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Four Indian Finance Companies Downgraded On
Weakening Economic Conditions Due To
COVID-19; Ratings On Two Affirmed
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Geeta Chugh, Mumbai (91) 22-3342-1910; geeta.chugh@spglobal.com

« W& believe worsening operating conditions follow ng COVID 19 have
i ncreased risks for financial institutions operating in India. W expect
a recession to hurt the financial sector.

« W expect the asset quality of Indian finance conpanies to deteriorate,
credit costs to rise, and profitability to decline over the next 12
mont hs. G ven the | arge acceptance of noratorium by borrowers, funding
and liquidity problens could worsen for these conpanies.

« W are lowering our ratings on four nonbank finance conpani es (NBFCs) we
rate in India: Shriram Transport Finance Co. Ltd. (STFC), Bajaj Finance
Ltd., Manappuram Finance Ltd., and Power Finance Corp. Ltd. W are
affirm ng our ratings on Miuthoot Finance Ltd. and Hero FinCorp Ltd.

« W are placing our ratings on STFC on CreditWatch with negative
i mplications. The outl ook on Muthoot is negative, while it is stable for
t he ot her NBFCs.

SI NGAPORE (S&P d obal Ratings) June 26, 2020--S&P d obal Ratings said today it
has taken the follow ng rating actions on |Indi an NBFCs:
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**************MJthOOtFinanCELtd.*************
Ratings Affirmed

Mut hoot Fi nance Ltd.
| ssuer Credit Rating BB/ Negati ve/ B
Seni or Secur ed BB

These rating actions reflect our view that Indian finance conpanies face
i ncreasing risks fromchall enging operating conditions stemring fromthe
COVI D- 19 pandemi c

In our view, econom c conditions have turned adverse for I|Indian banks due to
COVID-19. Drastic efforts to curtail the spread of the coronavirus have
resulted in a sharp econom c contraction. The governnent's stinulus package,
with a headline anbunt of 10% of GDP, has about 1.2%of direct stinmulus
neasures, which is lowrelative to countries with simlar economc inpact from
t he pandenic. The renmining 8.8% of the package includes liquidity support
nmeasures and credit guarantees that will not directly support growth. W now
forecast a 5.0%contraction in the econony in fiscal 2021

Credit risks remain very high for finance conmpanies in India, in our view W
expect the deterioration in NBFCs' asset quality to intensify as the econony
slows ami d the pandenic. W expect the mcrofinance segnent to be the nost
affected by the | ockdown and ot her nmeasures in the fight against COVI D 19.

That is because the microfinance institutions primarily rely on cash

col l ections, and nmany borrowers with weak credit profiles would have faced

di sruptions in income generation. Hone | oans are likely to be | ess affected
because the majority of borrowers are salaried and collections are through
auto debit instructions. However, affordable housing |oans, which cater to the
weaker economic strata, could face challenges. Ot her pockets of stress include
loans to real estate devel opers, |oans against property, |oans agai nst shares,
and | oans to the tel econmuni cations, aviation, restaurant, or tourismrelated
sectors. Small and midsize enterprises are likely be nore affected in this
scenario. Steps taken by the governnent and the central bank shoul d provide
some respite. Sone of these nmeasures may al so have the uni ntended consequence
of del ayed recognition of the problemloans in the country.

In our base case, the overall inmpact on finance conpanies will be nore
pronounced than on banks. That is because sone finance conpanies lend to
weaker custoners and have hi gh reliance on whol esal e fundi ng. These conpani es
were already facing a trust deficit since the 2018 default of Infrastructure
Leasi ng & Fi nanci al Services.

Fi nance conpani es al so face accentuated liquidity risks. Cash flows are likely

constrained as a |l arge proportion of borrowers opt for the noratorium Somne
conpani es provided a noratoriumfor nore than 70% of their custoners. The
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fi nance conpani es woul d therefore be dependent on |iquid assets and
refinancing to service upconm ng debt maturities. Currently, nost of the
finance conpanies that we rate in India have sufficient liquidity, conprising
iquid assets, undrawn |ines from banks, and in some cases funding lines from
group compani es.

We could see nore differentiation in liquidity available to finance conpanies,
with stronger NBFCs benefitting froma flight to quality. Liquidity stress
coul d be high for wholesale | enders with |arge exposure to property

devel opers, conpanies without a strong parent, or comnpanies with perceived
weak gover nance.

