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Description   
According to 12th Five-Year Plan, it was estimated that total investment in India’s infrastructure would require close to 
₹51 trillion ($729 billion) during 2012-2017 with the share of private investment at nearly 50%, most of which is 
expected to be funded from commercial banks. However, Indian banks could not meet this huge demand due to their 
limited lending capacity. They are close to reaching their internal and prudential exposure limits in infrastructure due 
to (i) their deteriorated asset quality in their loan portfolio associated with their increased exposure to the 
infrastructure sector that had higher credit risk and (ii) additional capital requirement to comply with the new Basel III 
norms by March 2019. Public sector banks had a higher proportion of stressed assets, with gross non-performing 
loans and restructured debt to total advances at 12% in March 2014, a lower profitability, and more capital need than 
private sector banks.  
 
Against this backdrop, the ADB’s TA studied the feasibility of securitization1 of public sector banks’ assets as a viable 
tool to address these challenges. Through securitization of infrastructure loans, public sector banks could create 
liquidity and free up additional capital, thereby strengthening their lending capacity for new or greenfield 
infrastructure projects. Furthermore, securitization can convert banks’ illiquid infrastructure assets into marketable 
securities and provide alternative investment opportunities for institutional investors, such as insurance, pension and 
mutual funds, to the infrastructure sector. This should be encouraged since institutional investors with long-term 
investment horizon are more suitable for investing in long-term infrastructure projects to optimize their asset-liability 
structure.  This TA complemented other SARD initiatives – including the Bond Guarantee Fund for India (BGFI) 2   
and the nonsovereign loan Credit Enhancement of Project Bonds3 - that were also supporting alternative or non-
bank means to finance infrastructure projects through bond market development in India. 
 
Expected Impact, Outcome, and Outputs 
The TA’s impact was an improved enabling framework on monetization in India. The expected outcome was a ready 
pilot monetization structure for candidate public sector banks for implementation in India. The TA had five outputs: (i) 
thorough assessments of infrastructure financing and securitization in India completed; (ii) sound business case for 
securitization of infrastructure assets in India developed; (iii) commercially-viable structuring options on securitization 
of infrastructure assets developed; (iv)  candidate public sector bank for the pilot securitization identified; and (v) 
stakeholder workshop conducted and project roadmap for the pilot securitization completed. 
 
The TA was highly relevant because it was designed and implemented to support the government’s priority for 
enhancing infrastructure financing in an innovative but practical way. The TA was formulated as part of ADB’s 
comprehensive support to infrastructure finance sector in India through regular consultations with various public and 
private stakeholders. 
 
Delivery of Inputs and Conduct of Activities  
The TA was approved on 13 February 2015 and originally planned to be completed by 30 March 2016. The 
executing agency was the Department of Economic Affairs (DEA) of the Ministry of Finance (MOF) at TA approval 
but, on a Government request, was changed to the Department of Financial Services (DFS) before TA signing. The 

                                                      
1  In this report, “securitization” is used interchangeably with “monetization.” Securitization is a process whereby: (i) 

public sector banks sell/assign a portion of their performing and/or restructured infrastructure loans to a third party, 
which is normally a special purpose vehicle (SPV); (ii) the SPV issues marketable “securities” that are backed by 
revenues or cash flows and are directly linked to the performance of the underlying infrastructure projects; (iii) the 
securities are then sold to institutional and retails investors that have appetite for long-dated assets. 

2  2012. ADB. Technical Assistance Report: Preparing the Bond Guarantee Fund for India. Manila. 
3  2012. ADB. Report and Recommendation of the President to the Board of Directors: Proposed Guarantee Facility 

Credit Enhancement of Project Bonds (India). Manila 



 
 

TA completion date was extended by 20 months until 15 November 2017 due to several reasons, such as (i) the 
change in the executing agency and internal staff movements within DFS, (ii) difficulty in securing commitments from 
public sector banks for pilot transaction and in obtaining necessary data, in particular on the infrastructure loan 
portfolio from the selected public sector bank (State Bank of India), and (iii) postponement of the stakeholder 
workshop to accommodate the availability of high-ranking officials from DFS and DEA. Utilization of TA funds was 
around 64%, which was achieved by the cost-saving from the consultant contract and workshop cost at the same 
time all the original TA outputs duly delivered.  
 
