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Aditya Birla Sun Life MF's debt
investors face cliff edgerisk

Investors of 3 Aditya Birla Sun Life AMC schemes see their risk rise sharply as exposure to Essel grows

Neil Borate
ne'ilrborate@livem intcom

n a possible re-run of the

DHFL episode (read more at

bit.ly/2VHTMIr), large open-

ended debt schemesof Aditya

Birla Sun Life Asset Manage-
ment Co. (ABSL AMC) have wit-
nessed a sharp increase in their
percentage exposure to the Essel
Group paper, leaving investors
exposedto large losses incase of a
default. Incase of DHFL Pramerica
Mutual Fund, exposures of
7.5-8.5% to DHFL in mid-2018
exploded to 30-53% in May 2019
due to large outflows from the
affected schemes asinvestorsfled
before the defaults happened and
the fund house had to sell the more
liquid part of the portfolio to meet
the redemptions. As a result, the
remaining investors in the
schemes suffered a big hit when
DHF L defaulted. On5June, DHFL
Pramerica Medium Term Fund
had to write down 53% of its value,
which was unheard of in the
mutual fund space. Similar out-
flows from three ABSL AMC
schemes—Aditya Birla Sun Life
Medium Term Fund, AdityaBirla
Sun Life Credit Risk

Trouble ahead

Three schemes of Aditya Birla Sun Life MF have seen their exposure to Essel Group
rise as the assets they hold have dwindled on the back of huge redemption S

AUM as on 31 Dec 2018 il AUM as on 30 Jun 2019

Percentage decline (in %)

Dropping assets (in Eerore)
Aditya Birla Sun Life 10271
Medium Term Plan 31
Aditya Birla Sun Life %
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Aditya Birla Sun Life 4
Dynamic Bond Fund 3
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EpoiEn 1730 17.47
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12.54 1227 H
AUM as of
MExposure AdityaBiraSun  AdityaBirla  AdityaBirlaSun
fin 201 Life Medium ~ SunLife Credit  Life Dynamic
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37,000 crore to the Essel Group
debt, asof end of February 2019, as
per data from Value Research.
Some AMCs, including Reliance
Nippon Life Asset Management
Co., have exited since. But the
Essel promoters haven't managed
to raise sufficient money to repay
lendersinseven months, and with
just about two months left to go,
thelenders find themselves on the
edge now.

Fundand Aditya Birla Aditya Birla Sun However, aperson
Sun Life Dynamic Life's Medium with knowledge of
Bond Fund—have term, CreditRisk the matter who is
pushed up their and Dynamic close to ABSL AMC,
exposure to the Bond funds have said that the pro-
troubled Essel Group. moter stake sale in
This could well lead large exposure to Essel is ongoing and
toasimilar outcome. the Essel Group is beingc]oéely moni-

InJanuary 2019, a
consortium of len-
dersto the Essel Group, including
mutual funds, agreed towait till 30
September, giving it time toraise
money for repayment of loans.
Thelenders agreed not to enforce
their collaterals against Essel
Group debt; for several mutual
funds, these collateralsare shares
of the promoter in Essel Group
companies, including Zee Enter-
tainment Enterprises Ltd. Mutual
Funds have an exposure of about

tored by lenders. He
expressed full confi-
dence that the stake sale will be
completed before the deadline of
30September. He added that pro-
moter debt is only 0.8 times the
value of the promoter stake in
Essel Group and, hence, all credit-
ors can be fully paid off. ABSL
AMC refused to go on record on
theissue.
Overall, mutual fund exposure
in Essel Group is partly in fixed
maturity plans (FMPs) and partly

Source: Fund Factsheets

inopen-ended funds. FMPinves-
torscan't exit the schemesbecause
of mandatory lock-ins. However,
the inability to exit has kept the
percentage exposure to the troub-
led debtconstantin FMPs.

Inopen-ended funds, investors
have the option to exit and many
have exercised that in the three
affected ABSL schemes. As the
fund managers concerned sold
other securities to meet redemp-
tion, thesize of Essel debt in their
portfolios ballooned. Exposures of
8-12% in December 2018 have
escalated to 12-17%, placing cur-
rent investors at risk.

The ABSL schemesare exposed
to two Essel Group companies—
Spirit Infrapower and Multiven-
tures Pvt. Ltd and Adlink Infraand
Multritrading Pvt. Ltd. Papers
issued by Spirit are rated BBB by
Brickwork Ratings and Adlik
papers are unrated. The rating of
the Spirit paper was Brickwork A
(SO) in December 2018, and was
downgraded onenotch to Brick-
work BBB (SO) in May 2019. ABSL
schemes are only rated by Brick-
work, as per the AMC’s monthly
portfolio disclosure. In total, the
valueat which the ABSL schemes
have marked the two papers has
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not changed much since Decem-
ber 2018. The value adds up to
32,513 crore at the end of June
2019, which isjust around 5% less
than their combined value of
32,657 crore in December 2018,
The person mentioned earlier
said that only a write-down of
10-15% ofthe papershasbeen con-
sidered. Furtheroutflows fromthe
three schemes can lead to an

the papers might get marked down
in the interim due toSebi’s disap-
proval of the standstill agreement,”
said Vishal Dhawan, founder, Plan
Ahead Wealth Advisors.

‘WHAT SHOULD YOU DO?

Various persons with knowledge
of the matter expressed confi-
dence that the debt will be repaid
by Essel promoter’s stake sale. If
the money is repaid in full, inves-
tors could be looking at an upside
0f 10-15% in the troubled paper.
What does this translate into?
With the Essel papersconstituting
17% of scheme assets in case of
Aditya Birla Sun Life Medium
Term Fund, the upside would be
around 2.5% at best. Similar out-
comes are likelyin the case of the
other two schemes. The person
with knowledge of the matter
mentioned that in addition a per-
centage of the profit earned by the
promoter on the stake sale will
accrue to lenders in the form of
coupon. However, it is unclear
how much thisadditional amount
will be. Ontheother hand, inves-
tors could lose up to 11-17% in the
affected schemes. If they stay put
and the percentage exposure to

increase in their Essel rises, the loss
exposure to the If investors stay may goup.

troubled paper. He  putin the three Looking at the
also indicated that schemes and numbers, it makes
the security cover thareisadefault, Sensetoexit.“Wehad
(value of securities)is they stand to Iosé recommended an
still about 1.2 times : exitinanote to inves-
the exposure to Essel, a substantial torssix months ago,”

amount

despitethe decline in
the Zee Entertain-
ment stock price,
which fell 29% over the past year.

However, mutual funds, includ-
ing ABSL AMC, which are signato-
ries to the consortium, face a
dilemma—exiting the Essel Group
by selling pledged shares in Zee
Entertainment will cut their risk,
buta simultaneousexit by all len-
ders will cause the stock price to
fall far belowthe value of the debt
held by lenders. “Evenif the pro-
moter manages to repay lenders,

said Prateek Pant,
co-founder and head
products at Sanctum
Wealth Management. “The expo-
sures have gotten worse since then
due to large-scale redemptions
and there has been hardly any
write-offso far. Investors who stay
put in the affected schemes are
taking a big event risk,” he said.
Before exiting, “consider the tax
and exit load,” Dhawan said. Debt
funds are taxed at slab rate if held
forlessthan three years and at20%
withindexation ifheld forlonger.
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