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The Reserve Bank of India ("RBI") issued a statement on 7 February 2019
containing certain proposed regulatory policy measures for the deepening of the
financial markets in India. The RBI has indicated that it proposes to amend the
current regulations governing external commercial borrowings ("ECB") by Indian
companies ("ECB Regulations”) and investments by foreign portfolio investors
("FPIs") in corporate debt. The key highlights for international debt funds are set
out below.

Key highlights
Of the changes announced, two are of particular relevance to international funds.

Firstly, the RBI has indicated its intention to remove the end-use restrictions under ECB
Regulations on repayment and on-lending for repayment of domestic Rupee loans for
resolution applicants under Insolvency and Bankruptcy Code, 2016 ("IBC") to allow them
to raise ECB for repayment of the target's domestic loan. RBI proposes to issue
guidelines for this by end-February. When considered together with the changes notified
by the RBI on 16 January 2019 (“January RBI Notification"), the combined effect of these
changes (once the RBI publishes its implementing circular by end-February) is that
international funds will be able to directly refinance the loans of companies that are
subject to the corporate insolvency resolution process (“CIRP") and benefit from
security in that regard.

Secondly, the RBI has indicated its intention to remove the restriction on FPIs investing
more than 20% of their corporate bond portfolio in a single corporate group. RBI
proposes to issue a circular to this effect by mid-February.

Takeaways

= New “route in”, but some issues remain: The ability of international lenders to
refinance the rupee debt of Indian companies undergoing the corporate insolvency
process creates access to a previously restricted segment of the Indian market.
Given that such ECB lenders should be able to directly benefit from Indian security,
this is a positive step and international funds may wish to consider actively
assessing refinancing opportunities. However, a few issues remain:

- The cap on the all-in-cost of debt remains, so the ability to freely price risk in
such a refinancing still remains an issue.
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- This flexibility only exists for companies in insolvency and does not cover pre-
insolvency restructurings, where there is also a significant need for the
refinancing of existing debt.

- The January RBI Notification stated that an entity under “restructuring
scheme/corporate insolvency resolution process” can only raise ECBs if
specifically permitted under the resolution plan. This is an incremental issue
to bear in mind, unless the RBI does away with this requirement.

- Also, the January RBI Notification sets out certain parameters for ECB
refinancing of previous ECB loans. Although those conditions ought not to
apply here (as the regulatory requirements for ECB and domestic loans differ),
it remains to be seen whether the RBI imposes any conditions with regard to
the ECB refinancing of domestic loans when it issues its circular.

FPI easing welcome, but funds will still need to syndicate exposure: The RBI's intention
to remove the 20% single name concentration limit is a welcome move and one that will
facilitate greater participation by new FPIs and remove the disadvantages new funds
previously faced by not having an existing portfolio (the six-month “phasing in" period
provided to new FPIs by the RBI was not considered to be enough to allow for
diversification down to 20%). FPIs cannot hold more than 50% of any debt raise, so they
will need to syndicate their exposure, although this issue was perceived as being less
problematic than the 20% restriction.
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