CARE RATING LTD.

Market Cap: Rs 3,311 Cr
Net Profit: Rs 162 Cr




FiInancial Universe -

e Fee based
e Asset Management Companies, Wealth Management
e Investment banking, Credit rating, Stock Brokerage,
e Stock Exchanges, Payment / Fintech

e Fund based

e Banks, NBFCs (lending), Insurance Companies etc.



How It all started ¢

» Evolution

The credit rating business traces its origins to the mercantile credit agencies in the United States of America. Their
function was to rate merchants’ ability o honour their financial obligations. The first such agency was established
in New York in 1841 by Louis Tappan. Robert Dun subsequently acquired the agency and published its first ratings
guide in 1859. A similar mercantile rating agency was formed by John Bradstreet in 1849.

> Itr;\ 19(5)9 when John Moody started to rate US railroad bonds, and subsequently utility and industrial
onds.

Poor’s Publishing Company issued its first ratings in 1916.
Standard Statistics Company issued its first ratings in 1922.

The Fitch Publishing Company issued its first ratings in 1924.
In 1941, Poor's Publishing and Standard Stafistics merged to become Standard & Poor's Corp.

Y V VY V

» What we learn from this ¢




Time is the best test of fragility

Time is an eraser rather than a builder,
and a good one at breaking the
fragile—whether buildings or ideas.

Time is the best test of fragility—it
encompasses high doses of disorder—and
nature is the only system that has been
stamped “robust” by time.

Any system has to deal with the inherent randomness of the world over time, If system able to
adapt these stress situation and evolve that makes system more robust or anti fragile.

The rating agencies went though the biggest stress test of their history in 2008-09 financial
crisis and they came out good.




cont...

» What we learnt from history ¢

1. Early move is huge advantage in this business. (Moody, S&P and Finch sill
donimates the markets — after 100's of years)

2. These are robust businesses — Survived (Infact they thrived) the test of fime.

3. Anit Fragile - The rating agencies went though the biggest stress test of their
history in 2008-09 financial crisis and they came out good.



Cont...

In India, the first credit rating agency, Credit Rating and Information Services

of India Limited (“CRISIL"), was set up in 1987. History Repeats Itself
A second rating agency, ICRA Limited (then known as, Investment Like u.s the first-move
Information and Credit Rating Agency of India Limited) (“ICRA”) was advantage played out
established in 1991. N Ir\w/\c/jKlJl as

ell.

Third agency, CARE, was established in 1993.

Duff and Phelps Credit Rating India (P) Limited which started its operations in 1996 was renamed Fitch Ratings India
Private Limited (Fitch) in 2001 and renamed again to India Ratings and Research Private Limited in 2012.

Brickworks Ratings India Private Limited (Brickworks) began its rating business in 2008.

SME Rating Agency of India Limited (SMERA) also began its rating business in 2008.




AAX's DIRECT

Credit Rating Agenci
Why only 3 rating agencies globally? [ehS Woimy Agances

A Trust = Brands —> it matters
\-— P - - . . 3 . . . . . .
1% Comfort with investors: Rating assigned generally defines the pricing of financial instrument. Hence, investor comfort

with sanctity of the rating holds key to long-run success of rating agency

¢ Cost barriers to entry: Ratings is a volume game. Pricing competition in this segment is quite high with rating yields as
low as 4-5 bps. Hence, CRAs have to generate sufficient volume to sweat the assets (analysts effectively). Therefore,
high employee and operating expenses are formidable entry barriers for this business

+ Complexity: It requires expertise to understand, evaluate and grade various financial instruments — several franched
CDO'’s and CMO's, Principle protected notes, Credit Default notes etc. While rating agencies merely share their
“opinion”, in most practical cases that in effect determines the price of the instrument

Quote from Quartz India

“Considering that the three major agencies control more than 90% of the business, establishing a new one wouldn't be easy. It
could take years, or even decades, to gel.

hitps://qz.com/905451 /willthe-alternative<reditrating-agency-planned-by-brics work/




SUMMARY OF CARE BUSINESS -

The business comes from two main segments —
» corporate debt raised.

» bank loans rated (BLR).

