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RBI purchases bond via OMOs
at better than market rates

The central bank sold
36,825 cr worth of short-
dated securities against
the 310,000 cr amount
that was notified

FE BUREAU
Mumbai, December 23

THE RESERVE BANK of India (RBI) has
completed the purchase of thebenchmark
bondsworth ¥10,000 crore through open
market operations (OMOs) at better than
market rates, which implies its strong
intent of bringing down the term premia,
experts said.

Theyield on the benchmarkbonds had
traded at an intraday low of 6.553% on
Mondaybefore closing the day's session at
6.568%. However, the cut-off yield at
which the OMO purchase took place stood
at 6.546%. At the same time, the central
bank only sold ¥6,825 crore worth of
short-dated securities against the
310,000 crore amount that was notified.

Ananth Narayan, professor-finance at

SPJIMR said the “operation twist” OMO
cut-offannounced by the RBIwas positive
for government bonds on multiple counts.

"For one, the RBI purchased 310,000
crore of the 10-year bonds at a cut-off of
6.546%,aloweryield than seen in the sec-
ondary market during the day. Second, it
sold only X6,825 crore of 1-year bonds,
indicating that it did not want short-term
bondyields to go up significantly.In effect,
it ended up net buying ¥3,125 crore of
bonds. All this will signal its strong intent
to bring down term premium in govern-
ment bonds,while at the same time ensur-

ing that short-end bond yields do not
move up, he said.

Adealeralso pointed out to the fact that
the central bank's intention to buy the
long-tenor bonds was successfully exe-
cuted and that too at better than market
levels."From that perspective, it is a very
good cut-off that has come. The sale of
short-dated securities did not happen
fullybutIbelieve that the market maynot
be perturbed by this.The RBI maynotwant
the short-tendyields to shoot upbeyonda
certain level,"the dealer said.

The RBI on Thursday had announced
the Indian version of "Operation Twist"
conducted by the US Federal Reserve by
deciding to buy the long-tenor 10-year
benchmark bonds worth 10,000 crore
and selling four short-dated securities
worth the same amount under open mar-
ket operations (OMO).

The announcement resulted in a rally
in long-tenor bonds along with a bit of
hardening in short-tenoryields on Friday.
The yield on the 30-year government
securities fell by 20.5 basis points to
7.12% on Friday while yield on the two-
year paper rose six basis points to 5.88%.
The benchmark yield had fallen 15 basis
points after the announcement.

Federal Bank, Magicbricks tie up for disposal of repossessed properties

FE BUREAU
Mumbai, December 23

FEDERAL BANK ON Monday announced
its partnership with property portal Mag-
icbricks for listing and e-auctioning of
immovable properties repossessed by the
lender through recovery proceedings.
The pan-India arrangement between
Magicbricks and Federal Bank aims to
recover dues in 30 major accounts
amounting to ¥50 crore in Q4FY20, a
statement said. “The arrangement is to
leverage the reach of Magicbricks portal
across demographics and consumer cate-
gories,removing any geographical restric-

The pan-India partnership aims to
recover dues in 30 major accounts
amounting to ¥50 crore in Q4FY20

tions for the buyers,” it added.

Ashutosh Khajuria, executive director
and chief financial officer,Federal Bank,said:
“Federal Bank has always been focusing on
maintaining and improving the quality of
itsloan book through systematic and disci-
plined recovery effortsand this partnership
isa positive step in this direction.”

Sudhir Pai, CEO, Magicbricks,said,“Over
the last two years, Magicbricks’ e-auction
platformhas evolved asa cost-effectiveway

INTERVIEW: SHAKTIKANTA DAS, GOVERNOR, RBI

‘We’ve to wait for one or two quarters to
see if signs of green shoots are sustained’

Itwill take a few more quarters to seeif signs
of growth revival visible now are sustain-
able, Reserve Bank of India (RBI) governor
Shaktikanta Das tells Shritama Bose and
Malini Bhupta. The central bankis await-
ing the report of a forensic audit into Pun-
jab & Maharashtra Co-operative (PMC)
Bank andwill have greater clarity on repay-
ing depositors within a few weeks, he added.
Edited excerpts:

Whydon’tthebankswant tolend? What’s
the point of having 2 lakh crore surplus
liquidity if it’s not going to be lent?

