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INTRODUCTION

I, the Chairperson, Committee on Public Undertakings (2022-23) having been
authorized by the Committee to submit the Report on their behalf, present this
Nineteenth Report on ‘Review of Loans to Road Projects relating to India Infrastructure
Finance Company Limited (lIFCL) (Based on C&AG Audit Para No. 5.1 of Report No.18
of 2020).

2. The Committee on Public Undertakings (2021-22) selected the above said
subject for detailed examination. As the examination of the subject remained
inconclusive during the term of the Committee on Public Undertakings (2021-22), the
present Committee (2022-23) decided to carry forward the subject so as to complete the
unfinished task.

3. The Committee on Public Undertakings (2021-22) were initially briefed about the
subject by the representatives of the C&AG on 8"December, 2021. The Committee then
took evidence of the representatives of India Infrastructure Finance Company Limited
and Ministry of Finance (Department of Financial Services) on 4™ January, 2022 and
12™ January, 2022 respectively.

4. The Committee (2022-23) considered and adopted the draft Report at their sitting
held on 23 February, 2023.

5. The Committee wish to express their thanks to the representatives of India
Infrastructure Finance Company Limited and Ministry of Finance (Department of
Financial Services) for tendering evidence before them and furnishing the requisite
information in connection with examination of the subject.

6. The Committee would also like to place on record their appreciation for the
assistance rendered to them in the matter by the Office of the Comptroller and Auditor
General of India.

7. For facilty of reference and convenience, the Observations and
Recommendations of the Committee have been printed in bold letters in Part-Il of the
Report.

New Delhi; SANTOSH KUMAR GANGWAR
6 March, 2023 Chairperson

15 Phalguna , 1944(S) Committee on Public Undertakings
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REPORT
PART-I

L. BACKGROUND

India Infrastructure Finance Company Limited (IIFCL) is a public sector financial
institution established in January 2006 that is wholly owned by the Government of India.
The Company is mandated and governed by the Central Government approved
Scheme more commonly known as ‘SIFTI’. As per SIFTI, IIFCL is mandated to extend
its financial assistance only as a part of Consortium of Lenders with its maximum
exposure only up to 20% of the Project Cost. The sectors eligible for financial
assistance from I|IFCL broadly include transportation, energy, water, sanitation,
communication and social & commercial infrastructure. As per SIFTI, IIFCL has been
directed to follow the Lead Lender in the Consortium of Lenders in so far as Appraisal,
Sanctions, Disbursements and Monitoring of projects are concerned. The resources for
carrying out the loan activities are raised by IIFCL through bonds and loans from
domestic sources and lines of credit from external sources like Asian Development
Bank and World Bank, etc. As per the Department of Financial Services, IIFCL is
registered as a NBFC-ND-IFC with the Reserve Bank of India since September, 2013
and follows the applicable prudential norms of RBI.

2. The Committee have been informed that while SIFTI was introduced in 2006, the
Scheme has so far undergone ten revised versions since its inception, with the
recommendations of Empowered Committee of Secretaries to the Government of India
and with the approval of the Finance Minister, as laid out in the scheme. These ten
revisions were effected based on the experience of IIFCL in the dynamics of the
evolving infrastructure financing environment. While initially, IIFCL was authorized to
extend financial assistance to green field infrastructure projects, the later revisions of
SIFTI has enabled IIFCL to emerge well as a specialized innovative lender covering not
only green field projects through direct lending, but also brown field projects and
Infrastructure Investment Trusts (INVITs), and extend financial assistance in the form of
newer financial products such as Sub-ordinate Debt, Take-out Finance and Credit

Enhancements. The Company has also now been able to foray into the Bond markets



for assisting project SPVs/INVITs in respect of completed projects, in order to enable
them to reduce their cost of debt.

3. Highlighting the performance of the Company, MD, IIFCL during the course of the
evidence on 04.01.2022 deposed before the Committee as under:

“Our net worth is about Rs. 11,402 crore now. We have an authorised capital
of Rs. 10,000 crore. We have received Rs. 9,999.92 crore as paid-up capital
from the Government; and our repatriations to the Government by way of
dividends, taxes, guarantee fee etc., has been Rs. 4,156 crore. We have
made a surplus of Rs. 1,400 crore. We have done our projects. Today, our
impact has been that we have sanctioned 500 PPP projects with 26 per cent
public private partnerships. We have financed over 28,000 kilometres which
is 17 per cent India’s highway capacities. We have sanctioned over Rs.
12,000 crore for 72 projects as far as hybrid annuity model is concerned. In
airports, energy, ports and other sectors also, we have participated very well.
Our profitability, our cumulative sanctions and disbursements have gone to
the order of Rs. 1,74,000 crore; and Rs. 84,000 crore as far as disbursement
is concerned. Profitability today is about Rs. 763 crore profit before tax, and it
is Rs. 651 crore profit after tax”.

Para 5.1 - Review of Loans to Road Projects

4. IIFCL provides loans to road projects being executed under Public-Private
Partnership (PPP) model, based on Concession Agreement (CA) signed between a
Concessionaire (the developer) and a Concessioning Authority i.e. National Highways
Authority of India (NHAI) / State Government Agencies. Key features of the Concession
agreement mainly includes, Land Acquisition And Approvals, Local Taxes And Levies
Concession Fee, Tolling Arrangements, Revenue Shortfall Loans, Competition, Step-In
Right, Termination Rights And Property Taxes etc. Financing activities of |IFCL were
largely concentrated in road sector as it has 44 per cent road sector projects which as
on March 2019, is about Rs.31,051 crore of its portfolio. As per para 5.1 of the Audit
report, Gross non-performing assets (NPA) in road sector was Rs.5,187 crore which is
37.25 per cent of the amount that was outstanding as on 31 March 2019 and the net
NPA in road sector was much higher at 17.84 per cent against internally approved
overall limit for net NPA at 2.75 per cent of total loan outstanding across all sectors.

From the loan accounts of IIFCL, Audit observed that the deficiencies in sanctioning,
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disbursement and restructuring of loans of several road projects financed by IIFCL
resulted in huge NPA. These road projects include Barasat Krishnanagar Expressway
Limited, (BKEL) Sidhi Singrauli Road Projects Limited, (SSRPL), Haridwar Highways
Projects Limited(HHPL),DA Toll Road Limited(DTRL), Bareilly Highway Projects
Limited(BHPL), Concast Path Bameetha Satna Road Projects Private
Limited(CPBSRPL), etc. and many Toll ways.