Total value of contracts traded - Rs 12 lac Crore - Total Income = Rs 346 Cr /-

Total income is 0.03% of total value rated. Hmm crazy.

Rs. Ik cr

Volume of Bank Facilities Rated

Volume of Debentures/Bonds Rated

Rs. Ik cr
8 8 -
6.45 503 6.38 6.54
6| 557 5.5 . . 5.97
423
4 4 3.80
298
2 2
0 - T T T — [V T T T —
FY14 FY15 FY16 FY17 FY18 FY14 FY15 FY16 FY17 FY18
Networth Total Income
Rs.Cr Rs. Cr
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Bank Loan Rating (BLR)

Although credit rating is not mandatory under Basel II. the utilization of capital by banks is likely to be
more effective if their loans are rated. If a bank chooses to keep some of its loans unrated, it may have to
provide, as per extant RBI instructions, a risk weight of 100 per cent for credit risk on such loans. As
provided under Basel II, supervisors may increase the standard risk weight for unrated claims where a
higher risk weight is warranted by the overall default experience in their jurisdiction. Further, as part of the
supervisory review process, the supervisor may also consider whether the credit quality of corporate claims
held by individual banks should warrant a standard risk weight higher than 100%.

Ilustration of capital-saving potential by banks on a loan of Rs. 1.000 million:

Rating category Basel I Basel IT

Risk Capital Risk Capital Capital

Weight Required Weight Required Saved
L AAA 100% 90 20% 18 72
AA 100% 90 30% 27 63

A 100% 90 50% 45 45 |

BBB 100% 90 100% 90 0
. BB & Below 100% 90 150% 135 (45)
Unrated 100% 90 100% 90 -

A large number of Indian companies. hitherto unrated by rating agencies, have now come forward to get
their bank facilities rated. Basel-II norms hold significant potential for further development of the domestic
debt markets, by introducing into the public domain easily accessible credit information about a large pool

of mid-sized companies.

Total Income
Restated Profit

31-Mar-12 31-Mar-11
2,171.93 1,722.55
1,157.02 879.49

31-Mar-10
1,520.26
856.9

Total Income and Restated Profit after Tax (C - D)

2,500.00

2,000.00

1,500.00

1,000.00

500.00

0.00

1-Jan-09 1-Jan-10 1-Jan-11

1-Jan-12

31-Mar-09 31-Mar-08
999.31 549.11
523.99 266.85

== Total Income

== Restated Profit after Tax

(C-D)




Coporate Debt Ratings-

» The corporates can raise funds either by taking
1. loans from banks (BLR).
2. Issuing bonds/debentures or commercial paper.

3. Issuing external commercial borrowing/ foreign currency convertible
bonds.

» The bond markets are bread and butter for the rating agencies.



Why people go to rating agencies - Solve turst issues or

Are they forced to do so ?

In 1992, credit rating became mandatory for the issuance of debt instruments with
moh]{g%/converﬁbilify of 18 months and above. (rating mandatory for debt issuance > 18
months

Subsequently, the RBI guidelines made rating mandatory for issuance of commercial paper.

RBI also made rating of public deposit schemes mandatory for NBFCs.

Further, in 2003, SEBI along with stock exchanges made ratings mandatory for debt insfruments
placed under private placement basis and having a maturity of one year or more, which are
proposed to be listed.

Another reason for increase in the demand for ratings is the restriction on certain classes of
investors to invest not more than a stipulated part of their portfolio in unrated bonds. _




The RBI in 2003 issued prudential guidelines on the management of the non-SLR investment
portfolio of all scheduled commercial banks except regional rural banks and local area banks.
These guidelines require such institutions fo make fresh investment only in rated non-SLR securities.

[ stuff where banks invest their excess capital)

Similarly, non-government provident funds, superannuation funds, gratuity funds can invest in bonds
issued by public financial institutions, public sector companies/banks and private sector companies
only when they are dual rated (i.e. rated by at least fwo different credit rating agencies).

Further. such provident funds. sunerannuation funds, gratuity funds can invest in shares of only those
comhponiefs Whofse debt is rated investment grade by aft least two credit rating agencies on the dafe of
such investments.

