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Government-owned India Infrastructure 
Finance Company (IIFCL) may not be the 
lender of choice for the big infrastructure 
push being planned for the economy but 
a subset of a proposed larger develop-
ment finance institution (DFI) that will 
have a capital infusion of ~10,000 crore. 
This, at least, seems to be the conclusion 
from the government’s plan, announced 
a fortnight ago, to subsume IIFCL within 
a larger DFI. 

Department of Financial Services 
Secretary Debasish Panda explained that 
the objective of this manner of incorpora-
tion was to give the new DFI a “quick start” 
since IIFCL has domain expertise and 
experienced manpower. 

The obvious question is why the same 
institution could not have been propelled 
into a larger big-project lender by recap-
italising it and tweaking the company’s 
covenant. In fact, those who have worked 
with IIFCL say that the problem is one of 
scale and risk aversion. This, however, is 
not a managerial choice but a govern-
ment mandate. 

IIFCL’s covenant is the Scheme for 
Financing Viable Infrastructure Projects 
(SIFTI), which says IIFCL’s lending cannot 
exceed 20 per cent of total project cost. For 
takeout financing — a loan that replaces 
an initial loan — direct lending should not 
exceed 10 per cent of the cost, and total 
lending, including take-out financing, 
should not be more than 30 per cent of the 
total project cost. In 
addition, loan disburse-
ments have to be in pro-
portion to disbursements 
from banks and financial 
institutions. SIFTI, thus, 
has prevented the risk of 
creating non-performing 
assets on the same scale as 
its peers Power Finance 
Corporation (PFC) and 
Rural Electrification 
Corporation (REC) or even 
public sector banks. 

This covenant proved, as IIFCL’s former 
chairman and managing director S N Goel 
pointed out, “a big handicap”. The creation 
of IIFCL in 2006 did not solve the problem 
of making long-term funding on a large 
scale available. “It was unable to get exter-
nal funding. The World Bank was to 
finance but the terms and conditions were 
difficult to meet. It put limits like social 
conditions but IIFCL could not change 
project conditions,” he explained. 

Now, however, IIFCL has managed to 
channel $2.86 billion from Asian 
Development Bank, World Bank, EIB, JICA 
and KfW into the Indian infrastructure sec-
tor. With this, it is ADB’s largest financial 

sector borrower. 
Goel feels these problems may disap-

pear with the new DFI since the govern-
ment will provide substantial capex and 
at some point PFC and REC will be made 
part of it. As the government wants to do 
big things in infrastructure, there is no 
point continuing with several smaller 
institutions, Goel said. He foresees that 
the government will have to fund the DFI 
initially and get investors later. 

According to Goel, IIFCL has done a 
good job especially since it came out with 

new products like the take-
out finance, subordinate 
debt, which is a quasi-equity 
product, and credit enhance-
ment. “It gave a good lift to 
the bond market. But now it 
can do that job better after 
being part of the DFI.” 

IIFCL was created in 2006 
to provide funds for long-
gestation infrastructure proj-
ects, which those associated 
with it say was more in con-
junction with bank lending 

than as a pure play lender. This helped the 
company keep its balance-sheet healthy 
for some time even as banks and other 
government-owned financial institutions 
such as PFC and REC started to face high 
levels of non-performing assets. Even 
IL&FS saw its business strategy of being 
financier and project executor failing. 
Ironically, though, even the covenant 
could not protect it from the risks of infras-
tructure lending. 

It reported its first loss in 2017-18 (~1,156 
crore) after it provisioned for 16 accounts 
that had to be written off its balance sheet. 
One of its pain points was the Jaypee 
Infratech’s Yamuna Expressway, where it 

funded ~900 crore in June 2015. Besides, 
the troubled power sector threw up its own 
set of challenges for financiers. Things 
changed for IIFCL from being zero non-
performing asset (NPA) organisation to 
one writing off accounts. (see chart) 

It, however, diversified its portfolio 
and started focusing on the public-private 
partnership projects in the highway sec-
tor and became a financier to hybrid 
annuity model (HAM) road construction 
projects. Consequently, it is the largest 
lender to HAM projects with disburse-
ments of ~9,951 crore to 59 projects of the 
National Highways Authority of India. As 
of January 31, 2021, 26 per cent of its cur-
rent commitments amounting to ~6,539 
crore are to the road sector, which is 
higher than 21 per cent to power sector 
amounting to ~5,243 crore. 

