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SUMMARY

Nine states raised Rs. 104 billion through state development loans (SDLs) in the auction held on December 15, 2020, nearly 10% lower than the amount that was initially indicated for this
week. However, today’s SDL issuance was 8.5% higher than the year ago level, after the YoY decline recorded in the previous two auctions. As a result, the gross amount raised through SDLs
between December 1-15, 2020, has recorded a contraction of 8.2% (after the high 48.4% expansion recorded in April-November 2020). Improving tax inflows during the festive season seem
to have eased the pressure on state government borrowings in the ongoing month.

So far in Q3 FY2021 (till Dec 15, 2020), Rs. 1,714 billion SDLs have been raised, which is 84.7% of the Rs. 2,022 billion indicated for Q3 FY2021. In Q3 FY2021 (so far), Maharashtra has borrowed
Rs. 165 billion, a sharp 53.2% lower than the substantial Rs. 310 billion that it had indicated to borrow in this period. In contrast, West Bengal has raised Rs. 110 billion through SDLs, even
though it had not indicated that it would participate in the SDL auctions in the ongoing quarter.

In today’s auction, a substantial Rs. 65 billion or 63% of the issuance was in the 15 to 30-year tenors, Rs. 34 billion or ~32% in the 10-year bucket, and the balance Rs. 5 billion (~*5%) in the 5-
year bucket.

The weighted average cut-off of the 10-year and the cut-off of the 20-year SDL declined by 6 bps and 4 bps, respectively, to 6.52% and 6.66%, respectively, on December 15, 2020, relative
to the previous week. The weighted average cut-off of the 15-year SDLs and cut-offs of 20-year and 30-year SDL were in a narrow range of 6.66-6.67%. The 10-year G-sec (05:85 GS 2030)
closed at 5.89% on December 15, 2020, 3 bps higher than the previous week, possibly on account of rising oil prices, lack of one-way open market operations (OMOs) and a smaller than
expected size of the twist OMOs. Accordingly, the spread between the 10-year SDL and G-sec narrowed sharply to 63 bps on December 15, 2020 from 73 bps in the previous week.

Despite the increase in weighted average tenor of SDLs to 17 years in the auction held on December 15, 2020 from 15 years last week, the weighted average cut-off eased by 4 bps to 6.56%
from 6.59%.

Exhibit 1: Nine states raised Rs. 104 billion through SDLs in the auction held on December 15, 2020, nearly 10% lower than the amount that had been initially indicated for that week;
however, SDL issuance was 8.5% higher than the year ago level; so far in Q3 FY2021 (till Dec 15, 2020), Rs. 1,714 billion SDLs have been raised, which is 84.7% of the Rs. 2,022 billion
indicated for Q3 FY2021

Amount in Rs. Billion Indicated Notified* Raised Cumulative till this week
Week of December 15, 2020 115 104 104 5,250
Week of December 17, 2019 NA 96 3,678
Growth 8.5% 42.7%

Note: *Including green shoe
Source: Reserve Bank of India (RBI); ICRA research
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Exhibit 2: Andhra Pradesh (Rs. 10 billion), Maharashtra (Rs. 20 billion), Punjab (Rs. 5 billion) had initially indicated that they would borrow in today’s auction, but eventually did not
participate; Telangana and Uttar Pradesh have each borrowed Rs. 5 billion less than the previously indicated amount, while Madhya Pradesh has raised Rs. 10 billion more than indicated;
the combined SDL issuance by Goa, Meghalaya, Rajasthan and West Bengal stood at Rs. 24 billion in today’s auction, even though they had not indicated earlier that they would participate
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Exhibit 3: In Q3 FY2021 (so far), Maharashtra has borrowed Rs. 165 billion, a sharp 53.2% lower than the substantial Rs. 310 billion that it had indicated to borrow in this period; in
contrast, West Bengal has raised Rs. 110 billion through SDLs, even though it had not indicated that it would participate in the SDL auctions in the ongoing quarter
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Exhibit 4: In today’s auction, a substantial Rs. 65 billion or 63% of the issuance was in the 15 to 30-year tenors, Rs. 34 billion or ~“32% in the 10-year bucket, and the balance Rs. 5 billion
(~5%) in the 5-year bucket; the weighted average cut-off of the 10-year and cut-offs of 20-year SDL declined by 6 bps and 4 bps, respectively, to 6.52% and 6.66%, respectively, on
December 15, 2020 relative to the previous week; the weighted average cut-off of 15-year SDLs and cut-off of 20-year SDLs and 30-year SDLs were in a narrow range of 6.66-6.67%
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Exhibit 5: Despite the increase in the weighted average tenor of SDLs to 17-years in the auction held on December 15, 2020 from 15-years last week, the weighted average cut-off eased
by 4 bps to 6.56% from 6.59%
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Source: RBI; ICRA research
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Exhibit 6: The weighted average cut-off of 10-year SDLs declined by 6 bps to 6.52% on December 15, 2020 relative to the previous week; however, the 10-year G-sec (05:85 GS 2030)
closed 3 bps higher at 5.89% in the same period; accordingly, the spread between the 10-year SDL and G-sec narrowed sharply to 63 bps on December 15, 2020 from 73 bps in the
previous week