Investment bv mutual funds and insurance companies in unrated paper/non-investment grade paper is
also restricted.



https://www.quora.com/What-is-the-difference-between-SLR-and-Non-SLR-Investments

Rear View Mirror Analysis

» CRAs in US: Track record of 30 years -
Excluding the 2 blips, rating agencies have broadly maintained 1.7-1.8 x multiplier to nominal GDP growth

Thumb Rule - Growth profile: Similar to the global ~ Except 2 periods of massive unrest, CRAs have performed in line with /better than US nominal GDP growth

Big 3 CRAs (S&P, Moody’s, Fitch), domestic CRAs
have grown at ~1.7x nominal GDP over the last 10

years. We can expect 13-14% base case revenue —— Rating agencies revenue === US Nom GDP growth In times of stability, CRAs have
growth over long term. grown ahead of US nominal

30 . GDP growth

20 /

10 i : ~

0 g - Ry

(10) N N {‘f “\_

tz O] D?l:lr L(EJEM tr" \'i - Su B;ri me

f3 O] \\h‘ __/‘ Crisis

oy - T

FY 1987
FY 1989
FY 1991
FY 1993
FY 1995
FY 1999
FY 2003
FY 2005

FY 2013
FY 2015



Credit Rating Agencies

Indian CRAs: High correlation to India Inc. performance MISCELLANEOUS

Performance in line with or better than India GDP growth,
bunking credit Revenue trajectory better than credit grclw1h to India Inc.

m GDP growhh  m Banking credit growth Rafing revenue growth = Credit Rating Agencies Rev Growth == Banking Credit to corporate - growth

40
1.000 (%) GDP mulfiplier of 1.7x (el
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Rear view mirror analysis -

Q0%+ PAT: FCF, 15%+ RolC (ex cash)

12%+ revenue growth (10-yr CAGR), 15%+ EBITDA margin

-
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IS DIRECT

: : : : : CARE Ratings
Pure play on rating business with superior retums profile =~ MscaNeous
Last entrant in ratings business, but highest growth (last 5
years) profile amongst peers ) The only pure play on rating business

A 120%
20% To%
18% 100%
80%
16%
60%
14%
40%
12% 20%
10% 0%
Care Crisil Care CRISIL ICRA
Source: Axis Capital Source: Axis Copiol
Best in class margin though operating efficiencies Remarkable profitability compared to peers
70% 64% m RoCE m RoE Really good
60% s & capital allocator
50% 50%
40% %
40% 34% o
0% 30%
20% 20%
10% 10%
0% 0%
Care Crisil ICRA Core Crisil ICRA
S — _—_—

Scurce: Axis Capltal Source: Axis Capiol




Credit Rating Agencies
Capital allocation strategy — Crisil’s acquisitions more successful s g

High cash levels maintained by all rating agencies TNy DestCaphal Allocator
CRISIL wmICRA wmCARE
-, _c_m|l+.|_nv_m-,_%:nf_cﬂ;_gmj_ CARE-Ammys=20% While we discussed the RoCE profile

earlier, a point to note here is that
~ o most of the_cglpi’ra| employed is either

80 -—= A cash or liquid invesiments!
.

". While ICRA did one round of buy-
| back in FY17(Rs 400 mn), we believe

v this would be a more regu|ar feature

CY12/ CY13/ CYl4/ CYI5/ CY18/ CY17/ CY18/ D”““fiq‘“u“i’-;"ﬁ:}‘L“q;‘;"”“”” for most CRAs
FY13 FY14 FY15 FY16 FY17 FY18 FY19 5 Via buybac

60%

40%

Source: Axis Capital

ICRA’s capital allocation, hence acquisition sirategy
Crisil's cherry-picked acquisition targets and their performance appears to be poorer

(Rs mn) Irevna Pipal  Coalition ICRA~ PTICRA  ICRA
Year of Acquisition CYO4 cY10 CY12/13 Particulars (Rs mn) Mgmt Co __Indonesia__ Online Ltd
Acquisifion Cost 771 580 2500 Year 2005 2011 2005
Revenue at the fime of Acquisition 331 363 1162 :‘q‘j‘i"mm j‘“ » :i“ ‘4:; g;--;
v In r acguisinon ! c
EV/ Sales 23 1.6 22 o, 5;': 4 O A o
CY16 Revenues 8,374 307 2,840 Rev in 2017 o 4 157
Profit in year of acquisition = = = = = .. L 154 Profit in year of acquisition 11 (18.3) 2
Profits in FY17 - ——— =% 394 6.5 597 S 2 0.2) =