IIFCL’s current managing director P R 
Jaishankar said the organisation seems to 
be over the NPA hump now. “Business is 
picking up and recovery has been strong. 
Our net NPAs have declined to 7.67 per 
cent as of December 2020, from 10.81 per 
cent in the same period last year,” he said. 

The current recession and the upheaval 
caused by the lockdown last year, however, 
did create some challenges. Disburse -
ments, for instance, are at ~2,791 crore as 
of January 31, 2021, well short of the last 
full year’s ~6,015 crore with only two 
months left for the financial year. Its sanc-
tions, however, are higher for the 10 
months this year at ~13,851 crore compared 
to ~9,337 crore in 2019-20. 

Whatever shape the new DFI takes 
with IIFCL being part of it, the govern-
ment is clear about at least one thing and 
that is to have bigger and more such insti-
tutions with a good number being in the 
private sector.

A long jump for IIFCL
Its planned 
incorporation into a 
larger development 
finance institution 
could present 
challenges for a 
company with a 
founding covenant 
that restricted its  
scale of operations
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At a time when most major 
companies are working on 
plans to cut their carbon 
emissions, one of the dar-
lings of green investing is 
working to increase its emis-
sions footprint. 

You read that right. 
Thanks to its explosive expan-
sion in China and a planned 
car plant in India, Tesla is in 
the process of not just increas-
ing the total sum of its emis-
sions — a pretty inevitable 
consequence of growth in our 
current carbonised world — 
but increasing the amount of 
pollution each of its vehicles 
generates, too. 

That’s because carmakers’ 
emissions aren’t just a product 
of the energy consumed in 
their factories — they’re a 
result of the pollution their pro-
ducts pump out while they’re 
being driven around. Thanks 
to all the gasoline and diesel 
that gets burned over the life-
time of the cars they sell, 
Volkswagen is responsible for 
more greenhouse gases than oil 
producer Total SE. Toyota 
Motor Corp’s footprint exceeds 
that of BP. Cummins, which 
makes engines for commercial 
vehicles, has a higher total than 
Exxon Mobil. 

Electric vehicles like those 
sold by Tesla are at a substan-
tial advantage on that front — 
they’re so much more efficient 
in converting produced energy 
into vehicle power that even in 
coal-heavy grids like China’s 

they’re more efficient than the 
gasoline equivalent. 

The differences from one 
country to another, however, 
are substantial. 

If you use a proxy for a high-
emissions grid like those in 
China or India, the picture 
changes substantially. A car 
with its battery made in China 
and charged up in Poland, 
where coal makes up about 
two-thirds of the electricity mix 
as it does in China and India, 
puts out 193 grams per km. 

An essential element of the 
climate potential of electric 
vehicles is that they’re able to 
switch to lower-carbon fuels 
over the course of their life-
times, as heavily-emitting 
power plants are disconnected 
from the grid and replaced with 
renewables. That process is 
likely to be quite rapid in devel-
oped countries — but in the 
two countries where Tesla 
hopes to catch the next leg of 
growth, China and India, it’s 
going to be unusually slow. 

As a result, the more cars 

Tesla sells in China and India, 
the more the intensity of its 
emissions — the emissions per 
vehicle sold, or per dollar of 
revenue — will rise. 

Perhaps this doesn’t 
matter. Any electric vehicle 
sold anywhere in the world is 
likely substituting for one 
powered by petrol or diesel. 
What the climate needs is for 
the market share of battery-
powered vehicles to increase 
vis-a-vis conventional ones. If 
that means a lot get sold in 
markets where the immediate 
greenhouse benefits are lesser 
than they are in the US and 
Western Europe, it’s still, on 
balance, a plus. 

Even so, this is the sort of 
information the climate-
focused investors who’ve driv-
en Tesla’s stock price so high 
ought to be given, so they can 
make their own decisions 
about how their shareholdings 
reflect their own emissions-
reduction commitments. 

That’s not the case at Tesla. 
Not only does it not disclose 

the Scope 3 emissions (those 
dominated by emissions from 
the cars it sells), it doesn’t even 
lay out Scope 1 (from on-site 
power consumption) or Scope 
2 (from purchased electricity). 
Nor does it disclose its electric-
ity consumption, and its 
behaviour indicates that, for 
all the rhetoric, this isn’t 
exactly a priority. 

Four years after production 
started at its Gigafactory bat-
tery plant in Nevada, the solar 
panels that were to cover its 
roof and help make it inde-
pendent of Nevada’s gas-fired 
grid are still only gradually 
being added. 

