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New norms will temper ARC growth to 30%: CRISIL

But they will improve price-discovery and recovery prospects

India’s asset reconstruction companies (ARCs) have witnessed very high growth in recent times,
riding on business opportunities emanating from higher non-performing assets (NPAS) in the banking
sector. Their assets under management (AUM) have increased four-fold to Rs.42,000 crore in the
year to June 30, 2014. However, this growth is expected to moderate to 30 per cent in the following
12 months because of the amendments to regulations announced by the Reserve Bank of India on
Tuesday.

This is because, CRISIL believes that in the near term, ARCs will find it challenging to align their
pricing with the expectations of the asset-selling banks, given that the minimum investment
requirement has been increased significantly. In the long term, however, the new rules will bolster
price-discovery.

Says Mr. Pawan Agrawal, Senior Director, CRISIL Ratings: “The amendments to regulations
will also improve the recovery prospects for ARCs. Membership of the joint lenders’ forum,
lower threshold for consent to enforce the SARFAESI Act, more time available to conduct due
diligence, and greater disclosures will all enhance transparency and lead to better resolution
of NPAs.”

Regulatory steps taken over the last one year have been structurally positive for ARCs. These
measures will lead to lower vintage of NPAs being sold by banks, and quicker debt aggregation. The
average age of NPAs being sold has fallen below 2 years as against around 5 years in the past — and
will reduce further. CRISIL expects the average time taken to aggregate debt can also be reduced to
around 12 months from nearly 24 months earlier. Progress on these fronts will enhance recoveries,
which is critical for the long-term sustainability of the sector.

ARCs will also face two other challenges. First, their capital needs will increase because the
minimum investment requirement in Security Receipts (SRs) has been tripled to 15 per cent from 5
per cent. Says Mr. Rajat Bahl, Director — CRISIL Ratings: “The ability of ARCs to raise capital
will now become a key differentiator. Further earnings will be under pressure because rules
on management fees now stand revised. This will translate into slower growth and higher
gearing in the medium term.” However, higher skin in the game will increase ARCs’ focus on
pricing and recovery.

The second challenge is to increase the value they bring to the resolution process. To be sure, ARCs
have successfully reconstructed several large accounts, and have demonstrated ability to recover
monies through asset sales. But recovery levels haven’t been up to the potential -- the cumulative
redemption ratio of SRs for the 10 years till June 2013 stands at 53 per cent. CRISIL believes this
track record will improve with the strengthened regulations and positive steps being taken by the
industry.

Next, policy makers need to step in and fortify legal and recovery frameworks, and work towards a
stronger bankruptcy code to ensure that recoveries become structurally faster.
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Note:

This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The press
release may be used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However,
CRISIL alone has the sole right of distribution of its Releases for consideration or otherwise through any media including websites, portals
etc.

About CRISIL Limited

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory services. We are India's
leading ratings agency. We are also the foremost provider of high-end research to the world's largest banks and leading
corporations.

About CRISIL Ratings

CRISIL Ratings is India's leading rating agency. We pioneered the concept of credit rating in India in 1987. With a tradition
of independence, analytical rigour and innovation, we have a leadership position. We have rated over 75,000 entities, by
far the largest number in India. We are a full-service rating agency. We rate the entire range of debt instruments: bank
loans, certificates of deposit, commercial paper, non-convertible debentures, bank hybrid capital instruments, asset-backed
securities, mortgage-backed securities, perpetual bonds, and partial guarantees. CRISIL sets the standards in every
aspect of the credit rating business. We have instituted several innovations in India including rating municipal bonds,
partially guaranteed instruments and microfinance institutions. We pioneered a globally uniqgue and affordable rating
service for Small and Medium Enterprises (SMEs).This has significantly expanded the market for ratings and is improving
SMEs' access to affordable finance. We have an active outreach programme with issuers, investors and regulators to
maintain a high level of transparency regarding our rating criteria and to disseminate our analytical insights and knowledge.

CRISIL PRIVACY NOTICE

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request and
service your account and to provide you with additional information from CRISIL and other parts of McGraw Hill Financial you may find of
interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit
www.crisil.com/privacy. You can view McGraw Hill Financial’'s Customer Privacy Policy at http://www.mhfi.com/privacy.

Last updated: May, 2013

Disclaimer: CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by
CRISIL from sources which it considers reliable. However, CRISIL does not guarantee the accuracy, adequacy or
completeness of information on which this Press Release is based and is not responsible for any errors or omissions or for
the results obtained from the use of this Press Release. CRISIL, especially states that it has no financial liability
whatsoever to the subscribers/ users/ transmitters/ distributors of this Press Release.
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