


































One could hear a collective sigh 
of relief from the Indian banking 
sector when the bankers learnt 

that the government was considering a 
bailout for the Mahanagar Telephone 
Nigam Limited (MTNL) and the 
Rashtriya Ispat Nigam Ltd (RINL), both 
Navratna public sector undertakings 
(PSUs). The telecom and steel ministries 
have been discussing this with the 
finance ministry. 

A committee of secretaries from the 
departments of expenditure, invest-
ment and public asset management, 
and telecommunications will take  
the final call on MTNL’s debt. 

On September 25, the State Bank of 
India (SBI) downgraded its MTNL expo-
sure as a non-performing asset (NPA) 
due to non-payment of instalments and 
interest since June 30. Ahead of that, in 
mid-September, Punjab National Bank 
(PNB) had joined others to downgrade  
the account. 

For SBI, the total outstanding on the 
MTNL loan account was ~325.52 crore 
as of September 30, according to the 
bank's letter dated October 1, shared by 
the company with the stock exchanges. 
Going by MTNL's September 13 filing 
with stock exchanges, the outstanding 
amount for PNB is ~441 crore and the 
overdue at least ~46 crore. 

Ahead of that, MTNL disclosed that 
it had defaulted on ~519 crore in repay-
ments to several state-owned lenders 
between June and August 2024. 

MTNL is a listed entity, owned 56.25 
per cent by the government of India and 
13.12 per cent by the Life Insurance 
Corporation of India. In March 2024, it 
had a ~23,663 crore hole in its net worth, 
after posting a net loss of ~3,302 crore in 
FY24 on top of the ~2,915.1 crore loss 
posted in FY23. 

It is burdened with about ~35,600 
crore debt, of which ~27,700 crore are 
bonds guaranteed by the central gov-
ernment. These bonds continue to be 
rated as “AAA (CE)”. CE highlights the 
credit enhancement on account of the 
government guarantee. The balance 
exposure of about ~7,900 crore is by way 
of term loans and working capital from 
a clutch of banks, including Union Bank 
of India, Bank of India, SBI, PNB, Punjab 
& Sind Bank and Uco Bank. 

RINL, commonly known as Vizag 
Steel, is 100 per cent owned by the gov-
ernment. It had posted a loss of  
~2,858 crore in FY23 (the latest available 

audited numbers). Its net worth was 
~391 crore in March 2023, but this has 
been wiped out as the company 
reported a net loss of ~2,058 crore in the 
first half of FY24.  

RINL has a total debt of ~20,413 crore 
— term loan of ~10,812 crore and work-
ing capital worth ~9,601 crore. Like 
MTNL, it also started defaulting in June. 
It seems that all banks have classified 
both RINL and MTNL accounts as bad 
loans in the September quarter. 

On top of the term loan and work-
ing capital exposure, banks have non-
fund exposures to these two com-
panies in the form of letters of credit 
and guarantees. Most of that exposure 
will also devolve on lenders (as it gets 
converted to funded facilities). They 
may have to write it off if the govern-
ment does not step in. 

The government granted the 
Navratna status to MTNL in July 1997 
and RINL in November 2010. The 
Navratna companies are central public 
sector enterprises and considered to be 
important to India’s economy. They 
enjoy autonomy in areas like capital 
expenditure, investment in subsidiaries 
and joint ventures, and human resource 
management. 

MTNL was set up on April 1, 1986 to 
upgrade the quality of telecom services, 
expand the telecom network, introduce 
new services and raise  
revenue for the telecom development 
needs of India's key metros: Delhi and 
Mumbai. Mum bai is where India’s first 
telephone exchange was set up in 1882. 

The MTNL website, last updated in 
February 2018, has stopped mentioning 
the milestones it has achieved since 
2012. Past milestones include introduc-
tion of voicemail service in 1992, setting 
up of wholly-owned subsidiaries such 
as Millennium Telecom Ltd in 2000 
and Mahanagar Telephone Mauritius 
Ltd in 2003, and the 
launch of 3G mobile 
service in 2008. 

Recently, the gov-
ernment assured the 
banking industry that 
MTNL would not 
default to the bond 
holders and its opera-
tions would be trans-
ferred to Bharat 
Sanchar Nigam Ltd 
(BSNL), a Miniratna. Efforts to monetise 
its assets to pay off bank dues have also 
been on, telecom minister Jyotiraditya 
Scindia has said. Until that happens, the 
government will stand by its guarantee 
to the bonds. 

The telecom company had earlier 
offered to settle the bank debt at a 60 
per cent discount, but that was not to 
the lenders’ liking. 

Generally, lending to PSUs is consid-
ered safe. However, there have been 
multiple instances of defaults, and 
banks have taken haircuts in lending to 
them. Many loans to the cooperatives 
in the sugar and textile sectors were also 
written off in the past, the effects of 
which are visible even today in poor 
credit flow to the cooperative sector. 