Source: Axis Capinal Sowrce: Axis Capital




Crisil’s strategic stake in CARE — How do we read it

— — o o —
— — = —

—
— —
— o e o e

Why 9% 7 because they can't buy
== 10%

LreqiT Kaming Agendes

Understanding Crisil’s thought process _ _
iticl Amount (Rs me) 4,350 Crisil has bought a 14% IRR business
Option 1 Option 2 FY18 FY1? FY20 FY28 FY29
Particulars Buy back Crisil Buy Care Year0 Yeorl Yeor2 Yeor 10 Year 11
CMP 1955 1,660  Infial Investment {4,350}
O/5 Shares 71 29 9% of CARE's Cash and investmant 536
Mcap as on Date 139,461 48,887  |nitfial Ouiflow (3.814)
% available to be purchased/ brought back 3.1% 8.9% 9% FCF ogf CARE 134 148 169 450 9,458
# number of shares 2 3  Total investmant cashBiow 3. &80)
PAT CY18/FY19 3,665 1,636 RR 14%
CRISIL EPS pre ocquisifion 51 51 Source: Axis Capital
Revised PAT 3,665 3,811
CRISIL EPS POST ACGUISITION 53.0 53.4
Benefit 0.7%
Source: Axis Capiial

They
Crisil ‘s comments on acquisition /_

made a general statement but reason should be more than that..

“Crisil confinuously evaluates investment options as part of its corporate sirategy. The stake purchase is an investment in the

excellent long-term prospects of the credit rating sector in the country. The prospects for the sector are driven by the significant
demand for capital investments and infrastructure linancing in India over the long term, much of which should zen

efit

sector”



s oect V

g ) CARE Ratings
CARE - Pure play on rating business R
Consistent growth profile Improving share of non-BIR revenue to help margin
o Revenue  =Cm= Growth [RHS)
5,000 | Rsmn) 20% i
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AR00 5% ) 80%
3,000
g o=
2,000 40%
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Source: Axis Copital Sowrce: Axis Capital

¢ In an endeavor to diversily its product portfolio beyond the traditional corporate bond and BLR business, CARE has
been expanding its income-generating pool of products such as SME rating, Edu-grade feducation institutions
radin vi-grade [equily research of companies). real estate ratings and valvation of marketlinked debentures in
order to expand their pool of products. CARE has also strengthened its position in IPO grading market and captured
a significant market share.

¢+ Continued expansion in product offerings will help CARE in maintaining market share in ratings industry
h Gained market share in last 10 years

CARE was 3rd largest CRA in terms of revenue from ratings business till 2008. Basel Il norms in 2008 augured
well for entire rating indusiry especially for CARE, as it climbed to 2" spot in terms of revenue and market share




Over past 10 years, Crisil and ICRA have conceded share to CARE

Care Rafings and Brickworks (Smaller Base) have stood out in terms of revenue growth profile

10,000
8,000
6,000
4,000
2,000

Margin profile of all players have deteriorated, reflecting high

m CRISIL LTD m ICRALTD m Care Ratings
# Brickworks India u India Ratings ® Onicra Rafings
Rati
i‘ﬂ; angs 94bn  95bn  9.8bn

6.5bn

I
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Employee cost (CARE) is half of that of peers — major reason for
EBITDA margin differential
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A DIRECT

|Entry barriers {

Credit Rating Agencies

e bi

est moat

All the 3 ratings agencies benefit from

*

* * * #

Hence, we do not expect credible #4 or # 5 player in this space —

L]

If you are going to bond markets to raise money,

Emly mover Udm"hge v you will want urself to be rated by top 3 not the bottom 2

strong indusiry network playing a critical role "

dibility of the brand
crecibility ot the brand, Market share from 4th & 5th player could

ql{u"” of service, and .. . . . Data base eventually shift to the top 3
wide exposure and expertise in various indusiries they build over

time //

The credit rating agencies enjoy some of the following advantages:

Customer stickiness and cost of new ratings: Swilching to other rating agency requires time as well as money. An
existing rating agency would have a through understanding of the business along with a detailed database of the
company. This would save precious time/ effort for incumbent rating agency

Low input cost to the company - 300 bps

Network effect: Established players enjoy brand recognition, provide quality service, and strong industry network
which attracts new borrowers to old agencies.