Companies that make pro-
ducts to accelerate the transi-
tion to clean energy while 
providing scrappy documen-
tation of their own carbon 
footprint may be better than 
the alterna tive — ones that 
provide exemplary historic 
disclosures but only the 
vaguest assurances about 
how their net-zero commit-
ments are going to be met. 

Still, a clean-energy busi-
ness with a market cap roughly 
equivalent to the S&P 500’s 
entire oil and gas sub-index 
should be capable of producing 
the information to help inves-
tors make their own minds up. 
Tesla’s slapdash emissions dis-
closure is a stain on an other-
wise impressive record. A com-
pany that thrives on the power 
of the sun shouldn’t hide the 
footprint of its own operations 
in shadow. 

Bloomberg

Elon Musk should come clean; 
Tesla’s emissions are rising

> IIFCL LENDING POTENTIAL. 
 (in ~crore) As on March  With additional 
                         31, 2020            ~10,000 cr 
                                        equity infusion 

Net worth           10,306                 20,306 
Capital base                                                      
Tier I                    10,639                 20,639 
 Tier II                        108                       108 
Total                 10,747                20,747

> BORROWING POTENTIAL. 

(7x net worth)   72,140                    1,42,140 

> FINANCIAL POSITION. 

(in ~crore)                 FY18         FY19          Y20 
Net worth                6,767      3,897      9,579 
Total assets            58,150    57,984   67,118 
Outstanding          43,775    47,077   44,766 
loans                                   
Total revenue          4,379      4,777      4,757 
Profit after tax         -1454        -429            94 
Net NPA                10.72%  12.33%  11.65% 
Debt-equity               6.86            12              5 
ratio 

> COMPANY EARNINGS. 

(in ~ crore)                          As of Dec FY21   
Total income                                      3,268  
Profit after tax                                       212 
NPA                                                    6,475   
Net NPA ratio                                    7.67%

DEEPER POCKETS 

SOURCE: IIFCL
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Among the key reasons why development 
finance institutions (DFIs) could not sur-
vive in their earlier avatar was that a scar-
city of long-term financing made the 
bu siness model of such entities unviable. 
Now that DFIs are set to make a comeback, 
with the Budget proposing to set one up, 
three key issues seem crucial for their suc-
cess — the availability of long-term funds 
at a reasonable cost, private-sec tor owner-
ship, and professional management. 

According to bankers, DFIs failed ear-
lier because, among other things, a drying 
up of long-term financing prompted them 
to turn to banks. This inflated their cost of 
raising funds. As banks’ deposits were for 
the short term, they could not provide the 
longer-term funding that DFIs needed, 
thanks to asset-liability mis-
match concerns. Over 40 per 
cent bank deposits are for less 
than a year, while 20-25 per 
cent are for over five years. 

DFIs need long-term funds 
because they are involved in fi-
nancing infrastructure and in-
dustrial projects, which usually 
have a long gestation period. 
Many DFIs were later turned 
into commercial banks — IDBI, 
ICICI and IDFC to name a few. 

S S Kohli, former chairman 
and MD of India Infrastructure 
Finance Co Ltd, told Business 
Standard: “The first thing is 
that the cost of borrowing ear-
lier was very high. That should be taken 
into account... if you want to grow infras-
tructure, the funds should be available at 
a reasonable rate.” 

If DFIs were to raise long-term financ-
ing earlier, they could do so by floating 10-
year papers, given that they were in a 
position to sustain long-term liability. But 

investor behaviour be gan to 
change amid various risks asso-
ciated with long-term papers, 
mainly the interest-rate risks, as 
the rate cycles became shorter. 

“There was a time when in-
terest rates would remain undis-
turbed for 10 years,” said Ashvin 
Parekh, managing partner, Ash-
vin Parekh Advisory Services. 
“But then came a time when the 
horizon became short er: With 
the development of the inter-
bank market, a lot of call money 
came into the economy. Long li-
ability by institutional investors 
was no longer available. The ch -
a nge that started from 1995, took 

deep roots by 2000-2001, and investors for 
long liabilities became fewer and fewer.” 

The Budget has proposed a capital of 
~20,000 crore for the DFI and set an ambi-

tious lending portfolio target of ~5 trillion 
in three years. One approach to ensure the 
availability of long financing could be get-
ting equity participation of private-sector 
players instead of debt participation. This 
would also ease the burden on the Centre 
to infuse capital in the DFI every year. 

