
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

From the Publisher 

We are glad to present Vinod Kothari’s “Guide to Housing Finance – A Comprehensive Guide to 

Mortgage Lending”. Coming from someone who has a globally tested success as an author on 

financial subjects, the present book is a comprehensive guide to mortgage lending business. 

Housing finance is surely one of the most important asset classes in retail financing, and given the fact 

that housing is a basic need, housing finance serves one of the primary needs of mankind. The book is 

not just on techniques of housing finance – it delves into affordable housing finance and housing 

microfinance as well. 

Like with other Vinod Kothari books, this book combines financial mathematics of housing finance, 

accounting, regulatory details, legal side of mortgage lending, etc. Larger part of the regulatory details 

is based on Indian regulations, but the law of mortgage lending is as applicable in most common law 

countries. 

Securitisation and covered bonds are also discussed at length in the book. 

 

Contents in brief 

PART 1: 

Introduction: 

1. Introduction to housing Finance 

2. Housing Finance System 

3. Affordable Housing Finance and Housing Microfinance 

4. Home Equity Loans 

5. Reverse Mortgage Lending 

6. Mortgage Insurance and Guarantees 

PART 2: 

Business Aspects of Mortgage Lending: 

7. Mortgage Pricing and Mortgage Mathematics 

8. Understanding Payment Risks 

9. Credit Risk Assessment 

10. Property Assessment and Asset Risk Evaluation 

11. Risk Management in Mortgage Lending Business 

PART 3: 

Operational Issues: 

12. Mortgage Loan Origination Procedure 

13. Mortgage Servicing Procedures 



14. Accounting for Mortgage Lending 

PART 4: 

Legal and Regulatory Aspects: 

15. Generic Law of Mortgages and Enforcement of Mortgages 

16. Special Recovery Procedures under the SARFAESI Act in India 

17. Regulatory Aspects of Mortgage Lending 

PART 5: 

Funding Options for Housing Finance Business in India: 

18. Traditional Methods of Refinancing Housing Finance 

19. Securitisation of Residential Mortgage Cashflows 

20. Covered Bonds 

Detailed contents  

Chapter 1: Introduction to Housing Finance  

 Meaning of Mortgage Lending 

 Why Housing Finance? 

 Relevance of Housing Finance to Wealth of Nations 

 Housing Finance and Business Cycles 

 Types of Mortgages  

 Elements of a Mortgage Loan 

 Distinctive Features of Housing Finance 

Chapter 2: Housing Finance Systems  

 Determinants of Housing Finance Systems  

 Primary Mortgage Markets  

o Market Structure 

o Macroeconomic Environment  

o Interest Rate Stability  

 Refinancing of Mortgage Lenders  

 Primary Market Features in Different Countries  

 Secondary Mortgage Markets  

 Mortgage Markets in Some Countries 

o The US Mortgage Market 

o Mortgage Market in UK  

o Mortgage Market in Germany  

o Mortgage Market in Denmark  

o Mortgage Market in Singapore  

o Mortgage Market in Australia  

o Mortgage Market in Canada  

 Mortgage Market in India  

o Overview of Indian Housing Finance  



o Players in Indian Housing Finance  

o Growth in Housing Finance  

 Performance of Housing Financing Companies (HFCs)  

o Sources of Funding for Housing Finance Companies  

o Performance of Scheduled Commercial Banks (SCBs) in Home Lending  

o Mortgage Financing  

o Sources of Refinancing for Mortgage Lenders  

Chapter 3: Affordable Housing Finance and Housing Microfinance  

 Housing Microfinance  

o Genesis of Housing Microfinance  

 Basic Principles of Microfinance  

 Moving to Housing Microfinance 

 Housing Microfinance and Housing Finance 

o Housing Microfinance and Generic Microfinance 

 Housing Microfinance and Subsidized Housing 

o Players in Housing Microfinance  

o Housing Microfinance in India 

 Housing Microfinance Models in India 

o The Key Challenges in Housing Microfinance in India 

 Funding  

 Collateral 

 Product 

 Construction services and technical assistance 

o Solutions for the Housing Microfinance Product  

 International Experience in Housing Microfinance  

o Housing Microfinance in Kenya  

o Housing Microfinance in Mexico 

o Housing Microfinance in Peru  

o Housing Microfinance in Brazil  

o Conclusion  

 Affordable Housing  

o Why Affordable Housing Finance?  

