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Key Messages

 Innovations play a critical role in the Indian bond market, by

– Creating a bridge between project’s credit quality and investor expectations through 

credit enhancement

– Facilitating longer-tenure funding both for banks and corporates

– Enabling banks to meet capital needs through regulatory-compliant instruments

– Providing sophisticated risk mitigation tools to market participants

– Helping corporates raise cost effective funding

– Encouraging development of bond markets by attracting new investors

– Enhancing financial inclusion by providing funding to priority segments of economy

– Reducing the cost of securitisation transactions

 Innovations help in achieving critical economic and social priorities by

– Funding infrastructure projects and housing

– Supplying capital to the financial sector

– Providing risk mitigation tools and long-term financing to sophisticated corporate sector

– Enabling municipal corporations and SMEs to diversify their resource profile
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Key Innovations in the Debt Market and 

How Do They Help?

3
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Key innovations and their benefits (1)

 Innovative credit enhancement mechanisms create a bridge

– This allows issuers/ projects with moderate creditworthiness to access bond market

– Investors’ expectation of a high credit quality is bridged by using credit enhancement

– Examples include:

• Partial guarantee mechanisms

• Securitisation of annuity transactions

• Commercial Mortgage Backed Securities (CMBS)

• Infrastructure Debt Funds (IDFs)

 Innovative instruments facilitate long-tenure funding

– Enable better asset liability matching for banks

– Enhance financial flexibility for corporates by reducing refinancing risks

– Examples include:

• Infrastructure bonds for banks with minimum regulatory pre-emption

• 50-year bonds with bullet maturity issued by M&M in 2013

4
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Key innovations and their benefits (2)

 Innovative capital instruments allow banks to meet capital needs

– Banks have to maintain a minimum threshold of capital as per the Basel III norms

– Examples include:

• Tier I capital bonds under Basel III that contain riskier features

• Tier II bonds under Basel III with (limited) risk of principal loss

 Innovations provide risk mitigation tools

– Enable bond market participants to better manage risks to their exposures

– Examples include:

• Interest Rate Futures (IRFs)

• Credit Default Swaps (CDS)

 Innovative instruments help in raising cost effective funding

– By using new benchmarks, and/ or

– By instilling greater discipline in usage and flow of cash from stronger counterparty

– Examples include:

• Inflation indexed bonds issued by L&T in 2013

• Future flow securitisation by IOT Utkal in 2014

5
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Key innovations and their benefits (3)

 Structural innovations help in developing the bond market

– By attracting new investors to the bond market

– Example includes:

• A high-yield segment of the bond market invests in instruments issued by real estate developers

• A segment of bond market with a good presence of retail investors (in the form of HNIs)

• Innovation in form of strong security creation and enforcement mechanisms for builders

 Innovations enhance financial inclusion

– By providing cost-effective funding to priority segments of the economy

– Example includes:

• Multi-originator securitisation transactions of MFIs, which enables several MFIs to join together to 

access bond market

 Innovations reduce the costs for issuers in securitisation transactions

– By enhancing the attractiveness of securitisation transactions for issuers, while 

protecting the interest of investors as well

– Example includes:

• Resets of credit enhancements introduced in 2014

6
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Innovations for Seven Key

Sectors and Priorities of the Economy

7
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Infrastructure sector

 Partial guarantees

 Infrastructure Debt Funds through the 

NBFC route (IDF-NBFCs) and the MF 

route

 Annuity securitisations

8

Innovations for the sector

Looking ahead

 Total funding needs expected to be large at Rs.30 lakh crore over 5 years

 Scale-up of existing IDFs critical

 Attracting long-term global investors to the sector important

 Explore credit enhancement from multilateral institutions, BRICS Bank, etc.

 Consider setting up bond guarantee fund

 Enable refinancing of infrastructure 

projects through bond market

 2 IDF-NBFCs (both rated by CRISIL) 

have begun operations – assets to 

cross Rs.1,000 crore

 CRISIL rated first annuity securitisation

transaction for roads in 2010

Impact of innovations
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Financial sector

 Tier I and Tier II Capital bonds under 

Basel III (Banks)

 Infrastructure bonds with minimum 

regulatory pre-emption (Banks)

9

Innovations for the sector

Looking ahead

 Banks, NBFCs, and HFCs are the largest user of corporate bond market (70% of 

annual issuances)

 Ongoing need to build investor comfort for Tier I bonds of banks under Basel III

 Initiate a discussion for banks to use securitization for greater capital efficiency

– Retail and infrastructure loan exposures offer a good potential for securitisation

 Initial success in raising Basel III capital 

bonds, despite riskier features

– Rs.5,000+ crore Tier I bonds issued

– Rs.20,000+ crore Tier II bonds issued

 Infra bonds to enable better ALMs

– Benefits to banks expected to be ~75 bps 

(compared to similar tenure deposits)

Impact of innovations
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Corporates

 50-year bullet maturity bonds (M&M)

 Inflation indexed bonds (L&T)

 Future flow securitization (IOT Utkal)

 Perpetual (or hybrid) securities

 Interest rate futures and credit default 

swaps

10

Innovations for the sector

Looking ahead

 Further expand participation of corporates in the bond market

– Enhance access of ‘A-rated’ corporates to the bond market

– Significantly increase usage of innovative instruments and risk mitigation tools

– Will enable in reducing the dependence of bond market on the financial sector

 Enhance the competitiveness of rupee bonds vis-à-vis foreign currency loans (ECBs 

and dollar bonds)

 Enable higher-rated corporates to raise 

cost-effective long-tenure funds from 

the corporate bond market regularly

 Hybrid instruments provide benefit to 

the capital structure

 Tools to mitigate risks available

Impact of innovations
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Real estate and housing

