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Greetings!

H a p p y  R e a d i n g !

The Covid-19 pandemic has pushed the entire corporate
world into an existential crisis, the most severe seen in
modern times. There is a rapid transformation in the way
companies are doing business – with some of these changes
likely to be permanent. Firms that do not adapt to this change,
and continue to live in their archaic world, will perish.  

The pace of disruption is further pronounced in the financial
sector. Use of technology and digital mediums is playing an
ever-important role in all aspects of the business, be it service
delivery, process management or stakeholder outreach. While
most businesses are suffering, the crisis also provides an
enormous opportunity for some. Technology-led companies/
platforms that can act as a catalyst for digital transformation
are primed to leverage this opportunity and do well.

Vivriti Capital has recently completed three years of existence.
From humble beginnings, it has made rapid strides to become
a prominent name in the Indian financial landscape. Today, it
counts more than 220 clients who are actively raising debt
from over 120 investors on its online enterprise finance
platform, viz. CredAvenue™ .   More than 1,200 trades with
cumulative volumes of around INR 300 billion have been
executed on the platform since inception, across the gamut of
products in the debt capital and structured finance market.

At Vivriti, we believe that the domestic debt capital market is
still at the stage of infancy and has enormous growth
potential. Temporary setbacks and black swan events aside,
we would continue to see sustained inflows of large pools of
capital over the long-term from both domestic and offshore
investors.

The Junction is an important initiative that aims to provide
readers with deep insights into the state of the market. The
journal would include incisive articles/ commentary from
renowned external authors and senior Vivriti employees
covering various themes such as key legal/ regulatory
updates, size and performance of the domestic structured
finance market, risk commentary on certain sectors and new
products / asset classes that are finding favour with  investors.

We are excited to release the first edition of the journal and
hope you find it useful. Any feedback or suggestions are
particularly welcome – we look forward to the same.

From the
Founders’
Desk

Gaurav Kumar
Founder & MD, Vivriti Capital

Vineet Sukumar
Founder & MD, Vivriti Capital

thejunction@vivriticapital.com
We'dd love to hear frfrf om yyou! Writte to us att

http://vivriticapital.com/


during the initial replenishment period. Negotiable
warehouse receipts (NWR) (backed by receivables
against sale of agricultural commodities) is the latest
asset class that has been introduced in the domestic
securitisation market. NWR has the potential to deepen
the market by adding significant heft to the market
volumes in future. The consumption of essential
commodities (maize, rice, wheat, etc.) remains largely
unaffected by the crisis. Robust demand, coupled with
high price stability and normal monsoon precipitation
augur well for the sector. The Government’s agenda of
ensuring adequate food safety for all would continue to
drive investments in the infrastructure required for
procurement, safe storage and distribution of food
grains. Investment in pass through certificates (PTCs),
backed by NWR, provides the investors with a safe
avenue to deploy funds. It reduces the commingling
risk, minimises fraud risk, passes the control of the
collateral in the hands of the trustee and facilitates easy
liquidation of the collateral, if required. Securitisation
of NWRs, thus, provides a fruitful matchmaking between
commodity traders looking for a capital market funding
solution and investors looking for low-risk, short-term
investment avenues.

The Covid-19 pandemic and the ensuing disruption
across the global economy has turned the market
participants (and especially investors) more innovative
and receptive to new products/ structures as well as
new asset classes, which offer a higher degree of credit
protection. The primary focus is on the safety of capital
(and consequently on products that offer the same).

With increased issuance volumes under the covered
bond product post the advent of the crisis, the fledgling
market is set to witness a large number of issuers and
investors joining the fray. Investors are warming up to
the ‘dual recourse’ feature of the product. Therefore, it
is being considered as a preferred route of investment
compared to a vanilla balance sheet debt exposure like a
term loan or regular bond.

There is a flight of capital towards the gold loan asset
class, which is short-term in nature and perceived to be
less risky compared to other asset classes (the
underlying collateral is highly liquid and the physical
possession vests with the lender). However, this asset
class has very high prepayment rates resulting in
uncertain cash flows (subjecting investors to significant
reinvestment risk) and contraction in the investment
period.

Herein, another structural innovation, viz., replenishing
securitisation structure comes into the picture. These
transactions permit originators to raise long-term funds
against short duration assets by churning pool assets
multiple times over the tenor of the transaction. The
investor is protected against the prepayment risk 

Considered to be a safe instrument for investment
globally, covered bonds have stood the test of time and
multiple crises, including the sub-prime crisis of 2008-
2009. While the global covered bond market is well over
€2.6 trillion as per the ECBC Factbook 2019, it is at a
nascent stage in the Indian debt market. However, it is
fast finding favour with various issuers and investor
segments

In certain jurisdictions (for example, in many European
countries), there is a specific covered bond legislation,
which provides bankruptcy remoteness by law itself.
While the cover pool assets remain on the books of the
Issuer, they are outside the reach of other creditors and
specifically earmarked for covered bond investors. On
the other hand, in countries such as Singapore, UK and
India, the transactions need to be structured under the
common law regime in the absence of specific covered
bond legislation. In these countries, a special purpose
vehicle (SPV) is used to isolate the cover pool assets for
the benefit of covered bond investors and achieve
bankruptcy proofing. The covered bond structure aims
to provide dual recourse to the investor. Dual recourse
refers to recourse over a cover pool of assets (together
with credit enhancement provided by the Issuer, if any)
and full recourse on the 

Innovation in the
Time of Crisis: New
Products on the
Rise in Domestic
Structured Finance
Market

How the Covid-19 pandemic is forcing
the market to become more innovative

Vibhor Mittal
Chief Product Offfff ifif cer, Vivriti Capital

Covered Bonds
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used to accelerate payment to the covered bond
investors. In addition to non-payment event,
occurrence of certain upfront identified trigger events
(early warning signals like rating downgrade of the
Issuer by multiple notches, breach of financial
covenant, etc.) can result in invocation of trust
guarantee.

By providing adequate credit protection in the form of
cover pool assets (cover of 1.1–1.2x) and additional credit
enhancement in the transaction (in the form of cash
reserve or bank guarantee to the extent of 3–8% of the
debt amount), it may be possible to reach a target rating
that is 3-5 notches higher than the standalone rating of
the Issuer. The higher rating, in turn, can facilitate
investment from capital market investors such as
mutual funds and insurance companies that may
otherwise not be able to take a standalone credit view
on the Issuer. It also ensures low credit risk on account
of dual recourse, lower capital requirement (for banks
due to higher rating), PSL benefit (if the exposure for
bank is in loan format and the underlying assets are
qualifying) and fixed amortisation schedule (no
prepayment/ reinvestment risk). The Issuer benefits 

Certain asset classes such as gold, micro-finance and
two-wheeler loans are characterised by short tenor
(ranging from six months to two years). After factoring
in the minimum holding period requirement for
securitisation of these loans, the residual tenor of these
assets is even shorter. The life expectancy of
securitisation transactions, backed by these asset
classes, gets curtailed on account of prepayments
observed in the pool (especially for gold loan asset class
where the prepayment rates are particularly high). The
short tenor and high prepayment rates remain
unfavourable for both the originator and the investor.
The originator can borrow funds for a short duration,
resulting in increased cost (upfront transaction costs
are amortised over a lower tenor) and frequency (for
meeting funding requirements) of the transactions. The
investor suffers due to significant reinvestment risk (on
account of prepayments) and shorter period for income
booking. A replenishing securitisation structure
overcomes the aforesaid issues and enables an Issuer to
raise long-term funding, against short-term assets, by
churning the pool assets multiple times over the tenor
of the transaction. The transaction involves two distinct
phases: the replenishment period and an amortisation
period. During the replenishment period, pool 

balance sheet of the Issuer. In comparison, in secured
bonds, the security assets are not bankruptcy remote
from the Issuer; while in securitisation transactions,
there is no recourse on the balance sheet of the Issuer
(beyond the level of credit enhancement provided by
the Issuer). In domestic transactions, the SPV is a
private trust that is specifically set up for this
transaction and does not fall under the ambit of the
RBI’s securitisation guidelines. To facilitate the
assignment, the Borrower provides a contribution/sub-
debt to the trust, which is paid back by the trust over
the tenor of the transaction. The trust, in turn, provides
an unconditional and irrevocable guarantee to the
covered bond trustee. The guarantee obligation of the
trust is senior to the obligation to return the
contribution/ sub-debt received from the Issuer.

The primary obligation to service the debt is with the
Issuer. In case of non-payment, the trust guarantee is
invoked and collections from the cover pool assets are

owing to lower funding cost (due to rating uplift) and
possible diversification of investor base. Moreover, the
structure does not fall under the RBI’s securitisation
guidelines. Therefore, the cover pool does not need to
adhere to any minimum holding period or minimum
retention requirement.

Replenishing Securitisation
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collections are utilised to acquire fresh assets from the
originator (top-up/ follow-on pool) and there is no
amortisation of PTCs. Once the replenishment phase is
over and the amortisation period starts, the pool
collections are used for amortising the PTCs (as is the
case with regular amortising structures). To protect
investor interest, even the top-up/ follow-on pool
contracts are subject to stringent eligibility criteria. In
addition, the transaction entails certain trigger events,
which result in depletion of the replenishment period
and the onset of the amortisation period at an early
stage. These trigger events includes downgrade in
rating of the Servicer or the PTCs, deterioration in pool
asset quality or the originator failing to keep top-up
contracts meeting the eligibility criteria.

NWR is a proven instrument for allowing farmers,
traders, producers, and exporters to obtain finance
secured by goods deposited in a warehouse. The
warehouse operator issues a receipt for the stored
goods, which can be used as a form of portable
collateral to request a loan from a financial institution.
In developing countries, warehouse receipt financing is
especially useful for rural small and medium
enterprises, which are often unable to secure their
borrowing requirements owing to the lack of sufficient
conventional loan collateral. In India, as per the
Department of Food and Public Distribution, there are
more than 900 registered warehouses that have issued
NWR to the tune of about INR 52 billion in the last
fiscal. Recently, Vivriti Capital structured the first
transaction in the domestic securitisation market
involving NWR. The PTCs under the transaction were
issued against future receivables from the sale of
certain commodities by the Seller to a few upfront
identified buyers. The PTCs were further secured by
NWR issued under the Warehousing (Development and
Regulation) Act, 2007 (WDRA) and assigned/ endorsed
in favour of the trust. The transaction was structured to
mitigate credit risk to the external investor, and
included the following features:

Securitisation Backed by
Warehouse Receipts

Choice of underlying commodities that have
demonstrated high price stability in the past
Substantial credit enhancement from the Seller in
the form of principal subordination and cash
reserve, together amounting to 35% of the
collateral/ pool value
Assignment of receivables under the off take
agreement and the underlying collateral to the trust,
making the structure bankruptcy remote from the
Seller
Elimination of commingling risk by asking the Buyers
to directly fund the trust account
Appointment of an independent collateral manager
for safe storage and liquidation of the collateral (if
required) and to mitigate against the fraud risk
Appointment of an inspection agency to carry
monthly audit of the collateral
Endorsement of NWR in favour of the trust and
conversion to demat format to facilitate ease of
liquidation of collateral in the open market (if
required) in a timely manner
Insurance cover on the collateral against natural
calamities like floods/ fire and for protection
against theft and pilferage.