o Affordable Housing Internationally  

 Affordable Housing in Brazil  

 Affordable Housing in Australia 

 Affordable Housing in USA 

 Affordable Housing in South Africa 

 Affordable Housing in India  

o Meaning of “Affordable Housing” for Priority Sector Lending Guidelines by the RBI 

o Meaning under Rajiv Awas Yojana (RAY) 

o Meaning for Taxation Purposes - CBDT clarifications for ‘Affordable Housing’  

o Affordable Housing as explained by Various Commissions and Committees 

 Report of Task Force on Affordable Housing for All under the Chairmanship of Sri 

Deepak Parekh, December 2008 

 Recommendations of other committees/summary of national policies so far for 

urban poor 



o Housing Sector Constraints 

o Affordable Housing finance: Lenders in India  

o Government’s initiatives for Affordable Housing 

 Benefits under Rajeev Awaas Yojana in respect of Affordable Housing in 

Partnership (Public-Public or Public-Private)  

 Benefits provided in the Union-Budget 2013-14  

 XIIth Five Year Plan on Rural Housing  

Chapter 4: Home Equity Loans  

 Meaning and Types of Home Equity Lending 

 Development of Home Equity Lending 

o The Second Lien Mortgage Market in the USA 

o The Second Lien Mortgage Market in Australia  

o The Second Lien Mortgage Market in the U.K.  

o Home Equity Loans in India  

 State of Housing Market and Sub-Prime Effect  

 Home Equity Lines of Credit  

o Features of HELOC  

o Difference between Home Equity and HELOCs  

 Cash-out Refinancing  

o Home Equity vs. Cash-out Refinancing 

 Home Equity Conversion Mortgage  

 Credit Risk Management for Home Equity Lending 

Chapter 5: Reverse Mortgage Lending  

 Reverse Mortgage Loan 

o Different Kinds of Reverse Mortgages 

o Benefits of Reverse Mortgage 

 Reverse Mortgage in Various Countries  

o U.S.A.  

 Eligibility conditions  

o U.K.  

o Australia 

o New Zealand  

 How Reverse Mortgages are Structured  

 How Interest is Calculated  

o Computation of a Closed-end Reverse Mortgage 

 Risks Involved  

 Reverse Mortgage in India  

o Salient Features of the Reverse Mortgage Loan (RML)  

o Qualification for Reverse Mortgage Eligibility  

o Determination of Eligible Amount under RML  

o Maximum Amount to be Received by the Borrower 

o How Payments are to be Made  

o Eligible End-use of Funds  

o Valuation of Property, and Security to be Provided 



o Loan Settlement  

o Prepayment of RLM  

o Foreclosure  

o Taxation Issues 

o Reverse Mortgage Loan Enabled Annuity (RMLEA) 

o Other Existing Products 

Chapter 6: Mortgage Insurance and Guarantees 

 Meaning of Mortgage Insurance 

o Genesis of Mortgage Insurance  

o Types of Mortgage Insurance  

 FHA/VA insurance programs  

 Private Mortgage Insurance  

 Primary Insurance and Pool Insurance  

 Borrower-paid PMI and Lender-paid PMI  

 Mortgage Insurance in other countries  

o United Kingdom  

o Australia  

o Canada  

 Mortgage Guarantee Companies in India  

o Inception of Mortgage Guarantee in India 

o Regulatory Framework for “Mortgage Guarantee Companies”  

o Law Relating to Mortgage Guarantee Companies in India 

o Registration Requirements of MGC 

o Essential Features of a Mortgage Guarantee 

o Process of Application with RBI for Registration of MGC  

o Investment Policy for MGC  

o Provisioning Requirements for MGCs  

o MGC's Obligations 

o Due Diligence to be Exercised by MGCs 

o Prohibitions on an MGC 

o Making of Scheme for Providing Mortgage Guarantee 

o Compliances in case of Counter-Guarantee 

o Drawbacks 

o India Mortgage Guarantee Corporation (IMGC)  