Six national consultants for a total of 39 person-months of services were hired through a firm in accordance with 
ADB’s Guidelines on the Use of Consultants (2013). The consultants had sufficient expertise and experience in 
highly technical areas, such as risk management of banks, structured/infrastructure finance, and accounting and tax 
issues for securitization. The performance of the consultants was satisfactory in terms of quality, responsiveness and 
flexibility. They delivered all their required outputs and even the additional deliverable, which was the publication.  
 
The performance of DFS and DEA was satisfactory. They provided constructive feedback to the consultants 
especially on their intention to effectively demarcate functions between the initiative under the TA and other different 
government-initiated financing schemes, such as the Infrastructure Investment Trusts and Infrastructure Debt Funds, 
to achieve more value addition of the ADB’s proposal to the whole spectrum of infrastructure finance ecosystem. The 
government also provided administrative support to the stakeholder workshop to ensure participation from key 
stakeholders. However, the TA would have benefitted more from greater ownership by DFS in pushing through with 
the pilot transaction. The performance of ADB was satisfactory. ADB fielded missions on a quarterly basis during the 
period of assessing enabling environment and developing commercially-viable structuring options to proactively 
coordinate with key stakeholders including DEA and DFS, to periodically form consensus among them. In lieu of 
missions, consultations via phone or email were also conducted. In the end, ADB successfully organized the 
stakeholder workshop in May 2017. No equipment was purchased under the TA. 
 
Despite the satisfactory performance of the Government and ADB, the TA was less than efficient due to the 
significant delays in implementation. 
 
Evaluation of Outputs and Achievement of Outcome  
All TA outputs were satisfactorily delivered in phases to support stakeholders to learn technical aspects and get 
ready for pilot transaction of securitization of bank loans to infrastructure sector, which was a brand-new concept to 
the Indian market although securitization itself was a well-known concept and utilized for retail segment.  
 
Under the initial phase of the TA, the enabling environment, such as legal, regulatory, tax and accounting framework 
for securitization of infrastructure loans and market practices for securitization were examined (output 1). Thereafter, 
the most suitable commercially-viable structuring options on securitization of infrastructure assets in the context of 
the Indian market were developed (outputs 2 and 3). The following characteristics were recommended to be 
incorporated into structuring options to be at least eligible4 and more ideally attractive for institutional investors: (i) 
underlying asset pool for securitization should consist of quality assets with appropriate size, such as road and 
highways assets post commercial operation;5 (ii) transaction structure should be “par structure,”6 which was the most 
familiar structure in India; and (iii) external credit enhancement should be provided to ensure the quality of underlying 
assets, which could be further supported by ADB either through (a) provision of a sovereign loan to capitalize the 
government-promoted guarantor entity, such as IIFCL, or (b) provision of a partial credit guarantee to underlying 
asset pool with sovereign counter-guarantee from the government. Based on the proposed structure above, a 
viability assessment for securitization was carried out for an asset pool of nine loans from the State Bank of India 
(SBI) that meet the above requirements according to different economic assumptions and scenarios (output 4). 
 
Key findings were disseminated at the stakeholder seminar held in May 2017 (output 5). The seminar was attended 
by around 50 participants from the government, pension funds, insurance funds, regulators, public and private sector 

                                                      
4  Investment objectives of insurance and pension funds and regulations do not permit investment in high-risk 
instruments rated below AA. 

5 Since lower credit enhancement is required to meet the risk-return requirements of institutional investor, minimum 
stand-alone credit rating for infrastructure loans was recommended to be BBB-, therefore thermal power projects 
with low recovery rates less than 20% on average were excluded. Also, pool size was recommended to be 15-25 
projects to hit a right balance between marketability of a small pool and in-built protection provided by a larger 
diversified pool.   

6 Under par structure, investors pay a consideration equal to the principal component (par value) of future cash flows. 
In return, investors are entitled to receive scheduled principal repayments from the pool in addition to the contracted 
yield every month. As a result, the asset yield is typically greater than the pass-through certificate yield.  