The above factors resulted in PTCs being rated at
A1(SO). The instruments with this rating are considered
to have very strong degree of safety regarding timely
payment of financial obligations and carry lowest credit
risk. Financing of agricultural commodities and
warehousing business has traditionally been the forte of
banks. The innovative structure put together by Vivriti
Capital allows participation from the capital market
investors in this sector.

List of select transactions structured by
Vivriti Capital

Muthoot Fincorp Covered Bond-rating
rationale
Ess Kay Fincorp Covered Bond-rating
rationale
Indel Money Replenishing Securitisation-
rating rationale
Origo Commodities NWR backed
Securitisation-rating rationale
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T.C.A. Arvind Rangarajan
Founder, Artfifif ne Advisory LLP

Capital markets have long figured out a statistical
solution to credit. First find a model that works,
where lenders are schooled to fund viable businesses
and document the process 
Once this is done for a while and the portfolio is
seasoned (with a cooling period in between), one may
proceed to step three  
Pooling borrowers. Statistics would forecast a default
ratio. The pooled cash flows are tranched, i.e., a
pecking order is created for who takes the losses from
defaults first, second and last. These are the equity,
subordinate and senior tranches

1.

2.

3.

The basic premise is that if there are a 100 borrowers,
not all 100 will default at the same time. In fact, a fairly
big percentage will repay if they are picked with the
right profiles and credit history.
The first two tranches—equity and subordinate—are set
in such a way as to absorb losses even in extremely
difficult environments The senior most tranches can be
rated ‘AAA’ or ‘AA’, or some combination where return
expectations and risk appetites meet. The small
borrowers who would individually be rated ‘B’ now
stand tall as a collective ‘AAA’.
It is a testament to sound statistics and economics that
not one of the ‘AAA’ rated pools of commercial vehicle
loans had defaulted in the last 15 years prior to the
Covid-19 pandemic. Over the last few years, several new
assets classes have been securitised—micro finance
loans, mortgage loans and of late, even gold loans—but
not supply chain as yet. The times, in fact, may finally
be right for an asset class, which more than many
others peculiarly fits the theoretical premises.

That India has one of the highest savings rates is well
known. Less well known is the fact that mutual funds
inflows over the last decade have easily outpaced the
growth in bank deposits. Where has all that money
gone? Granted that a significant part goes into the
share market, but a big chunk also finds its way into the
capital and money markets, driving the growth in bonds
and securitised instruments.

that only a small proportion of companies (<1,000) have
AA’ or higher rating and they corner a very substantial
majority of the funds available to the corporate bond
and money markets. So if just a few hundred companies
make the cut in terms of rating, how do small business
drink from this ocean of liquidity?

Over the last few years, however, the credit crisis has
choked banks. Where does one go if the banks will not
or cannot lend you money in India? To the capital
markets? Money markets? Foreign portfolio investors?
In fact, corporate India has been doing the rounds with
all of the above. But to go to these places, one needs a
passport called ‘Rating’. Rating charts, meanwhile, show 

Opening up Capital
Markets to Supply
Chain Finance

Twin Engines of Growth
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Supply chain finance is traditionally a banker’s game. An
anchor is traditionally assessed by looking at its track
record, and working on setting up a programme that
undertakes a painstaking methodical, name-by-name KYC
and credit assessment. This old artisanal approach to
credit—setting limits based on the look-and-feel and the
personal touch—seems to be stuck in a dead end. Even in
the largest companies, well over half of their suppliers and
dealers are too small to make the bankers’ cut. Is there a
way to break free from and industrialise this process? This
article considers the challenges and possible solutions for
the same.

Debt Market Snapshot Source: RBI and SEBI papers;
Note: Amounts in INR Billion; Bonds and securitised paper are at about 40% of
loans (non-fofof od credit) provided by banks.

Vaman to Vikram in Three Steps:
School It, Cool It and Pool It!

Supply Chain as an Asset Class
Traditional supply chain finance is an unsecured loan to
dealers and vendors of large companies (or ‘anchor’).
There is no direct recourse to the anchor, but there is a
promise that the anchor will act in good faith—that it
will refer borrowers with a track record of good
performance and hold the threat over their heads that 



The issuer asked all the vendors to earmark and pool
their anchor receivables into a trust. Since the anchor
was rated ‘AAA’, so was the pool. The issuer then
arranged for the trust to guarantee the commercial
paper. Further, as the receivables matured, they were
paid into a trust account so as to be bankruptcy remote
from the issuer. Cash was released to the issuer so long
as new receivables from the pool of vendors were
financed and put into the trust. In effect, a one-year
instrument carrying the credit characteristics of the
pool was created and used to fund assets with a tenor of
90 days. In short, supply chain had entered the capital
and money markets.

The structure neatly avoided the questions regarding
Reserve Bank of India (RBI) restrictions that usually
revolve around securitisations. If the loans were sold
into a securitisation trust, what would become of them
when they matured? Would they be reinstated? These
concerns, however, were not relevant in this case, since
there was no securitisation involved. But it did call for a
lot of ingenuity in tracking cash flows and ensuring cash
flows were released only when new assets were put into
the cover pool.

Now why can this not be done in the normal manner by
creating a charge on the receivables? India’s insolvency
law has to be triggered to invoke a floating charge
before the creditors take their charged assets and stand
in queue. Timing around enforcement and the whole
legal process force rating agencies to pause when giving
weight to security. In effect, all one gets is the
standalone rating of the issuer. In a covered bond, the
receivables assigned to the trust

default to the lender would mean dismissal from the
vendor or dealer network. In industries with strong
reliance on the anchor due to branding or technology,
or where there is an oligopoly, this premise of ‘stop
supply’ has proven surprisingly effective. Loans to
vendors and dealers have low default rates in
comparison to borrowers of similar size and financial
metrics. So why are these assets not securitised, when
they have all the key ingredients—a market hungry for
funding, good credit histories and large volumes?

Dealers and vendors may be small, but their needs for
finance mimic that of their anchors; they need to buy or
sell almost daily. So the need for funds is in tiny trickle
—even suppliers to billion dollar corporates would have
drawdowns of a few lakhs or even a few thousand
rupees—repayments are made on an invoice-by-invoice
basis on staggered dates. This frequent drawdown and
repayment would mean that a one-shot disbursement of
a INR 1 billion (a minimum economic size for capital
markets) is not on the cards. Plus once sold into a
securitisation vehicle, all those tiny repayments have to
be tracked.

The next challenge, however, is about what happens
when the money is repaid. Traditionally, the credit
periods in supply chain finance is 90 days, giving the
portfolio an average tenor of 45 days, which is too short
a tenor for any serious provider of capital.
This and other considerations have held back any
serious attempt to bring this asset class to the capital
markets.

In the summer of 2018, a small finance company wanted
to buy a supply chain business. Given its small size and
consequent high cost of funds, it looked like the high
yielding loan book to dealers was probably the best bet.
A large pool of suppliers to a ‘AAA’ rated anchor was on
offer, but it was priced too low to make any economic
sense. Out of that sense of frustration was born the
‘Covered Commercial’ paper. To all intents and
purposes, this was a regular commercial paper—it
carried the advantages of any such market instrument
easily divisible and easily transferable. But with the
issuer’s rating at ‘A2’, it would never have been
subscribed.

Operational Nitty-gritties

Covered Debt

Cover Pool
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Transaction Schematic-Cover Pool



are, strictly speaking, the property of the vendors.
Other lenders to the issuer have no direct claim on the
pool. In case the issuer purchases the receivables and
sells them into a trust, its other creditors would
relinquish their claim on the receivables only if they
receive cash.

As an asset class, banks and NBFCs have been working
with supply chain finance for over 20 years. They see it
as a reliable and stable, as well as relatively low risk
asset. Currently, the bank market is largely focused on
the suppliers and dealers of ‘AA’ or higher rated
corporates; but even among them, the product favours
larger players and focusses on the top 30% of suppliers
and dealers. Capital markets though prize granularity.
The more diversified and numerous the borrowers, the
better. Further, they can allow the burden of KYC and
credit assessment to fall on fintech solutions. As an
asset class, if the top 500 companies could help banks
build a portfolio of INR 25 trillion, what could the next
5,000 companies build up?

Could the pool have been securitised? From an
economic point of view, yes, it made sense to do so. The
exposures would be shown as something other than
NBFC exposure, and that alone would have been a very
welcome outcome. Regulations, however, are not as
clear. Typically, the RBI expects originators to hold
assets for three months; but what would you do if your
asset has a life of only 90 days? Plus there is a very
specific prohibition about revolving facilities. Both
these restrictions do not apply to companies, which are
entities outside the purview of RBI’s supervision.  

So could a company arrange to securitise the
receivables of its suppliers and dealers? Yes, it can and
many, in fact, are already working on those lines. These
structures hinge on the new fintech capabilities to track
repayments and ‘replenish’ the pool of assets owned by
the trust as the old receivables mature. Even in the case
of banks and NBFCs regulated by the RBI, an old
footnote in the guidelines allows trade receivables to be
sold without a holding period.

The proposed new RBI guidelines allowing
‘replenishment’ structures and moving the proviso on
minimum holding period around receivable from a
footnote to the main body should also help improve the
possibilities for the banks and NBFC providers of supply
chain finance. The fact is the trust is now no longer a
completely passive entity—it is acting as per its
mandate and picking up new assets that are pre
approved. Any potential lacunae along questions of—‘is
the trust doing business and, therefore, is it taxable?’
are covered by the tax notification that as long as RBI or
Securities and Exchange Board of India (SEBI)

The Securitisation Option
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Transaction Schematic-Securitization

Conclusion

regulations are followed, it is tax neutral. Given the
evolving nature of RBI guidelines just yet, it may be
prudent to list all securitised instruments under SEBI
guidelines in the near term.



The concept of a simple, transparent and comparable
securitisation (or STC, as it is commonly called), is to
create a standard checklist and provide a capital benefit
to participants in a securitisation transaction that
meets the conditions of the checklist.

This is a concept that has been picked up from the Basel
III capital regulations and has been prevalent in Europe
for a while. The benefit to participants in such
securitisation transactions is that the risk weights
stipulated for exposures to such transactions are lower
than risk weights assigned to transactions that do not
meet the checklist for STC transactions.

While some of the conditions forming part of the STC
checklist do look to be a little difficult for Indian
originators (especially for small ticket loans where the
costs do not support a constant credit monitoring), like
the requirement of ensuring that the borrower has not
been subject to any insolvency or debt restructuring
process in the last three years, most of the conditions
seem to be achievable.

Therefore, the market is likely to see an increase in
transactions, which comply with the STC conditions.
There is also hope that more banks (especially public
sector banks) would opt for investing in loan
transactions through the securitisatzion route, which
meet the STC conditions, given that there is a tangible
capital benefit.