Consistency and credibility: Most corporate borrowers would desire consistency and comparability in credit
opinions. Also investors preference for CRA’s with long standing track record would ensure that newer players
would take substantial time to gain investor confidence

As a result, over longer term, we expect the 3 key players to benefit disproportionately from
structural and cyclical drivers of the ratings industry growth




AXIS DIRECT Company Report

SME ratings — the growth machine

Strong growth rote in SME business Crisil’s SME book is 7-10x larger than peers
120,000 i
Bk e SME  —O— SME Growth Rates (RS v fonits) | > : :
25000 % 100000 ~ Crisil Still dominates
20000 ggq 80,000 in SME segment
15000 ‘5;
10000 10% ON0
5000 5% 40,000
0 o% 20,000 L 10,000
S = - - = N - = - —
8 & & & &8 & & 8§ 0
O ) O o O O O O Crisil ICRA CARE
sowce: Axa Copaol Sowos: Ay Capmol

¢ SME ratings began in 2008, and soon wilnessed an aggressive ramp-up. This led to Crisil being the market leader in
SME rating, which rated ~16,000 SMEs in CY16 vs. ~2,500/4,000 for ICRA/CARE

¢ Crisil SME ratings designs affordable and tailor-made rating products and provides the widest range of ratings in
India. It has rated and assessed 1,00,000 SMEs S
Why SME rating is in demand ?

¢ A hallmark to the success of the SME business is that several of India's largest companies use Crisil’s customized SME
assessment services to evaluate their vendors, dealers, distributors, and franchisees

With such a diversified rated pool of SMEs- the banks acceptance of Crisil SME ratings have also increased Also
Crisil’s infensive outreach initiatives and expansion into new markets are expected to drive demand
in CY18 and beyond




“ANRE namngs

Growth aided by both BLR and non-BLR segments AWSCELANEOUS

Declining volumes in BLR segment along with incremental focus on SME ratings led to higher share of non-BLR revenue

Count of instruments rated Volume of instruments rated
m Bk m Mon BLR mBIR mMonBIR
12,000 eie) 16,000 Rs bri
10,000 12,000
8,000
&, 000 8,000
4,000 4,000
2,000
0 0
o~ o~ - v o M~ @ o o ] = . 2 ™ = >
b = — — = — = - o o o o o o o o
§ & & & & & § < g g g g g g g ¢
Sowrce: Axis Copitol Source: Axis Copingl

—  There is a potential to gain huge market share in SME from Crisil,
May be thats y Crisil invested in them ?

Over the past 7 years (since 2010) the number of instruments rated has increased ~6x (largely in non-BLR category).
However, the volume of business rated has increased only 2x, indicating lower ticket sizes

¢ We believe!CARE could accept smaller ticket assignments largely due to overall cost competitiveness against Crisil
and ICRA | This enabled CARE to demonstrate a higher revenue growth rate. However, this was not without
consequence; operaling margin compressed over 10% over the past 6-7 years




MACRO

India Story .... under-penetration

PSU to Private

Why not to bond markets ?




Why debt market in india never picked up ¢

We need on tap bond markets (SEBI is proposing ..) - If corporates wants to
raise money generally it takes 6 months get this money in, whereas they can
just walk to the bank and get this in 1-2 months. (Can we done for AAA.)

We should allow insurance company to able to sell the protection - like Credit
default swaps.

Recovery in defaults - Insolvency bankruptcy code (biggest game changer).

IBC going to play an important role in pricing the bonds in bond
markets , before it was impossible to get money back in case of
default. Now people will even prefer to investing in lower rated bonds
which was earlier difficult as recovery wasn't just there.

