Be wary of risks while
investing online in bonds

Sebi has disallowed online platforms from selling unlisted bonds, but even listed bonds carry multiple risks.

by Sanket Dhanorkar

arket watchdog Sebi recent-
ly introduced norms for on-
line bond platforms (OBP),
which were operating ina
regulatory vacuwmearlier.

These platformscan now offer only listed or

soon-to-be listed securities, and are barred
from offering unlisted bondseven via an af-
filiated platform or website. They alsoneed
to register themselves as stock brokers in
the debt segment of the stock exchange,
Inaccordance with the Sebidiktat, some
platforms have now registered as brokers
andobtained licences tooperate QBPs. These
include the GoldenPl, The Fixed Income and
IndiaBonds, whileafewothersarestillawait-
ingissuanceof licences. The new guidelines
offeradegree of safety for userstransacting
onstch platforms. The critical change is with
respect tounlisted bondsoffered earlierbya
few platforms. Listed bonds formerly carried
aprohibitiveface valueoftl0iakh, but un-
listed hondsdid not, sothe latter found many
takersamongsmaller investors. The two seg-
ments, however, arelikechalk and cheese.
While thelisted bond offerings haveto ad-
hepeto strictdisclosurenorms, the unlisted
bonids do not have fo meet such requirements,
leaving investors flying blind. Besides,
liquidity in unlisted bonds is dicey. Sebi had
earlier asked OBPSstolimit their offeringsto
listed securities, bt many OBPs were still
runninglinks toaffiliate platforms or web-
sitesfor unlisted bonds. The newnorms have
put astoptothis, Listed bonds are now offerad

at alower face valueof 71 lakh, making these
accessible tosmaller investors. Thenorms
alsorequire the platforms to issueelectronic
orderreceipts instantly on placement of order
by investors, along with thedeal sheet after
theexecution of the order.

Even though OBP operations are now
streamlined and under the Sebi purview,
investors need to remain vigilant. Online
band platforms have opened upanew vista
ofopportunities to build adiversified fixed
income portfolio. These platforms offer bands
across the spectrumofthe bond market—
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govermmelit securities, state development
loans, municipal and corporate bonds, se-
curedand unsecured bonds, market-linked
debentures, and even sovereign gold bonds.
These include securities with maturities
rangingfroma3-6monthsandupto 10 years.
These differ vastly incredit ratings, from
AAAandsovereign bonds tosecurities rated
Aandbelow (upto BBB-).

Vishal Goenka, Co-founder, IndiaBonds,
insists investors must get aclear graspofthe
risk matrix. " In bonds, risk doesn't simply go
upin linear fashion as you godown the credit

Similar rated bonds may differ materially

While yields from bonds may be similar, their credit profiles may vary substantially.
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quality ladder. The lowest rung in the lad-
der, BBB-rated securities, is priced similar
1o A-rated bonds, but carries substantially
highercreditrisk, withawidedispersion in
return profile,” he says. The pricing of bonds
(asreflected in the yield) within the same
ratingbucket(suchas A-, A, A+ or AA AA,
AA+)isoften very similar. Yet, credit profiles
ofbusinesses in the same rating bucket can
sometimes differ vastly,

Investors must also consider the bond's
seniority in the payment hierarchy. It re-
MNects the order in which bondholders are
repaid when the issuer turns insolvent.
So, it will determine the chances of you
getting back your prineipal during such
anevent. Senior secured bonds are placed
at the top, enjoying first preference in re-
payment. Tier 2subordinated bondsand
perpetual (AT1) bonds lie at the bottom of
this ladder. “We offer only senlor secured
bonds on the platform and make no space
for subordinated or perpetual bonds where
the risk is much greater,” says Anshul
Gupla, Co-founderand CI0, Wint Wealth.

Liguidity is another potential hazard.
Apart from a few prominent corporate
bonds, trading volumes in the rest are
very erratic, Guptaavers, “Consider these
bonds as part of your illiquid portfolio. Even
ifthese are listed, there isnoguarantee
that you willfind awilling buyer onthe
exchange.” Farall these reasons, investors
must not think of any bond investmentas
safe. Thesearenot areplacement for your
fixed deposits. Kirtan Shah, CEO, Credence
Wealth Advisors, insists that in fixed in-
come, one is better of fprotecting the capital
ratherthan pursuing 1-2% extra yield.
“Investors often pursue yield without under-
standing therisks in termsof credit, liquid-
ity and reinvestment. Retail investors must
understand concentration risk while chas-

ingreturns on these platforms,” he says,

If you must explore, carry out due dili-
gence, The platforms are required to trans-
parentlydisseminate all information, includ-
ingprice, yield, date of maturity and other
related literature. A few OBPsclaim tooffer
acurated selection of bonds, vettingevery is-
suer before listing bonds. For instance, Wint
Wealth only lists bonds from NBFCs with a
leverage (debt-equity ratio) ofless thand and
those with noadverse ratingaction inthe
recent past. Italso checks thediversity and
guality in the NBFC'slender profile before
listing. While this primary screening by the
OBP isuseful, it should not stop the investor
from doing the spadewark.
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