 CMBS

 Stronger security creation and 

enforcement mechanisms coupled with 

proper control on cash flows for 

residential projects

11

Innovations for the sector

Looking ahead

 Scale-up usage of CMBS instruments for income generating leased commercial 

assets

 Enable setting-up Real Estate Investment Trusts (REITs)

 Encourage investor participation in residential mortgage securitization transactions

– Suitable for long term investors like insurance companies and pension funds

 Issuance of initial few CMBS 

transactions (2 are rated by CRISIL)

 Good acceptance of high-yield paper 

from real estate developers by HNI 

investors

Impact of innovations
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Financial inclusion

 Multi-originator securitization for MFIs

 Securitisation of retail loans by NBFCs

 Reset of credit enhancement in 

securitisation transactions

12

Innovations for the sector

Looking ahead

 Introduction of differentiated banks

– Small finance banks

– Payment banks

 Addressing the taxation issues pertaining to securitization

 Enables MFIs to access bond market

– First listed securitisation transaction had 

multiple originators

 Provides cost-effective funding to 

priority segments of the economy

 Credit enhancement in ~10 CRISIL 

rated transactionds already reset

Impact of innovations
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Municipal corporations and SMEs

 Munis are among the largest segment of issuers  in the bond markets globally

 Encouraging strong munis to access bond market critical

 Credit enhancement can be in the form of

– Escrow of future property tax collections

– Pooled municipal finance structures

 Sebi has recently issued proposed regulations for debt securities by munis

13

Municipal corporations (Munis): Looking ahead

SMEs: Looking ahead

 SMEs represent an important segment of India’s economy

– Loans to SMEs stood at >Rs.10 lakh crore as at March 2014 (15% of banks’ advances)

– Enhancing their competitiveness will be critical for the success of ‘Make in India’

 Securitisation of trade receivables can provide greater funding to SMEs

– Loans to SMEs will need to be aggregated, a role that can be played by say SIDBI
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Innovation and Regulatory

Agenda for the Future

14



F
o

r 
In

te
rn

a
l 
U

s
e
 O

n
ly

 –
N

o
t 

F
o

r 
E

x
te

rn
a
l 
D

is
tr

ib
u
ti
o

n
 

©
 2

0
1
4
 C

R
IS

IL
 L

td
. 

A
ll 

ri
g

h
ts

 r
e
s
e
rv

e
d
.

Regulatory support critical for the innovation agenda

 Scaling-up of existing innovations critical

– Size of existing IDFs and usage of CMBS instruments needs to be expanded

 Continue with innovations, while maintaining focus on systemic stability

– Bond guarantee fund and REITs

– Securitisation by banks to enhance capital efficiency; Securitisation of SME trade receivables

 Develop investor comfort with innovative tools and instruments, such as

– Tier I bonds of banks under Basel III and residential mortgage securitization transactions

 Diversify and expand the investor base in the bond market

– Attract long-term global investors, especially to the infrastructure sector

 Others

– Enhance the competitiveness of rupee bonds vis-à-vis foreign currency loans

– Improve access of A-rated corporates, munis, and SMEs to the bond market

– Explore credit enhancement mechanisms from multilateral institutions, BRICS Bank, etc.

– Address taxation issues pertaining to securitization

15
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About us

CRISIL Limited 

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory

services. We are India's leading ratings agency. We are also the foremost provider of high-end

research to the world's largest banks and leading corporations.

CRISIL Ratings

CRISIL Ratings is India's leading rating agency. We pioneered the concept of credit rating in

India in 1987. With a tradition of independence, analytical rigour and innovation, we have a

leadership position. We have rated over 60,000 entities, by far the largest number in India. We

are a full-service rating agency. We rate the entire range of debt instruments: bank loans,

certificates of deposit, commercial paper, non-convertible debentures, bank hybrid capital

instruments, asset-backed securities, mortgage-backed securities, perpetual bonds, and partial

guarantees. CRISIL sets the standards in every aspect of the credit rating business. We have

instituted several innovations in India including rating municipal bonds, partially guaranteed

instruments and microfinance institutions. We pioneered a globally unique and affordable rating

service for Small and Medium Enterprises (SMEs).This has significantly expanded the market

for ratings and is improving SMEs' access to affordable finance. We have an active outreach

programme with issuers, investors and regulators to maintain a high level of transparency

regarding our rating criteria and to disseminate our analytical insights and knowledge.
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Disclaimer:

A CRISIL rating reflects CRISIL's current opinion on the likelihood of timely payment of the obligations under the rated instrument and does not

constitute an audit of the rated entity by CRISIL. CRISIL ratings are based on information provided by the issuer or obtained by CRISIL from

sources it considers reliable. CRISIL does not guarantee the completeness or accuracy of the information on which the rating is based. A

CRISIL rating is not a recommendation to buy, sell, or hold the rated instrument; it does not comment on the market price or suitability for a

particular investor. All CRISIL ratings are under surveillance. Ratings are revised as and when circumstances so warrant. CRISIL Ratings'

rating criteria are generally available without charge to the public on the CRISIL public web site, www.crisil.com. For the latest rating information

on any instrument of any company rated by CRISIL, please contact CRISIL RATING DESK at CRISILratingdesk@crisil.com, or at +91 22 3342

3000.

CRISIL has taken due care and caution in preparing this report. Information has been obtained by CRISIL from sources which it considers

reliable. However, CRISIL does not guarantee the accuracy, adequacy or completeness of any information and is not responsible for any errors

or omissions or for the results obtained from the use of such information. CRISIL is not liable for investment decisions which may be based on

the views expressed in this report. CRISIL is not responsible for any errors and especially states that it has no financial liability whatsoever to

the subscribers / users / transmitters / distributors of this product. No part of this report may be published/ reproduced in any form without

CRISIL’s prior written approval.
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