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Should Paytm’s board approve a buyback?

Paytm has had several missteps since its listing on the exchanges in November 2021.
While it was one of India’s largest IPOs, it also seems to have the largest set of
disgruntled IPO shareholders.

payTm

One 97 Communications Limited (Paytm) listed itself at an IPO price of Rs. 2150. Since
then, investors in the IPO have lost almost 75% of their investment.

The markets expectations of listed companies are widely different from unlisted ones,
and Paytm’s board appears to be still learning some of these harsh realities. Despite
being one of the largest IPOs in India, the company has not been able to win investor
confidence.

Exhibit 1: Paytm’s stock price movement since its listing - issue price of Rs. 2150
(normalized)
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Take the case of the company’s recent announcement regarding a proposed buyback.
The board is set to meet on 13 December 2022 to decide the contours of the buyback.
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Buybacks are generally used as tax-efficient instruments to return excess cash to
shareholders. They signal that the company has strong cash flow generation, which is
more than required to maintain the company’s growth trajectory. In Paytm’s case, the
company continues to report cash losses annually. Therefore, the buyback is essentially
a return of equity capital to its shareholders.

Exhibit 2: Paytm’s cash position

Particulars Rs. Bn.
Cash on 30 June 20213 (pre-IPO) (A) 30.64
Less: estimated cash burn during 3Q22 (TiAS estimates) (B) 4.69
Cash with Paytm just before the IPO (IiAS estimates); (C) =(A) - (B) 25.95
Fresh equity issued during the November 2021 IPO (net proceeds) 81.13
Total cash after the close of the IPO in mid-November 2021 (IiAS estimates) 107.08
Cash and cash equivalents on 30 September 2022 91.86

Source: Prospectus, stock exchange filings, IiAS research

Note:

1. Paytm reported a cash loss of Rs. 12.5 bn for FY22. Our estimate of cash burn from 1 July 2021 to the IPO
is proportionately adjusted.

2. The cash and cash equivalents on 30 September 2022 are high because of an increase in its other financial
liabilities. For 1H23, Paytm has reported negative cash from operations before working capital
adjustments. Because of the increase in other financial liabilities, the release of working capital has
resulted in the company reporting a positive cash from operations after working capital. This is largely
similar to the company’s financial position in FY22 - where the TH22 cash flow from operations was
positive, but at the end of the year, the company reported a Rs. 12.5 bn cash loss.

3. We have included non-current other financial assets, cash and cash equivalent and bank balances.

Since inception Paytm has been burning cash. We believe that the pre-IPO cash on the
books is also likely to be from an equity raise from its pre-IPO investors. It is possible
that this is the pool from which the board will attempt to demarcate its buyback pool,
since proceeds raised during the IPO must be used towards the objects of the IPO (any
change will need shareholder approval). Of the Rs. 81.13 bn net proceeds raised during
the IPO, the company had utilized only Rs. 25.14 bn on 30 September 2022 - Rs. 56.0 bn
remains unutilized (Exhibit 3). Whichever way the board articulates it - Paytm is
returning equity capital to its shareholders, those who came in pre-IPO, and during and
since the IPO. But there is little merit in bucketing cash this way.
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Exhibit 3: Utilization of IPO proceeds as on 30 September 2022

#

Objects of the issue

Amount
proposed in
the offer
document

Amount Amount
utilized upto unutilized on
30 September 30 September
2022 2022

Growing and strengthening the Paytm
ecosystem, including through acquisition
and retention of consumers and merchants
and providing them with greater access to

43.00

22.69

technology and financial services

Marketing and promotional expenses

3.98

Expanding the merchant base and
deepening partnerships with
merchants

8.04

Strengthening and expanding
technology powered payments
platform

8.31

Total (A)

43.00

20.32 22.69

Investing in new business initiatives,

acquisitions and strategic partnerships

20.00

20.00

Investing in new business initiatives

(a) Payment services

(b) Commerce and cloud services

(c) Financial services

Investments in acquisitions and
strategic partnerships

Total (B)

20.00

- 20.00

3 General corporate purposes (C)

18.13

4.82 13.31

Total (A+B + C)

81.13

25.14 56.00

Source: Stock exchange filings

Unless the buyback price is higher than the issue price of Rs. 2150, the buyback will
favour Paytm’s pre-IPO shareholders and employees. Employees have been issued stock
options at a significant discount to market price; Vijay Shekhar Sharma was granted 21
mn stock options at Rs. 9 in FY22 alone. IPO shareholders are unlikely to see the buyback
positively, unless they entered the stock at a price lower than the to-be-announced
buyback price. It is unclear if the size of the buyback will be sufficiently meaningful to
move the needle.
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Should the board decide to undertake the buyback, it must address the following
guestions:

e Why is the board considering a buyback at this stage? The company is yet to
generate positive cash from operations. It is also yet to report profits - by
traditional measures and not based on the companies proposed profitability
measures that exclude ESOP charges.