In private, bankers do talk about 
their experience with PSUs when it 
comes to lending. The petition to wind 
up STCL Ltd (earlier called Spices 

Trading Company Ltd), a 100 per cent 
subsidiary of State Trading Corporation 
of India Ltd (STC), a Miniratna PSU, has 
been pending in Karnataka High Court 
for over a decade now. The Enforcement 
Directorate attached the assets of STCL 
under FEMA/PMLA in 2021. 

In March 2023, STCL owed Rs 4,559 
crore to a consortium of eight public 
and private banks. The recovery cases 
have been lying with the Debt Recovery 
Tribunal (DRT) and Debt Recovery 
Appellate Tribunal (DRAT). 

Similarly, there will be next to noth-
ing recovery from STC, owned 90 per 
cent by the government. It ceased oper-
ations in 2021. In March 2024, it owed 
~806 crore to a consortium of six banks. 
The recovery cases have been pending 
before DRT and the National Company 
Law Tribunal (NCLT). 

In the case of Hindustan Newsprint 
Ltd, a wholly-owned subsidiary of 
Hindustan Paper Corporation Ltd, a 
central Miniratna PSU, banks took a 
haircut of about 65 per cent. The deal 
was done under the Insolvency and 
Bankruptcy Code (IBC) through the 
NCLT process and not through private 
negotiations by the ministry, as is hap-
pening with MTNL and RINL. 

Incidentally, bankers lose out on 
lending to state governments as well. 
Banks suffered losses in 2016 on food 
credit extended to the government of 
Punjab. Andhra Pradesh tried to rene-
gotiate the power-purchase agreement 
for renewable energy entered into by 
the previous government. The project 
developers and lenders would have suf-
fered a huge loss had it not been for 
the court’s intervention. Such 
instances erode investor confidence in 
projects and could make credit flow 
scarce and costlier. 

The Reserve Bank of India’s regula-
tions do not provide any forbearance 
to defaults by PSUs vis-à-vis the private 
sector. The PSUs are, however, 
excluded from group exposure norms. 
This is in sync with the international 
practice — the exposure to the sover-
eign is not cumulative. 

However, these 
instances of default and 
write-off erode the con-
fidence of banks in lend-
ing to PSUs, which are 
generally perceived to be 
inefficient. How long 
will the banking system 
bank on government 
ownership? 

The decision to settle 
RINL and MTNL’s debt 

is reportedly being taken by the 
Committee of Secretaries and not by 
the group of lenders. The IBC is the law 
of the land, and there is a market 
mechanism to find true value. In con-
trast, private negotiations always 
depend on the strength of the negotia-
ting parties. Particularly when govern-
ment is the negotiator, will the govern-
ment-owned banks be able to bargain 
hard? On top of that, this is fraught 
with moral hazards as well.  

MTNL and RINL aren’t good stories, 
particularly when both lenders and 
investors are getting their appetite for 
the infrastructure sector back. 

The writer is an author and senior advisor to 
Jana Small Finance Bank Ltd.  
His latest book: Roller Coaster: An Affair with 
Banking. To read his previous columns, 
please log on to www.bankerstrust.in  
X: @TamalBandyo  
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Nearly a year after the 
Reserve Bank of India 
(RBI) raised risk weights 

on unsecured personal loans, the 
country’s leading fintech com-
panies are shifting focus, expand-
ing their portfolios to include col-
lateral-backed credit in 
collaboration with lending part-
ners. The strategy allows these 
firms to diversify revenue streams 
and offset risks from rising loan 
delinquencies. 

Leading the charge, 
Bengaluru-based PhonePe has 
launched a broad range of secured 
credit products, including mutual 
fund loans, gold loans, vehicle 
loans, loans against property, and 
education loans, significantly 
enhancing its credit distribution 
portfolio since May. 

BharatPe introduced two-
wheeler loans and loans against 
mutual funds in August, working 
with non-banking financial com-
panies (NBFCs). Google Pay  
followed in October, offering  
gold loans. 

“Secured credit is a large mar-
ket,” said Hemant Gala, chief 
executive officer (CEO) of PhonePe 
Lending. “While not digitally savvy 
a few years ago, it’s catching up 
very fast. Everyone wants to try and 
figure out a model for it.”  

The pivot comes as growth in 
unsecured personal loans moder-
ates. Data from the Fintech 

Association for Consumer 
Empowerment (FACE), a self-reg-
ulatory organisation for fintech 
companies, reveals a slight 
decline in fintech disbursement 
volumes in Q1FY25 to 26.4 million, 
down from 26.6 million in 
Q4FY24. Despite this trend, fin-
techs remain optimistic about 
secured loans, supported by a 
large market and lender enthusi-
asm to partner on risk-mitigated, 
collateral-based credit. 

“There’re users who want 
secured loans because of the lower 
cost of borrowing. Second, there’re 
users who may never get a loan, 
and there is no way to underwrite 
them,” said Sharath Bulusu, Google 
Pay’s director of product manage-
ment, told Business Standard in an 
earlier interaction. These offerings 
bring more customers into the for-
mal credit fold, he underscored. 

Exploring models 
Since May, PhonePe has 
expanded its roster of lending 
partners from 15 to 35 institutions, 
while Google Pay now collabo-
rates with five lenders to extend 
both personal and gold loans. 