Chapter 7: Mortgage Pricing and Mortgage Mathematics  

 Basic Approach to Mortgage Pricing 

 Understanding the Spread  

o Market-dictated Pricing and Cost-based Pricing 

o Elements of Pricing 

 Cost of Capital  

 Cost of Risk or Risk Premium  

 Operating Costs  

 Expressing the Spreads into Mortgage Installments  

 Basics of Time Value of Money  



 Simple and Compound Interest 

o Compounding Frequency  

o More Frequent Compounding 

o Continuous Compounding  

 Future Value of Money and Present Value of Money  

o Future Value  

o Present Value  

 Generalised Formula for Computing Present Value 

o Discounting and Discounted Value  

 Generalized Formula for Discounting on Continuous Discounting Basis  

o Finding the Rate of Return from Present and Future Values  

o Use of Interpolation Device for Computing Rate of Return  

 Internal Rate of Return 

 Net Present Values  

o How to Compute NPV 

o What does the NPV imply?  

o Factors on which the NPV Depends 

o Is NPV a Tool of Comparison?  

o Use of Discounting Rate in NPV Computation  

 Understanding of TVM in Housing Finance  

o Finding out EMIs for a Given Loan  

o Finding out EMIs in case of Balloon Mortgage  

o Finding Instalments in Graduated Payment Mortgage  

o Finding IRR from given EMIs  

o Amortization of a Loan  

o Prepayment of the Loan  

o Restructuring of a Loan  

Chapter 8: Understanding Prepayment Risk  

 Why is Prepayment a Risk? 

 Economic and Non-economic Prepayment  

o Prepayment penalties 

o Prepayment and Defeasance  

o Nature of Prepayment Risk 

o Impact of Burnout  

o Analogy with Callable Securities 

o Prepayment Risk in Mortgage-related Securities  

o Impact of Prepayment Risk on the Credit Quality of the Pool  

o Impact of Prepayment on the Yield from the Pool  

o Prepayment Risk in Mortgage Pools  

o Turnover  

 Factors affecting turnover: refinancing rates  

o Refinancing  

o Prepayment Modelling  

o Static prepayment models  

 Annual and monthly prepayment rates  

o Various static prepayment models  



 The PSA Prepayment Model  

 The CPR and other Static Model  

 Dynamic or Econometric Prepayment Models  

 Establishing a Relation between Interest Rates and Prepayment Rates  

o Some Econometric Prepayment Models  

 Asay, Guillaume and Mattu model (1987)  

 Chinloy Model (1991)  

 Schwartz and Torous Model  

 Goldman Sachs Model  

 OCC/OTS Model  

o Prepayments for Adjustable Rate Mortgages  

Chapter 9: Credit Risk Assessment  

 Underwriting as a Part of the Loan Production Process  

 Credit Scoring  

o What is a Credit Score?  

o Types of Scoring Models  

o Credit Bureau Scoring versus Self Scoring  

o Purpose-specific Scores  

 Credit Scoring Model Development  

 Predictive Variables used in Credit Scoring  

 Cut-off Score  

 Validation Charts and Calibration  

 Deviation Matrix  

 Evidence of Scoring Models Predicting Default  

 Limitations of a Credit Scoring Model  

 Statistical, Judgemental and Hybrid Score Cards 

 Fixing Significant Underwriting Parameters 

o Maximum Allowable Loan-to-Value Ratio  

 Fixing Income Ratios  

o Housing Payment-to-Income Ratio (HPTI)  

o Total Debt-to-Income Ratio (TDTI)  

