SECTOR UPDATE

NBFC

RBI’s Covid-19 measures positive but half-hearted

RBI has announced key relief measures for NBFCs today, viz. targeted long-
term repo operations (TLTRO) 2.0, special refinance facilities for All India
Financial Institutions (AlFls), and a one-year extension for real estate loans.
Though the measures are welcome, we think banks will conservatively deploy
monies only in NBFCs that offer comfort on credit and on commercial
viability. Given the likelihood of selective deployment, we believe the

regulator should step in to assume the burden of credit risk.
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Banks will be selective in TLTRO 2.0: Based on our interactions with treasury
officials of various PSU banks, we expect lively bidding for TLTRO 2.0. Banks
will most likely deploy at least 50% of these funds (a) towards NBFCs rated
between BBB- and AA- and (b) only in cases where it makes commercial
sense. We see a strong likelihood of banks charging ©00-700bps over repo
rate to NBFCs and MFls. Further, deployment will likely be limited to entities

with longstanding relationships and strong credit comfort.

Similar conservative approach likely in AIFI refinancing: AlFIs such as
NABARD, SIDBIl and NHB have been permitted special refinance facilities of
Rs 250bn, Rs 150bn and Rs 100bn respectively. We believe this additional
funding would have a salutary effect on the refinancing liabilities of NBFCs,
MFls and HFCs. At the same time, AlFIs will be highly cautious while assessing

credit risk and will price in their risk for on-lending operations.

Breather on asset recognition/real estate loans: RBI announced that NBFCs
will not have to treat moratorium accounts as impaired accounts under Ind-AS.
We believe this will allow lenders to create additional provision buffers against
these exposures, which can be later used for any delinquencies. NBFCs have
also been permitted to extend commercial real estate loans by a year from the
date of commencement of commercial operations (DCCO). This should

provide relief to NBFCs as well as the real estate sector.
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Targeted long-term repo operations 2.0

In order to channel liquidity to small and midsized corporates, including non-
banking financial companies (NBFC) and micro finance institutions (MFI), that
have been impacted by Covid-19 disruptions, RBI has decided to conduct a
second round of targeted long-term repo operations at the policy repo rate for
tenors up to three years — these operations will be for a total amount of up to

Rs 500bn to begin with, in tranches of appropriate sizes.

The funds availed under TLTRO 2.0 are to be deployed in investment-grade
bonds, commercial paper (CP) and non-convertible debentures (NCD) of
NBFCs. At least 50% of the total funds availed shall be apportioned as below:

= 10% in securities/instruments issued by MFls,

= 15% in securities/instruments issued by NBFCs with asset size of Rs Sbn and

below, and

= 25% in securities/instruments issued by NBFCs with asset size between

Rs 5bn and Rs 50bn.

Investments made under this facility will be classified as held-to-maturity (HTM)
even in excess of 25% of the total investment permitted in the HTM portfolio.
Exposures under TLTRO 2.0 will not be reckoned under the large exposure
framework (LEF). Funds availed of would have to be deployed within 30 working
days from the date of the operation.

Our view: Based on our interactions with treasury officials of various PSU banks,
we expect lively bidding for TLTRO 2.0. Banks will most likely deploy at least 50%
of these funds (a) towards NBFCs rated between BBB- and AA- and (b) only in
cases where it makes commercial sense. We see a strong likelihood of banks
charging ©00-700bps over repo rate to NBFCs and MFls. Further, deployment
will likely be limited to entities with longstanding relationships and strong credit

comfort.
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Refinancing facilities for All India Financial Institutions

AlFls such as the National Bank for Agriculture and Rural Development
(NABARD), the Small Industries Development Bank of India (SIDBI) and the
National Housing Bank (NHB) are facing difficulties in raising resources from

the market.

Accordingly, RBI has decided to provide special refinance facilities for a total
amount of Rs 500bn to NABARD, SIDBI and NHB to enable them to meet
sectoral credit needs. This will comprise Rs 250bn to NABARD for refinancing
regional rural banks, cooperative banks and MFls; Rs 150bn to SIDBI for on-
lending/refinancing; and Rs 100bn to NHB for supporting housing finance
companies (HFC). Advances under this facility will be charged at the RBI’s policy

repo rate prevailing at the time of disbursal.

Our view: We believe this additional funding would have a salutary effect on
the refinancing liabilities of NBFCs, MFIs and HFCs. However, AlFIs will
be cautious while assessing credit risk and will price in their risk for on-lending

operations.

Breather on asset quality recognition

In respect of all accounts for which lending institutions decide to grant
moratorium or deferment, and which were standard as on 1 Mar 2020, the
90-day NPA norm shall exclude the moratorium period, i.e., there would be an

asset classification standstill for such accounts from 1 March to 31 May 2020.

NBFCs, which are required to comply with Indian Accounting Standards (IndAS),
may be steered by the guidelines duly approved by their boards and as per
advisories of the Institute of Chartered Accountants of India (ICAI) in recognition
of impairments. In other words, NBFCs have flexibility under the prescribed

accounting standards to consider such relief to their borrowers.

Our view: NBFCs will be able to create additional provision buffers against these

exposures, which can later be used for any delinquencies.
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Extension of resolution timeline

For large accounts under default, an additional 20% provision has to be made if
resolution is not completed within 210 days. Recognising the challenges to
resolution of stressed assets in the current volatile environment, the central bank

has decided that the period for the resolution plan shall be extended by 90 days.

Our view: This measure will benefit large NBFCs/HFCs and prove helpful in

creating provisioning buffers for large accounts.

Extension of NBFC loans to commercial real estate projects

In line with banks, NBFCs have now been permitted to extend the DCCO by a
year in respect of loans to commercial real estate projects delayed for reasons
beyond the control of promoters, without treating the same as restructuring— this

is over and above the one-year extension permitted in the normal course.

Our view: We believe this will provide relief to NBFCs as well as the real

estate sector.
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 31 March 2020, out of 91 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 54 have BUY ratings, 20 have ADD ratings, 7 are
rated REDUCE, 9 are rated SELL and 1is UNDER REVIEW. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Obpinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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