According to Gala, secured loan 
conversions tend to outperform 
unsecured options due to the tar-
geted nature of collateral-based 
credit and higher customer intent. 
He noted that PhonePe is also 
refining its revenue model to 
decide between lead-based and 
disbursal-based structures. 

Solving early bottlenecks 
In typical arrangements, fintech 
firms focus on customer acqui-
sition, while lenders handle under-
writing and, in most cases, collec-
tions. Commissions or take rates 
per loan drive fintech revenue in 

these partnerships. 
“Very small loans don’t always 

work for lenders because of high 
origination costs,” said Bulusu of 
Google Pay, adding that digitisation 
can cut these expenses. 

Unlike extending unsecured 
loans for which fintech firms and 
lenders rely on credit history, the 
process of underwriting the value 
of collateral-based loans is differ-
ent, involving moving parts that 
require significant offline presence.  

“We have to see how there could 
be processes that can evolve and 
that we can leverage to replicate 
assets digitally,” said Gala from 
PhonePe Lending. “The end-to-end 
digitisation may play out well in the 
next 12-24 months,” Gala from 
PhonePe Lending said.  However, 
onboarding and paperwork can 
deter customers from completing 
the secured loan process. 

Collateral anchor: Fintech cos 
steer towards secured lending
This comes after RBI raised risk weights on unsecured personal loans
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In the past six months, at least three 
former State Bank of India (SBI) executives 
have been appointed managing director 
and chief executive officer (MD and CEO) 
of different private sector banks, with 
Partha Pratim Sengupta being the latest. 

Last week, the Reserve Bank of India 
(RBI) approved Sengupta’s appointment 
as MD and CEO of Kolkata-based 
Bandhan Bank. He will take charge in 
November. 

Sengupta was the deputy MD and 
chief credit officer at SBI. He was later 
appointed MD and CEO of the public 
sector lender Indian Overseas Bank. He 
is widely credited with turning around 
the Chennai-based lender and taking it 
out of the prompt corrective action 
framework. The CEO position fell vacant 
at Bandhan after founder Chandra 
Shekhar Ghosh announced a surprise 

retirement in April this year. 
In August, the regulator approved 

Salee Sukumaran Nair as MD and CEO of 
Tamilnad Mercantile Bank. Nair’s 
approval followed the RBI’s rejection of 
the CEO candidates proposed by the bank 
board in April. He started his career in 
1987 when he joined SBI as a probationary 

officer and rose to the rank of deputy MD. 
His last assignment at SBI was as deputy 
MD and chief credit officer until May 
2024, where he was responsible for man-
aging the credit portfolio. 

Sanjeev Nautiyal took charge of Ujjivan 
Small Finance Bank (SFB) on July 1.  
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Regulatory comfort drives bank boards to appoint SBI officials for stability



A banker with over three 
decades of experience, 
Nautiyal was a deputy MD of 
SBI and also served as MD and 
CEO of SBI Life Insurance. 
Nautiyal became the third CEO 
of the bank in five years, taking 
charge after his predecessor, 
Ittira Davis, was relieved before 
the completion of his term. 

Currently, there are six  
private sector banks in the 
country where the CEO is 
from SBI, with Sengupta set 
to become the seventh once 
he assumes charge. 

Additionally, there are three 
banks, including one public 
sector bank  where a former SBI 

official serves as a non-execu-
tive chairman: Karnataka 
Bank, Utkarsh SFB, and UCO 
Bank. 

Bankers note that regulato-
ry comfort is the key reason for 
bank boards to choose SBI offi-
cials for top positions. 

“The RBI governor has been 
highlighting the importance of 
governance and compliance 
issues in banks, particularly in 
the private sector. In this con-
text, the regulator seems com-
fortable with the idea of an SBI 
official heading banks,” said a 
senior banker from a private 
sector bank that is led by a for-
mer SBI official. 

After the government 
allowed SBI deputy MDs to 
become MD and CEO of other 
PSBs, private sector banks 
began hiring SBI officers as 
well. Until a few years ago, sev-
eral PSBs, such as UCO, Bank 
of Baroda, and Indian Bank, 
were headed by SBI officials. 

“Appointment of a public 
sector banker as CEO provides 
stability to an organisation like 
Bandhan, which has witnessed 
exits in the past year,” 
Macquarie said in a note on 
Sengupta’s appointment. 

The performance of banks 
headed by former SBI officials 
has been satisfactory to the reg-

ulator so far, according to 
bankers. For example, Prashant 
Kumar, a former deputy MD at 
SBI, was tasked with recon-
structing Yes Bank as MD and 
CEO after it faced financial 
irregularities. Kumar was able 
to bring stability to the lender 
before shifting focus to growth. 
Similarly, Rakesh Sharma, MD 
and CEO of IDBI Bank, success-
fully shifted the focus from cor-
porate loans to retail lending, 
addressing asset quality issues 
stemming from corporate cred-
it in the past decade. The RBI 
approved extensions of tenure 
for both Kumar and Sharma for 
three years in 2022.

6 private sector banks have CEO from SBI 