5. In view of the deteriorating position of NPAs pertaining to loan accounts of road
projects, CAG selected to review the mechanism in vogue for sanction, disbursement,
restructuring and monitoring of loans of road projects by IIFCL during the period 2016-
17 to 2018-19. The Audit sample was selected based on Stratified Random Sampling
Method using IDEA from the total disbursements made as indicated below:

Categories of loan cases during 2016- | Total no. of | No of loan | % age
17 to 2018-19 loan cases | cases
selected

NPA cases 49 9 18
Disbursement only 33 9* 27
Sanction having disbursement 12 3 25
Prepayment 32 4 12
Restructuring 4 3 75
Sanction only 18 4 22
Total 148 32 21

*

includes one case under Take out Finance Scheme. All other selected cases are under
Direct Lending Scheme

6. Out of the aforesaid 32 cases, Audit has commented on 24 cases as in four
cases, the borrowers have fully paid the loans and in other four cases of sanctioned
loan, no Lending Confirmation Notice (LCN) was received till completion of field audit.
The major Audit observations/ findings on 24 loan cases are given in the succeeding
paragraphs of the Report.

7. On the findings of the Audit, the Additional Secretary, Ministry of Finance
(Department of Financial Services), during the course of evidence on 24.01.2022,

shared his views as under :

“TR, ST 24 9NV F Segla Hifoe H [T & 37 24 gawvn H S Gafdd
IRIISTATT o, & F7 2006 & 2015 FI 3afer dr o 3K & FEId: d5 & &7 &
-3-



&ff) &7 St HEF & &T F GRATAT off, AFerT I G g F - vE e
HSeT Q¢ AR off, Sl Gleer® Higde Gianfad (i) & dgd odf 3R gadr
SHAGRIT GiSiFe Fiedade (5HH) FHser o7 f1 &fFer ifQarer A3idt #Hser &
oft) 3T Hisel F dgT S FEUT UIMHS SRT AT SIar 8, 3HqFT 5 Hgef
FAT TIhHE & Hiser HavT AT (THHAT) & Tg ool §I5a IHURET JHH
31397 (TATEUITS) H ST AT 4T S Hisel @ dgd Sl HUT FT HIIAIA EleAl
gIaT o1, Gg el FelFed @ GaRT YAl T U1/ Elel FHolaered Hel-der ey
/?737‘#5/3753{735 FFIf@ 391 clld dl & felar 3N Gisiee & 3o 8 & 13,
AfFT 3 G [FdaAr el Hea, Tg W FIFr A Tg §1 Tw sfasy & gfa
79 G &1 dg aedd H AT AT el HOI, d SHH U a7 Rew 81
37y F Gl FT SIEH I AT H FIHT FG # 3T g3 & fAEH Flg
1AfET AR 9X @ g1 Tl SH Hisel FI HEF Fid I8 U [ g GRT FT GRT
S Rew & & FFUAIT a1, ST Fledde ST U, 39 FW Jg GRT F NI
SI@H &r] RIeft FHFTT 3031 303 FIR Fls @977 7@l 41/ 3 & FHW [
fFFAGRY off 3 FegaroeT & GRTT S ST FHEAIT JTOH, S SISt g &
GIIGRUT IT FI565 lIsE IT BREC H1 SIl [FT2Re gred a1 & Ir 357l & ar3
FINg RrFe gl &, glefeldh ffFeTr gidt & 3 & sl 36 & G877 31t off
Safa & WFRT GrR F M 8, Tod WFRI H I FO HAHA H g WBR
$I1 3 @A & I Fz HIF07 751 41, TG 393 @[ F [ [GFAGRT 3R
GRIAGN FHUAIT F FG¢ 4T/

&, 3H Fid & Y% H § 67 BRFT QT a4, a8 M A5 zradic
AFAET & grea giad & giside g4 & §ig F3 HIHG H aRdfdsar 398 a3
[Bear AFen, a & & [Egfaar of) o [Ffa # sia 3@ geid 8, AT &,
@t 3Fer & TR-gIa GiSiFew felv) 3 3GH & vF H giGde H FT fFes)
FRUN & 3GH OH 3715 3T 75 dF 3G AT GHaT T gistFed # gfaa
gr St &t sEferT St giside e 3l M Tor IET &, JET T 3 wisiee @ oIl
T 3o 3T o, 3EF 37 A 38 F3E A A o sHAT § dEeT A
SHHT STIGH FHIAT 41| JgT HRUT 97 [3 37 &7 H &GS TTdiv 77/

&7, & S a1 qiAfa & GHE 3G g Ve § gg Jg & & 3 a1a siifae
H 3e13 a3 8 S [ acwar 8 Blasa & dqfia & sk st o sedl gee
QfFedw & Faftd & d 9 HT H [Feger qifad & dfder sad &G Heq
FHEIC off, TF Hser I FLFANT H HERHT Af IR 3aH S FThFT o,
3H H o] vAdiv FT GHEG FRU, IGIIT §H G5] HIAHH IHTAT, g GEiTd
AT, 3G §H EH AUl Fg AT H FUR FX b &, Afded HET HRT
AISeT & 3T GHT A, T fF GBI F G #I GHAG] F Hegdrerd HT
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39T Hged 3N SR & 3H Fid # §H [doghel g 8] FE o & 19 a5 3T &
g7 781 & dfder # vF ger Jg @AT TIE IET AT @ Hlser H HAIT A

8. The Committee on Public Undertakings during its term 2021-22 selected the
aforesaid Para no. 5.1 of CAG Report No. 18 of 2020 for examination and Report to
Parliament. The Committee during the course of examination of the subject, heard the
views of the Officers from C&AG, IIFCL and also the Officers from the Ministry of
Finance (Department of Financial Services) before finalizing its Report. The
observations and findings of the audit have been dealt by the Committee in subsequent

chapters of the Report.