SHRI RAM TRANSPORT FI NANCE CO. LTD.
(Primary credit analyst: N kita Anand)

We downgraded STFC and placed the ratings on CreditWatch because we believe
chal | engi ng operating conditions in the Indian financial sector will lead to
asset quality and liquidity stress for the conpany over the next 12 nonths.
STFC s doni nant market position as India's |argest commercial vehicle
financier and its strong capitalization continue to support the ratings.

STFC s plan to raise Indian rupee (INR) 15 billion through a rights issue over
the next 30-40 days will bolster its capital position.

STFC s collection of loans is hit because a very large proportion of its
borrowers are under noratorium Moreover, refinancing has been slow as
creditors remain risk averse. The conpany has al so had very few securitization
transactions--its key resource-raising avenue--due to investors' concerns over
collection efficiency on the pools. That said, STFC has recently conpleted a
sizabl e securitization transaction of Indian rupee (INR) 16 billion

STFC has applied for a three-nonth noratoriumon its upcomni ng bank | oan
repaynents to build liquidity. Based on the | egal opinion shared by the
conpany, we understand the noratoriumon bank | oans may not trigger an event
of default (EOD) on its U S. dollar bonds.

STFC has unencunbered |iquid assets (cash, bank bal ances, and liquid

i nvestments) of INR20 billion and unutilized bank Iines of INR54 billion
conpared with its INR4A3 billion liabilities due over July-Septenber 2020. The
conpany plans to draw down on unutilized bank |ines conprising cash credit
facilities and sanctioned securitization transactions to nanage its upcom ng
repaynents. STFC s coll ections have strengthened over the past two nonths,
reflected in higher schedul ed collections fromborrowers (by value) of 50%in
June 2020 conpared with 30%in May 2020. We expect a further inprovenment in
the com ng nonths as cash flows of road transport operators (the conpany's key
borrowers) increase owing to the phased reopening of the Indian econony. W
bel i eve fund raising and higher collections will alleviate pressure on STFC s
[iquidity.

We expect to resolve the CreditWatch over the next three to six nonths.
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We could I ower the rating by nultiple notches over the next few nonths if
STFC s liquidity dw ndl es, challenging the conpany's ability to service its
upcom ng debt obligations.

W will affirmthe rating if STFC denpnstrates sustained access to resources
and augnents liquidity to sufficiently nmeet its obligations for the next 12
nont hs. The conpany's ability to inprove its collections and rai se necessary
external funds will be key credit factors.

BAJAJ FI NANCE LTD.
(Primary credit analyst: N kita Anand)

We [ owered our ratings on Bajaj Finance to reflect weaker operating conditions
faced by Indian financial institutions. In our base case, we believe the
conpany's asset quality and credit costs will deteriorate over the next 12
nont hs.

We do not factor any extraordinary support fromthe Bajaj group into our
rating on Bajaj Finance because the group entities are regulated or listed
entities. They are therefore restricted in their ability to support Baj aj
Fi nance in the case of an extraordinary event.

Qur ratings factor in a potential weakening in asset quality and an increase
in credit costs.

The stabl e outl ook on Bajaj Finance reflects our view that the conmpany will
maintain its strong market position and healthy capital |evels over the next
12-18 nmonths. We also believe the conpany's liquidity and funding profile wll
remai n adequat e over the period.

We nay downgrade the conpany if the deterioration in its asset quality is
significantly higher than our expectation

We believe stress in the wider Bajaj group could spill over to Bajaj Finance.
This is due to the benefits to the conpany's market position and funding
access fromthe common brand name. Although this is not our base case, we
woul d | ower the rating on Bajaj Finance if the group credit profile weakens
substantially. This may happen if the credit profile of either Bajaj Finance's
sister conpany Bajaj Auto Ltd. or ultimate parent, Bajaj Hol di ngs and
Investments Ltd. deteriorates significantly.

We nmay raise the ratings on Bajaj Finance if the conpany's capital, which is
already strong with the risk-adjusted capital (RAC) ratio of 13.5% i nproves
such that RAC ratio stays above 15% That said, we viewthis as unlikely in
the next 12-18 nont hs.

MANAPPURAM FI NANCE LTD
(Primary credit analyst: Mchael Puli)
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We downgraded Manappuramto reflect the heightened risks associated with
econom ¢ conditions in India and their high inmpact on the mcrofinance
segnment. That said, the gol d-backed | oan business has held up relatively well
under these conditions.