 Guarantor versus Co-borrower  

Chapter 10: Property Assessment and Asset Risk Evaluation  

 Basic Details about the Property 

 Approaches to Property Valuation  

o Sale Comparison Approach or Market Data Approach 

o Income Approach  

o Cost Approach  

 Independent Valuation versus Self Appraisal  

 Assessment of Property  

o Property ownership details  

o Fee Simple versus Leasehold Land:  

o Neighborhood Analysis  

o Property Details  



 Valuation Approaches in Detail 

 Sales Comparison Approach to Value or Market Data Approach  

 Adjustments to Comparable Sales  

 Income Approach to Value  

o Calculating Market Rent  

 Cost Approach to Value  

o Physical depreciation  

o Functional Depreciation  

o External Depreciation  

 Legal Due Diligence and Title Verification: The Indian Context  

o Mutation of the Property  

Chapter 11: Risk Management in Mortgage Lending Business  

 Aspects of Risk Management  

 Risks in Mortgage Lending  

o Credit Risk  

o Market Risks  

 Asset Liability Mismatches  

o Prepayment Risk and Interest Rate Risk  

o Housing Market Risks  

o Operational Risks  

o Liquidity Risk  

 Managing Credit Risk  

o Asset Level Credit Risk Management 

o Pool Level Credit Risk Management 

 Securitization  

 Credit derivatives 

 Setting up credit limits to manage credit risk 

 Interest Rate Risk Management  

 Transaction or Operational Risk Management  

 Compliance Risk Management  

 Strategic Risk Management  

Chapter 12: Mortgage Loan Origination Procedure  

 Marketing and Outreach  

o Check by the Applicant 

 Screening of the Applicant and Pre-application 

o Personal Meeting with the Applicant 

o Exclusivity of Borrower’s interest in Mortgaged Property 

o Strong Relationship with Customers 

o Submission of Application Form 

o Non-resident borrowers 

 Mortgage Application Processing and File Building 

o Use of Standard Application Form 

o Disclosures by Lender 

 Loan Tracking 



 Gathering Additional Information 

 Evaluation by Underwriters 

 Underwriting functions 

o Reviewing a Loan Application 

o Assessing Income Stability and Evaluating Qualifying Income 

o Establishing stability of the source of income 

o Calculating Qualifying Income and Ratios 

 Assessing the Borrower’s Credit Worthiness 

 Evaluating the Collateral 

 Appraisal of Property 

 Approval of Loan 

 Notifying the Applicant 

 Closing and Funding 

o Participants in the Closing Process 

o Requirements for Closing 

o Document Preparation 

o Document Signing 

o Mortgage Registration 

 Responsible lending practices of the Lender 

Chapter 13: Mortgage Servicing Procedures 

 Objects of Servicing 

 Functional Organization for Mortgage Servicing 

 Servicing Functions 

o Cash management 

o Investor accounting and reporting 

o Safekeeping of loan documents 

o Administering escrow account (taxation and insurance) 

o Cash collection 

o Pay offs and assumptions 

o Foreclosure and management of Real Estate Owned (REO) 

o Customer services 

 Special Servicing 

o Special payment arrangements for loans in arrears 

o Monitoring collaterals 

o Identifying loans with problems and follow ups 

o Loan Restructuring 

o Foreclosure and collateral repossession 

 Judicial Foreclosure 

 Non Judicial Foreclosure 

 Disposing foreclosed property 

 Foreclosure procedures in India 

 Servicer’s Revenues and Expenses 

o Revenues 

 Servicing and Subservicing Fee 

 Ancillary Fee 



 Interest earning on P&I and T&I 

o Expenses 

 Direct Servicing Costs 

 Unreimbursed Foreclosure and REO-related Expense 

 Corporate Allocation 

 Predatory Mortgage Servicing 

 Servicing Software 

 Mortgage Servicing Rights (MSR) 

o Acquisition of PMSR 

 Bulk Acquisition Transaction 

 Production Flow Activities 

 Business Combination 

o Acquisition of OMSR 

 Retail Production 

o Record Keeping for Acquiring MSR 

o Valuation of MSR 

o Amortization of MSRs 

 Excess Servicing Fee Receivables (ESFR) 