Pursuant to the Basel Guidelines on securitisation and
the recommendations of the Committee on
Development of Housing Finance Securitisation Market
in India, and the task force on the Development of
Secondary Market for Corporate Loans, the Reserve
Bank of India (RBI) has issued draft guidelines for
replacing the existing framework governing
securitisation transactions (which has been set out
under the RBI guidelines issued in 2006 and 2012) (Draft
Securitisation Guidelines).

The regulations issued by the RBI in 2006, which was
the first set of regulations to govern securitisation
transactions in India (although securitisation
transactions had taken place even prior to that), was
largely a set of accounting principles setting out the
conditions upon which a particular transaction would
result in derecognition of the assets sold in the books of
the originator.  

However, by 2012, having seen how the Indian market
took to securitisation, along with the sub-prime crisis
and its aftermath, the RBI modified the regulations to
ensure that certain conditions were imposed in relation
to eligibility of assets for securitisation. Some of the key
introductions in the 2012 regulations were the
requirements of a minimum holding period (MHP) and
the minimum retention requirement (MRR). 

Given that eight years have passed since the 2012
regulations, the RBI has definitely chosen a good time to
relook at the securitisation regulations and see what
could encourage growth in this space.  
In this article, I will explore how some of the key
changes made vide the Draft Securitisation Guidelines
could assist growth in the securitisation space.

The specific prohibition on securitisation of loans that
have been acquired (as opposed to being originated) has
been removed, and securitisation of loans that have
been acquired by the transferor is now permitted,
subject to a minimum holding period of 12 months in the
books of the originator. This will definitely see an
increase in the assets available for securitisation in the
market as there are many acquirers who would like to
obtain some capital relief in relation to their acquired
assets, through the securitisation route. This change
would also encourage participants to acquire loans,
without fear of being stuck with the loan asset forever.

Proposed Overhaul
of Securitisation
Guidelines: Will the
Market Be Better off?
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The Strengths

Simple, transparent and comparable
securitisation

Securitisation of acquired loans

Nihas Basheer
Partner, Wadia Ghandy & Co.
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The Draft Securitisation Guidelines propose to bring
back single loan securitisation transactions, which was
prohibited under the 2012 RBI guidelines. Until
prohibited, single loan securitisation transactions were
in huge demand as it helped with liquidity management
for the originators as well as the requirement of fund
houses (which are not permitted to directly make
available loans) to take exposures to highly rated
corporates. While this requirement can still be met
through direct bond issuances by corporates, the
structuring options available in connection with the
credit enhancement of a securitisation transaction
would not be available in a bond transaction.

Single loan securitisation

The MHP and MRR have been revised for residential
mortgage loans such that the MHP has been fixed at the
latter of six months / six instalments and the MRR has
been fixed at 5%, irrespective of the tenure of the loans.
This would definitely increase the availability of
residential mortgage backed loans, which are available
for securitisation.

The Draft Guidelines suggest that the requirement for
the MRR (which is not met by the first loss being
provided) to be maintained pari passu across tranches
shall be replaced with a requirement for meeting the
residual MRR by investing in subordinate tranches only.
This will give more flexibility in structuring transactions
where the first loss position is not sufficient to meet
the MRR requirements.

Under the current RBI guidelines on securitisation, even
group companies of the selling entity are treated as an
originator for the purposes of the guidelines. This
severely impacted the ability of originators to access
the balance sheet of group companies for providing
credit support in relation to securitisation transactions,
which could have been beneficial to the originators.
Such transactions would also help many entities to
solve the de-recognition they face because of the
accounting standards currently applicable.

Under the Draft Securitisation Guidelines, the RBI
proposes to amend the definition to refer only to the
lender who has made available the loans being

The Draft Guidelines would also be a boost in the arm
for the following transactions—(i) revolving asset
purchase transactions, where the tenure of the pass
through certificates (PTCs) can be for a longer duration
than the tenure of the underlying loans and realisation
from the loans can be used to purchase additional loans;
(ii) transactions where a single securitisation special
purpose vehicle (SPV) can be used for multiple
securitisation transactions; and (iii) securitisation of
loans with bullet payment of principal, but intermittent
payment of interest. The Draft Guidelines expressly
acknowledges such transactions and this should
encourage more participants to engage in such
transactions.

securitised. This would give some originators the much
needed flexibility in structuring credit enhancement for
such transactions.

Residential mortgage loans

Clarity provided

Form of MRR

Definition of the term ‘Originator’

If one has to make a complaint against the Draft
Securitisation Guidelines it will largely lie with the fact
that RBI has tried to use standards that have evolved on
the basis of experience in foreign markets and has
applied it in India, where the securitisation market itself
may not be as evolved.   The Draft Securitisation
Regulations could also do with a little more clarity,
especially in relation to: (i) whether de-recognition will
be achieved even if the entire first position is held by
the originator (and not 20% of the first loss position as
currently drafted); (ii) whether securitisation covers
only transactions where there is a sale of loan assets to
an SPV and the SPV issues securities backed by the said
loan assets, or could also cover other transactions, such
as a covered bond transaction.

The Draft Securitisation Regulations impose a risk
weight of 1250% on securitisation transactions, where
the originator is not a regulated entity, which would be
a hindrance for corporates who are attempting to
securitise their trade / rental receivables directly. 
The Draft Securitisation Guidelines also makes the
accounting treatment, as well as the disclosure
requirements, applicable to existing transactions, which
would be quite a setback for existing securitisation
transactions, which were structured keeping in mind
the extant regulations.

The Challenges
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There are definitely more strengths than challenges
under the Draft Securitisation Guidelines and I think
that they will help in growing the securitisation market
in India as there is sufficient room for innovative
structures. However, it must be noted that it is not RBI
regulations alone that will determine the success of the
securitisation market, and it is necessary to streamline
stamp duty laws and registration laws for this market to

develop to its fullest potential. Also, the beneficial
enforcement process under the Securitisation and
Reconstruction of Financial Assets and Enforcement of
Security Interest Act, 2002, has not yet been extended
to the SPV set up for securitisation transactions, and an
amendment to this effect would definitely be a much
required push for the securitisation market.

Conclusion



The reasons for this state of affairs are many, key
among which is limited number of participants in this
market–banks, mutual funds, insurance companies,
treasuries, foreign portfolio investors (FPI), pension and
retiral funds – all of which are either regulatorily
mandated to or prefer to invest in highly rated debt.
Loan markets that are available to lower rated issuers
are bilateral, led by public and private sector banks, and
financial institutions. The debt is often unrated and
information pertaining to pricing and structure of such
transactions does not make it to public domain, in
absence of which the track record created for
consumption by other market participants is
incomplete.  This information asymmetry has been
feeding a wide gap between perceived and real risk over
the past years and has impeded the concept of ‘pricing
the risk’. Such narrow participation and opacity
manifests in sharp drop in capital market participation
in primary issuance and secondary trading of debt rated
AA- and below. Lack of depth and activity thereby in
secondary markets, implying limited exit possibility, in
turn leads to lower participation in primary markets.

India’s debt markets lack depth and are wholesale in
nature, leading to much of the trades being bilaterally
assessed, negotiated and priced. Over 90% of issuances
and trading – by volume – are accounted for by state
owned and AAA-rated debt. As shown below, India’s
corporate bond issuance volume as proportion to GDP
lags those of emerging and developed economies.

Excluding several such issuers from debt markets leaves
investors with limited choices of firms and assets to
invest in, thereby creating asset bubbles and
diminishing returns. This results in inefficient allocation
as capital is not allocated to enterprises that could
generate meaningful returns. Weak access to debt
markets makes non-banks (NBFCs) and small businesses
more vulnerable to funding risk, as they are at the
mercy of banks and loan markets, which can dry up
owing to prevailing environment ⏤ such as the one
brought about by the advent of COVID-19 induced
lockdowns ⏤ or are susceptible to changes in regulation
⏤ such as change in bank priority sector lending (PSL)
norms. In the case of NBFCs, this could potentially cut
off finance to millions of low income households and
microenterprises, impacting income generation,
consumption, and hence economic activity. Lack of
public market scrutiny leads to lower standards of
governance among debt issuers, and little incentive to
invest in systems and standards, in turn continuing the
cycle of being less attractive for capital market
investors.

This phenomenon observed unchanged over the past
years validates that monetary stimulus alone is not
enough to see capital trickle to where it is most needed.
Even in absence of crises, lack of conviction and
heightened risk perception among market participants
results in flight to safety. This spectacle was especially
visible over the past months when the banking system,
in absence of risk appetite, absorbed huge doses of
liquidity and redeployed it with RBI at low yields rather
than ploughing it into the potentially more productive
credit markets. The first long term repo operation
(LTRO) only helped compress spreads of state-owned
and AAA rated debt. Participation in the targeted LTRO
2.0, which mandated investment in lower rated issuers,
was scant.  Illiquidity in credit markets implies the need
for patient capital, with ability to see through market
volatilities without reacting. Open-ended funds, the

The Importance of
Alternative Sources of
Capital to Develop
India’s Debt Markets
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The Problem Statement

The fallouts of weak debt markets

The need for alternative sources of
capital to deepen debt markets

Soumendra Ghosh
Chief Investment Offfff ifif cer, Vivriti Asset Management

Corporate bond issuance viz-a-viz GDP (Source: World Bank)

Spreads over G-Secs (Source: World Bank)



Investment in AIF rated AA by a bank attracts 150%
capital per RBI, whereas bonds rated AA attract 30%.
Recently RBI reduced the risk-weight to be applied
to banks investing in debt mutual funds, rationalise
it basis investments made by the mutual fund.
Investment by an insurance company in an AIF rated
AA+ does not qualify as an ‘approved’ category
instrument per IRDA, whereas that in a bond does. 
Taxation of debt mutual funds basis indexation gives
them significant advantage over rated AIFs, reducing
the gap between post-tax return of the two, thereby
blunting the incentives for investors in such AIFs.

Alternate Investment Funds (AIF) regulated by SEBI, are
meant to invest in illiquid markets and take more risks
than mutual funds do. These vehicles are granted more
flexibility in structuring, reporting, and locking investor
capital, and hence are mandated to be marketed to
informed investors, through minimum contribution of
INR 1 cr.  It is possible to use the flexibility of an AIF to
invest in credit markets, which could in turn fill the
sore gap between highly rated debt (AAA) and equity.
Mid-yield debt in AA and A rated universe, issued by
firms with proven track record of financial
performance, governance and serviceability pose
limited risk to holders of such AIF units. It is also
possible to build safety for investors in these pools
through credit enhancement and tranching of cash
flows. This could lead to the vehicle being assigned high
credit rating and offering investors high safety. As it
stands, credit rating and risk profile notwithstanding,
all AIFs are doled regulatory treatment in line with
highest risk category. Examples as follows – 

For them to gain acceptability among capital market
participants and to forward the cause of developing
debt markets, rated AIFs need to be treated differently 

usual vehicle for mutual fund-managed credit funds, are
hostage to investor sentiment and idiosyncrasies, and
are hence always mismatched on asset and liability. This
calls for alternative financial vehicles that could pool
capital from institutional and private sources to deploy
into credit markets with conviction, thereby taking the
first steps towards building track record for smaller
issuers and lower rated credits.
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What stands between the investors in AIFs and quality
of investments made by the AIF is the fund manager,
more so when investing in credit markets. Contrary to
the case for diversification made by investment
managers in higher rated debt, investing in credit calls
for specialisation, deep sectoral focus, and thorough
understanding of an asset class. As these attributes are
hard to develop for a wide range of asset classes for a
single fund house or team, making a diversified credit
strategy is an uphill task for investment assessment and
monitoring. Where markets are not liquid and issuers’
equity is not listed, the need for ongoing data, for
benchmark to peers, and for tracking performance of
investments is more, not less.  AIFs have the flexibility
to create sector-focused strategies and hence are the
vehicle of choice for fund managers with asset class
specialisation.

from ones that take higher risk, and at par with other
capital market instruments and mutual funds.