Il AUDIT OBSERVATIONS

A. Para 5.1.2.1 - Failure to ensure availability of land/ Right of Way
(RoW) to the concessionaires
9. Audit observed that in road financing, the lenders (IIFCL and Banks) have
negligible physical security against the loan dues as the main assets of the project
i.e. land, road and other structures thereon, constructed by the concessionaire
(borrower) are owned by the Concessioning Authority (mainly NHAI). The loan is
serviced mainly from toll revenue generated from operations of commercially viable
road projects completed under BOT model. Hence if toll revenue does not start and
yield the requisite revenue, the loan becomes unserviceable and NPA. In case the
project remains incomplete for any reason, there exists inter alia no mechanism in the
Concession Agreement (CA) to compensate the borrower for the work done so that the

lenders are paid their dues as discussed below:

(a) If Concession Agreement (CA) is terminated by Concessioning Authority
(NHAI) for Concessionaire’s (Contractor) default, a termination payment
(equivalent to 90 per cent of debt dues) would be payable by the
Concessioning Authority to the Concessionaire provided the project is issued
the Project Completion Certificate/Provisional Project Completion Certificate i.e.
Certificate  of Provisional Commercial Operation Date (PCOD) by
Concessioning Authority. PCOD is issued by the Concessioning Authority only
after completion of atleast 75 per cent work on the project, thereby permitting the
Concessionaire to collect toll revenue from operations of the project, pending
completion.

-5-



(b) the Appointed Date, which shall also be deemed to be the date of
commencement of concession period, shall generally be fixed only on or
after each and every condition precedent to the CA including availability of
unencumbered Right of Way(RoW) to the land to the Concessionaire to the
extent of at least 80 per cent of the total area of project is either satisfied or
waived off by the Concessioning Authority.
10. Audit in their report pointed out that these aforesaid provisions in the CA
increases the risk level of the road projects if the Concessionaire commences
the work in the project before having possession of the required RoW and the project
is unable to achieve PCOD. Further, the condition for availability of minimum 80 per
cent RoW before first disbursement was stipulated in 14 cases (58 per cent)
examined in Audit, while the condition of 100 per cent RoW for loan disbursement
after appointed date was found included in only two cases (eight per cent). In six
cases, the pre-disbursement conditions of Common Loan Agreements (CLAs) either did
not quantify (i.e. stipulated only ‘reasonable availability of RoW’) or did not include any
specific clause on the issue of requirement of RoW. As a result, the loan was
sanctioned without mitigating the risk of non-availability of atleast 80 per cent RoW of
the project on appointed date before disbursement of first loan instalment and it was
one of the main reasons that out of six loans, three loans amounting to Rs. 674.35 crore
turned into NPA and one loan related to NJTBPL had to be restructured. These four

cases are indicated as under:

Sl. Name of Name of project | Length | Provision of Actual Date & amount
No. | contractor of road | availability of | availability of of first
in KM | RoW in CA as |RoW at the time| disbursement
on Appointed of first Date
Date disbursementby
in per cent lIFCL
in per cent
1 IIGTL 4 laning of 155.15 80 51.43 January 2011
Indore to Guijarat
2 BKEL® 4 lane highway onl 84.317 80 14.73 December 2011
the Barasat-|
Krishnagar
3 BHPL 2 lane road on NH24| 151 80 72 June 2011
from Bareilly to
Sitapur
4 NJTBPL Development of a 50.943 80 23.55 August 2012
Greenfield alignment
connecting NH-31




11.  Besides this, in other two loan cases i.e. DA Toll Road Limited (DATRL) and
Pune Satara Toll Road Pvt. Limited (PSTPL), due to non-availability of RoW, the projects
got delayed and the loans had to be restructured thrice with extension of time for
original Scheduled Commercial Operational Date(COD) (as per CLA) from January and
April 2016 to January and April 2019 in respect of DATRL and PSTPL respectively.
The loan of IIFCL amounting to Rs. 591.78 crore (DATRL: Rs. 400 crore, PSTPL: Rs.

191.78 crore) in the projects was still at high risk.

12. Audit observed that IIFCL continued to disburse the loan despite NHAI not
making available the balance land within six months of appointed date or descoping the
work on non-available land, which is indicative of the fact that lenders including IIFCL
did not adequately protect their interest before disbursement of loan. Therefore out of
the 6 cases, 3 loans amounting to Rs. 674.35 crore turned into NPA.

13. In May 2020, IIFCL, in response to the aforesaid Audit observation stated that
NHAI has been declaring Appointed Date without complying with agreed terms of
providing RoW. Besides, NHAI often declares availability of RoW at 3C/3D stage
whereas the RoW is supposed to be declared at 3G/3H stage. In case of Bareilly
Highways Projects Limited (BHPL) and Barasat Krishnagar Expressway Limited
(BKEL), NHAI neither made the balance RoW available within six months of Appointed
Date nor de-scoped the RoW, which was not made available, resulting in erosion of
viability of the road project. NHAI delayed handing over of RoW in case of IIGTL while in
case of Navayuga Jhanvi Toll Bridge Private Limited (NJTBPL), it failed to fulfill its duty
to provide RoW within the scheduled period, which adversely affected the project. IIFCL
added that as per SIFTI, it was supposed to follow the appraisal carried out and
disbursements made by the lead bank, which was adhered to by [IFCL. The Ministry in

June 2020 endorsed to the views of the Management.

14.  Audit further pointed out that the reply of IIFCL is to be viewed against the fact
that as per SIFTI, IIFCL is to finance viable projects only. Without the required
unencumbered RoW for construction of road, the viability of the project cannot be

established and that to itself is a risk. IIFCL was required to safeguard its interest by

-7



ensuring inclusion of suitable pre-disbursement clauses in the CLA on pre-availability of
RoW and its compliance to mitigate the risk, which was not done.

15. When enquired by the Committee as to why IIFCL did not work to protect its
interest by incorporating suitable pre-disbursement clauses in the Common Lending
Agreement on pre-availability of Right of Way and its compliance to mitigate the risk,

[IFCL in this regard submitted as below:

“All such sanctioned terms and conditions are laid out in the Common Loan
Agreements (CLAs) and Inter Creditor Agreements (ICAs) which all lenders in the
Consortium are signatories to. As per the prevalent practice in the country, in any
Consortium Lending, the Lead Bank assumes the responsibilities of being the
central information repository and for the purpose of coordination of the
monitoring, disbursements and any other issues that may arise during the course
of project implementation. Accordingly, the other lenders in the Consortium rely on
the central Lead Bank and follow the Lead Bank in the process. The Lead Bank
appoints service providers such as Lenders Independent Engineers (LIE),
Chartered Accountants and Financial Advisors, Lenders Legal Counsel, etc. for the
purpose of closer monitoring of the project implementation. Through these
agencies, the project monitoring is closely carried out by the Lead Bank. The other
lenders in the consortium are kept informed by the Lead Bank about the
developments in the regular meetings of the Consortium, and by way of other
communications.”