Yes, banks are lending. Yes, compared
to earlieryears or compared tolastyear, the
growth in bank credit is less. The credit
growth is a little less than 8%, as per the
latest data. There it’s a mixed picture.The
lending to retail sector has remained
strong.Retail-sectorlending has grown by
17% and within that the lending to the
housing sector has grown by 19%. With
regard toretail growth, it has picked up.It’s
only with regard to the business loans or
project-relatedloanswhere thereisa slow-
down for various reasons. One is the off-
take,demand for offtake. The other one is
certain problems related to the real estate
sector,and number three,youalready have
a gap in capacity utilisation. Therefore,
there is enough capacity and that is also
contributing to lower offtake.We did some
analysisand we found that the economy s
going through a process where the large
corporates are deleveraging their balance
sheets.They are cleaning up their balance
sheets. You have banks also cleaning up
their balance sheets in terms of reducing
the GNPA. You also have the NBFCs which
are cleaning up their balance sheets and
which are deleveraging. This is a kind of
transitory phase. Going forward, the pos-
sibilities of a demand pick-up are there.

Do you have any visibility on when that
could be?

I would not like to give a timeline, but
we are seeing some green shoots.Thereare
some positive signs,but we have towait for
one or two quarters to see whether these
positive signs are sustained, and they are
not one-off phenomena.

Why has it become so difficult to predict
growth? Earlier it used to be tough to pre-
dictinflation,butnowweeven seerepeated
cuts made to the growth estimate by RBL.
The margin of errorwith regard toinfla-
tion projections has become considerably
less.Itisabout 10-20basis points.The infla-
tion surprise has come from food prices,
which are subject to a lot of seasonal
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vagaries.This time,forexample,the spikein
vegetable prices was due to unseasonal
rains in end October and November. In
onions,about 26% of the cropisreportedly
damaged.When 26% of the supplyis taken
out of the market, it will obviously have an
impact on prices. Other vegetable prices
also spiked. There was an increase in the
price of pulsesand certain cereals.Vegetable
prices have alwaysbeen very difficult to pre-
dict. It is the food prices which are difficult
toestimate. Having said that,with regard to
inflation projections, the margin of error
hasbeen considerably reduced.

The challenge, as you have rightly said,
isabout the growth numbers. This year has
been an unusual year. Nobody had really
expected the sudden slide that has hap-
pened. We projected 6.1% in the October
policy and two months later, we said it
would be 5%.When we had said 6.1%,we
had a range. Internally, there was one body
of opinion within RBI that it could be lower.
The broader consensus was that 6.1% was
morelikelyand sowewentwith that.Weare
looking into thevarious aspects of improv-
ing our growth-forecasting mechanisms.

Has the NPA cycle bottomed out or
should we expect more painahead,given
the divergences?

Ithinkoverall the NPAshavebeenidenti-
fied. Now if suddenly a large borrower slips,
and that’sabigif, naturally,itwill come tobe
classified as a non-standard asset. But other
than that, I think banks do have a sense of
the NPAnumbers.The divergencewhichyou
are pointing out is due to certain regulatory
guidelines not havingbeen fully or properly
followed by the bankswhile classifying them
as NPAs.That does happen.Forexample,ina
restructured accounthowtoapplytheregu-
latory norm, sometimes the banks due to
gap in understanding, arrive at a particular
number. When our supervisory team goes,
they point out the particular regulatory
normthat hasnotbeen properlyapplied. For
restructured assets or therealisable value of

securityorthosewhich are underresolution,
RBI guidelines are there. RBI supervisors
then point out that these are the regulatory
guidelines and the realisable value of secu-
rity should be different. That also leads to
divergence.Theseare not surprise cases,but
duetoincompleteapplicationand adoption
of the RBI guidelines which happen some-
times due to gaps in understanding.