 
 

banks, rating agencies and IIFCL. The seminar concluded that the pilot transaction should be promoted but further 
consultations with other stakeholders are encouraged to address all concerns. The publication “Securitization in 
India: Managing Capital Constraints and Creating Liquidity to Fund Infrastructure Assets,” 7 which incorporated 
comments received at the seminar, and included a roadmap on how to proceed with the pilot transaction, was  made 
available and distributed to relevant stakeholders in November 2017.Endorsement of the proposed securitization 
structure was obtained from the Government (outcome). Although no pilot transaction ensued, the proposed 
structure is ready to be pilot-tested if external market conditions are favorable. 
Since all the outputs were carried out and the TA’s outcome was mostly achieved, the TA was effective.  
 
Overall Assessment and Rating  
Overall, the TA is considered successful. The TA was highly relevant, effective, and less than efficient as described 
in the previous sections. The TA is likely sustainable since the government has continuously expressed interests in 
launching pilot transactions and it would be commercially viable with sovereign support for credit enhancement.  
 
Major Lessons 
The TA was innovative and was successful in making market participants understand the advantages of securitizing 
infrastructure assets and form consensus that securitization of infrastructure assets should be promoted. The TA 
further established that ADB’s regional departments can play an influential role in market development given their 
strong outreach to various stakeholders. However, although there were no significant legal, regulatory and tax 
barriers for securitizing infrastructure assets in India, it turned out that it was difficult to encourage public sector 
banks, who are the primary beneficiary of the securitization of infrastructure loans, to proactively explore its 
feasibility. In fact, the TA was delayed partly because consultants had difficulty in accessing detailed information of 
the loan portfolio of SBI, who seemed to be hesitant to disclose their confidential business information. Further, there 
has been no actual pilot transaction made. This may be partly because banks are less willing to provide quality loan 
assets for securitization especially under a market condition where quality infrastructure deal flows were drying up. 
To overcome these situations, as in the experience with the TA on Enhancing Bond Guarantee Structuring Skills in 
India,8 the TA could have provided incentives to willing participants for a pilot transaction by covering incremental 
costs associated with securitization, such as legal costs. 
 
The TA also confirmed that loan asset securitization itself cannot provide a fundamental solution for improving the 
quality of balance sheets of the public-sector banks. Securitization can transfer some risks of underlying assets from 
originating banks to institutional investors, who can better assume specific types of risk at lower costs. However, 
securitization cannot reduce the risk of the underlying assets. To address the bank’s balance sheet issue, non-
financial measures should be taken to make infrastructure projects bankable, such as reducing project completion 
risk or off-taker risks.  
 
Recommendations and Follow-Up Actions 
ADB is encouraged to continue to support the government to have strong ownership of such products and promote 
capital market financing to infrastructure in a holistic manner. However, it is more than simply having the right 
regulatory environments in place. Indeed, the government has been trying to establish the National Infrastructure 
Credit Enhancement (NICE) Company as a complementary measure by referring to the ADB’s TA on establishing 
Bond Guarantee Fund for India.9 Setting up the market infrastructure is a building block to create a new market 
especially for innovative financial instruments. Since potential users of new instruments tend to have higher risk 
perception even for quality securitization, it is essential for the public sector to either mitigate the risk or provide 
economic incentive, such as a temporary tax incentive, for users to take such a risk especially in the initial stage of 
market development. Any financial scheme through development finance institutions, such as NICE or IIFCL, needs 
to be enhanced by sovereign support to ensure sufficient return for private sector users. On this respect, ADB could 
continue to discuss with the government on appropriate risk-sharing arrangements on possible credit enhancement 
so that it can provide sufficient relief to first-moving users.  
 

DEA = Department of Economic Affairs, DFS = Department of Financial Services, IIFCL = India Infrastructure 
Finance Company Limited; MOF = Ministry of Finance; NICE = National Infrastructure Credit Enhancement; SBI = 
State Bank of India; SPV = special purpose vehicle; TA = technical assistance. 
 

Prepared by:  Takuya Hoshino    Designation and Division: Financial Sector Specialist, SAPF 

         Sheila Marie Foronda-Mariano                                                         Senior Operations Assistant, SAPF 

                                                      
7 https://www.adb.org/sites/default/files/publication/379076/securitization-india-infrastructure.pdf 
8 2017. ADB. Technical Assistance Completion Report: Enhancing Bond Guarantee Structuring Skills in India. Manila. 
9 See Footnote 3. 



 
 

 
 
 
 
 