o Valuation and Amortization of ESFR 

 US Consumer Financial Protection Bureau’s Mortgage Servicing Rules 

Chapter 14: Accounting for Mortgage Lending 

 Relevant Accounting Standards 

 Accounting for Mortgage Loans 

 Accounting for Originated Loans 

 Accounting for Purchased Loans 

o Pool treatment versus loan by loan treatment 

o Incorporating default assumptions for effective interest rate 

o Change of Prepayment Assumption – requires Revision of Carrying Value 

 Accounting for Servicing Assets 

o Initial Recognition of Servicing Asset or Liability 

 Circumstances where initial recognition of servicing asset/liability is required 

 Fair value at initial recognition 

 Subsequent valuation of servicing asset/liability 

 Accounting for Transfer of Mortgage Assets and Mortgage-backed Securities 

Chapter 15: Generic Law of Mortgages and Enforcement of Mortgages 

 English Mortgage Law 

 Basics of US Mortgage Law 

 Different Forms of Security Interests 

o Security Interest on Immovable Properties 

o Security Interest on Movable Properties 

 Mortgages under Indian Law 

o Creation of a Mortgage 

o Different Types of Mortgages 

 Simple Mortgage 



 Mortgage by Conditional Sale 

 Usufructuary Mortgage 

 English Mortgage 

 Distinction between sale, mortgage by conditional sale and English mortgage 

 Distinction between a simple mortgage and an English mortgage 

 Mortgage by Deposit of Title Deeds 

 Anomalous Mortgage 

 English Equitable Mortgage 

 Mortgage by Deposit of Title Deeds 

o What constitutes a title deed? 

o Deposit of Title Deeds – Meaning 

 Distinguishing Mortgage from Pledge, Charge or Lease 

o Distinction between Mortgage and Pledge 

o Distinction between Mortgage and Charge  

o Distinction between Mortgage and Lease 

 Assignment of Mortgage 

 Creation of Tenancy Rights by the Mortgagor 

 Rights of a Mortgagor 

o Right of Redemption 

o Once a Mortgage Always a Mortgage 

o Redemption under the Code of Civil Procedure, 1908 

o Right of Accession 

o Right to Receive Benefits 

o Power to enter into Lease 

o Not to Waste the Property 

 Rights of a Mortgagee 

o Right of Foreclosure 

o Procedure under the Code of Civil Procedure 

o Right to Sale 

 Private Sale 

 Judicial sale – Procedure under Code of Civil Procedure 

o Right of Possession 

o Right to Appoint a Receiver 

 Appointment of a Receiver – procedural aspects 

 Removal of a Receiver 

 Receiver’s authority and power 

 Duty of the Receiver 

o Right to Sue for Mortgage Money 

o Right to Receive Payment for the Mortgage Money out of Sale Proceeds 

o Right of Accession 

 Liabilities of a Mortgagor 

o Repayment of Mortgage Money and Costs of Improvement 

o Not to Waste the Mortgage Property 

 Liabilities of the Mortgagee 

 Covenants Deemed to be Part of the Mortgage Deed 

 Enforcement of a Mortgage 

 Attachment of Property 



o Attachment of Property -- When Void 

o Order for Injunction under Order XXXIX Rule 1 of Civil Procedure Code 

Chapter 16: Special Recovery Procedures under the SARFAESI Act in India 

 Meaning of Security Interest 

 Meaning of Secured Creditor 

 Meaning of Secured Debt 

 Meaning of Borrower 

 On the applicability of SARFAESI 

o Eligible lenders 

o Applicability of SARFAESI Act to Housing Finance Companies 

 SARFAESI Action: Pre-conditions and Procedures  

o Pre-conditions 

o Procedures under SARFAESI Act 

 Some Important Procedural Issues 

 Application and Appeal Procedures 

 Exceptions to SARFAESI Act applicability 

o Recourse available for Loans valuing more than Rs. 1 Lac 

o Agricultural Land 

 Meaning of agricultural land 

 Availability of Writ Remedy and Civil Remedy 

Chapter 17: Regulatory Aspects of Mortgage Lending 

 Call for Regulation of Mortgage Lenders 

 Entry Barriers in Mortgage Lending 

 Entering into the Housing Finance Business in India 

 Housing Finance Companies (HFCs) Model 

o Meaning of a “housing finance company” 

o Meaning of “principal business” 

o Meaning of “finance for housing” 

