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Long-Term Issuer Rating IND AAA Core to IL&FS: India Ratings & Research (Ind-Ra) has equated the ratings of IL&FS Financial

Short-Term | Rati IND A1 . . . . . . . .

Lor?g_T:,rm Dsjg‘f’ aing IND AAZ Services Ltd. (I-Fin) with those of its parent - Infrastructure Leasing & Financial Services Ltd.

Lower Tier 2 Subordinated Debt  IND AAA (IL&FS, ‘IND AAA’/Stable), as it is deemed core to the parent’s business. I-Fin’s strong and

Short-Term Debt IND A1+ . o . . . . .

experienced debt syndication desk provides assistance to the entire IL&FS group, including
Outlook critical support to the project development business, boosting IL&FS’s competitiveness in the
Long-Term Issuer Rating Stable infrastructure space. I-Fin also accounts for majority of dividend received by IL&FS from group
companies.

Financial Data

IL&FS Financial Services Ltd. Strong Linkages: I-Fin’s treasury and risk management are centralised at IL&FS and with
31 Mar 14 31 Mar 13 strong overall oversight by the parent. Six of I-Fin’s seven non-executive directors are from

Total assets (USDm) 23250 23789 | &FS. IL&FS also takes active interest in the discussions on the company’s large exposures. |-

Total assets (INRm)  138,935.7 129,294.4 o ] ] o

Total equity (INRm) 18,080.0 17,383.7 Fin is 100% owned by IL&FS and IL&FS’s management intends to continue to retain it as a

Net i INR 2,650.8  3,496.1 .

REKX‘}%’;E( m) 20 59  Wholly owned subsidiary.

ROAE (%) 15.0 20.9

Equity/assets (%) 13.0 13.5
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Modest Asset Quality: I-Fin’s credit exposures reflect high single name concentration (top 10
exposures comprised 140% of the equity as on March 2014) and a slightly higher risk appetite.
The company takes significant high yielding exposure both in loans as well as investments,
mostly backed by healthy collaterals, and then actively manages those exposures through
careful oversight.

In line with general economic stress, I-Fin's stressed assets increased with total stressed
assets increasing to 4.1% of loans and investments in FY14 (2.4% in FY13). The stressed
assets may see further build-up if the economic conditions remain sluggish, especially given
the substantial amount of exposure at more than 90dpd. This could also impact the credit cost
and investment losses which have already seen a spike in spite of low specific GNPLs
provision coverage (FY14: 22%). The updated guidelines from RBI which require a gradual
shift to 90dpd NPLs recognition by FY18 may significantly push the credit costs up during the
transition phase.

The rise in NPLs together with low provision coverage resulted in net NPLs to equity increasing
to 10.4% in FY14 (4.8% in FY13). The company however maintains contingency provisions
(FY14: 16.7% of equity) which provide a buffer for higher losses on stressed assets.

Modest Growth to Support Capitalization: I-Fin’s current capitalisation (FY14 Tier 1:14.1%,
equity to assets at 13.0%) together with its internal accruals should be able to support its
modest loan growth target for FY15. The updated guidelines from RBI requiring the minimum
tier 1 capital at 10% from FY18 is unlikely to have any immediate impact as the company
operates at a level higher than the minimum prescribed in the revised guidelines. Nevertheless,
the shift to higher growth is likely to entail demand on capital especially in view of its moderate
internal accruals.

Diversity of Revenue: I-Fin earns a significant proportion of its revenue from fee income
generated by its non-fund businesses (debt syndication and advisory business). Both of which
support I-Fin’s profitability as well as add to diversity. Nevertheless, this revenue has higher
cyclicality and has declined in the recent years, adding volatility to profitability.
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Rating FI Subsidiaries and Holding Companies
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Rating of Bank Legacy Hybrids and Sub-Debt
(September 2012)

Financial Institutions

Wholesale Funding: I-Fin is largely dependent on banks for its funding requirement, which is
spread over multiple banks with no large concentration. The proportion of debt market funding
is modest though has improved in FY14. Liquidity is supported by a matched funding profile.