“First, create a DFI but run it as a pri-
vate-sector entity, like ICICI. Second, let 
long investors come in as equity partners, 
not debt partners. Create some instrum -
ents so that they can participate through 
equity. Only then will they own the assets. 
There might be overseas sovereign funds 
and pension funds that would be inter-
ested. This might ensure a continuous 
fund flow,” Parekh added. 

The lack of a vibrant corporate bond 
market has often been cited as a hind r -
ance to long-term funding. Infrastructure 
firms, often not rated very highly, were un-
able to tap this market earlier. “Corporate 
bond market is typically a market for high -
ly rated corporate bonds. So, if you are not 
rated highly, say AAA or AA, you will not 
be able to raise funds,” explained CARE 
Ratings Chief Economist Madan Sabnavis. 

“If we are talking of infrastructure and 
a DFI, it will never get an AA or AAA rating 
— for the simple reason that even as the 
money is borrowed today, the projects 
come up after four-five years. So, most in-
frastructure companies get a lower rating 
of BBB or A. These units, therefore, cannot 
meet the requirement of infrastructure 
funding in the corporate bond market,” 
Sabnavis added. 

At present, inadequate liquidity in the 
secondary bond market is an issue, except 
for the top-rated bonds. As a result, invest -
ors can’t buy or sell corporate bonds freely. 

More on business-standard.com

Mistakes India must avoid 
to make DFIs a success
Three key issues will be crucial for DFIs — the availability of long-term funds 
at a reasonable cost, private-sector ownership & professional management

One approach 
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players instead 
of debt 
participation

Even IL&FS saw its 
business strategy of 
being financier and 
project executor 
failing. Ironically, 
though, even the 
covenant could not 
protect it from 
infrastructure 
lending risks

1.  Government of Tamil Nadu has offered to sell by auction the
Re-issue of 6.95% Tamil Nadu State Development Loan 2031 
for Rs.2500.00 crore. Securities will be issued for a minimum 
nominal amount of Rs.10,000/- and multiples of Rs.10,000/- 
thereafter.  Auction which will be price-based under multiple 
price format will be conducted by Reserve Bank of India at 
Mumbai Office (Fort) on February 23, 2021.

2. The Government Stock upto 10% of the notified amount of 
the sale will be allotted to eligible individuals and institutions 
subject to a maximum limit of 1% of its notified amount for 
a single bid as per the Revised Scheme for Non-competitive
Bidding facility in the Auctions of State Government Securities 
of the General Notification (Annexure II).  Under the scheme,
an investor can submit a single bid only through a Bank or a 
Primary Dealer.

3. Interested persons may submit bids in electronic format on the 
Reserve Bank of India Core Banking Solution (E-Kuber) System 
as stated below on February 23, 2021.
a) The competitive bids shall be submitted electronically on 

the Reserve Bank of India Core Banking Solution (E-Kuber) 
System between 10.30 A.M. and 11.30 A.M.

b)  The non-competitive bids shall be submitted electronically 
on the Reserve Bank of India Core Banking Solution (E-Kuber) 
System between 10.30 A.M. and 11.00 A.M.

4. The price expected by the bidder should be expressed up to 
two decimal points.  An investor can submit more than one
competitive bid at different rates in electronic format on the
Reserve Bank of India Core Banking Solution (E-Kuber) System. 
However, the aggregate amount of bids submitted by a person 
should not exceed the notified amount.

5. The result of auction will be displayed by Reserve Bank of 
India on its website on February 23, 2021. Successful bidders 
should deposit the price amount of Stock covered by their 
bids by means of a Bankers’ Cheque or Demand Draft payable 
at Reserve Bank of India, Mumbai (Fort) or Chennai on 
February 24, 2021 before the close of banking hours.

6. The Government Stock will bear interest at the rate of 6.95% 
per annum paid half yearly on August 17 and February 17. The 
Stock will be governed by the provisions of the Government 
Securities Act, 2006 and Government Securities Regulations,
2007.  

7. The stocks will qualify for ready forward facility.
8. For other details please see the notifications of Government 

of Tamil Nadu Specific Notification No.531(L)/W&M-II/2021
dated February 18, 2021.

GOVERNMENT OF TAMIL NADU
Re-issue of 6.95% Tamil Nadu State Development Loan 2031

DIPR/312/DISPLAY/2021

S. KRISHNAN,
 Additional Chief Secretary to Government,

Finance Department, Chennai-9