The ICA mechanism has not really
thrown up any positive surprises. If
things stand where they are, a bunch of
cases will be headed for the NCLTs after
January 7.Areyou planning to offer relief
on provisioning for those cases?

This question has been put to me ear-
lier as well. What we said in our June 7 cir-
cular is that from the date of first default,
which may be on June 7 or June 30 or July
15 or any other date, in the case of a par-
ticular loan, from that day the clock starts
ticking. So, from the date of the first
default, 30 daysis given as a review period
within which the banks will review that
particular case and the borrower has the
opportunity to make payments to regu-
larise the account. If the payments do not
comein 30days, thelenders have another
180 days (so, total 210 days). What is crit-
ical is the date of first default. As regards
caseswhichwere in default priorto June 7,
the clock started ticking only from June 7.
So, the banks got extra time for earlier
cases.Onetheaspect of June 7 circularyou
also have to keep in mind. It also provides
that you make a provision and if you are
able to resolve it subsequent to 210 days
orif you are going to NCLT and once the
case is admitted, the provisions get
reversed. So, the June 7 circular has a sys-
tem of incentives and disincentives. If an
account crosses 210 days, lenders have to
make provisions as per the guidelines.
They have the option of reversing the pro-
visions subsequently,depending on fulfil-
ment of certain conditions.

For cases that do hit that deadlinein Jan-
uary, are you contemplating a relief in
provisioning?

No,we don’t see any need forany mod-
ification of the June 7 circular. The pack-
age is known right from day one. The
banks can even then restructure and
reverse the provisions at a later date.

Itwasmandatoryforbankstosign ICAs,but
some banks have not signed them in cases
wheretheyare creditorstodefaulters.Have
you received any complaints against such
banks or taken action against them?

This is a regulatory stipulation which

for banks to liquidate their repossessed
assetsand lessen theirfinancialburden.Our
e-auction platform offersatransparentand
alevel playing field to property seekers.”

As of September, retail slippages of the
lender totalled X145 crore, of which about
X100 crore is from Kerala and 40 crore is
from therest of the country,said Edelweiss
in a report. Gross non-performing assets
(NPA) of thebankin Q2FY20 had increased
t033,612.11 crore from X3,394.7 crorein
the previous quarter. As a percentage of
gross advances, the gross NPA rose by 18
basis points to 3.07%. The net NPA ratio
stood at 1.59%, or ¥1,843.64 crore in
absolute terms, during the period.

all banks are expected to follow. If a bank
doesnotabidebyaregulatorystipulation,
naturally our supervision will point out
and consequential regulatory/supervi-
sory/enforcement action will be taken
against such bank(s).

Howlongwill PMC Bankaccountholders
be denied access to their money? Does it
worry you that a lot of ordinary people
are losing faith in the financial system?
See, PMC bank issue is a case of fraud.
Without going into details of what hap-
pened, I want to say that it is a case of
sophisticated fraud, where bogus and fic-
titious accounts were produced before the
RBI supervision team. Also, l would like to
state that RBI is a supervisory body. When
its team visits a bank or a non-bank and
seek information, the records which are
certified bythe bank’s competent persons,
those records are produced before the RBI
supervisors and they look at that. In this
case, bogus records were produced by the
competent persons. Going forward,we are
focussing on improving our supervisory
systems and processes. There is a forensic
audit (by an external agency) which is get-
ting completed. The report is expected by
the end of this month. Several assets have
been identified by the Economic Offences
Wing of Mumbai Police and by the Enforce-
ment Directorate. There are certain assets
which are already hypothecated, securi-
tised with the PMC Bank. One, forensic
audit report will be available by the end of
this month.Two, the realisablevalue of the
assets securitised with the PMC Bank is
being assessed. Third, for assets identified
bythe EOWand ED, theirvalueisalsobeing
determined. When we get a sense of these
three things, which we expect should hap-
penwithin the next two-three weeks, then
we will have a much better picture to see
how the bank can monetise those assets.
Already a coordination mechanism has
been established between the administra-
tor of the PMC Bank,the EOW, the Enforce-
ment Directorate and the RBI to take steps
for quick monetisation of all those assets
after obtaining permission of the Courts.