o Mandatory requirement for registration of a housing finance company  

o Procedure for registration 

o Cancellation of certificate of registration 

o Regulatory Controls on HFCs 

 Micro Mortgage Finance Housing Companies (MMHFC) Model 

o Meaning of Section 25 Company 

 Non Banking Financial Companies (NBFC) Model 

o Meaning of “principal business” 

o Registration of NBFCs 

o A new class of NBFCs: NBFC-MFIs 

 NBFC Model vs. HFC Model 

 Non Banking Non Financial (NBNC) Model 

 Banks 

o Direct and Indirect Housing Finance by Banks 

o Housing Loans under Priority Sector 

o RBI Refinance 



o Construction Activities eligible for Bank Credit as Housing Finance 

o Construction Activities not eligible for Bank Credit 

o Reporting 

o Bank’s Exposure to Real Estate Sector 

o Risk Weight on Housing Finance 

o Loan to Value (LTV) Ratio 

o Delhi High Court Order on Unauthorized Construction 

 Banks vs. HFC Model 

 Limited Liability Partnerships (LLPs) 

 Other Non-Corporate Bodies Model 

o Societies 

o Unincorporated body model 

 Regulatory Controls in the Housing Finance Business 

o Regulatory controls on HFCs 

 Deposit-taking and non-deposit-taking HFCs: 

 Minimum Net Owned Fund (NOF) Requirement 

 Capital Adequacy 

 Risk Weighted Assets: on-balance sheet and off-balance items 

 Creation of Reserve Fund 

 Maintenance of percentage of assets 

 Prudential Norms 

 Constitution of Audit Committee 

 Maintenance of records in compliance with PMLA 

 Asset-Liability Mismatch (ALM) and Risk Management Policy 

 Know Your Customer Norms 

 Fair Practice Code 

 Disclosure requirements 

 Portfolio Allocation and Investments by HFCs 

 Engagement of Brokers 

 Reporting requirements by HFCs 

o Regulatory controls on NBFCs 

 Regulatory Directions issued by RBI 

 Regulation of NBFC-ND 

 Regulations for NBFC-D 

o Regulatory control on NBFC-MFIs 

 Entry point norm 

 Prudential norms 

 Other Regulations 

o Micro Finance Companies 

 Registration requirement of Micro Finance Institutions 

 Other Regulatory Aspects 

 MODEL HOUSING FINANCE LOAN AGREEMENT 

Chapter 18: Traditional Methods of Refinancing Housing Finance 

 Bank Financing 

o Indirect Housing Finance 

 General 



 Acceptance of Public Deposits by HFCs 

o Meaning of “deposit” 

o Applicability 

o Joint Deposits 

o Employee Security Deposit 

o Restrictions on Acceptance of Deposits 

o Consequences on Down-gradation of Credit Rating 

o Period of Deposits 

o Deposit Accounts with HFCs 

o Charging of Interest 

o Brokerage 

o Contents of Application Form Soliciting Public Deposits 

o Receipts to Depositors 

o Register of Deposits 

o Renewal of Deposits before Maturity 

o Creation of Charge in favor of Depositors 

o Deposits to be Fully Covered 

o Repayment of Deposits and Charging of Interest 

o Advertisement and Statement in lieu of Advertisement 

o Prohibition in case of Failure to Repay 

o Depository HFCs vs. Non Depository HFCs  

 Foreign Investments 

o Foreign Direct Investment (FDI) in HFCs 

o FDI in Construction Development 

o External Commercial Borrowings 

 For Low Cost Affordable Housing 

 Refinancing Schemes of the NHB 

o The Refinance Scheme applicable to Housing Finance Companies, 2003 (Regular 

Refinance Scheme) 

 Eligibility Criteria 

 Minimum Size of the Claim 

 Validity of the Claim 

 Rate of Interest 

 Terms of Refinance 

 Security 

 Procedural Requirements 

o Refinancing under the Energy Efficient Housing Scheme (EEHS) 

 Objective 

 The Beneficiaries 

 Eligible Loans 

 Validity of Loan 

 Extent of Refinance 

 Term of Refinance 

o Refinancing under Rural Housing Fund (RHF) 