16.  On the aforesaid issue, MD, IIFCL during the course of evidence on 04.01.2022
clarified as under:

“The evolution of the road sector in 2015 onwards, saw the first constitution
of the Kelkar Committee after which the recommendations were done by the
Kelkar Committee. It included addressing most of the issues which | just
mentioned before including the arresting the time overruns, bringing about
the reforms in the concession contracts and instituting instruments for long-
term lending and all that. Then 2016 saw the introduction of hybrid annuity
models. Process like 80 per cent ROW which was introduced as a must for
project preparation because eatrlier, the projects could be prepared even with
lesser than 50 per cent of land acquired. This was the stage when we saw
the compulsory land acquisition before preparation of projects, which was
instituted in the Concession Agreement itself. “

17.  Audit however did not find the response of IIFCL satisfactory, It further observed
that IIFCL didn’t ensure viability of the project and failed to explain as to why adequate
pre-disbursement clauses were not brought into the CLAs. Regarding reliance on lead

-8-



bank’s appraisal, Audit further pointed out that the Inter Creditor Agreements (ICA) had
a ‘no reliance’ clause which provided that the lenders had to undertake their own
assessment. As per SIFTI, IIFCL’s borrowings may be guaranteed by Government of
India. Hence, it becomes imperative that IIFCL undertakes risk assessment
comprehensively to mitigate risks and adequately provides for and enforces conditions

in this regard in contracts/agreements.

B. Issues related to Non Performing Assets (NPAs)

18.  When the Committee asked about the Non Performing Assets of the Company,
IIFCL in a written note informed that the Company’s Gross NPA was 13.90% and Net
NPA was 5.39% as on 31st March 2021 out of the total loan book of Rs. 36688.89 crore.
[IFCL further informed the Committee that the top ten non-performing accounts with the

Company and the status of recovery/ resolution of the loans was as under:

S. No. Project Name Resolution status
1 Jaypee Infratech Ltd. Case in NCLT
2 Corporate Power Ltd (Phase | & Phase Il) | Debt Assigned to ARC
3 MEP Infrastructure Pvt. Ltd Resolution Plan in progress
4 Essar Power Gujarat Resolution Plan in progress
5 Barwa Adda Expressway Ltd Resolution Plan in progress
6 GVK Power (Govindwal Sahib) Ltd Resolution Plan in progress
Sai Matarini Tollways Ltd (SMTL) Request for release of Termination Payment
7 sought from NHAI
IVRCL Indore Guijarat Tollways Ltd. Request for release of Termination Payment
8 sought from NHAI
9 Bareilly Highways Project Ltd Case in Debt Recovery Tribunal (DRT)
10 KVK Nilachal Power Pvt. Ltd. Case in NCLT

19.  When asked about the measures taken to address issues related to NPAs, [IFCL
informed that it has put in place a Board approved NPA Management Policy which lays
out the Directions and Guidelines for time-bound resolution of NPA by taking proactive
actions towards close monitoring, constant follow-up and evolving suitable modes for
early resolution/recovery of dues in line with the prescribed norm/ guidelines of Reserve
Bank of India (RBI) and other applicable statutory/ regulatory authorities or directions

from the Central Government. Besides that, IIFCL follows various avenues for resolution
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|/ recovery, which are generally to be exercised in line with the Lead Bank / Lenders

Consortium, as under:

20.

“(a) Resolution plan, inter-alia, involving cost overrun financing, restructuring,
change in management, refinancing etc.

(b) Restructuring involving deferment of principal and interest repayments, funding
of interest, carving out unsustainable portion into various debt instruments etc.

(c) Last mile financing / Cost overrun funding / One Time Fund Infusion (OTFI) in
road projects

(d) Exit strategies
(e) One Time Settlement (OTS) / Negotiated Settlement / Compromise Settlement

(f) Legal Action & recovery including reference to NCLT under Insolvency and
Bankruptcy Code (IBC) and Debt Recovery Tribunals.

(9) Sell down to Asset Reconstruction Company (India) Limited and / or any other
Asset Reconstruction Company (ARC) / other entities.

(h) Follow up with Authorities for Termination Payments.”

In addition to these measures, |IFCL in a written note informed that it has set up

a specialized Recovery and NPA Management Department and has strengthened this

department with officers with specialized skills in recovery and NPA management. The

capacities of this functions were further strengthened with external experts including an

independent High Level Advisory Committee which is chaired by retired Honourable

Judge of the Madras High Court and two former Executive (Whole-time) Directors of

Public Sector Banks and Financial Institutions.

21.

On the issue of Non Performing Assets, MD, IIFCL during the course of evidence

on 04.01.2022, further clarified as under:

“The asset quality has improved substantially. We were having an NPA of
19.7 % which has reduced to 13.9 % last year and 5.39 % net last year. The
RBI had given us time till 2024 to achieve these figures. But we have
achieved it last year itself. The majority of asset quality, which was about 63
per cent BBB and low quality assets, has decreased to 42 per cent. Thirty-
two per cent of our assets which were AAA to A, high quality assets, has
risen to 58 per cent right now. That means, our high quality asset is 58 per
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cent. Recoveries have improved. We were having a lot of problems in
recoveries because termination payments were not forthcoming from the
NHAI and other concessionary authorities. Last year, we made a headway.
Now, it is Rs. 1,700 crore. We have also put a high level committee for
assisting us in the non-performing assets and reducing the NPAs. Those
outcomes are all being seen.”

22. MDD, IIFCL during the aforesaid evidence before the Committee explained about
the problems faced regarding Termination payments as under:

“The other part is termination payments. Termination payment has been a
major issue for us. The termination payments have not been forthcoming. It is
only in the last year that we have started demanding termination payments
from the NHAI. So, now it started flowing in. We hope in the future it will flow
in faster. | completely agree with the Hon’ble Member, because if an
arbitration award is given or if a conciliation award is given, at least 90 per
cent of the amount must be made good by the NHAI before we go to the next
level. There is a Conciliation Committee, after that arbitration takes place and
after that they go to the court. But the NHAI never gives us the termination
payments. They put us in the loop and it takes a long time. It is a time-
consuming process and it has been affecting not IIFCL alone. | am talking for
the banking sector and for the financial institutions also. IIFCL is just one
institution. As a policy advocate and as an institution that needs to throw out
the issues, we are throwing out all the issues now. Termination payment is
being done by the NHAI itself. It is a conflict of interest. NHAI is a
concessioning authority as well as a termination payment giver. Both these
functions are housed in the same authority is again a conflict of interest. It is
best that the termination payments are outsourced to an insurance company.
The NHAI must be an institution that subscribes to the insurance premium for
such a termination payment so that once the event happens the insurance
company comes in and issues the termination payments. Then, the banking
sector and the financial institutions will be saved of the delay.”