¢ We expect that the board raised Rs. 81.13 bn in net IPO proceeds after factoring
its existing cash. Therefore, its growth strategy a year ago required funding
support that was in excess of the IPO proceeds. What has changed for the board
to believe that its current liquidity is sufficiently in excess that it can be returned
to shareholders?

e At the time of its IPO, the company had announced its plans to undertake new
initiatives. It is only once these initiatives are rolled out that the board can satisfy
itself that the war chest is sufficient. Therefore, the board must articulate how it
has determined that the post-buyback liquidity will be sufficient to meet the
unexpected investments in these new initiatives.

These are the questions that shareholders will want answers to when the buyback
proposal is put to them to vote.
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The
information contained herein is solely derived from publicly available data, but we do not represent that it
is accurate or complete and it should not be relied on as such. IiAS shall not be in any way responsible for
any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. This document is provided for assistance only and is not intended to be and must not be taken
as the basis for any voting or investment decision and/or construed as legal opinion/advice. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make
such investigation as it deems necessary to arrive at an independent evaluation of information referred to
in this document (including the merits and risks involved) and exercise due diligence while using this report.
The discussions or views expressed may not be suitable for all investors. The information given in this
document is as of the date of this report and there can be no assurance that future results or events will be
consistent with this information. This information is subject to change without any prior notice. IiAS reserves
the right to make modifications and alterations to this document as may be required from time to time;
however, TiAS is under no obligation to update or keep the information current. Nevertheless, IliAS would be
happy to provide any information in response to specific queries. No copyright infringement is intended in
the preparation of this document. Neither LiAS nor any of its affiliates, group companies, directors,
employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of this
information. This report may cover listed companies (the ‘subject companies’); IiAS may hold a nominal
number of shares in some of the subject companies to the extent disclosed on its website and/or these
companies might have subscribed to IiAS’ services or might be shareholders of IiAS. TiAS and its research
analyst(s) do not have any financial interest in any of the subject companies except to the extent disclosed
on its website.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This
information should not be reproduced or redistributed or passed on directly or indirectly in any form to any
other person or published, copied, in whole or in part, for any purpose without the written permission of
TiAS. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject IiAS to any
registration or licensing requirements within such jurisdiction. The distribution of this document in certain
jurisdictions may be restricted by law, and persons in whose possession this document comes, should
inform themselves about and observe, any such restrictions. The information provided in these reports
remains, unless otherwise stated, the copyright of LiAS. All layout, design, original artwork, concepts and
other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form
or for any purpose whatsoever by any party without the express written permission of the copyright holders.

Other Disclosures

TiAS is a SEBI registered entity (proxy advisor registration number: INH000000024) dedicated to providing
participants in the Indian market with independent opinions, research and data on corporate governance
issues as well as voting recommendations on shareholder resolutions of about 800 listed Indian companies
(https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory
reports, standardized services under the Indian Corporate Governance Scorecard, and databases
(www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed
against the company by any of the Regulators or Courts/Tribunals.

This article is a commentary on general trends and developments in the securities market.
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About IiAS

Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated
to providing participants in the Indian market with independent opinions, research and
data on corporate governance issues as well as voting recommendations on shareholder
resolutions for over 900 companies that account for over 95% of market capitalization.

TiAS provides bespoke research, valuation advisory services and assists institutions in
their engagement with company managements and their boards.

TiAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch
Group Inc., HDFC Investments Limited, ICICI Prudential Life Insurance Company
Limited, Kotak Mahindra Bank Limited, RBL Bank Limited, Tata Investment Corporation
Limited, UTI Asset Management Company Limited and Yes Bank Limited.

TiAS is a SEBI registered entity (proxy advisor registration number: INH000000024).
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