 Objective 

 Eligible Loans  

 Term of Refinance 



 Rates of Interest 

o Refinance Assistance to Housing Finance Companies for their Lending for Housing, 2003 

 Objective of the Scheme 

 Eligibility Criteria 

 Rate of Interest 

 Extent of Refinance 

 Term of Refinance 

 Repayment of Refinance 

 Prepayment 

 Security 

 Procedure 

o Refinance of Construction Finance for Affordable Housing 

 Objective 

 Eligible PLIs 

 Parameters for Sanction of Refinance 

 Eligible Areas 

 Eligible End-users 

 Eligible Amount 

 Extent of Refinance 

 Period of Refinance 

 Repayment 

 Interest Rate 

 Disbursement 

 Prepayment 

 Other Terms and Conditions 

o Special Refinance Scheme for Urban Low-income Housing (LIH) 

 Eligible PLIs 

 Eligibility criteria 

 Eligible Loans  

 Extent of Refinance 

 Tenure 

 Interest Rate 

 Repayment 

 Prepayment 

 Security 

 Mortgage Credit Guarantee 

 On-lending Cap 

 Procedure for Sanction of Refinance Limit 

 Disbursement of Refinance and the Process 

 Procedure for Repayment 

 Other Terms and Conditions 

o Refinance Scheme for Installation of Solar Water Heating and Solar Lighting Equipments 

in Homes 

 Eligibility Criteria 

 Extent of Refinance 

 Tenure of Refinance 

 Rate of Interest 



 Repayment of Refinance 

 Prepayment 

 Security 

 Procedure for Sanction of Refinance Limit  

 Procedure for Disbursement of Refinance 

o Project Lending from NHB 

 Eligible Borrowers 

 Eligible Purposes 

 Interest Rates  

 Prepayment Charges 

 Extent of Financing and Period of Loans 

 Security 

 Customer Service 

 Capital Market Instruments 

o Capital Market Instruments with NHB Credit Enhancement 

 Scope of the Scheme 

 Terms and Conditions for the Guarantee 

 Exposure Norms 

 Minimum Size of Each Issue 

 Security 

 Guarantee Fee 

 Creation of Reserves 

 Returns 

 Securitization and Covered Bonds 

Chapter 19: Securitization of Residential Mortgage Cashflows 

 Securitization vs. Other Sources of Refinancing 

 Meaning of Securitization 

o The Securitization Process 

o What is a Mortgage-backed Security? 