People Savings J

N

-

Insurance + MFs Banks saving \

account

Corporates wants to
Raise money via Debt



https://soundcloud.com/dhruv-pandey-972943877/care-rating-nclt

What are the growth drivers ¢

» Very high correlation with pick up in corporate debt markets.

[ People Savings }

Insurance + MFs

Banks saving \
Supply account

Demand

Corporates wants to
Raise money via Debt




How the supply looks like ¢

» Mutual funds may start playing important role -

Demand and supply side issues resolving for debt markets

Liquidity ::.up|::||j;.lr to financial institutions Improving demand for
corporate debt

70
60
50

30
20
10

(10}

= Banking Deposit growth == Growth in AUM
(%)

Lredit Kating Agencies
MISCELLANEOUS

Mutual funds’ and Insurance
companies’ AUM has grown
at >25% over past 3 years



How is the demand
side looks like ¢

Investing is not about
forecasting what going
to happen but we
should be hell sure
about where we are in
the cycle today.

We don't know when
CO-Capex going to
pick up but we can say
that there are signs it
has bottomed out.

Early signs of recovery in capex

Credit Rating Agencies

As we see early signs of capex bottoming out, the increase in corporate capex and the changing funding mix bode
well for CRAs

Capex bottoming out: RBI data on corporate disbursements is showing signs of capex bottoming out. Our analysis of
BSE 500 companies also suggests a similar trend in capex There are signs of corporate capex

picking up but will it pick up we dont’ know
Investment pipeline and bank sanctions turnaround: Most encouraging data point is over 50% rise in project pipeline
and over 90% increase in corporate sanctions of banks. While we see these as green shoots of capex revival, we
are not opening the champagne as yet. Despite rising 50%+ in FY17, the pipeline is still half of peak levels

Close observation of break-up of banks’ sanctions data suggests healthy trends:
® Renewable power, Infrastructure construction, and metals have driven the incremental sanctions

e Share of working capital in incremental credit declined to 31% in FY17 from 66% in FY15

® Bulk of increase is from small (<Rs 5 bn) & mid-sized (Rs 5-50 bn) projects; large projects (>Rs 50 bn) bottomed out in FY16

/§ Capacity utilisation is low
Other positive lead indicators that suggest corporate capex revival: from very long time

¢ Improvement in India Inc’s manufacturing capacity utilization (up from 71% in Sep’16 to 75% in Mar’17) and manufacturing

PMIs rising above 50

e Corporates with healthy balance sheets have now started talking about expansions: PSU refineries, steel (JSW Energy, Tata

Steel), cement (Holcim, UliraTech) and fertilizer (Chambal Fertilizers) \\' Lots of deleveraging has happened
since financial crisis




Credit Rating A i
RBI data shows corporate capex bottomed out in FY17 g Agendies

MISCELLAMEOLS
Corporate capex bottomed out in FY17 .. .turnaround from FY18 based on 53% rise in project pipeline
N Corporale copex =0O=— Growth YoY [RHS) B |vestment plan esOweGrowth Yo [RHS)
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Sowrca: Cline, Axis Capitdl Mole: excluding telecom companies Source: C.Ling, Axiz Copital




AAKIS DIRECT NUNNS  Sector Report

) ) . L ) Credit Rating Agencies
Racovary In capex p|ans Is |urge|y in small and mid-sized projects MSCELANEOUS
4,500
[Rs bn) m Small Projects (<5 bn)  mMid-size Projects (5-50 bn)  ® Large Projects (=50 bn)
4,000
Still we don't know whats going to happen in future
3,500 but the odds are in favour of cycle picking up in next 5-10 years
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Why corporate credit will pick up ¢

» Betting big on corporate banks: Prashant Jain (SEP 28, 2018)

» Upturn in investment cycle likely to last for five years: RBI (October 16, 2018)



https://economictimes.indiatimes.com/markets/expert-view/betting-big-on-corporate-banks-prashant-jain-hdfc-mutual-fund/videoshow/65990395.cms
https://www.thehindubusinessline.com/money-and-banking/upturn-in-investment-cycle-likely-to-last-for-five-years-rbi/article25240884.ece

IBC — Biggest game changer.