Alternate Investment Funds: a
potential bridge to capital markets
for lower rated issuers, but tax and
regulatory antipathy need to go

The need for asset class specialisation

Capital Risk Weights fofof r Investments by Banks

Vivriti Samarth Bond Fund, managed by Vivriti Asset
Management, is a category-II AIF, rated AA+ (SO) by
CRISIL for capital protection to unitholders. The fund
invests in debt issued by retail financial services
firms that extend small-ticket loans to individuals
and enterprises, in line with the fund management
team’s decade long experience, understanding and
track record of this segment. 

While crises exacerbate it, the lack of depth in Indian
debt markets is a structural issue, and not a transient
one. The solution lies in making markets more inclusive
by inviting greater participation from investors. In
absence of traditional market participants’ risk appetite,
more needs to be done for alternative pools of capital to
participate, starting with creation of a level playing
field.

Conclusion



Traditionally, gold loans have been more of a pull
product catered through an extensive network of brick
and mortar branches with customer walk-ins. But in
recent years, the advent of technology has pushed new
players to offer innovative products to serve a larger
segment of SMEs looking for short-term gap funding as
well as to the younger borrower class, attracted by the
comfort of doorstep service at express speed.
Consequently, established players have stepped up, with
similar product offerings. For example, Manappuram
Finance, which has over 4,400 physical branches,
started offering digital gold loans with doorstep service
in 2017. By March 2020, almost half of its new loans
were generated online. Amid the current Covid-19
pandemic, rapid changes are being observed in the
credit environment with significant shift of migrant
working class population from urban centres to semi
urban / rural areas, commencement of self-employment
activities and the rural employment push under the
National Rural Employment Guarantee Act (NREGA). 

While credit flow to individual borrowers is likely to
tighten for the next couple of quarters, gold loans are
expected to emerge as the preferred avenue for two key
borrower segments. The first category includes
borrowers who have fully utilised the existing avenues,
i.e. LAP and unsecured loans, and were holding on to
gold. The second category highlights borrowers who are
new to credit and do not want to mortgage properties
for smaller gap funding. They borrow for longer tenors
or do not want to borrow at unsecured loan rates of 24
32%. The gold loan model has traditionally focussed on
tangible security rather than the borrower credit.
However, the existing models of credit delivery are
rapidly evolving to cater to the larger borrower segment
expected to come into the market. Key changes
witnessed over the past three years include online gold
schemes (faster turnaround), doorstep delivery (ease of
delivery), co-lending models (lower capital requirement
for the lender) offering larger ticket loans for MSMEs,
medium-to long-term working capital backed by gold
pledge among others.

From a sought-after investment destination for the
Indian diaspora, default invitee to all Indian festivals
possessing immense sentimental value, gold has found
its way in all aspects of the Indian lifestyle. Between
2013 and 2019, India’s gold imports crossed ~5,400 MT,
of which a whopping 75% was lapped up by the jewellery
segment, eventually landing into the safe lockers of
Indian households. Naturally, it becomes the go-to
alternative—as collateral—for millions of Indian
borrowers to meet their emergency needs. Hitherto
considered as the preferred option among the small and
marginal borrowers, loan-against-gold has increasingly
gained popularity even among the entrepreneurial class
for meeting their short-term debt requirements.
Against this backdrop, not surprisingly, a growing
number of lenders are looking to enter or expand their
gold loan business. 

During 2016 to 2019, the overall gold loan segment grew
by ~10.7%, the NBFCs increased their portfolios by
~12.6%, whereas banks increased their gold loan book
by only 8.7%. At present, the organised gold loan market
—even at ~INR. 1.5 trillion—accounts for only one-fourth
of the total gold pledged, while the rest is still being
served by the unorganised segment, which includes
Nidhi companies, pawn brokers, jewellers and private
money lenders. While the general consumer mindset
has evolved significantly to use gold for accessing quick
debt  (usually in less than 30 mins), less than 10% of the
physical gold in India is estimated to be currently
pledged. This at a time, when the unsecured loan
market in ticket size 50,000–0.5 million has virtually
exploded over the past 8-10 years and now estimated to
be reaching ~INR. 0.75 trillion of outstanding credit in
Mar 20. It is also interesting to note that while Indian
households’ total gold holding is pegged at ~25,000 mt.
by World Gold Council in 2019, jewellery sales alone
have been over 4,000 mt. in last 7 years. Against this,
the overall pledged quantity by end of 2019 is estimated
to be ~450 mt. representing ~7.4% of yellow metal held
by Indian household. Considering that most of the
legacy gold is held by rural households, majority of gold
loan market is served by unorganised segment offering
huge growth opportunity for the organised players.

Gold Loans: From
Retro to Metro
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Vamshi Vasudevan
Head-Risk, Vivriti Capital

Household Gold Reserve vs Pledged Gold



In the post Covid-19 world, there are early indicators of:
a.   Existing NBFCs looking to get into gold loan 

segment by augmenting its existing branch network
b.   Fintech players looking to focus on gold loan 

origination
c.   Existing gold loan companies expanding through 

geography, tying up with lending partners and
tapping into pawn-broker network

All these factors are likely to play a key role in
expanding the outreach of the organised gold loan
market. Moreover, the recent RBI announcement to 

allow banks to offer gold loans up to 90% LTV is
expected to bring more borrowers availing and seeking
top-up on the existing gold loans.  Amid sustained
global uncertainly, gold prices crossing historic highs,
high attractiveness of security available, miniscule
credit costs, the gold loan segment appears to be next
destination for fintech players for disruption by
optimising the traditionally heavy cost structures. With
legacy heavyweights adapting quickly, investors
narrowing focus on the new and emerging models, one
needs to see which models and players emerge as the
golden rainmaker over the next decade.
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The global economy was dwindling with major countries reporting lower growth in 2019 compared to the prior years
and the Covid-19 outbreak has pushed it firmly into recession. The economic impact has been worse than the global
financial crisis of 2008.

The Covid-19 pandemic, which started as a public health hazard, is unambiguously the worst health and economic
crisis in the last 100 years with unprecedented negative consequences on output, jobs and well-being. The economy
was already in a parlous state before the Covid-19 outbreak struck. With the prolonged country-wide lockdown, global
economic downturn and associated disruption of demand and supply chains, the economy is likely to face a protracted
period of slowdown. The magnitude of the economic impact depends upon the duration and severity of the health
crisis, the extent of the lockdown and the manner in which the situation unfolds once the lockdown is lifted.

An Unfolding
Opportunity in Stressed
Asset Investing
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Mukund Kannappan
MD & Chief Investment Offfff ifif cer
JM Financial Credit Alternatives (a division of JM
Financial Asset Management Ltd.)

Economic Fallout

Factors Likely to AfAfA ffff efef ct India’s Capital Markets
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Global Pandemic Induced Disruptions

The Indian economy started to show signs of recovery from the troughs experienced in April and May 2020. However,
the unabated rise in Covid-19 infections in the unlock phase and re-imposition of localised lockdowns in several states
have interrupted this recovery. Demand has taken a larger hit from the lockdown, likely reflecting the higher
precautionary savings by consumers amid rising income uncertainty. Despite the Government’s efforts to open up the
economy again, consumer and business sentiment are likely to remain depressed in Q2 FY2021 and Q3 FY2021. The
timeline for a firmer recovery is being pushed ahead to at least Q4 FY2021 from Q3 FY2021. This presumes that a
vaccine will be widely available by then, which appears necessary for discretionary consumption to recover in certain
sectors. Weak demand and subdued capacity utilisation rates were already manifesting into a drag on investments. The
Covid-19 pandemic has further extended the timeline for recovery. Even though activity in sectors like consumer
durables, FMCG is gaining traction, most of the companies are still operating at low capacity utilisation rates. Labour
availability and feeble demand are major issues for the companies. Fresh investments will be difficult to come by in the
near to medium term. Also, a significant change in consumption patterns is likely on back of uncertainty related to jobs
and income losses. Agriculture seems to be the only sector with a silver lining, at present. However, it remains
dependent on a favourable monsoon and the water reservoir levels in the country. With considerable risks, full
restoration in economic activity would be contingent upon the support for robust health infrastructure, recovery in
demand conditions and fixing of supply dislocations. Based on preliminary analysis, estimates indicate that the real
GDP growth will contract in the range of 4.50% to 7.50% in FY2021.

Impact on India’s GDP
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The ongoing economic stress is
bound to impact financial assets.
This has already manifested in
traded markets such as equities and
is bound to show up in banks’
lending books. Table 3 below
examines how the lockdown and its
economic impact are transmitting
into stress in the financial sector.
With businesses suffering during
the lockdown and lower operating
cash flows, the availability of fresh
capital for most businesses become
scarce as risk aversion runs high.
Despite relaxation in lockdown,
there will be an extended period of
time before supply chains and
consumer confidence normalise.
During this period, fixed costs like
interest, wages and rent
accumulate. Elongated working
capital cycles consume more cash
in running businesses than it is
apparent. In essence, the lockdown
reflects as a severe cash crunch for
businesses and individuals alike.

Build-up of Acute Stress: An
Attractive Entry Opportunity for
Alternative Capital

Preliminaryryr impact ofofo Covid-19 on FY2Y2Y 021 Real GDP Growth

Economic Impact ofofo Lockdown on Financial Market



Different segments of businesses exhibit differing levels of resilience to this cash crunch. While the large business with
deeper liquidity buffers will likely survive with marginal impact, the brunt will be borne by the medium and small
businesses. Many of these businesses may not survive, and the ones which do will struggle with some form of financial
or operational stress at least in the short to medium term, resulting in inherently valuable businesses entering the
stressed asset market.    Even though the Government, RBI and SEBI has announced certain measures to counter the
economic fallout, there can be acute build-up of stress in the banking system, which can lead to incremental accretion
of ~INR 2.5–3.00  trillion of gross NPAs over and above the regular slippages, an increase of almost ~100% in the
stressed assets during the year. The situation offers a strong entry opportunity for alternative capital to become a part
of the unwinding process. The economy will recover once the pandemic subsides. The ongoing policy accommodation
and lessons from the past recovery cycles highlight that this is a great time for patient capital to make fresh
commitments.
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Globally, central banks and governments have
unleashed accommodative policy measures in a bid to
combat the economic and social impact of the
pandemic. As far as G3 economies are concerned, policy
response to the Covid-19 pandemic dwarfs their
response to the GFC crisis back in 2008. In India, SEBI,
RBI and the Government have announced a slew of
measures to tackle the economic stress. The source of
stress is not from the financial sector but from the
physical world, therefore these policy measures would
not be able to altogether avoid the onset of acute stress
in the banking system. However, these measures will
soften the blow to the economy and help in recovery
once the pandemic subsides.

