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The Reserve Bank of India ("RBI”) has recently issued direction against Paytm Payments Bank Ltd (Paytm Bank)
under Section 35A of the Banking Regulation Act, 1949 to halt all basic payment services, including those processed
through various platforms and digital avenues, from February 29, 2024. Paytm Bank is an associate company of
One97 Communications Limited ("One97") which own and operate the Paytm platform.

One97 offer loans in partnership with Banks and NBFCs to its large network of merchants and consumers using
the Paytm application. One97 /nteralia originates personal loans (including postpaid loans which are akin to BNPL)
and merchant advances financed by lending partners (Banks & NBFCs). While One97 is not rated by Care Ratings,
many of the lending partners of One97 are rated by Care Ratings and this update is in that context.

The Personal Loans are normally small ticket short term loans while merchant advances are short / medium term
loan (6-24 months) with daily repayment requirements. The repayment of these loans is generally routed through
nodal accounts of One 97, which is currently maintained with Paytm Bank. RBI has directed Paytm Bank to shut
all nodal accounts, including that of One97, on or before February 29, 2024.

The lending partners also have direct access to the borrowers for repayment in some cases and dependency on
One97 in other cases. As per One97, less than 15% of the personal loans (excluding postpaid loans) & merchant
loans repayments are set up though Paytm Bank and they are working with NPCI & others to ensure that transition
of digital payments to other banks is seamless. The change in bank & change in VPA (virtual payment account) for
UPI, if necessary, is expected this month and the lending partners will be required to make necessary arrangement
to align to the same.

We also understand that pursuant to RBI's November 2023 circular that cautioned on high growth in unsecured
lending and increased the risk weights on such loans, several lending partners of One97 have reduced their
exposure in this segment.

In CARE Ratings portfolio of such lending partners, the exposure to loans originated by One97, ranges from less
than 1% to around 15%. As an outcome of this development, we expect a reduction in such exposures.

Based on discussions with the lending partners, we understand that the collection patterns of these loans have not
yet shown any material deterioration. CARE will continue to engage with our rated clients to understand the impact
on the asset quality in the coming days. Also, we understand that no fresh exposure under arrangement with
One97 will be taken by lending partners till this issue is settled.

RBI Governor has indicated that RBI is likely to issue FAQ on payment banks. CARE Ratings is monitoring the
developments and will continue to evaluate any impact of this development on our rated clients.
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About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the
Securities and Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by
the RBI. With an equitable position in the Indian capital market, CARE Ratings provides a wide array of credit rating
services that help corporates raise capital and enable investors to make informed decisions. With an established
track record of rating companies over almost three decades, CARE Ratings follows a robust and transparent rating
process that leverages its domain and analytical expertise, backed by the methodologies congruent with the
international best practices. CARE Ratings has played a pivotal role in developing bank debt and capital market
instruments, including commercial papers, corporate bonds and debentures, and structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated instrument and are not
recommendations to sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or hold any security. These ratings do not
convey suitability or price for the investor. The agency does not constitute an audit on the rated entity. CARE Ratings has based its ratings/outlook
based on information obtained from reliable and credible sources. CARE Ratings does not, however, guarantee the accuracy, adequacy, or
completeness of any information and is not responsible for any errors or omissions and the results obtained from the use of such information. Most
entities whose bank facilities/instruments are rated by CARE Ratings have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions with the entity. In case
of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the capital deployed by the
partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in case of withdrawal of capital, or the unsecured
loans brought in by the partners/proprietors in addition to the financial performance and other relevant factors. CARE Ratings is not responsible for
any errors and states that it has no financial liability whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not
factor in any rating-related trigger clauses as per the terms of the facilities/instruments, which may involve acceleration of payments in case of
rating downgrades. However, if any such clauses are introduced and triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information,
please visit www.careedge.in
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