Is the RBI working on a framework for
resolution of assets under31,500 crore?
On that,oncewe decide,youwill know.
We are definitely working on that.
Wewere supposed to migrate toa zero-
MDR regime by November 1. Banks and
non-banks tell us that they have received
no communication from the government
orthe NPCIsofar.Itisa Budgetannounce-
ment which the government made. Con-
sequential action iswork in progress.
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penetration.

@ GROWTH ASPIRATIONS

Vikas Seth, MD, Bharti AXA Life Insurance

We are exploring multiple bancassurance
options to achieve our long-term growth
aspirations and increase India's insurance

RBI caps lending on P2P
platforms at 50 lakh

PRESS TRUST OF INDIA
Mumbai, December 23

TO PROTECT CONSUMERS interest, the
Reserve Bank on Monday said that on a
peer-to-peer lending (P2P) platform the
permissible exposure of alendertoall bor-
rowers should not exceed ¥50 lakh at any
given point of time.

“On a review, it has been decided that
the aggregate exposure of a lender to all
borrowers at any point of time, across all
P2P platforms, shall be subject to a cap of
%50,00,000 provided that such invest-
ments of thelenderson P2P platformsare
consistent with their net-worth,” the RBI
said in a notification.

The lender investing more than X10
lakh across P2P platforms will produce a
certificate to P2P platforms from a prac-
tising chartered accountant certifying
minimum net-worth of ¥50 lakh.

“Further, all the lenders shall submit
declaration to P2P platforms that they
have understood all the risks associated
with lending transactions and that P2P
platform does not assure return of princi-
pal/payment of interest,” the RBI said in a
notification.

On fund transfer mechanism, it said:
“Escrow accounts to be operated by bank
promoted trustee for transfer of funds
need notbe mandatorily maintained with
thebankwhich has promoted the trustee”.

The lender investing more than ¥10
lakh across P2P platforms will
produce a certificate to P2P
platforms from a practising
chartered accountant certifying
minimum net-worth of ¥50 lakh

As per the guidelines, the transfer of
fundsunder P2Plending happens through
an escrow account mechanism, which is
operated by abank promoted trustee.

It requires atleast two escrowaccounts,
one for funds received from lenders and
pending disbursal, and the other for col-
lections from borrowers, be maintained.

It also mandates that all the transac-
tions through bank accounts, and cash
transaction are strictly prohibited.

Rupee falls 6 paise to 71.18

PRESS TRUST OF INDIA
Mumbai, December 23

THE RUPEE DEPRECIATED by 6 paise to
close at 71.18 against the US dollar on
Monday amid muted activity in domestic
equitiesand steadyrisein crude oil prices.

Forex traders said the rupee is trading
in a narrow range amid lack of cues from
the global market.

At the interbank foreign exchange
market, the domestic currency opened
weak at 71.15 and later fluctuated
between a high of 71.11 and a low of
71.24.

ANALYST CORNER

The domestic unit finally settled at
71.18,showingafall of 6 paise overits pre-
vious close of 71.12 on Friday.

“Rupee failed towitness any trend and
continued to quote in a narrow range of
71.05 to 71.25 (spot) due to lack of cues
from domesticaswell as global front,’said
Gaurang Somaiyaa, forex & bullion ana-
lyst, Motilal Oswal Financial Services.

Somaiyaa further said volatility would
be low for the currency as no economic
data is expected in this week. Moreover,
this week is a relatively shorter week as
market participants remain on the side-
lines following Christmas holidays.