Arguably, emerging economies like India are more
constrained relative to advanced economies when it
comes to expansionary monetary and fiscal policies.
However, well-timed and well-directed policies with a
clear funding and exit plan shall prove to be very
effective. Different segments of the population have
differing levels of resilience to manage the ongoing
stress. Appropriate policy action targeted at the more
vulnerable segments of the society would help in
maintaining economic activity during this period of
stress with the least amount of disruption, thereby
ensuring a faster recovery.

Policy Response to Drive Recovery

Policy Actions fofof r Faster Recoveryryr



the total lockdown is getting lifted in phases, early data
from June 2020 indicates bottoming out of the Covid-19
impact. However, economic activity remains much
below the pre Covid-19 levels. Early signs of a recovery
are emerging from high frequency indicators as
businesses start up production, following the easing of
the prolonged nationwide lockdown.   
Agriculture and allied activities, has shown resilience on
the back of all-time production highs and huge buffer
stocks of rice and wheat. Above normal rains predicted
for 2020-2021 bodes well for agricultural production.
The PMI (manufacturing) has consistently improved
from 27.4 in April to 30.8 in May and 47.2 in June 2020.
The IIP dipped to 34.7 per cent in May 2020 against the
revised 57.6 per cent fall registered in April, recording
some level of sequential improvement.

PAGE 18

TLTRO, rate cuts and liquidity injection have largely
benefitted the more resilient segment of the population.
It is expected of them that they transmit this support to
the other segments with whom they maintain an
economic contract, namely borrowers (moratorium on
debt servicing), MSME vendors of large corporates
(prompt release of payments) and employees. Fiscal 1.0
has mainly targeted the most vulnerable segment of the
population and Fiscal 2.0 under ‘Atmanirbhar Economic
Stimulus Package’ has focused more on the MSMEs
segment.

A sizeable and timely package with a credible exit
strategy in the medium term should aid in a quick
recovery once the pandemic risk subsides. In this
context, examining India’s recovery timelines during the
past crises merits consideration.

As can be observed, India has rebound faster and
stronger from each crisis relative to the rest of the
world, showcasing its innate resilience and the ability to
manage such shocks with recovery timelines ranging
from 18-24 months. The current economic crisis will be
deeper than the one in 2008, but once the pandemic
risk recedes, an equally strong recovery is expected. As

NIKKEI India Manufufu afaf cturing Purchasing Manager's Index (PMI)

Growth in Index ofofo Industrial Production (y(y( -o-y%)

The resolution to the current crisis lies partly in finding
a medical solution to the pandemic. India, in particular,
has fared relatively better than the rest of the world due
to the early lockdown. The flattening of the Covid-19
curve globally, amid efforts to find a vaccine, ongoing
clinical trials and heightened level of public awareness,
along with current and future measures will
significantly aid in India’s recovery. Additionally, low
interest rates, global liquidity, low oil and commodity
prices augur well for India.    To conclude, there is a
significant role for alternative capital in the unwinding
process of this economic downturn. The world has
changed: perspectives about health, debt, savings,
investments, etc, will be different for a while, with some
changes likely to be permanent. The need for
disciplined asset allocation across asset categories and
differentiated investment strategies remain crucial
because when operating cash flows dry up, the
investment strategies based on free cash flows falter.
The degree of over collateralization acts as a safety net
against the risk of declining collateral values. Thus,
incorporating collateral-based investment strategies in
one’s ensemble of investments should be a priority,
since it adds to the safety of the overall portfolio
without sacrificing potential returns.

India’s Recoveryryr frfrf om Past Crises



Performance of Securitisation Pools

The collection efficiencies across portfolio of lending
partners (originators) has been impacted due to
extended lockdown observed on account of COVID 19.
While the collection efficiencies had dipped
significantly in Apr’20 collection month, there has been
varying trajectories of recovery across asset classes.
Periodic collection efficiencies across pools have
improved significantly during Jun’20 due to calibrated
opening up of different sectors post easing in lockdown
VCPL has analyzed the performance of 180 PTC & DA
live pools (Appendix I) to understand periodic collection
efficiency from Feb’20 till Jun’20 and key
factors/borrower segments which are defaulting
/opting for moratorium. The periodic collection
efficiency is calculated as follows:

a)  The collection efficiency of MFI pools in Feb-20 was
slightly lower than usual levels of 98%-99% on
account of prolonged stress in few geographical
pockets like Assam, Karnataka etc

b)  On account of lockdown in final week of Mar-20,
collection efficiency levels dipped to c. 82%. Since
the MFI lending model involves high touch point
with their borrowers; on account of stringent 

Microfinance ABS Pool Performance

Key Performance Drivers
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lockdown in month of Apr’20, the collections were
amongst the lowest in this sector.

c)  Post gradual opening up of the economy, we are 
experiencing gradual recovery in this segment with
collection efficiency in Jun-20 crossing 50% on an
aggregate basis. It will be crucial to observe the
behaviour of the borrowers which were under
moratorium for last 4 months which will determine
the extent of recovery in the sector overall

Data Science Team, Vivriti Capital

Periodic collection efefe ffff ifif ciencies ofofo Consumer ABS pools arranged by VCPL (Source:
VCPL Analysis)

Borrower age vs credit historyryr analysis fofof r loans opting fofof r moratorium/m/m overdue fofof r
consumer loans frfrf om Mar’20 to Jun’20 (Source: VCPL colending book,

CIBIL scrub data)a)a

Periodic collection efefe ffff ifif ciencies categorized by disbursed loan amount in
MFI ABS pools

Periodic collection efefe ffff ifif ciencies categorized by seasoning in MFI ABS pools
(Source: VCPL Analysis)



Borrowers with higher range of LTV at time of
securitization have higher propensity to opt for
moratorium for both 2-wheeler and commercial vehicle
ABS pools during Mar’20- Jun’20.

Past default history is also a key indicator of future
performance of the loans and for both 2W and CV pools,
borrowers with default history have higher proportion
of loans opting for moratorium from Feb’ 20 to Jun’ 20

Tractor and farm equipment segment which is
traditionally considered slightly riskier; has displayed
significantly lower number of borrowers opting for
moratorium. This could be attributed to the resilience
of rural economy and good monsoon & agricultural
produce.

Which customer segment is more likely to opt for
moratorium?
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Commercial Vehicle & Two-
Wheeler ABS Pool Performance

Periodic collection efefe ffff ifif ciencies in CV & 2W ABS pools arranged by VCPL
(Source: VCPL Analysis)

Vehicle TyTyT pe wise split ofofo borrowers opting fofof r moratorium in CV ABS pools as ofofo
Jun’20 (Source: VCPL Analysis)

Defefe afaf ult historyryr split ofofo borrowers being overdue in VF & 2W ABS pools as ofofo Jun’20
(Source: VCPL Analysis)

Periodic collection efefe ffff ifif ciencies ofofo MSME & LAP ABS pools arranged by VCPL
(Source: VCPL Analysis)

LTV wise split ofofo borrowers which are overdue in CV & 2W ABS pools as ofofo Jun’20
(Source: VCPL Analysis)

Securitytyt tytyt pe split ofofo overdue & non overdue borrowers in MSME ABS pools as ofofo
Jun’20 (Source: VCPL Analysis)

Secured MSME pools have lower % of borrowers opting
for moratorium during Apr’20- Jun’20 in comparison to
unsecured MSME pools. Loan with prior history of
missing an instalment during the life of ABS
transactions have higher proportion of borrowers
opting for moratorium in comparison to loans with
clean repayment track record

Which customer segment is more likely to opt for
moratorium?

MSME & LAP ABS Pool Performance
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Prior Defefe afaf ult historyryr wise split ofofo overdue vs non overdue borrowers in MSME & LAP
ABS pools as ofofo Jun’20 (Source: VCPL Analysis)

CIBIL score wise split ofofo borrowers opting fofof r moratorium in MSME & LAP ABS pools
as ofofo Jun’20 (Source: VCPL Analysis)

Borrower age vs credit historyryr analysis fofof r loans opting fofof r moratorium/m/m overdue fofof r
consumer loans frfrf om Mar’20 to Jun’20 (Source: VCPL colending book,

CIBIL scrub data)a)a

Number ofofo ABS transactions with CC utilization split by sector
(Source: VCPL Analysis)

Periodic collection efefe ffff ifif ciencies ofofo Consumer ABS pools arranged by VCPL
(Source: VCPL Analysis)

The distribution of borrower which are opting for
moratorium is skewed towards borrowers with low/no
credit history indicating correlation between weak
credit behaviour in the past and tendency to opt for
moratorium in current stress event.

We observe that borrowers with 30+ years of age and
with relatively new / low credit vintage exhibit higher
tendency to avail moratorium. On the other hand
younger borrowers with high credit vintage (3-5 years)
have higher % of borrowers availing moratorium
indicating over indebtedness

In order to understand the behaviour of consumer
loans, VCPL has also analyzed credit history data of c.
0.3 million borrower data basis retail book. Credit
vintage in the table below signifies the period for which
the borrowers have a credit history

Consumer Loans ABS Pool
Performance

Which customer segment is more likely to opt for
moratorium?

ABS Pool Cash Collateral Utilization till Jun’20 collection

To understand the effect of dip in collections in PTC
transactions, VCPL has assumed three collection
efficiency scenarios- Best Case, Base Case, Worst Case
for different asset classes. These collection efficiencies
are then overlaid onto future pool collections and the
credit enhancement on the liability side is utilized to
arrive at number of transactions in which senior
investor is likely to face losses on their investments

On account of moratorium being extended on most of
the transactions and bulk of transactions being Timely
Interest Ultimate Principal (TIUP),   only a handful of
transactions (4 out of 75 PTC transactions) experienced
a dip into cash collateral

Stress Scenario Analysis: Final Loss
Prediction on ABS transactions
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Under above stated optimistic scenario, senior investors
will not face losses in any of the VCPL ABS transaction
post utilization of credit enhancement.

Under above stated optimistic scenario, senior investors
will face losses in 18 transactions (c. 24% of overall
transactions) post utilization of credit enhancement.
The average principal losses on investment is c.6% on
their initial investment amount

Under above stated neutral scenario, senior investors
will not face losses in any of the VCPL ABS transaction
post utilization of credit enhancement.

