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Potential rollover risks increase as CP issuance volumes hit an all-time 

Commercial Papers (CP) are unsecured instruments used by entities to raise funds from the debt capital markets to meet their working capital requirements. Over 
the last few years with the debt market activities picking up amidst strong flows into the main investor segments i.e. the mutual funds, CPs have gained more 
importance than in the past. 

The CP market has witnessed a significant traction (with respect to outstanding amounts) in the last few quarters on the back of softer rates in the CP market when 
compared to the lending rates of banks. Supported by strong inflows and an increasing risk appetite as fund managers attempt to improve net returns, the debt 

capital markets, led by mutual funds and insurance companies in addition to 

flows from foreign investors, have been able to react significantly faster to 

policy actions by the regulators. The challenges faced by banking system on 
asset quality and capitalisation levels have meant that the transmission of 
policy actions have been slow from the banks. Consequently, most top-rated 
entities deepened their activities in debt capital markets to raise short-term 
funds by replacing a portion of their bank funding through CPs and long term 
bonds.  

The volume of CP issuance has been steadily increasing over the last few years 
and stood at an all-time high of Rs 5.29 trillion in Q1FY2017. Given the shorter 
tenure of these instruments, the CP outstanding increased by 25% y-o-y to Rs. 
3.38 trillion as on Jun 2016. On the back of a smaller base, the CP outstanding 
has increased at a CAGR of 35.5% over the last 3 years as compared to 10.5% 
for bank credit and 15.0% for corporate bonds. Accordingly, the CP outstanding 
now account for around 4.5% of the total domestic bank credit as on June 2016 
as compared to around 3.5% as on March 2016 and around 4.0% as on June 
2015.  At the same time, if we analyse with reference to the banking sector 
credit only to the large & medium companies and the services sector, as almost 
all of the CP issuers would be from these sectors, the CPs outstanding increased to around 8.8% as on Jun 2016 as compared with 7.3% as on the previous year.   

The investor base in Commercial Paper market in India comprises mainly of Mutual Funds and Banks with Mutual Funds traditionally accounting for over 70% of 
outstanding CPs. However, in the last one year their share has moderated and stood at about 65% as on June 30, 2016. Simultaneously, the share of banks in the CP 
market inched up and stood at 26% as on June 30, 2016. Insurance companies are the other set of institutional investors who are active in the CP market. However 
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Figure 1: Investor Composition in the Commercial Paper Market 

‘Risk Alerts’ issued by ICRA keep investors and lenders informed about key developments or trends taking shape in specific sectors or in the broader 
economy that may have implications from a credit perspective. 
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their share in the overall CP market remains significantly lower as they are more active on the longer end of the curve and invest in CPs only to manage short term 
surplus. 

While it is commercially attractive for companies to use CPs to reduce their borrowing costs, investors need to be cautious as these instruments are unsecured in 
nature and the rates have come off quite sharply over the last quarter driven by adequate liquidity in the markets. The yield on a 90-day CP for a top rated 
borrower has declined to around 7.7% as on June 30, 2016 as compared with 8.7% as on March 31, 2016. With liquidity improving in the markets, the rates have 
further declined to around 7% for a 90-day paper. During Q1 FY2017, the spreads have decline by 40-50 bps but they, however, remain much higher than the 
spreads seen during H1 FY2016.  

 

 

 

While credit risk for the investors is largely mitigated as they generally invest only in entities at A1+, it is important to note that companies do raise CPs without 
adequate bank lines as CPs need not be the included in the bank working capital limit calculations. Investor should also factor in higher rollover and secondary 
market liquidity risks as tenors of CP issuances have been steadily reducing as the appetite for Mutual Funds, the main investor class has shifted to the shorter 
maturity CPs given the regulation for marking to market implications all investments with residual tenors of more than 60 days. Further, though very limited, there 
have been a few instances of defaults in the CP market. 
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Anecdotal evidence based on month end holdings by Mutual funds indicate 
that the proportion of investments in CPs with residual maturity of less than 90 
Days has inched up over the last few quarters to 87% as on Jun 2016 from 82% 
as on Jun 2015 and 79% as on Jun 2014. Investors should be cautious on the 
rise in short tenor CP issuances as the CP outstanding increase.  

For the Mutual Funds, investments into CPs issued by NBFCs accounted for 
over 30% of their total CP investments in the past. However since the revision 
by SEBI on single party, group and sectoral caps on investments by MFs with 
effect from January 2016, the investments in CPs of NBFCs have come down 
over the last two quarters on absolute as well as proportional basis. 
Accordingly, the investments in CPs of corporate entities have increased 
steadily as more players increase CP issuances to manage their funding 
requirements. Better rated entities are able to raise CPs at less than 7% today 
which is 150-250 bps lower than the bank lending rates despite the transition 
to a MCLR system from the current fiscal.  

CP market is expected to grow and will remain an attractive source of funding 
for better rated corporate in the current environment of ample adequate 
systemic liquidity, sound inflows into key investor segments and structural 
inability of banks to sharply reduce their lending rates.  The CP market would 
be highly dependent on the systemic liquidity position hence the issuer and the 
investor segment should not overlook potential rollover risks as the CP tenors in the industry reduce amidst growing volumes.  
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