Rating Sensitivities

Group Linkages: Any significant dilution in I-Fin’s importance to IL&FS or a sizeable reduction
in shareholding, leading to a reappraisal of I-Fin’s core status, could lead to a difference
between I-Fin’s rating and that of IL&FS.
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Income Statement Analysis
(Stand Alone Financials)

Financial Institutions

Source: I-Fin

31-Mar-14 31-Mar-13 31-Mar-12 31-Mar-11
Year End INRm Average INRm Average INRmM Average INRmM Average
USDm Earning Assets Earning Assets Earning Assets Earning Assets

1. Interest earned 266.3 15,9125 12.9 15,490.2 137 11,830.2 13.1 7,768.6 11.9
2. Interest expended 193.4 11,554.7 9.4 11,188.3 9.9 8,602.0 9.6 4,552.4 7.0
3. NET INTEREST REVENUE 72.9 4,357.9 35 4,301.9 338 32283 36 3,216.2 49
4. Other Operating Income 374 2,237.3 18 2,060.8 18 2,448.9 27 3,287.2 5.0
5. Personnel Expenses 9.2 550.2 0.4 597.2 0.5 5455 0.6 466.9 0.7
6. Operating Expenses 153 916.7 0.7 763.0" 0.7 598.6 0.7 666.7 1.0
7. Pre-Provision Operating Profit 85.8 5,128.2 4.2 5,002.5 4.4 4,533.0 5.0 5,369.8 8.2
8. Provisions for Losses & Contingencies 26.4 15775 1.3 499.4% 0.4 759.8 0.8 662.3 1.0
9. Operating Profit after Provisions 59.4 3,550.8 29 4,503.1 4.0 3,773.2 4.2 4,707.5 7.2
10. Other Non-operating Income - - - -
11. Exceptional tems - - - -
12. Pre-Tax Profit 59.4 3,550.8 29 4,503.1 4.0 3,773.2 4.2 4,707.5 72
13. Taxes 15.1 900.0 0.7 1,007.0 0.9 1,215.7 1.4 1,450.8 22
14. Net Income 44.4 2,650.8 22 3,496.1 3.1 2,557.5 2.8 3,256.7 5.0
RATIO ANALYSIS 31-Mar-14 31-Mar-13 31-Mar-12 31-Mar-11
I. PROFITABILITY

1. Net Income/Equity (avg.) % 14.9 209 16.3 224

2. Net Income/Total Assets (avg.) % 2.0 29 2.6 4.3

3. Non-interest Expenses/Net Interest Revenue + Other Op. Income % 222 214 20.2 17.4

4. Net Interest Revenue/Total Assets (avg.) % 3.2 3.6 33 4.3

5. Pre-provision Operating Profit/Total Assets (avg.) % 3.8 4.1 4.6 7.1

6. Operating Profit after Provision/Total Assets (avg.) % 26 37 3.8 6.2

7. Interest Expenses/Total Borrow ings (avg.) % 10.7 11.6 11.4 8.4
Il. CAPITAL ADEQUACY

1. Net Profit - Dividends/Prior Period Equity % 54 10.1 5.6 11.0

2. Equity/Total Assets % 13.0 13.4 14.4 18.2

3. Equity/Loans % 20.2 19.4 217 31.0

4. Tier - | Capital Ratio % 14.1 14.2 15.2 19.9

5. Tier - Il Capital Ratio % 75 7.8 5.0 13

6. Senior Debt/Total Capital times 4.0 3.8 4.2 4.0

7. Short term borrow ings/Total Borrow ings % 19.2 16.3 16.8 275
lll. ASSET QUALITY

1. Provision for losses/avg. Earning Assets % 1.3 0.4 0.8 1.0

2. Provision for loan losses/Pre-provision operating Profit % 30.8 10.0 16.8 12.3

3. Gross NPLs/Gross Loans + Debentures % 2.6 11 0.7 18

4. Loan loss Reserves(incl. contingency)/Gross NPLs % 146.5 287.5 482.7 207.3

5. Net NPLs/Equity % 10.4 4.8 23 5.6

IL&FS Financial Services Ltd
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Balance Sheet Analysis
(Stand alone financials)

31 Mar 14 31 Mar 13 31 Mar 12 31 Mar 11
Year End Year End As %of Year End As %of Year End As %of Year End As %of
USDm INRmM Assets INRmM Assets INRm Assets INRmM Assets