23. Elaborating further on the drawbacks of Concession Agreement and Termination

Payments under SIFTI, the MD, IIFCL elucidated about the process as under:

“There are other things like the termination payments for the stalled projects.
The Ministry has come out with a Circular, in the first half of 2019, that
termination payments will be available for projects which are stalled. But that
Circular has not been operated so far. So, stalled projects are suffering. That
is one side. On the other side, for revenue shortfall suffering projects, there is
a clause in the concession agreement itself that the NHAI can give loan for
such revenue shortfalls which has never happened so far. That clause has
not been invoked so far in any project. So, if these things happen, they will
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help in getting the road projects back in the track. Not only that, most
importantly, | would completely agree with the C&AG’s recommendation of
the tripartite agreement that is to be there among the concessionaire,
concessioning authorities and the lenders. Today, the lender is not a party to
the tripartite agreement. Therefore, what happens between the
concessionaire and the concessioning authority happens to be a kind of
bipartite process where lenders have to go for separate approvals with the
concessioning authorities. If a tripartite agreement is instituted, this will also
solve a lot of problems for the lenders and lenders being the maximum
stakeholder in a project, with almost 70 per cent of the project cost, they
deserve this. Many of the progressive countries have also put in place these
tripartite agreements among the concessioning authorities, concessionaires
and the lenders. We need to do that in India. | think it is high time.”

24.  When asked about any changes in policy brought about after conduct of audit
and whether any efforts were made to address the issues of NPAs, the Addl. Secretary,
Ministry of Finance (Department of Financial Services) during the course of evidence on

12.01.2022, deposed before the Committee as under:

‘IR, S oo 3iTRe gaw (@130E)) Alsa o1, 3HA o sgor fear aar g
3T T TR H TATHUINS H IR A gISies UgE AlsoT g1 59 Hisd
& Fg HAAT FH g dF g W & IS 7, S 3FA AT Taraher iR
Rew o, afder & T W 3ER WIS AR g1 3EH GRIFE 40
gfaerd o oiwor e srar g, e 39 Ty &7aar stk @l §
IR I8 FEARTA FaloRk Fdld & 91T gl 39 TR SN Sl $s
MR 3R s swiAan of, 3o gy fomar = g

W, MG N 78 § & S AEY (CEH3mETEaTS) e §, R
ATl H Jgol hdel AU d & FW gRIAGR UT| 3T o5 Frolell o av
2017 & AW &I 17 TE®T IRAT g, 39H Tcdeh olsX &I, dlg dg 3ol
o o g, S SINSTURATS fordll off A A 3roh &t an, 98 39 T
T 37T ST AR 3@ TqeTor A Fevel § 3R A @I B 30 TR FO
Wﬂgwsﬁsﬁﬁr@t$mﬁwg’@§3ﬂﬁn§ﬂmw
%lsﬁwwmmmmﬁhmmwaﬁ:
IMEIMSTHATSH & Ty aRurAT & oy g aReET & wr &1 a¥ 2019 &
JTEIESURHEITS T Uithe 3TFeX g 102.43 T3 IT AT, ST 96 HT
HEC g% 3% fAdsR, 2021 d& 553.37 FIg T9F & 3T & 56T JhR o
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TANT ofgel 18.53 wfderd a1, @ &7 & Ha S adrn f& 23.62 gfaerd
T, a@r Ig 18.53 yfaerd & ¢ T 319 14.24 wfaed & =r g, o ufa
# A & WY AT UR 8 T Bl

C. Para 5.1.2.2 - Not Ensuring Availability of Necessary Clearances/Approvals

25.  Audit observed that one of the conditions for loan disbursement in all CLAs was
that the Concessionaire shall obtain all requisite statutory and other necessary
approvals, including the forest, environmental and pollution clearances/ approvals
before commencing disbursement. The status of the compliance of pre-disbursement
conditions before first disbursement of loan in the selected cases is as under:

Category of Loan Sample Compliance to pre-disbursement
size condition of all clearances/ approvals
Yes No
NPA 9 3 6
Fresh sanction & disbursement 3 3 0
Old sanction & disbursement 9 8* 0
Restructuring 3 2 1
Total 24 16 7
*One case pertained to take out finance where clearance issue was not applicable

26. Audit noted that in 29 per cent (7 out of 24) cases, the loans were disbursed
despite non-compliance of the pre-disbursement conditions of obtaining environment/
forest clearance and other necessary approvals before first disbursement. Delay of 13
months to 95 months in obtaining statutory clearance has resulted in delay in
completion of work and consequently turning of six loan cases in NPAs and

restructuring of one loan case.

27. In response to Audit’'s observation, IIFCL submitted that the Concessionaire had
issued the draw down notice confirming that all the pre-disbursement conditions in CLA
had been satisfied and all the necessary certificates had already been provided. As per
SIFTI, IIFCL disbursed the amount in line with what the lead bank disbursed in the
Project. In this regard, Audit retorted stating that that the Inter Creditor Agreement (ICA)
required the lenders to decide on sanction/ disbursement of facility based on their

independent judgement without reliance on information provided by any other lender.
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28. When asked the reason for not obtaining environment/forest clearance and other
necessary approvals, although these are pre- disbursement conditions to be met for

sanction of loan, IIFCL in a written note informed the Committee as under:

“‘“As per SIFTI, IIFCL is to follow and be in line with the Lead Bank
appraisal/sanction, which it has been diligently complying with. While the Lead
Banks/Lenders do stipulate conditions for obtaining environment/forest clearance
and other necessary approvals as pre-disbursement conditions during sanction of
loan, IIFCL has ensured that such conditions are pre-requisites for any sanction of
its loans. Further, IIFCL has also ensured the compliance of these conditions, in
line with the Lead Bank. In addition to the above conditions, [IFCL has also
commenced its independent appraisals and has been stipulating additional terms
and conditions based on its own experience of such sectors and the nature of the
project and its specialized financing requirements, for ensuring better viability of
the project. These efforts have also been appreciated by the Lead and other
lenders in the various consortiums.”