The collection efficiencies# are assumed as per the
table below for ABS transactions

The collection efficiencies# are assumed as per the
table below for ABS transactions

Recoveryryr assumptions fofof r dififi ffff efef rent asset classes under optimistic scenario

Collection efefe ffff ifif ciency assumptions fofof r dififi ffff efef rent asset classes under neutral scenario

Recoveryryr assumptions fofof r dififi ffff efef rent asset classes under pessimistic scenario

* Recoveryryr assumptions indicates there will be no recoveryryr assumed on anynyn overdue
amount which is being created

Collection efefe ffff ifif ciency assumptions fofof r dififi ffff efef rent asset classes under pessimistic scenaririr o

Recoveryryr assumptions fofof r dififi ffff efef rent asset classes under neutral scenario

* Recoveryryr assumptions indicates there will be a recoveryryr ofofo 15% on the overdues
which are created during the payaya out which occurred 6 months back

(time to recoveryryr ).

# Collection efefe ffff ifif ciencies assumed in each scenario fofof r dififi ffff efef rent sectors is assumes as
collection against frfrf esh billing fofof r the particular month

# Collection efefe ffff ifif ciencies assumed in each scenario fofof r dififi ffff efef rent sectors is assumes as
collection against frfrf esh billing fofof r the particular month

Optimistic Scenario

Neutral Scenario

Pessimistic Scenario

Recovery Assumptions

Recovery Assumptions*

Recovery Assumptions

Collection efefe ffff ifif ciency assumptions fofof r dififi ffff efef rent asset classes under optimistic scenario

The table below provides the split of the pools used for
the analysis in this note- ABS transactions arranged by
Vivriti Capital

Annexure I



The structured finance market, which had been growing
at a steady pace over the past 10 years, came to a
screeching halt in Q1 FY21 on account of concerns over
asset quality due to COVID-19. Post slight dip in volumes
in FY 18 on account on surge in PSLC volumes, lack of
clarity on impact of GST and hardening interest rate
cycle; the securitisation market had bounced back
sharply with a doubling of volumes in FY19 and continued
its growth in FY20 as well. The uptick in volumes during
the last fiscal could be attributed to a combination of
various factors: 
a)   Surge in direct assignment transactions of housing 

finance companies undertaking sell down route to
ease liquidity crisis

b)  Increase in microfinance issuance on account of 
improving asset quality post demonetisation

The structured finance volumes were expected to
overtake the volumes of FY19, however, the last half of
Mar’2020 the volumes were impacted severely on account
of lockdown which has extended further to Q1 FY21.

Indian Structured Finance Market at a Glance
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Due to disruption caused by COVID-19, the volume in Q1
FY21   drastically dipped down to INR 75 billion in
comparison to INR 503 billion as of Q1 FY20. The
lockdown imposed severely affected the economy and
underlying borrower segment across asset classes and
in combination with the RBI’s moratorium extension till
Aug’2020 cast an aspersion over the asset quality of loan
pools which led to a sharp dip in volumes. While the
concern on asset quality was a key factor contributing
towards sharp decline in SF volumes, there were a lot of
liquidity measures introduced by GoI and RBI, which
could have provided some boost to the volumes.
However, these attempts were partly dampened owing
to logistical challenges of executing transactions amidst
strict lockdown implementation.

SF issuance volume over past 10 years (Source: Rating Agency Market Estimate,
VCPL Research)h)h

SF issuance volume during fifif rst quarter ofofo last 3 FY
(Source: Rating Agency Market Estimate, VCPL Research)h)h

Share ofofo PTC & DA volumes over last FY
(Source: Rating Agency Market Estimate, VCPL Research)h)h

Data Science Team, Vivriti Capital

Structured Finance market oversees sharpest decline over a
decade; Q2 volumes crucial to assess impact of COVID-19 on
the placement volumes

Abysmally lower levels of placement in Q1 FY 2021; slight
rebound in Jun’20 month volumes

PTC & DA Split: Resurgence of direct assignment
transactions as preferred investor choice owing to push
from GOI PCG scheme

COVID-19 pandemic brings the
galloping Structured Finance
market to screeching halt



Share of direct assignment transactions have
continuously exceeded share of ABS issuances.
However, the share has slowed down in FY20 on
account of rising share of non PSL transaction
Newer non-PSL asset classes⏤personal and CD loan
receivables, education, and gold loan⏤saw an
increase in momentum. Demand was driven by
investors   considering attractive yields in the
segments

Traditionally, vehicle finance pools comprise the bulk
share of PTC market volumes over the years including
FY20.   PTC volume for LAP & Housing pools have bee
also steadily increasing on account of liquidity squeeze
post IL&FS crisis. In FY20, the direct assignment
issuances continue to be dominated by housing finance
companies on account of low risk perception of asset
class and ease of execution of transactions. Because of
disruption caused by COVID-19, the share of gold loan
securitisation increased significantly due to increasing
value of asset and stable asset quality of gold loan
originators. CV and housing pools continue to maintain
lion share of placement volumes mostly under Partial
Credit Enhancement Guarantee (PCG) scheme by GOI to
impart liquidity during Q1 FY2021.
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PSL & Non PSL Split: Increasing share of Non PSL
transactions on account of emergence of new asset classes

SF deal volumes sector wise split in FY20: Housing & Vehicle
finance ABS issuances drives to bulk of placement volumes

SF deal volumes sector wise split in Q1 FY21: Increased
proportion of gold loans in securitization volumes

Sector wise split ofofo PTC & DA volumes in FY2Y2Y 020
(Source: Rating Agency Market Estimate, VCPL Research)h)h

Sector wise split ofofo PTC & DA volumes in FY2Y2Y 020
(Source: Rating Agency Market Estimate, VCPL Research)h)h



Securitisation issuances market is dominated by AAA category in terms of volume.The share of ‘AAA’-rated instruments
has steady primarily due to large ticket size issuances by vehicle finance companies. However, on account of
emergence of newer pockets of capital willing to invest at lower rating categories and expansion of SF market, the
share of AAA rated issuances have started to show signs of gradual decline off late.  On the other hand, AA & A category
rated senor issuances also form a substantial part of total PTC issuance volume and have largely seen a steady increase
in percentage share of volumes. 
However, in terms of transaction counts, senior issuances rated in A rating category are clear leaders with most of MFI
and SFB deals dominating this segment-. It is observed that multiple low volume transactions are frequently issued
with A rating category. Share of AAA rated  senior issuances y is roughly 30% in FY20 of overall transactions by count
indicating usually these deals have much higher average ticket size, since they contribute to 70% of the overall SF
placement volumes. Despite the count of transactions of A rating category at above 50%; they, however, contribute
only to roughly 10% of volumes; indicating much lower ticket size in these transactions.
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Sector wise split ofofo PTC & DA in Q1 FY2Y2Y 021 (Source: Rating Agency Market Estimate, VCPL Research)h)h

Sector wise split ofofo PTC & DA in Q1 FY2Y2Y 021 (Source: Rating Agency Market Estimate, VCPL Research)h)h

Senior Investment Rating Category: PTC Transaction Count Split: A category issuances dominate the market

Senior Investment Rating Category: PTC Volume Split: High share of AAA rated issuances



Macro-economic information such as house price
indices, unemployment, GDP growth rates, etc.: This
information remains the same for multiple obligors.
Obligor-specific information such as number of
times delinquent in the past six months: This
information is specific to a single obligor and can be
either static or dynamic in nature. 

quality. Probability of default (PD)   of an  obligor in a
portfolio not only depends on the risk characteristics of
that obligor but also on the economic environment and
the degree to which it affects the  obligor. Thus, the
information available to estimate PD can be divided into
two broad categories:

An unstressed PD is an estimate that the  obligor  will
default over a time horizon considering the current
macro-economic as well as obligor-specific information.
The unstressed PD usually denotes a PIT PD. A stressed
PD is an estimate that the  obligor  will default over a
time horizon given the current  obligor specific
information and considering the stressed macro-
economic factors, irrespective of the current state of
the economy. The stressed PD usually denotes Through
the Cycle (TTC) PD, as shown in Figure 3.

Since ECL is a forward-looking measure of loss
expectations, it requires conversion of TTC PD to PIT
PD using macro-economic variables forecasts. One of
the most common technique utilised for this purpose is
Vasicek Asymptotic Single Risk Factor (ASRF) model, 

Impact of Covid-19
on Expected Credit
Loss (ECL)
Estimation Under
Ind AS 109

Under Ind-AS 109 accounting standards, the existing
Incurred Loss Model is replaced by the forward
Expected Credit Loss (ECL) approach. Instead of waiting
for the actual default event to occur for making
provisions against exposure, the entities are now
expected to model ECL on their portfolio, based on the
changing quality of credit on a forward-looking basis.
For calculating ECL, the financial assets must be
grouped into three different stages based on the
expectation of risk in these categories, as described.
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Robin Tyagi
Head-Data Science, Vivriti Capital

ECL Modelling Framework

ECL Staging Framework: Grouping ofofo Financial Assets

The ECL modelling framework requires the probability
of default measures to be Point in Time (PIT), in line
with the current macro-economic and credit cycle, and
the financial assets must be grouped according to the
expected risk in different categories. Significant
increase in credit risk (SICR) is usually arrived at by
determining if the risk profile of the loan worsens over
a period of time. Financial assets can move from one
stage to the other during different measurement
periods as depicted.

The Covid-19 pandemic has introduced unprecedented
levels of uncertainty and credit cost concerns onto the
balance sheet of institutions across the globe. The
unique nature of crisis has been inflicting dual damage
to the financial sector by hurting macro-economic
factors, which remain the key for sustainment of
business environment, along with deterioration of asset

ECL Framework: Inter Stage Movement ofofo Financial Assets

Distinction between TTC PD & PIT PD



where a single factor (GDP or unemployment rates or
G-sec yields etc) is used to convert TTC PDs into PIT
PDs. The macro-economic variables remain important
because of the correlation between the default rate and
these variables. Moreover, the default rate is predicted
timely to increase/decrease the ECL provisions. Due to
the Covid-19 pandemic, most macro-economic
indicators are abysmally low and hence can increase PD
of the portfolios significantly and will increase the ECL
provisions significantly. An added complexity to this
problem is the uncertainty relating to recovery of
economy and the correlation of these indicators with
default probabilities, which is difficult to determine
immediately considering the unprecedented nature of
the event. Most of the portfolios are still under
moratorium based on the RBI’s announcement and
hence determining the accurate credit position of these
borrowers will be extremely challenging.