# Maintain ‘buy’ on Tata
Chemicals with TP of X811

MOTILAL OSWAL

TATA CHEMICALS (TTCH) has acquired
the remaining 25% stake in TATA
Chemicals Soda Ash Partners Holdings
(TCSAP) from the Andover Group for
$195 m (thus, valuing 100% stake at
$780 m) through its wholly-owned
subsidiary Valley Holdings. With this
acquisition, TTCH has increased its
ownership in TCSAP to 100%, which is
a move to simplify enterprise
architecture. For FY19, TCSAP had a
turnover of $466 m and EBITDA of
$101m. Thus, the deal is valued at 7.7x
FY19 EV/EBITDA. Back in January 2008,
TTCH had acquired 75% stake in
TCSAP for $1 b (240.4 b), which was
funded by utilising $155 m of internal
accruals, ECBs of $475 m and US
borrowings of $350 m secured by way
of non-recourse debt on the assets of
the acquired company.

TTCH currently operates a capacity
of 2.5MMT of natural soda ash in North
America. The world's largest deposits of
trona —used for manufacturing natural
soda ash — are found in the Green River
Basin of Wyoming, North America.
Production cost of natural soda ash is 25-
30% lower compared to that of soda ash

manufactured through Hou or Solvay
process. TTCH acquired the balance
25% stake in TCSAP for $195 million; of
this, $175 m will be funded through debt
and balance will be funded internally.

We estimate a 5% increase in PAT
for FY21 after factoring in 5.5% interest
cost and the reduced minority interest
pertaining to the North American
operations. In 2016, the company sold
off its fertilizer business. In 2019, it
carved out a plan to demerge its
consumer business with a clear
strategy to focus on basic and the
specialty chemicals business.

Additionally, TTCH is incurring
capex of 224 billion at its Mithapur
plant for various categories, which is
expected to come on stream by FY22
(in a phased manner).

The cash-cow business (soda ash
and sodium bicarbonate) of TTCH is
expected to remain steady due to
potential balanced demand-supply
scenario; the cash generated from the
same would be partially deployed
toward its specialty chemicals
segment, which is high margin and
return accretive. Our SOTP-based
target price of 2811 implies an upside
of 25%. Maintain ‘buy".

¢ ‘Buy’ on IndiaMART
InterMesh; PT of 2,500

JEFFERIES

WE INITIATE ON Indiamart with a 'buy’
rating and price target of 22,500. It is
the dominant B2B classified platform
in India with strong moats to defend it
against competition. We expect 20%
revenue CAGR over FY20-22E despite
macro headwinds related to economic
slowdown; this in turn should drive
sharp margin expansion to 28% by
FY22E vs. 16% in FY19 given strong
economies of scale.

Indiamart has 137k subscribers
which is 2.4% of its listing base, who
pay 45k per annum on average.

We see multiple growth drivers for
Indiamart which should help drive 20%
revenue CAGR over FY20-22E,
continued rise in number of paid
suppliers with increased shift towards
digital advertising, greater
penetration outside of top tier cities,
shift to category & location specific
pricing should drive ARPU growth.

However, we factor in some

deceleration near term (22% in 2H &
15% in FY21E) to reflect overall
economic slowdown. Large upfront
collection leads to good revenue
visibility for the company. High
customer churn rate is a risk.
Indiamart's EBITDA margin has
expanded sharply over the last few
quarters from 11% in Jun-18 to 24% in
1HFY?20, helped by significant
economies of scale given low variable
costs. We expect margins to expand
to 28% by FY22E vs. 16% in FY19 and
stabilize at 33% in the medium to long
run. The business is in a negative
working capital cycle owing to large
proportion of upfront collections. This
has led to positive FCF & significant
cash generation with 2780 crore
(2270/share) of cash & investments as
of 1IHFY20, which is likely to expand to
¥17.3bn (600/share) by FY22E end.
We initiate on Indiamart with a Buy
rating & price target of 2,500, which
implies 25% upside to CMP. Our DCF-
based valuation implies 28x FY22E P/E.
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