10-year SDL cut-offs Nov 10, 2020 Nov 17, 2020 Nov 24, 2020 Dec 1, 2020 Dec 8, 2020 Dec 15, 2020
Arunachal Pradesh 6.54%

Assam 6.60% 6.64% 6.62%

Goa 6.55% 6.57% 6.55% 6.54%
Gujarat 6.50% 6.50%

Haryana 6.59%

Jammu and Kashmir 6.65%

Karnataka 6.47% 6.49% 6.50% 6.53% 6.54% 6.52%
Maharashtra 6.52%

Manipur 6.60%

Meghalaya 6.60%
Nagaland 6.62%

Punjab 6.60%

Rajasthan 6.61% 6.54% 6.59% 6.62% 6.60%

Sikkim 6.60%

Tamil Nadu 6.47% 6.46%
Uttar Pradesh 6.60% 6.58% 6.56%
Weighted Average 10-year SDL cut-offs (A) 6.55% 6.53% 6.55% 6.60% 6.58% 6.52%
Minimum 10-year SDL cut-off 6.47% 6.47% 6.50% 6.53% 6.54% 6.46%
Maximum 10-year SDL cut-off 6.61% 6.60% 6.64% 6.65% 6.62% 6.60%
10-year G-sec closing yield (B) 5.92% 5.88% 5.88% 5.85% 5.86% 5.89%
Spread (A-B) 63 bps 65 bps 67 bps 75 bps 73 bps 63 bps

Source: RBI; ICRA research
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Exhibit 7: The share of shorter-tenor SDLs in total issuance had declined from 43.7% in Q1 FY2021 to 30.1% in Q2 FY2021, and further to 20.3% in Q3 FY2021 (till December 15, 2020);
the proportion of 10-year SDLs in total issuance, which had declined from 44.1% in Q1 FY2021 to 29.6% in Q2 FY2021, has risen to 39.6% in Q3 FY2021; with the concentration of longer
tenor issuance in today’s auction, the share of this bucket in Q3 FY2021 is now nearly at par with the level in Q2 FY2021
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Exhibit 8: 28 state governments and two Union Territories (UTs) have raised Rs. 5,250 billion during April — December 15, 2020, a YoY rise of 42.7%; nearly 61% of the increase in SDL
issuance has been led by Maharashtra, Karnataka, Tamil Nadu and Andhra Pradesh
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ICRA Limited (formerly Investment Information and Credit Rating Agency of India Limited) was set up in 1991 by
leading financial/investment institutions, commercial banks and financial services companies as an independent
and professional investment Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited
Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange.

Alliance with Moody’s Investors Service

The international Credit Rating Agency Moody'’s Investors Service is ICRA’s largest shareholder. The participation of
Moody’s is supported by a Technical Services Agreement, which entails Moody’s providing certain high-value
technical services to ICRA. Specifically, the agreement is aimed at benefiting ICRA’s in-house research capabilities,
and providing it with access to Moody’s global research base. The agreement also envisages Moody’s conducting
regular training and business seminars for ICRA analysts on various subjects to help them better understand and
manage concepts and issues relating to the development of the capital markets in India. Besides this formal training
programme, the agreement provides for Moody’s advising ICRA on Rating-products strategy, and the Ratings
business in general.

The ICRA Factor

Our services are designed to

* Provide information and guidance to institutional and individual investors/creditors;

* Enhance the ability of borrowers/issuers to access the money market and the capital market for tapping a larger
volume of resources from a wider range of the investing public;

¢ Assist the regulators in promoting transparency in the financial markets;

* Provide intermediaries with a tool to improve efficiency in the funds raising process.
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