A. LOANS

1. Secured Loans 1,279.0 76,429.6 55.01 85,933.0 66.46 70,637.1 62.97 46,778.0 55.70

2. Unsecured Loans 229.3 13,7019 9.86 3,756.7 291 3,604.7 3.21 2,667.6 3.18

3. Hire Purchase Assets - - - - -

4. Financial Leases - - - - -

5. Bills Discounted - - - - -

6. (Loan Loss Reserves) 9.2 548.4 0.39 207.6 0.16 136.6 0.12 113.9 0.14

TOTAL A 1,499.1 89,583.1 64.48 89,482.0 69.21 74,105.2 66.06 49,331.7 58.75
B. OTHER EARNING ASSETS

1. Debentures 149.8 8,953.7 6.44  9,150.1 7.08 94714 8.44  8,076.8 9.62

2. Other Investments 4446  26,567.1 19.12 22,482.6 17.39 21,909.0 19.53 17,090.7 20.35

3. Operating Leases n.a - - - -

TOTAL B 594.4  35,520.8 25.57 31,632.7 24.47 31,380.4 27.97 25,167.4 29.97
C. TOTAL EARNING ASSETS (A+B) 2,093.5 125,103.8 90.04 121,114.7 93.67 105,485.6 94.04 74,499.1 88.71
D. FIXED ASSETS 11 67.0 0.05 91.1 0.07 107.3 0.10 156.0 0.19
E. NON-EARNING ASSETS

1. Cash 91.6 5,476.3 3.94 1950.1 1.51 1,107.3 0.99 3,319.2 3.95

2. Others 138.7 8,288.6 597 6,1385 475 5,474.0 4.88 6,001.6 7.15
F. TOTAL ASSETS 2,325.0 138,935.7 100.00 129,294.4 100.00 112,174.1 100.00 83,975.9 100.00
G. SHORT-TERM FUNDING

1. Unsecured 260.9 15,593.3 11.22 11,535.9 8.92 9,108.8 8.12 12,530.5 14.92

2. Secured 99.3 5,934.7 427 5,379.9 4,16 5,753.6 5.13 4,434.6 5.28
H. LONG-TERM DEBT DUE IN ONE YEAR - 27,810.8 20.02 24,044.1 18.60 - -
l. LONG-TERM FUNDING

1. Long term borrow ings 9135 54,590.2 39.29 54,9475 42.50 69,689.9 62.13 44,810.0 53.36

2. Public Deposits - - - - -

3. Subordinated Debt 133.9 8,000.0 5.76  8,000.0 6.19  4,000.0 3.57 -

TOTAL | 1,047.4 62,590.2 45.05 62,9475 48.69 73,689.9 65.69 44,810.0 53.36
J. OTHER (Non-interest bearing) 34.2 2,042.4 1.47  1,698.7 1.31 1,920.6 1.71 1,735.6 2.07
K. PROVISIONS 115.2 6,884.3 496 6,304.7 488 5,585.8 4.98 5,160.7 6.15
L. EQUITY 302.6 18,080.0 13.01 17,383.7 13.45 16,115.5 14.37 15,304.5 18.22
M. TOTAL LIABILITIES & EQUITY 2,325.0 138,935.7 100.00 129,294.4 100.00 112,174.1 100.00 83,975.9 100.00
Exchange Rate )1 =59.758
Source: I-Fin
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The ratings above were solicited by, or on behalf of, the issuer, and therefore, India
Ratings and Research has been compensated for the provision of the ratings.

ALL CREDIT RATINGS ASSIGNED BY INDIA RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS
LINK: HTTP://WWW.INDIARATINGS.CO.IN/UNDERSTANDINGCREDITRATINGS.JSP IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE
AGENCY'S PUBLIC WEBSITE WWW.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. INDIA RATINGS' CODE OF
CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE,
AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE
OF CONDUCT SECTION OF THIS SITE.

Copyright © 2014 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.Telephone: 1-800-753-4824, (212)
908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights reserved. In
issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch
believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a
given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will
vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security
is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of the
issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and
competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of
other factors. Users of Fitch’s ratings should understand that neither an enhanced factual investigation nor any third-party verification can
ensure that all of the information Fitch relies on in connection with a rating will be accurate and complete. Ultimately, the issuer and its
advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports.
In issuing its ratings Fitch must rely on the work of experts, including independent auditors with respect to financial statements and attorneys
with respect to legal and tax matters. Further, ratings are inherently forward-looking and embody assumptions and predictions about future
events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings can be affected by future
events or conditions that were not anticipated at the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is continuously evaluating and
updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating.
The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged
in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are
not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is
neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in
connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch.
Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of
payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating
securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch
will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial Services and Markets Act 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be
available to electronic subscribers up to three days earlier than to print subscribers.
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