29. In response to IIFCL's aforesaid reply, Audit further contended that the ‘No
Reliance’ Clause (5.12) of Inter Creditor Agreement required the lenders to decide on
sanction/ disbursement of facility based on their independent judgment without reliance

on information provided by any other lender. This was not complied. The Ministry’s reply

is silent about the reasons for non-compliance.

30. The Committee also felt that the disbursement of loan without ensuring
availability of statutory clearances (being pre-requisite for disbursement of loan) was
failure of IIFCL's procedure/mechanism of internal control and desired to know about
the corrective measures taken by IIFCL. In this regard, IIFCL in a written note
submitted as below:

“Accordingly, IIFCL in line with Lead Bank’s and the ICA’'s terms and conditions of
sanction has diligently been following the pre-disbursement conditions regarding
statutory clearances/approvals with the lead lenders approval wherever required.
In view of this observation by C&AG, IIFCL has in 2019 setup a Credit Support
Department to further strengthen IIFCL’'s project financing process. The main
objective of this function would be to independently confirm that all the pre-
disbursement conditions are duly and fully complied with at time of first and last
disbursement. Accordingly, it is pertinent to state that IIFCL has been duly
complying with all pre-disbursement conditions in all the projects sanctioned by
IIFCL as stipulated in the ICA and as per Lead Lenders approvals.”
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31.

When asked about the different levels of internal controls available in IIFCL for

sanction and disbursement of loans and at what level these lapses were committed and

if any action was taken against the delinquent officials, the Company responded as

under:

32.

“‘While IIFCL considers Lead Bank/Lender appraisals, it has put in place its own
internal Control Systems for Sanction, Disbursements and Monitoring. The
Company has in place a Credit Policy which lays out the various mechanisms,
standards, processes, procedures and delegations for infrastructure project
finance. As per the Policy the delegated authority for all types of Sanctions is the
Management Committee of the Board comprising Board members. The internal
credit sanction process comprises of a New Business Committee which vets the
proposals and admits the same for appraisals, if the proposal is found to be in line
with the provisions of SIFTI. Thereafter, the proposals are appraised and
examined from multi- disciplinary angles viz. technical, legal and financial.

The proposal is also examined from various Risk perspectives by the Risk
Management Department headed by the Chief Risk Officer, before being placed
for consideration. The proposals are placed before a Credit Committee for
necessary recommendations. Thereafter the credit proposals are placed before
the competent Authority being the Management Committee of the Board for final
sanction.”

During the course of evidence on 04.01.2022, MD, IIFCL further elaborated on

the monitoring issue as under:

33.

“Two or three major measures, which we have introduced last year, are as
follows. Till now, in the sector, we have all been following a very manual and
very methodical process of monitoring. There, we have now, digitised the
monitoring, and we have put our own software for monitoring the projects
online and on a real-time basis, which will make a difference not only to IIFCL
but to the entire banking sector.”

The Committee noted that much of the corrective efforts mentioned by IIFCL,

including independent verification of disbursement conditions, pertain to the period after

the issue of the Audit observations as mentioned by CAG in their Report.
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D. Para 5.1.2.3 - Adjustment of/ funding of overdue Interest During
Construction (IDC)

34. Audit observed that the loan for a project is sanctioned based on the project
financials, including inter alia, the proportion of interest during construction (IDC) in the
project cost. Audit noticed that during disbursement of loans, IIFCL adjusted a higher
proportion of loan against IDC than what was approved during loan sanction. The Audit
stated that Promoters were required to meet the shortage of funds towards Interest
during Construction (IDC). However, it was observed in Audit that loans were disbursed/
adjusted by IIFCL to recover overdue IDC to postpone declaring loan as NPA. With
these adjustments, the loan account remained ‘standard’ though no repayment was
made by the borrower as per the loan servicing schedule. Audit noticed six such
instances in the sample audited wherein Rs. 284.47 crore was adjusted against the
admissible limit of Rs. 124.89 crore. This has resulted in excess adjustment of IDC

by Rs.159.58 crore and deferment of NPAs by 4 months to 43 months as detailed in

table below:
(Rs. In crore)
Sl. No. | Name of |Inbuilt portion| ActuallDC Excess IDC Deferment of
borrower |of IDC in loan| adjusted by |adjustment| adjustment NPA
(IFCL) lIFCL through self
disbursement
1 BKEL 14.89 44.00 29.11 -- March 2016 to
March 2017
2 BHPL 56.82 71 14.18 --
3 IIGTL 23.98 87.42 63.44 -- July 2013 to
January 2017
4 SLHL 9.66 29.7 20.04 5.88 November 2015
to September
2016
5 CPBSRPL 4.52 10.71 6.19 -- --
6 SSRPL 15.02 41.64 26.62 4.02 May 2018 to
December
2018

35. When asked about the reasons why lenders defer the account of borrower from
becoming Non Performing Assets by adjustment/funding of overdue Interest during
Construction (IDC) in case of default/delay in serving the IDC of road projects, IIFCL in

a written note informed the Committee as under:
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“The Infrastructure Project cost includes the interest during construction (IDC) as
an integral and essential component. During construction of the project this
component does not have or realize any revenue or income. This component
which is an integral part of the project cost needs to be funded as provided for in
the CLA/loan documents.

Further as a general practice in the Indian Banking Sector, lenders have been
honouring the loan agreements by funding this IDC component with a lending
perspective as the project is not expected to generate any revenue or income until
and unless it gets completed. While the lenders prudently monitor the projects in
various stages, certain inadequate preparations such as non-availability of land as
per provisions of the Concession Agreement, Environment and Wild Life
clearances, etc. may cause some delays which earlier have been commonly
experienced in the Indian construction/infrastructure sector milieu. This may
however, not be construed as the only reasons for defaults. IDC has therefore
been seen as a legalized cushion well as per the provisions of the loan documents
to service interest component during the construction stage so that there is no
undue burden on the project for servicing the loan during the construction stage
when it does not earn revenue or income. This practice has been in vogue in
banking and financial sector uniformly across all projects and sectors, and it is not
to be viewed as any undue favour to any concessionaire. While most of time
related delays may be due to the earlier imperfect environment while initially
ushering in new Public-Private-Partnership (PPP) projects, most projects have
been seen to weather such difficulties and overcome the issues and also get
completed. Often such time delays result in cost-overruns. In the Indian banking
sector, cost-overruns are dealt separately and not as integral to the original project
sanctioned limit.”