Qur stable outlook reflects our view that Manappuram s core gol d-backed | oan
portfolio will continue to offer stability against an increnenta
deterioration in the conpany's microfinance portfolio. Further, Manappuran s
capitalization buffer and earnings remains strong, with the conpany able to
continue to access funding markets. As a result, we believe Manappuram can
absorb any extraordinary | osses fromthe nicrofinance portfolio over the next
12-18 nont hs.

We coul d downgrade Manappuramif it sees a higher increase in wite-offs than
we expect, particularly in mcrofinance | oans, relative to peers. Significant

difficulty in the conpany's rollover of its funding would also lead to a | ower
rating.

We see an upside scenario as unlikely for Manappuram over the next 12 nonths.
W& woul d upgrade the conpany if we believe its funding profile has becone nore
stabl e. Increased access to |longer-term funding would reduce the rollover risk
associ ated with short-termwhol esal e funding, in our view

POVER FI NANCE CORP. LTD. (PFC)
(Primary credit analyst: Mchael Puli)

We | owered our ratings on PFC to reflect the weakeni ng general econonic
conditions in India. The power sector was severely hit by COVID 19 due to
decline in manufacturi ng demand and additional collection challenges for

di stribution conpanies that were already structurally weak. In our view, the
government's I NRO0OO billion package to help distribution conpani es provides
only a tenporary liquidity solution and doesn't address fundamental issues
with the creditworthiness of the sector. Qur ratings on PFC benefit fromthe
oligopolistic nature of the consolidated group, which accounts for 40% 50% of
| oans to the power sector, and its government ownership. W subsequently

wi thdrew the ratings on PFC at the conpany's request.

Qur stable outlook prior to the withdrawal already considered the economc
headwi nds faced by India' s financial sector. Qur base case is that the
government's |inkages (including ownership) with PFC will not dilute over the
next 12-18 nonths.

HERO FI NCORP LTD.
(Primary credit analyst: Mchael Puli)

We affirned our ratings on Hero FinCorp because we expect the conpany to

continue to benefit fromits association with a financially stronger group
Hero MotoCorp Ltd. This support offsets our view that Hero FinCorp's
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st and- al one creditworthiness could deteriorate in line with the operating
conditions in India over the next 12-18 nonths.

The stable outlook reflects our view that Hero FinCorp is likely to remain
strategically inmportant and supported by the stronger group. W expect support
(including equity injections) will continue over the next 18 nonths to

mai ntain the finance conpany's capitalization

W woul d | ower the ratings on Hero FinCorp if the conpany's risk-adjusted
capitalization deteriorates and stays bel ow 10%

Al t hough unlikely, we would al so downgrade Hero FinCorp if its Iinkages to the
wi der group dimnish or if the group credit profile weakens. The group credit
profile could weaken if:

» W see risks around Hero MotoCorp's ability to nmanage econom ¢ headw nds
over the next 12 nonths; or

* In a renote scenario, the group's financial policies turn sharply and
beconme very aggressive, resulting in a substantial increase in debt on a
sust ai ned basi s.

We woul d raise the ratings on Hero FinCorp if the conpany and the w der
group's credit profile inproves. W see this as unlikely over the next 12
nont hs.

MUTHOOT FI NANCE LTD.
(Primary credit analyst: Mchael Puli)

We affirnmed our ratings on Mit hoot because we believe the conpany's business
franchi se, asset quality, and access to funding at conpetitive rates have not
been as severely hit as for other finance conpanies.

The negative outl ook reflects our view that Miuthoot is still subject to
hei ght ened econom c risks affecting India's financial systemover the next
12-18 nont hs.

We woul d | ower the ratings on Muthoot if the challenging operating environnment
translates into funding challenges for the conpany and affect its ability to
roll over its short-termfunding. We could al so downgrade the conpany if its
credit costs increase substantially relative to peers', which we view as

unli kel y.

We woul d revise the outlook to stable if we believe Mithoot can face up to the
chal | engi ng operating environnment without any najor hit to its asset quality.
Increased stability in Muthoot's funding profile would also result in a stable
out | ook. That's because greater access to |longer-term funding woul d reduce the
roll over risk associated with short-term whol esal e fundi ng.
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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