The European Central Bank (ECB) has recently
announced that, “Excessive volatility of loan loss
provisioning should be tackled at this juncture to avoid
excessive pro-cyclicality of regulatory capital and
published financial statements.” The ECB recommended
that, “…all banks avoid pro-cyclical assumptions in their
models to determine provisions and that those banks
that have not done this so far opt for the IFRS 9
transitional rules.”
The Bank of England (BoE) has implored banks in the
UK to consider the Government measures being
undertaken to impart liquidity into the financial
ecosystem, which will go towards reducing the default
probabilities in their statement:  

“Given the sudden onset of the virus, the PRA* believes
that there is very little such information available as yet
and regards the preparation of reliable and detailed
forecasts as very challenging currently. In case such
forecasts are made, the PRA expects firms to reflect the
temporary nature of the shock, and fully consider the
significant economic support measures already
announced by global fiscal and monetary authorities. In
particular, any such forecasts should consider the relief
measures—such as repayment holidays—that will be
made available to enable borrowers who are affected by
the Covid-19 outbreak to resume regular payments.”
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Pro-cyclicality Conundrum and
Global Regulators Commentary
As mentioned, the ECL model framework was
introduced to tackle the problem of pro-cyclicality. The
idea behind such frameworks was to build up reserves
in good times, which could be used in bad ones.
However, in a severe economic downturn such as the
one we are very likely facing at present, the practical
effect of ECL models is the opposite. Globally, there are
apprehensions that the current approach of ECL
modelling will lead to very high provision covers,
adversely affecting the capital and net worth of
financial institutions. To offset the impact, the
institutions will go into capital conservation mode (even
if borrowers continue to pay on time) and they will have
to reduce the lending and thereby act pro-cyclical,
further prolonging the downturn and going against the
very principle it was designed to fulfil. There is a
widespread belief that the economy will rebound
quickly once the pandemic is over and hence capital is
being locked up for the loans, which will recover and
may not be affected adversely. The single factor risk
models recommended for ECL models do not consider
the current scenario, where the financial sector is flush
with liquidity and various initiatives for enabling
funding to institutions (schemes by the GoI) and to
individuals (moratorium) are being used to reduce the
probability of default. Considering all of the above, the
global regulators have already sprung into action
making the following announcements for institutions to
tackle the impact of ECL on the balance sheets.

*PRA: Prudential Regulation Authority

ECB Press Release:
https://www.bankingsupervision.europa.eu/pr
ess/pr/date/2020/html/ssm.pr200320~4cdbb
cf466.en.html

https://www.bankingsupervision.europa.eu/pr
ess/letterstobanks/shared/pdf/2020/ssm.202
0_letter_IFRS_9_in_the_context_of_the_cor
onavirus_COVID-19_pandemic.en.pdf

ECB Press Release:
https://www.bankofengland.co.uk/news/2020
/march/boe-announces-supervisory-and-
prudential-policy-measures-to-address-the-
challenges-of-covid-19
sf119474940=1&mod=article_inline
https://www.bankofengland.co.uk/-/media/b
oe/files/prudential-
regulation/letter/2020/covid-19-ifrs-9-
capital-requirements-and-loan-covenants.pdf?
la=en&hash=77F4E1D06F713D2104067EC6642FE9
5EF2935EBD

https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200320~4cdbbcf466.en.html
https://www.bankingsupervision.europa.eu/press/letterstobanks/shared/pdf/2020/ssm.2020_letter_IFRS_9_in_the_context_of_the_coronavirus_COVID-19_pandemic.en.pdf
https://www.bankofengland.co.uk/news/2020/march/boe-announces-supervisory-and-prudential-policy-measures-to-address-the-challenges-of-covid-19%20sf119474940=1&mod=article_inline
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2020/covid-19-ifrs-9-capital-requirements-and-loan-covenants.pdf?la=en&hash=77F4E1D06F713D2104067EC6642FE95EF2935EBD


PAGE 28

Possible Solutions: Approaches to
Model ECL
In this context, the possible solutions to model ECL for
these extreme values of macro-economic indicators
could be as follows:

Scenario-based ECL modelling: Since there is a lot of
uncertainty around the economic recovery, one can
devise scenarios and arrive at ECL for each scenario-
downturn, base case and upturn in economic conditions.
Each scenario is given a weight based on the subset of
scenarios with similar outcomes.  The average of these
scenarios is further used to get the calibrated ECL.

Weighted ECL = ρ(baseline)ECL + ρ(upturn)ECL +
ρ(downturn)ECL

Institutions should include short-term forecast of
macro-economic factors, provided by the regulatory
body (or forecasted independently) during this crisis
period, along with long-term forecasts to create
baseline macro-economic scenarios. To create baseline
scenario, institutions can assign weights to each
specific economic factor based on the relevance and 

assign more weightage to short-term forecasts and
gradually decrease weights as the economy stabilises.
Once the specific forecast for the short-term period
loses relevance, we can continue with the long-run
macro-economic forecast.

Modification of macro-economic variables: Another
approach which can be adopted by some institutions is
modification of the macro-economic inputs feeding into
their loss models. Modelling teams may try to arrive at
adjusted macro-economic variable based on
government policy actions. However, defining a
reasonable effective macro-economic variable can be
very challenging and needs to get a buy in from the
management, auditors, and the board.

Interpolation method: Another method could be
interpolation of ECL according to estimates. If we feel
confident in our economic estimates in Q1 FY2021 and
the institution’s modelling teams have a fair estimate of
where the economic indicators will be by Q3/Q4
FY2021, we can use the interpolation method to arrive
at ECL numbers for Q2 FY2021 using the previous and
next quarters’ economic indicators.



Retail fintech has seen considerable adoption in the
Indian market over the past few years. China and India
are touted to be the top two nations in fintech adoption
across the world. Institutional fintech is set to explore
the various tools and means through which it can
increase penetration and cater to a large market. A
recent PWC study titled A wider circle: Digital lending
and the changing landscape of financial inclusion (2019),
suggests that there is a huge borrower market, which is
currently unaddressed by the traditional lenders.
Globally, about 1.7 billion people remain financially
excluded as this segment does not lend itself to
conventional credit evaluations. On similar lines, the
authors of FinTech: Harnessing Innovation for Financial
Inclusion   (Salampasis, Dimitrios & Mention, Anne
Laure, 2017), see fintech as a promising vehicle of
tackling financial inclusion, “…by closing the gap
between unbanked, under-banked and developed
societies, opening the door to the global digital
economy, bringing a long-term societal
transformational change for the financially excluded/
underserved.” MSMEs and microfinance companies in
India cater to a large subset of this population. An
increase in funding to these sectors will enable financial
inclusion and achieve significant social impact across
the industries and consumers. Retail fintech has made
major strides in financial inclusion, from mobile
payments to peer-to-peer lending. Non-profits and
impact investors, through retail lending platforms are
able to identify the poorest hit or the section with the
most need but least financial penetration and provide
them with loans at the right time. Fintech for
institutional borrowing looks to leverage on the
learnings of retail fintech and implement an adapted set
of solutions suited to meet this sector’s unique
challenges. Institutional debt issuance rests on three
fundamental factors reach/availability of willing
parties, discoverability of the interested parties and the

right product for trade. Highly integrated digital
engagement, along with intelligent technologies such as
machine learning (ML), robotic process automation
(RPA) and artificial intelligence (AI) promises to
favourably influence these elements in various degrees.

Discoverability is a two-sided problem—borrowers and
investors have a huge chasm to bridge on credit fitment.
The gap that needs to be bridged here could be, for
example, between a global investor and a small MSME
operating out of a region in South India. How would the
global investor know of the prospective borrower and
how would the MSME, in turn, have visibility on this
potential lender? Lending marketplaces such as
CredAvenue act as a much-needed conduit for
catalysing broad-scale discovery. For instance,
CredAvenue provides aggregated client data, in-depth
credit analysis, peer and sector benchmark analysis for
the investors. Additionally, investors have the ability to
evaluate deals in the platform—across various, sectors,
clients and types of lending instruments—thereby
enabling client/deal discovery at a scale that is not
possible offline. An EY paper titled, Innovation in
financial inclusion: Revenue growth through innovative
inclusion, argues that, “Open application programming
interfaces (APIs) allow financial institutions to
collaborate with fintechs, governments and external
partners on innovative mobile applications and digital
payment solutions. Such collaboration can lower the
cost of customer acquisition and foster financial
inclusion.”

Financial Inclusion
through
Technology-led
Institutional
Lending
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Priya Raghavan
Head-Marketplace Solutions, Vivriti Capital

Discovery

Credit evaluation and underwriting is the next step in
the investment process, where technology tools can
solve the existing challenges to a great extent. Tools
such as eKYC, GSTIN online verification products, and
APIs make borrower verification a single step process.
Virtual records of a company branch, geo tagging using
Google, video notes from a company/branch using
technologies like Loom and hyper personalisation on
credit assessment can comfort the investor, thus
enabling a quicker and more authentic diligence
process. In parallel, clustering models help investors to
identify similar borrowers through their credit profiles.
Alternative credit decisioning models that use ML have
the potential to decrease loan defaults and identify new
avenues for investment. Recommendation-based ML
models further suggest borrowers of interest based on
historical investor activity.

Credit Assessment and Evaluation



Appropriate deal structure is identified as one of the
major predicaments of impact investing according to a
Brookings study titled The Promise of Impact Investing
in India (Shamika Ravi, Emily Gustafsson-Wright, Prerna
Sharma, Izzy Boggild-Jones, 2019), Auto structuring
using ML models providing the underlying loan loss
estimates—helps to match investor criteria with client
constraints to arrive at an acceptable deal structure are
a hallmark of CredAvenue. With borrowers open to
sharing data on their loan portfolio, aggregator
platforms such as CredAvenue may use data lakes that
allow running various machine learning models to
assess loan quality. Fintech companies are able to
predict, to a fair degree, on loan collections and
potential borrower defaults using borrower profiles.
While typical MSME defaults are in the expected range
tech models help to evaluate, through scenario analysis,
the impact of global phenomenon such as the Covid-19
pandemic. During credit/deal assessment, this can be
done within the confines of one’s office. The same aids
to bring borrowers as well as lenders together and
transact quicker. A decentralised public blockchain,
which will verify the authenticity of the loans being
financed through securitisation, is already in practice
on supply-chain financing. The same is applicable here
and can bring in greater transparency as well as
authenticity to the loans on offer.

E-sign is already popular and widely used across the
globe in various sectors. There are multiple technology
vendors today providing e-sign facilities that withstand
legal scrutiny. Last-mile disbursement to the end
consumers is easy today with numerous payment apps.
Payment fintechs such as Paypal and Razorpay in India
and even larger banks have come up with innovative
disbursement accounts and virtual account solutions,
which solve disbursement problems on the institutional
side. All these, in turn, bring down the cost of
disbursement and provide relative ease in setting up
new borrowers. While these have seen higher adoption
in other emerging markets, in India, online
disbursements for institutional borrowers is still in the
nascent stage with a large market yet to be tapped.

systems are already in place in different ways and most
of them use technology to a fair extent. However, as we
move forward, there is a greater case to be argued here
for RPA in financial data gathering and recording. RPA
has been around in other industries such as
manufacturing for a while now and there are several
RPA technologies that are now being built with financial
requirements in mind. With the advent of these
technologies and adequate penetration in these
segments, the landscape of credit monitoring and
analysis of financial statements will undergo a vast
change. OCRs are playing a large part in automating the
financial statements that will cut down on human
processing. Big data analytics are used by companies to
create early warning  systems to identify potential
discrepancies in the shared data. Data science models,
with adequate training are beginning to identify disjoint
patterns and warn the users of malpractice. Scenario
analysis is another potent tool in the investor arsenal
that can be used to evaluate client growth and validate
the borrower’s business plans. With the borrower’s data,
technology can identify risk trends and provide
predictive as well as prescriptive analytics on what may
potentially change and how to overcome those risks.
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Disbursement and Execution

Credit Monitoring

Deal Structures

The investment trends across the globe are seeing a
definitive swing towards larger scale impact investing.
Financial inclusion is one of the key factors that help in
social impact and global funds are increasingly turning
towards impact investing. One of the key objectives
necessary for them to measure is the actual impact of
the investments. With traditional models and processes,
erratic and human-entered data, the impact was always
hard to measure. This dilemma is resolved when
technology is used for post-disbursement tracking.
Embedding LMS technologies allows investors to
specify/track the actual use of their funds. While
customer profiles allow the investors to define credit
criteria for loan disbursement, loan books and the data
allow investors to pick and choose on funding. It follow
that a tighter integration with the borrowers on their
loan management systems will enable investors to
measure the impact and hence close the loop on their
investments.  India is approaching an exciting phase of
innovation and development in institutional fintech.
Consequently, it will contribute in significant ways to
financial inclusion and mobility for a hitherto
unaddressed audience.