E. Para5.1.2.4 - Sanction of loan for cost overrun without obtaining approval
from the Concessioning Authority.
36. Audit observed in their report that as per Common Loan Agreements, the
promoter shall bring in additional funds for the cost overrun, if any. Accordingly, any
loan disbursed towards cost overrun (by signing supplementary agreements with the
concessionaire) without getting the project cost revised from the Concessioning
Authority (NHAI) would not constitute the debt due for the purpose of termination
payment. Audit further observed that the CAs provided that in the case of termination of
CA, the Concessioning Authority shall make termination payment towards the ‘debt
dues’ of senior lenders subject to the condition that the amount of debt due shall be
determined with reference to the terms of Financial Agreements (including CLA). The

CLAs stipulate that ‘The promoter/ sponsor of the Concessionaire company gives a
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shortfall undertaking that they would invest additional funds in the project in case of any

cost overrun and/ or gap in means of financing due to whatever reasons.

37. Audit noted that IIFCL had sanctioned and disbursed loans of Rs. 356.88
crore and Rs. 347.85crore towards cost overrun including additional IDC, without

ensuring prior approval of revised project cost from the concessioning authority in four

cases as detailed below:

(Rs in crore)

Particulars [Sanction of Disbursement Remarks
cost overrun

BHPL 58.69 53.45 The promoter company had also suffered substantial
operating losses and was under Corporate Debf]
Restructuring with one ofthe directors of the promoter
company being arrested in July 2015 for an alleged real
estate fraud.

HHPL 51.96 51.96 At the time of sanction of both the above stated cost
overruns by IIFCL, the promoter company had suffered
loss of Rs.773.09 crore by 31 March 2014 and was
under Corporate Debt Restructuring. The release of
additional
fund under such circumstances was highly risky.

IIGTL 108.64 108.64 Profitability of the promoters had turned into NPA since
2012-13 and credit rating had
gone down to ‘D’ in 2013-14.

REPL 137.59 133.80 -

Total 356.88 347.85

38. When asked about the reason for sanctioning cost overrun despite there being a

condition in Common Loan Agreements for bringing the additional funds for the cost

overrun, IIFCL in a written note stated as under :

“‘While it is well desirable that projects get implemented as per schedule, yet
despite the various risk assessments, credit appraisals, due diligence and
monitoring, there may be uncontrollable factors due to which projects get delayed,
which may be well beyond the control of the borrowers. While CLAs do contain
provisions for the borrowers to infuse funds in case of any shortfall, but the
shortfalls may sometimes go beyond the capacity of the borrowers.

It is pertinent to mention that after making initial disbursements, it would generally
not be feasible to halt further disbursements on account of issues pertaining to
time delays (which are generally common) and certain CLA non-compliance which
are of regular/renewable in nature. Such halting of fund disbursements during the
construction phase may only add and increase stress in the account with gradual
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decline in project viability. Historically, it has been observed that initiating
substitution clause is not very successful and may lead to further value erosion in
the project.

In such situations, such decisions need to be carefully deliberated with the various
stakeholders and discussed in detail with the Consortium of Lenders. It needs to
be kept in mind that infrastructure assets are ones that serve as public goods.
Such decisions must also consider the overall public interest and the economic
opportunity losses that may accrue in the absence of such projects. Generally, as
per the practice in the Indian banking sector, the Lead Bank considers and
assesses the various aspects pertaining to the project including the future viability
prospects before issuing the Lenders Confirmation Notice (LCN). The issues which
are controllable are considered and salient actions are also envisaged to bring the
project back to its schedule. This includes the assessment of the additional cost
over-run on account of time over-run. Considering that it will be in the best interest
of the lenders to ensure continuance of the project implementation, the RBI has
also permitted Cost over runs in projects to the extent of 10% of the project cost.
Further, it is the industry practice to stipulate terms and conditions that will require
the borrower/concessionaire to infuse any additional funds in case of any.”

39. In response to IIFCL’s contention, Audit clarified that the reply of IIFCL is to be
viewed against the fact since cost overrun was funded by the lenders without ensuring
approval of revised project cost by the Concessioning Authority and despite the
deteriorating financial position of the Concessionaires/ promoters, [IFCL had written off
loan of Rs. 253.46 crore in case of Bareilly Highways Projects Limited (BHPL) and
Rs. 156.96 crore in case of Haridwar Highways Projects Limited (HHPL) as the

Concessioning Authority had terminated the CAs.

40. On being asked about the mechanism evolved to safeguard interest of IIFCL in
case of cost overrun not approved by concessioning authority, IIFCL didn’t submit any

specific reply.

F. Para 5.1.2.5 - Advances disbursed by concessionaires

41.  Audit observed that the Common Loan Agreements (CLAs) inter-alia stipulated
that lenders shall review the Engineering, Procurement and Construction (EPC) contract
before making disbursement of first instalment of loan. In case of all the selected
projects, the EPC contracts were awarded by the concessionaires to their promoter

companies and these contracts provided for allowing interest free advance without any

-19-



security and any time limit for recovery, except in one case of — Barasal Krishnagar
Expressway Limited (BKEL) where provision for a Bank Guarantee (BG) was included.
Audit noticed that there were deficiencies of following nature in release/ adjustment/

recovery of the advances in 8 cases as under:

(a) In 7 cases, an amount of Rs.1392.45 crore was given as advance to promoter
companies. Amount of advance given to these promoter companies was equal
to or more than their equity contribution.

(b) In 1 case, provision for mobilization advance was inserted only through a
Supplementary EPC and mobilization advance given in this case was
revolving.

(c) In another case, mobilization advance of 10% was given to Promoter Company
which further gave only 5% advance to sub-contractor thereby retaining interest
free advance of Rs. 165.30 crore.

(d) In 2 cases, the Concession Agreement was terminated and IIFCL wrote off
entire loan amount of Rs.132.2 crore and mobilization advance remained
unadjusted.

(e) Neither CA certificates nor LIE’s reports contained details of advances
paid/utilized.

42. The Committee noted that IIFCL did not vet the Engineering Procurement
Construction (EPC) contracts although it had every right to do so and did not ensure
that the terms of Engineering Procurement Construction contract were fair, transparent
and not unduly favourable to the promoter companies. Similarly, the concessionaires
were allowed to extend mobilization advances to their promoter companies without
adequate provisions for Bank Guarantees/ encashable security and there was no
independent evaluation /monitoring of the project done as per agreed terms/milestones

to safeguard its own interest by IIFCL.

