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Virtual conference on impact of RBI’s 

moratorium on PTC transactions 
Held on 17th April, 2020, from 4:00 to 5:00pm 

Organised by Indian Securitisation Foundation (ISF) 

Moderated by - 

Mr. Vinod Kothari - Director, Indian Securitisation Foundation 

 

Speakers - 

1. Kailash Baheti – Group CFO, Magma Fincorp Limited 

2. Kalpesh Gada – Independent Structured Finance Professional  

3. Nihas Basheer – Partner, Wadia Ghandy & Co.  

 

Participants- 

Over 90 participants representing various mutual funds, banks, NBFCs, HFCs and law firms attended 

the conference. 

 

Introduction 

Considering the disruptions caused by the outbreak of coronavirus, the RBI introduced a moratorium 

on loan repayments. Moratorium on loan repayments has been granted in several countries and is not 

unique to India. Loans which come under the umbrella of moratorium include the ones which have been 

securitised. For the securitised receivables, the originator can grant moratorium only after consent of 

the assignee/investor is obtained. The concern arises when the investor is a mutual fund. A circular1 

issued by SEBI provides that non-receipt of interest or principal on a debt security on the due date shall 

be considered a ‘default’. ‘Default’ would result in reduction of the valuation of the debt securities to 

50%.  

 

Acknowledging the above concern, the following discussions took place in the conference: 

                                                           
1 https://www.sebi.gov.in/legal/circulars/sep-2019/valuation-of-money-market-and-debt-

securities_44383.html 

https://www.sebi.gov.in/legal/circulars/sep-2019/valuation-of-money-market-and-debt-securities_44383.html
https://www.sebi.gov.in/legal/circulars/sep-2019/valuation-of-money-market-and-debt-securities_44383.html
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Technical discussion - 

1. All relevant standard setters have responded, including IFRS Foundation, Basel Committee, 

Financial regulators and the IOSCO. 

 

2. The loan cash flows have been modified on account of moratorium, however, the securitisation 

cashflows can remain unaffected only through the following - 

a. Credit support or liquidity support (in India there is no distinction between the two. 

Both terms are generally referred to as ‘Credit Enhancement’) 

b. Originator support (which is not possible in asset backed transactions) 

 

3. This leaves us with only 2 possible ways - 

a. Transactions dips into credit enhancements -  

For transactions that have significantly run over a part of its life, credit enhancements 

must have become significant in size. The same is not true for the transactions which 

have seasoned for a short period of time. 

This is not a desirable solution for investors. Further, if credit enhancements are 

depleted, it could affect the rating of the transaction. 

b. Transaction waterfall is modified to reflect the amended loan waterfall - 

The expected maturity of the senior class will change to the extent of moratorium. 

There is, however, no impact on yield, since the IRR of the loan remains the same. 

4. The transaction can move from a Timely Interest and Timely Principal structure (TITP) to a 

Timely Interest and Ultimate Principal structure (TIUP). However, this could weaken the 

structure. 

 

Addressing concerns -  

1. SEBI itself, in a separate circular to CRAs, has clearly mentioned that COVID-related 

modification is not a case of default. 

 

2. Discussions led to the conclusion that there is a need for a unified solution by the industry as a 

whole, while realising that merely because of the maturity extension, there can be no default. 
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3. Further, there cannot be a mechanical drop in valuations by 50% even where the rating of the 

instrument has remained constant 

 

4. Valuation agencies could take into account the reason behind the modification and there should 

be no concern on that front. 

 

5. Further, in transactions where “legal final maturity” and “expected maturity” are different, the 

gap itself may absorb the moratorium. 

 

6. LAP and home loan pools are not a major concern since mutual funds have not significantly 

invested in them. 

 

7. If there is a unified solution implemented in the industry, the regulators would have no 

concerns, since it is for the benefit of the industry. There is no need to seek clarification of the 

regulators. 

 

 

 


