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INR Debt Product Landscape




Outstanding Rupee Debt [Onshore]

Total Onshore Rupee Market Debt — USD 1.70 tn
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Corporate Bonds growing much faster than IGBs
Share in 2014: IGB - 51%, Corp Bond - 21%




Yield Curve

Sovereign Bonds

3-4Y 5-7Y 8-10Y 15-20Y

* Off-the-run IGBs offer yield pickup of 15-20 bps

*  FPIs prefer off-the-run, non-benchmark IGBs
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Corporate Bonds [Domestic Rating]
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* Yields vary significantly beyond AA for same rating

* Higher yields in structured, collateralized deals




Market Trends - Size

Government Securities — Outstanding

Source: RBI
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Corporate Debt — Outstanding

Source: SEBI
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Market Trends - Liquidity

Government Bonds — Secondary Market Transactions

Average daily traded volume in G-Secs, Source: RBI
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Corporate Bonds — Secondary Market Transactions

Average daily traded volume in Corp Debt, reported on NSE & BSE
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Offshore Rupee Bonds [Masala Bonds]

o

Subscription — Investor pays USD in return for bonds worth equivalent INR

Issuer pays INR coupon in USD as per USDINR rate
Issu::r/

()

Redemption — Issuer pays INR principal in USD as per USDINR rate on maturity date

Denomination INR denominated — offers local currency exposure for investors

Settlement Currency Subscription, coupon payments & redemption may be foreign currency settled
Instrument Plain vanilla bonds

Borrowers All Indian corporates (public & private sector) permitted to issue such bonds

Investors Any investor from a FATF compliant jurisdiction

Maturity Minimum 3 years for issue size of USD 50 mn per year, 5 years for issue size > USD 50 mn
All-in-Cost Ceiling 300 bps over IGB yield of corresponding maturity

Real estate other than affordable housing; Investing in capital markets; Activities

R ettt prohibited under FDI; On-lending for these objectives; Purchase of land

Withholding Tax 5% — On par with onshore bonds and other ECB borrowing




Masala Bonds - Key Issuances

* Relatively slow progress on issuance despite strong and willing private sector pipeline

Issuer Size Tenor
HDFC - Tranche | INR 30 bn 3Y1m
NTPC - Tranche | INR 20 bn 5Y
Adani Transmission INR 5 bn 5Y
HDFC - Tranche Il INR 20 bn 4Y
Indiabulls Housing Finance INR 13.3 bn 3Y Im
Fullerton India INR 5 bn 3Y 1m
ECL Finance INR 5 bn 3Y 2m
Shriram Transport Finance INR 11.5 bn 3Y Im
HDFC — Tranche Il INR 33 bn 3Y Im
NTPC - Tranche Il INR 20 bn 5Y
NHAI INR 30 bn 5Y
IREDA INR 19.5 bn 5Y
HDFC Bank INR 23 bn 7Y
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Cash Settled Interest Rate Futures [Bond Futures]

o

o Salient Features
erameter Specification * Cash settled, exchange traded

* Single traded liquid bond is the
benchmark as against a notional basket in
the earlier avatar

Futures contracts based on
e IGB 6.79, 2027

Contract e IGB7.17, 2028 o o
e Other tenors (2022, 2023, 2026, 2029, 2030, 2031)  ° Underlying is the most liquid instrument —
are very illiquid hence no pricing uncertainty

* Low margin requirement (< 4%)
Trading Hours Monday to Friday 9:00 A.M. to 05:00 P.M. IST

Strategies
Expiry Day Last Thursday of the month  View based

* Arbitrage
Monthly - 3 serial months, Current, Mid & Far months

* Portfolio Hedgin
Quarterly — 3 serial quarters SIS

Contract Cycle

Contract Size Face Value per contract = INR 200,000 equivalent to Trading Statistics
2000 bonds with face value of INR 100 each - Average Daily Trading Volume: INR 15 bn

* Current Open Interest: INR 45 bn

Price Quotation  Similar to the quoted price of underlying GOI security

Dedicated INR 50 bn limit available for FPIs

Contract Value Quoted price * 2000




Regulations, Limits & Trends
In
FPI Debt Investments




FPI Investment Overview

Who can invest?
* Any investor registered with SEBI as Foreign Portfolio Investor (FPI) can invest in the Indian Fixed Income space

Eligible Instruments
* Government Securities (dated securities with residual maturity > 3 years)

* Non Convertible Debentures / Bonds issued by Indian Companies (residual maturity > 3 years)
*  Units of Debt-oriented mutual funds — except Money Market MFs