Impact Measurement

Credit monitoring remains vital in the post
disbursement stage. Credit monitoring and tracking 



Qualified as ‘systemically important’ by the Reserve
Bank of India (RBI), Kinara Capital operates 110 branches
in India and has disbursed INR 17.30 Billion to small
business entrepreneurs in collateral-free loans. Kinara’s
mission of driving financial inclusion has produced
more than 71,000 new jobs in local economies. The
overall positive societal impact has touched half a
million lives with income generation, job sustenance,
and employment creation.

Kinara Capital disrupted the small business lending
space with a high-touch personalized, last-mile
distribution model backed by its unique assessment
methodology based on proprietary data science
algorithms. More than 90% of Kinara’s customers are
new to business credit and were systematically rejected
by banks and other lenders due to the lack of a credit
score or the lack of land or property ownership. Since
its inception, Kinara Capital has also limited its carbon
footprint by adopting a digital-first model, thus saving
tons of paper typically used in most such lending
processes.

grow their business. Years later, she observed that the
massive economic transformation of post-liberalised
India still had not moved the needle much for small
businesses who were still struggling to get access to
capital, a necessity for all businesses. Thus, Kinara
Capital was born with a vision to build a financially
inclusive world where every entrepreneur had equal
access to capital.  

As a visionary determined to make a change, Hardika
also set Kinara Capital apart from traditional finance
companies by emphasising inclusivity as one of the
company’s core values. Inclusivity extends internally by
welcoming people of all backgrounds, irrespective of
age, religion, gender, disability, or sexuality. And,
inclusivity extends externally by treating customers
respectfully and evaluating only their business
credentials and not their personal backgrounds.  

Hardika strongly believes that, “Change begins at the
top, and for qualified women to get a seat at the table,
the opportunity must first be created.” This is why
Kinara Capital proudly boasts a women-majority
management team and a leadership trifecta with a
woman CEO (Hardika Shah), a woman CFO (Aiswarya
Ravi), and a woman CTO (Jijy Oommen). A major part of
inclusion is a dedication towards creating advancement
opportunities for women, especially in India, as it lags
far behind other nations with less than 25% of women in
the workforce.

Kinara’s commitment towards creating opportunities for
women also extends externally. The company has
pledged INR. 1 Billion disbursement in discounted loans
to women entrepreneurs with its ‘HerVikas’ programme.
Kinara has also committed its CSR funds towards
serving women micro-entrepreneurs by partnering with
the non-profit, Self-Employed Women's Association
(SEWA). And Kinara actively participates in the Vedica
Scholars programme to offer mentoring, training,
internship, and employment opportunities to young
women starting out in their careers.  

Kinara Capital is globally recognised for its women 

Hardika Shah loves solving complex problems and has
spent many years doing so as a management consultant
with Accenture. While studying at Columbia Business
School, she took up the challenge of building risk
assessment methodologies to address the missing
middle gap between commercial and microfinance
capital. This led to running a successful pilot in India,
which was the genesis of Kinara Capital, a socially
conscious FinTech firm.

In 2011, after living overseas for two decades, Hardika
wrapped up her life in Silicon Valley and headed to
Bangalore to build Kinara Capital. She was highly
motivated to make a difference, given her humble roots
from a middle-class Mumbai family. She had seen a lot
of struggle firsthand with her own family, who had
entrepreneurial leanings but struggled to get a break to  
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Future Forward for Kinara Capital

Kinara Capital: Driving Grassroot Level
Entrepreneurship



leadership and for empowering SMEs, while
demonstrating sustainable growth and a profitable
business model. IFC/World Bank awarded Kinara
Capital with a Goldaward as ‘Bank of the Year – Asia’ for
its innovations in SME financing. EqualOcean with
Crunchbase has placed Kinara Capital among the ‘Top
75 Funded Innovative Startups in India’. In 2020,
Financial Times has ranked it among the ‘Top High-
Growth Companies in Asia-Pacific’, while The Economic
Times has named Kinara Capital among India’s leading
‘Growth Champions’. 

In managing the economic interruption caused by the
Covid-19 pandemic, Kinara Capital did not compromise
on customer service and was ready to move its
employees to work from home, including its own
multilingual call center staff due to its strategic
investments in technology and training. With Kinara
being available on over 400 payment and bank apps and
its tie-up with Airtel Payments Bank for customers to
pay EMIs, the firm was able to manage higher
collections than industry average during the
moratorium period. Currently, Kinara Capital has
extended the Emergency Credit Line Guarantee Scheme
(ECLGS) to some of its existing customers, as more than
80% of them have returned to normal operations since
the easing of the nation-wide lockdown.   

Looking ahead, Kinara Capital is further revamping its
loan origination process with more data science-based
auto decisioning, taking into account a post-COVID
impacted credit model, and making it customer self-
directed for better efficiency.

N Saraswathi 

SV Engineering, Coimbatore, Tamil Nadu  

Pump Valve Component Manufacturing 

# of Loans Taken
1st Loan = INR 0.35 million for Asset Purchase
2nd Loan = INR 0.5 million for Working Capital
3rd Loan = INR 0.3 million for Working Capital

Impact of the Loans
Created 25 New Jobs
Turnover increased 4x

Testimonial
“With 20 years of experience, I started this business
initially with my own money but could not get a loan to
grow it. Later, we approached Kinara Capital for a
machinery loan with an amount of INR. 0.35 million
without security and they sanctioned it very fast. We
installed 3 machines with that amount and increased
manpower by 7 workers. Only after this point, our
business got developed and we took two more loans only
from Kinara to keep growing our business. Today, I am
providing jobs to 25 workers and they are very satisfied.
My business turnover has increased from INR. 0.3 million
to INR. 1.2 million. Kinara is the one main reason for my
business growth. In the future also, I will go to Kinara for
our business needs.”
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Customer Stories

100% Turnover Increase: Turnover doubled to INR 10
Million from 2016-2018. 
233% Customer Increase: Customers increased from
600 in 2015 to 2000+ in 2017.  
Created 5 New Jobs 
Business Improvements include Launch of Online
Home Delivery Business, Installing CCTV, and Billing
Software.

# of Loans Taken Date and purpose of Loans
1st loan, 2016 = INR 0.5 million, Working Capital for Stock 
2nd loan, 2017 = INR 0.5 million, Working Capital for Stock 
3rd loan, 2018 = INR 1 million, Working Capital for Stock 
4th loan, 2019 = INR 1 million, Working Capital for Stock 
5th loan, 2020 = INR 0.5 million, Working Capital for Stock 

Impact of the Loans 

Testimonial  
“We were able to compete with online services like Big
Basket by expanding into wholesale and launching our
own online Home Delivery service to supply grocery items
locally. This was possible only because we could get a loan
and with that, we purchased rice, oil, dal, and pulses in 

Venkatrao & P Lakshmi (Husband+Wife)
Lakshmi Supermarket, Visakhapatnam, Andhra Pradesh
Retail Store, Supermarket
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Turnover increased by 40%
Income supports a family of 6
Created 3 New Jobs

# of Loans Taken Date and purpose of Loans
1st loan = INR 0.8 million for Working Capital for raw
material purchase
2nd loan = INR 1.5 million for Asset Purchase 

Impact of the Loans 

Testimonial  
“With a loan from Kinara, I was able to stay competitive
by buying raw materials and increasing production with
a new machine. As a result, my turnover increased by
over 40% and I hired more women workers. I was rejected
for a business loan even from my own bank where I have
kept a clean business account for years.    Small factories
like ours simply can't get any help from banks. Before
Kinara Capital, I had tried getting a loan from my bank
where I have my business account and all my
transactions are clean and on-time. But, everytime I went
to the bank, they kept telling me to come back and it took
a long time to get anywhere.  All banks will give excuses,
they say  'come later', 'come back tomorrow morning', 'the
manager is not available' but this is not the case with
Kinara.  With Kinara Capital, if your papers are correct,
then you can get a loan easily and fast. There is no hassle.
There is no one asking for a “commission” to approve the
loan. Everyone from Kinara speaks respectfully with us
and is willing to meet us. Kinara is good to everyone."

bulk from the mills directly.  I used to sell agarbattis door
to-door before launching this business with my wife. And
today, we have a turnover of over INR 10 Million and are
expecting that also to double this year! Can you believe
it? From doing that to becoming owners of our own shop
today! Kinara Capital has supported us in all the ways,
their customer service is excellent. We have taken loans
every year and it has given us the help we have needed to
meet our goals. Our fast growth was possible only due to
Kinara.”

Created 50+ new jobs Sales 
Increased 5x
Standard of Living Improved

# of Loans Taken
INR 1 million

Impact of the Loans 

Testimonial  
“I am living proof that Kinara Capital helps those who
have the potential to grow. I urge everyone to be like
Kinara and support youth's aspirations.  The biggest
challenge when I started my business was financing.
Someone told me to pay ITRs so I could apply for a bank
loan. I did all the paperwork carefully but Banks kept
telling me to try again next year. After 3+ years of trying
with several banks, one bank was only willing to give me
an INR 0.1 million loan which was too small of an amount
to help me grow my business. One reason I was told was
that I was too young.   What is age if you are an
entrepreneur?    Then I found out about Kinara Capital.
They made the process so very easy and fast! With only
necessary documentation, I could get a loan quickly. And,
I didn’t have to spend time going to them again and
again. They came to see me!    Before taking a loan from
Kinara, I had about 5 workers and 1 machine. With the
loan, my situation completely transformed in less than a
year. I had 3 machines and hired 25 people. Today, I have
expanded the business even more. I hire 60 people and I
am running two units. My monthly sales have increased
by 5 times. My personal life also improved, I bought a
home and got married. The whole credit goes to Kinara
Capital.”

Vishwanathan
Sri Sai Candles Bangalore, Karnataka
Candle Manufacturer

Tanveer Samad Kazi
Perfect Industries, Kolhapur, Maharashtra
Auto Parts Manufacturing
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Robin Tyagi
Global Tableau Conference

Irfan Mohammed
CFA Society Roundtable

Vineet Sukumar
Alternative Investments Summit

Gaurav Kumar
VCCircle FinServ Summit
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