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ILFS Crises: A Lehman Moment For India

On 4th October 2017, the Indian stock market Bombay Stock Exchange's Sensex
experienced historical fall of 806.4 or 2.24% settling at 35169.16 whereas its counterpart
National Stock Exchange's Nifty50 ended with aloss of 259 points or 2.39% at 10559.25 .

About IL&FS > >

IL&FS was incorporated in 1987 as Systematically Important Non-Deposit Core Investment
Company Non-Banking Financial Company (SIS-ND-CIC) under then Company Act 1956
for providing long term financing to the infrastructures projects. Initially, it was promoted by
the three financial institutions namely, Central Bank of India (CBI), Unit Trust of India (UTI)
and Housing Development Finance Corporation (HDFC).

AsonMarch 31st2018, Life Insurance Corporation of India (25.34%), ORIX Corporation of
Japan (23.54%), Abu Dhabi Investment Authority (12.56%), IL&FS Employee Welfare
Trust (12%), HDFC (9.02%), CBI (7.67%) and State Bank of India (6.42%) were the key
shareholders of the company and no one had majority stake .

IL&FS had a total of 169 subsidiaries with being 24 direct subsidiaries, 135 indirect
subsidiaries, 6 joint ventures and 4 associate companies . None of the entity was listed except
three subsidiaries . These indirect subsidiaries included Special Purpose Vehicles (SPVs)
which implemented the projects of the group companies at ground level. Key subsidiaries of
IL&FS were: IL &FS Financial Limited Services (IFIN), IL&FS Transportation Network
(ITNL), IL&FS Energy Development Company Limited, IL&FS Maritime Infrastructure,
IL&FS Technologies Limited and IL&FS Education and Technology Services Limited .

The company had diverse projects portfolio including education, environment,
transportation, water management, energy generation, maritime, e-governance, ports, health
initiatives, tourism and financial services . In 2009, IL&FS acquired an equal stake with
Reliance (RIL) in India's most ambitious Special Economic Zone (SEZ) project to construct
an industrial township spreading across 25000 acres in the Indian state of Haryana . IL&FS
was considered as the initiator of Public-Private Partnership (PPP) model in India as ITNL
had constructed India's longest road tunnel Chenani-Nushri tunnel through Built Operate
and Transfer annuity model . The company had developed various other major infrastructure
projects like Tripura Power Project, Gujrat International Finance Tec-City (GIFT), The
Sports Hub Trivandrum, Baleshwar Kharagpur Expressway .

Inthe year 2015-16 IFIN started offering broking services and merchant banking, to enhance
its presence in the capital market. In the road sector, ITNL successfully bagged Kathmandu-
Tersai Fast Track Road in MOU with the Government of Nepal. During the same year, ITNL
also witnessed its international initiatives viz, Elsamex and YUJHE Expressway
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contributing to its top line as well as the bottom line . In the 2016-17, the National Highway
Authority of India (NHAI), awarded 25 projects to ITNL on Hybrid Annuity Mode, out of
which only 8 projects were able to achieve successful financial closure .

One subsidiary of the company delayed the payment of 71800 million in 2015 due to a
financial institution, by 16 days. As on 31st March 2015, one of the joint controlled company
delayed the repayment of principal and interest on term loan worth ?768.10 and 7122.90
million respectively. The IL&FS subsidiaries had long and short term loans taken and long
and short term assets of 789700.02 and ?71060.27 million respectively in the year 2016-17.
The debt ratio for the parent company ranges from 1.87t02.37 between 2013 and 2017.

ILFS as a holding company » >

ILFS original mandate was to finance the infrastructure projects of long term nature like
port, power generation, roads etc. Over the years, it started execution of projects itself along
with providing the finance to its subsidiaries .

In 2008, ILFS turned itself into a holding company, handing over its advisory and lending
business to one of its subsidiary IFIN . ILFS had no business on its own; it provided funds to
its subsidiaries which further invested in Ring Fenced SPVs to execute the specific projects .
The holding company and its immediate subsidiaries charged a higher rate of interest to the
borrowing subsidiaries than the average rate of borrowing in the market . The holding
company also charged brand fees, consultancy fees and advisory fees from the SPVs. This
increased the debt of the SPVs while holding and its key subsidiaries had healthy balance
sheets .

These group companies are financed mainly through market operators, insurance
companies, banks, mutual funds, and pension funds. The holding company and subsidiaries
mainly used short- term borrowings from these sources to lend various SPVs, as it had edge
over the long term funds in the form of providing high returns by charging lesser rate of
interest . According to the annual report of 2017-18, IL&FS short term borrowing increased
2.6 times reaching 73400 cr and long term loans and advances went up by 79% . The
proportion of Commercial papers in the total borrowing had increased to 11.5% from 3.7%in
FY 18. Most of this money was deployed to related parties such as subsidiaries and
associates18.

ILFS Management » >

The committee of the board include Mr. Ravi Parthasarathy who joined IL&FS in 1987 as
President and CEQO, then promoted to Vice Chairman and Managing Director in 1994. He
was the Non-Executive Director and Chairman of the company till July 20, 2018, when he
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