o Asset-backed Securities vs. Corporate Bonds 

o Concept of Credit Enhancement 

o Bankruptcy Remoteness 

o Combined Result of Legal Isolation and Credit Enhancement 

o Ratings of Asset Backed Securities 

o Nature of Special Purpose Vehicles 

o Structured Finance and Securitization 

 Structuring of Securitization Transactions 

o Asset Pool Characteristics 

o Different Forms of Credit Enhancement 

 Excess Spread 

 Subordination 

 Over-collateralization 

 External Credit Enhancements 

o Liquidity Support 

o Prepayment Risk Mitigation 

o Motivations for using Securitization 



 Potential for reducing funding costs 

 Diversifying funding sources 

 Managing interest rate and asset-liability mismatch risk 

 Achieving off-balance sheet financing 

 Securitization and Residential Mortgage Lending 

 Relevance of Securitisation in Funding Residential Mortgages 

 The Case for and against Securitisation of Residential Mortgages 

o The Case for Securitisation 

o The case against securitisation and regulatory responses 

 RMBS Markets in some Countries 

o Genesis of RMBS 

 Agency Market through and after the Crisis 

 The Non-agency Market 

o Prime, Alt-A and Subprime Components 

o RMBS Markets in other Countries 

 Structuring of RMBS Transactions 

o Structure of Agency-backed Securitization 

 Illustration of the Fannie Mae MBS Structure 

o Secondary Market in Agency MBS 

o Structure of Non-agency Pass-throughs 

o Structure of CMOs 

o U.K. RMBS 

 Home Equity Loans Securitization 

Chapter 20: Covered Bonds 

 Search for Rating Enhancers 

 Covered Bonds: from Europe to the rest of the World 

o Historical Development of Covered Bonds 

o Reasons for the Recent Surge of Interest in Covered Bonds 

 Understanding Covered Bonds 

o Structure of Covered Bonds 

o How Securitization gives Bankruptcy Protection, and Resulting Problems 

o Legislative Covered Bonds 

o Structured Covered Bonds 

 Covered Bonds and Securitization 

 Key Elements for the Rating Framework for Covered Bonds 

o Legislative or Contractual Framework for Legal Preference 

o Credit Enhancement 

o Cashflow Analysis and the Extent of Asset Liability Mismatches 

o Liquidity Support 

o Rating of the Issuer 

o Credit quality of the asset 

 Covered Bonds: Risks relevant for Ratings 

o Covered-Bonds Issuer Specific Factors 

o Cover pool specific factors 

o Additional factors 



 Legal Preference to Covered bond Investors 

 Covered Bonds Trustee or Monitor  

o Germany 

o Spain 

o Denmark 

o France  

o The U.K. 

 Key Advantages of Covered Bonds 

o Advantages of Covered Bonds to Investors 

 No Default History 

 Free from Prepayment Risk 

 Much Simpler, Easier to Understand 

 Liquidity and Eligibility as Liquid Asset 

 Rating Resilience 

 Lower Risk Weights for European Banks 

o Advantages of Covered Bonds to Issuers 

 Additional and Increased Leverage 

 Better Ratings 

 Lower Cost 

 Better Asset Liability Matching 

 Capital Market Access provides Better Profile 

o Advantages of Covered Bonds to Borrowers 

o Advantages of Covered Bonds to the Economy 

o Limitations of Covered Bonds 

o Cover Assets and Credit Enhancements 

o Asset liability Mismatches and Liquidity Risk 

o Accounting for Covered Bonds 

o The Future of Covered Bonds 

 

  

 

 

 

 

 

 

 

 

 

 



About the Author 

Vinod Kothari is internationally recognized as author, trainer, consultant and 

expert on specialized financial subjects, viz., housing finance, securitisation, 

credit derivatives, accounting for financial instruments, leasing, hire-purchase, 

alternative investment funds etc.  

A Chartered Accountant as well as a Practising Company Secretary; Vinod 

Kothari lectures all over the world.  

 

 

Author of Books: 

 Securitisation, Asset Reconstruction and Enforcement of Security Interests, 2010  
 Editor - Guide to the Companies Act, 1956, A. Ramaiya, 17th Edition, 2010 
 Credit Derivatives and Structured Credit Trading, 2009 
 Co-author of Introduction to Securitisation with Frank J. Fabozzi  
 Securitisation: The Financial Instrument of the Future, 2006  
 Lease Financing and Hire purchase, 1996  
 Author of 3 Chapters in Handbook of Finance, (editor Frank Fabozzi), published by 

Wiley, USA 
 Author of Chapter in Frank Fabozzi: Fixed Income Securities 

 

Based in Kolkata, Vinod Kothari also operates in Mumbai and can be reached at 

vinod@vinodkothari.com  

 
Websites: 
 

 Securitisation: www.vinodkothari.com 
 Credit derivatives: www.credit-deriv.com 
 Leasing, asset-backed financing and corporate laws: www.india-financing.com 
 Housing Finance: http://india-financing.com/housing-finance.html 

  

Contact: 

Kolkata Office:       Mumbai Office: 

1012 Krishna        601-C, Neelkanth  
224 AJC Bose Road                            98, Marine Drive  
Kolkata -700 017, India       Mumbai - 400 002, India 
Ph: +91-33- 22811276/ 7715/       Ph: +91-22- 22817427 
3742 

Publisher: 

Academy of Financial Services 

 
1012, Krishna Building, 224 AJC Bose Road, Kolkata - 700017 

Price: 

E-book (in portable document format): INR 2500/USD 100 
Print Copy: INR 3000/USD125 
For orders, details, write to: piyush@vinodkothari.com  

mailto:vinod@vinodkothari.com
http://www.vinodkothari.com/
http://www.credit-deriv.com/
http://www.india-financing.com/
http://india-financing.com/housing-finance.html
mailto:piyush@vinodkothari.com

