. This enabled the investment 
to be marketed to mutual funds seeking short term fixed income securities – a first for microfinance institutions 
in India.  
 

 
 
New Pricing Benchmark 
 
Importantly, by creating a highly rated security with a short term maturity, Equitas could access investors in the 
shorter part of the yield curve and the lower rates available to short term borrowers. The P1+ tranche was 
priced by benchmarking against similarly rated securities such as commercial paper (CP). It should be noted that 
Equitas’ micro-loans typically have a 100 week life and therefore micro-loans originated by the majority of 
microfinance institutions (with average maturity of 50 weeks) can potentially be securitised to access an even 
shorter term, lower cost portion of the yield curve.  
 
 
 
 
 

 
 
 



 

Depiction of Securitisation Process and Flow of Payments 

 

 
 
 

 Counterparty Details 

 

 



 

Glossary of Terms 
 
Asset Class: The type of assets that back the securitised receivables. 
 
Credit Enhancement: An element of a transaction structure that lowers the credit risk associated with 
securitised receivables.  This is typically in the form of cash collateral or subordination of one tranche of PTCs to 
another. 
 
Issuer: The special purpose vehicle (SPV) that has issued the rated debt securities. 
 
Obligors: The end-borrowers associated with the micro-loans. 
 
Originator: The bank or finance company that has originated the pool of micro-loans (i.e., made loans to clients).  
 
Pass Through Certificate (PTC): The form of debt security that is used for securitisation. 
 
Securitisation: A process in which financial assets with predictable future cash flows (such as a pool of micro-
loans) are converted into standardized, tradable securities. 
 
Special Purpose Vehicle (SPV): A legal entity that serves as a conduit through which repayment cash flows from 
securitised loans flow to investors. 

 

For more information, please visit www.IFMRTrust.co.in or click on the links below to download: 
LCaw /ŀǇƛǘŀƭΩǎ άUnderwriting Guidelinesέ ŀƴŘ άAn Introduction to Securitisation for MFIsέ 
 
Additionally, the full CRISIL Rationale for Ratings for this and other micro-loan securitisations completed by IFMR 
Capital are available for download here.  

 
About IFMR Capital 
IFMR Capital is a non-banking finance company based in Chennai, whose mission is to provide efficient 
and reliable access to capital for institutions that impact low-income households. IFMR Capital acts as a 
bridge to mainstream capital markets for under-served sectors such as microfinance, small enterprise 
finance, and agri-commodity backed financing. 
 
About Equitas Micro Finance 
Equitas Micro Finance India (Pvt) Ltd aims to extend micro credit to people who are otherwise unable 
to access finance from the mainstream banking channels. Equitas commenced business in December 
2007 with the objective of making available finance at reasonable cost and in a transparent manner to 
women who are engaged in micro enterprise activities. Equitas has 98 branches with portfolio 
outstanding of Rs 4,304.7 million as on September 30, 2009. 
 

 

http://www.ifmrtrust.co.in/
http://www.ifmrtrust.co.in/downloads/IFMR_Capital_underwriting_guidelines.pdf
http://www.ifmrtrust.co.in/downloads/Intro_to_securitisation_for_MFIs_IFMR_Capital.pdf
http://www.crisil.com/credit-ratings/ifmr-crisil.htm