>

“The Reserve Bank of India has asked banks fo initiate bankrupfcy
proceedings against 12 large loan defaulters, accounting for a quarter of
nearly INR 9trn (9 lac Cr) that the banking system has piled up in bad
loans.”’Hindustan Times, 7 August 2017.

The real investment rate in India generally trended upwards to peak at 36.7 per cent in
2007-08 before declining to 30.3 per cent by 2015-16 due to factors such as the global
financial crisis, twin balance sheet problem -- high leverage by the corporate sector and

high non-performing assets (NPAs) of the banking sector -- and subdued domestic capital
market conditions, it said.

"The slowdown in the investment rate was one of the major factors, which pulled down

India's growth rate from a high of 9.3 per cent in 2007-08 to a low of 6.7 per cent in
2017-18."




Credit Kating A
New bunkrupfcy code can sfrenglhan creditor righis... 'l Raling Rgencles

_____________________________________________ MISCELLANEOUS
Countries with sirong bankruptey resolution mechanism have betier recoveries
Recovery Time Distance to  Corporate bonds/
Country rate (%) [Years) frontier * GDP ratio
Brazil 22.4 4 53 — = — * 42%
Russia 41.7 2 58 20%
India 25.7 4.3 33 ( 17% ) ~ i Lower than everybody
China 36.2 1.7 55 - = Pp46% N
Japan ;7 9297 0.6 94 68% R
UK | 886 | 1 82 - = > 149 why can't this become 40% 7
\ LY - How big a role default recovery
UsS . 604 , \ 1.5 90 115% plays init?
Source: World Bank's 'Doing business r?pwrﬁgi SEBI; 7] H'1|'u:r score on Digdonce ko fronfier’ indicoles sironger insolvency mechanisma

\

¢+ Predictable recovery process enhances confidence of bond market investors

¢ Countries with better enforced creditor rights have larger domestic currency than foreign currency, bond markets:

Burger & Warnock study, 2006, IMF




AAXIS DIRECT nUNWB  Sector Report

Credit Rating Agenci
..and can lead to deepening of bond markets 'l Rating Agencies

Countries with strong bunkruplqr resolution mechanism have better recoveries

50% - Corplorate bond to GDP ratio
I
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- doubles after IBC
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Sowrce: Crizil, Axiy Copial

Year of reforming the 3 year average 5 year average
Country bankruptcy laws {Pre-reforms) [Post-reforms)
Brazil 2005 13% =-—--—- == = 26%
Russia 2009 8% —— el 3%
India 2016 18% g%
China 2007 1¥% -_——— = = 33%
UK 2002 68% W— — — — — »107%

Source: Crisl, Axis Capital
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Case study: US bond market

Credit Rating Agencies
MISCELLAMEOUS
Rapid growth in US corporate debt issues in 1980s after decades of inactivity
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Sowrce: Bloomberg, Axis Copital

¢ As can be seen US corporate bond market did not grow for 25 years, after which it grew substantially

¢+ Generally a reasonably well-developed government securities market precedes the development of the market for
corporate debt securities

‘

So we believe, with the capital constraints faced by banks with Basel IIl implementation and government measures to
deepen the bond penetration will lead to higher corporate bond market penetration over the longer term

AAXIS SECURITIES
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CRAs have the very atiributes that shareholders seek for value creation

/-

» CRAs have grown at a nominal GDP multiplier of 1.7x (similar to developed countries)

Predictable « Sticky customer base with annuity revenue stream
- Extensive data base providing multiple growth opportunities
= |mpr0\r‘emeni In revenue growth truiectory as corporafe capex c:yc|e revives
Scalable - - s
+ Borrowers seekmg non-raditional forms of fundlng — bonds, CPs and new structures
eg. InvlTs
« Option valuve: scalability of non-rating subsidiaries
» Stable revenue growth mirroring performance of India Inc, with operating margin @30%+
Profitable - OCF: EBITDA at 100%+
» Research & Consultancy — emerging business, however structurally lower margin profile
» Moderately cyclical business with exposure across sectors
De-risked + Non-rating business (65% for Crisil and 30% for ICRA) reduce reliance on rating revenue

+ Geographic diversification (predominantly South-east Asian countries)
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