Taxation
* Interest and Capital Gains are subject to taxation

e Base tax rates are as follows:

* Coupon: 5% withholding tax, for interest accruing between Jun 2013 and Jun 2020 (eligible only if coupon
less than SBI base rate + 500 bps)

* Short term capital gains (< 1Y): 30%
* Longterm capital gains: 10%
* Favorable tax rates will override the above rate in case of applicable tax treaty with the country of domicile
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Investment Limits for FPIs — Sovereign Bonds (as of 12t Apr)

o

Current Limit
(USD bn) 32 L
Current Investment
(USD bn) 23 &
% Free Limit 9% 34%

* Residual maturity to be 3 years or higher at the time of investment in all categories

* No lock-in or holding period restriction

* Limits will be increased to 5.5% of outstanding IGB stock by Mar-2019 & 6% of outstanding by Mar-2020

* Settlement Cycle: T+1 or T+2

* Generic FPIs: Limits available on-tap till 90% of limit is utilized; Auction mechanism to be followed post 90% util

* Dedicated limit available on tap for “Long Term FPIs” — SWFs, Multilateral Agencies, Endowment Funds, Insurance

Funds, Pension Funds & Foreign Central Banks
12




Investment Limits for FPIs — Corporate Bonds (as of 12t Apr)

Corporate Bonds [Quasi-Sovereign & Private Sector]

Current Limit a1
(USD bn)
Current Investment 33
(USD bn)
% Free Limit 19%

* Residual maturity to be 3 years or higher at the time of investment in all categories

* No lock-in or holding period restriction

* Limits to be announced / fixed in rupee terms at 9% of outstanding stock of corporate bonds
* Settlement Cycle: T+0, T+1 or T+2

* Generic FPIs: Limits available on-tap till 95% of limit is utilized; Auction mechanism to be followed post 95% util
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Foreign Investor Inflows into INR Bonds

Net Debt Flows into India (Source: SEBI)
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FPI Checklist

FPI registration with SEBI (Securities and Exchange Board of India)

Appointment of custodian (for trade settlement)

Investor registration with clearing houses of exchanges (for Corp Bonds) & CSGL
(for IGBs)

Appointment of intermediary for trade execution

KYC formalities with counterparties

SANNXN
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Macro-economic / Interest Rate Outlook

GDP Growth 7.20-7.30%
CPI Inflation 4.5-4.7%
Currency 65-67
CAD (% of GDP) 2.0-2.1%
Fiscal Deficit (% of GDP) 3.30%
Repo Rate 6.00%
10Y Benchmark 7.10-7.50%
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Edelweiss — A Diversified Financial Services Company

Credit

* Retall Credit
* Corporate Credit

* Distressed Credit

Franchise & Advisory

* Wealth Management
* Asset Management

» Capital Markets

Insurance

* Life Insurance

* General Insurance

Bank-like business model

Multiple vectors of growth

Consistent growth and profitability

Reduction in volatility

Growth aligned with market tailwinds

Career opportunities and retention of management
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Comprehensive Research Support
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Contact Details

For any further details you may contact us at:

Ajay Manglunia — Head, Fixed Income Advisory
Contact - +91-22-6623 3343

Email — ajay.manglunia@edelweissfin.com

Jagdeep Kannarath - Fixed Income Research & Fll Sales
Contact - +91-22-6620 3083

Email — jagdeep.kannarath@edelweissfin.com

Achala Jethmalani — Economist
Contact - +91-22-6141 2719

Email — achala.jethmalani@edelweissfin.com
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Disclaimer

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository services and related activities. The business of ESL and its\/
Associates (list available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an
offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial
Instruments and Currency Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as
the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an independent evaluation of an
investment in Securities referred to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be
suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published,
copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject ESL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report
in certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date of this report and there can be no assurance that
future results or events will be consistent with this information. This information is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as may be required from time to
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consequential damages, losses or expenses arising in connection with the data presented by the ESL through this report.
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virtue of their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other
transaction involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such
company(ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. ESL may have
proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not consider risk appetite or investment objective of any particular
investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business with ESL.

ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or
its associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates may have received any compensation for products or
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third party in connection with the research report. Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group Companies, their Directors, affiliates and/or employees may
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Disclaimer

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years except that ESL had submitted an offer of settlement with\/

Securities and Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to their charges of non registration as a broker dealer.
A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or
will be, directly or indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of
FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S.
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to any other person.
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Canada and are not associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory
licensing requirements of the Ontario Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of Canada and are not required to otherwise comply with Canadian rules or
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