43. When asked about the reasons for allowing to extend mobilization advances to
their promoter companies without any independent evaluation/ monitoring of the project,
[IFC in a written note submitted as under:

“As a part of financial assistance to PPP infrastructure projects, the contractual/
concessioning obligations of the Primary Lenders are with the Borrower at SPV
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level and not with the sub-contractors/service providers being engaged by the
borrower which includes EPC contractor who is a sub-contractor of the SPV.
Further, on behalf of the Consortium of Lenders, the Lead Bank, inter alia, holds
the responsibility to evaluate, examine, release of funds, monitor end-use, and
deal with any such sub-contractors or service providers in order to ensure that the
engagements are fair and transparent and are in the interest of the Project /
Consortium of Lenders. The Lead Bank also appoints various service providers
and facility agents such as Lenders Legal Counsel, LIE, Chartered Accountants,
Insurance Advisors, etc., whom the Lead Bank utilizes for ensuring proper due
diligence.

In any project, an advance amount is released to the EPC to mobilize the
necessary resources for commencing the project. This is done with a view to
achieve the target mile stone of project completion. It is industry practice to give
interest free mobilization advance to mobilize the men and material at site
including acquisition of raw material, advances paid to the quarries, advance
money to suppliers such as cement, steel, bitumen etc. As such making such a
payment to the EPC contractor forms part of the EPC contract.

The other member lenders of the consortium neither hold such
responsibilities nor have the authorization to directly access such service/sub-
contractual engagements. In view of the overall role of the Lead Bank including
monitoring activities as per the CLA/ICA/Loan documents which may include
evaluating/allowing service providers, etc. entail a higher fee component to the
Lead Lender.

In the said projects, as per the certifications of the Chartered Accountant, the
promoter infused the required equity contribution. Upon compliance of the said
condition of the Common Loan Agreement (CLA), and as duly instructed by the
Lead Lender through its Lending Conformation Notice (LCN), the Consortium of
Lenders including IIFCL released their share of disbursement.

Therefore as a member of the Consortium, duly in compliance with the
provisions of SIFTI and its Credit Policy, IIFCL, and other lenders in the
Consortium duly followed in line with the Lead Bank. Since IIFCL is not the Lead
Bank in the instant cases and has duly followed the SIFTI, Lead Bank and
Consortium of Lenders and in accordance with its Credit Policy, there are no
lapses on part of any officials.”

44. Audit countered the aforesaid reply of IIFCL stating that the response of the
Company does not include as to why bringing in equity was not made part of condition
to sanction mobilization advance. Further, the Bank Guarantee (BG) clauses in
agreements protect the financial interests of lenders. If industry practice was reviewed,
NHAI is in the practice of including the above clauses on advance and Bank

Guarantees in its Agreements. Inter Creditor Agreement required independent
-21-



assessment. Besides, this issue was never brought to the attention of the Lead Banks in
any consortium meetings by IIFCL and provisions of the Agreements were not properly

vetted by lenders to protect their financial interests.

G Para 5.1.2.6 - Inadequacies in review of financial and physical progress

45.  Audit observed that as per the directions issued by RBI in July 2015, the banks/
financial institutions should not entirely depend upon CA certificates and need to
strengthen their own internal controls and the credit risk management system to
enhance the quality of their loan portfolio. Audit examined the reports of Lender’s
Independent Engineer (LIE) on the progress of work which revealed there were wide
differences between the financial progress vis-a-vis physical progress, indicating that
the project funds were not utilised efficiently for the project work. Some of the instances

which Audit mentioned in their report are as under:

(a) In case of Bareilly Highways Projects Limited (BHPL), against revised project
cost of Rs.2,601.89 crore, total funds (i.e., loan disbursement, equity contribution
by promoter and grant of NHAI) provided to the Concessionaire till July 2017 was
Rs.2,417.95 crore (93 per cent), whereas, as per LIE’'s monthly progress report
of August 2017, the physical and financial progress of the project was only
73.50 per cent and 77 per cent respectively. However, without giving cognisance
to the unutilised funds Ilying with the Concessionaire, the lenders’
consortium in November & December 2017 made further disbursement of
Rs.160 crore in two more instalments towards cost overrun including IIFCL’s
share of Rs.23.70 crore.

(b) Similarly, in case of Haridwar Highways Projects Limited (HHPL), against revised
project cost of Rs.1,645.25 crore, total funds provided to the Concessionaire till
February 2018 were Rs.1,525.03 crore (92.69 per cent), whereas, as per LIE’s
monthly progress report of February 2018, the physical progress of the
project was only 73.73 per cent. Reasons for slow progress of work despite
availability of funds were not ascertained to take corrective action by the lenders
including IIFCL.

(c) In case of Concast Path Bameetha Satna Road Projects Private Limited
(CPBSRPL), the audit observed gap of 27 per cent between financial progress
and physical work, which reflects poor monitoring of lenders including IIFCL over
work progress.
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46. In these cases, IIFCL, in May 2020 submitted to Audit that the lenders had
disbursed the amount as the project was more than 70 per cent complete and nearing
PCOD. The Ministry also endorsed the views of the Management. However, Audit did
not find the reply acceptable as disbursing the loan without verifying the progress
against the previous disbursements for achieving PCOD was not prudent. IIFCL again
in response to Audit’s disagreement, clarified that, different methodologies are applied
by different agencies such as LIE, IE for measurement of physical and financial
progress. Therefore, there are two different set of statements which are normally not
comparable. The Ministry endorsed the views of the Management. However, according
to Audit, this clarification was still not acceptable as the difference was substantial and

the same should have been reconciled from the concessionaire/ LIE.

H. Para 5.1.2.7 - Disbursement of loan without verifying utilisation of previous
disbursal
47. As per the provisions of CLA, borrowers are required to certify while requesting
for drawl of loan that ‘the proceeds of the earlier draw down have been applied only
to finance the estimated project cost and the proceeds of proposed drawdown shall be
applied to meet this cost’. Audit however observed that the borrower’s had only
submitted general statements in the notice, such as (i) proposed disbursement shall be
applied only towards the estimated project cost; (ii) the proceeds would be used in
accordance with the CLA. These certificates did not provide reasonable details of road
stretches/ activities on which the proposed loan would be spent. Such details were also
not given in the LIE’s drawdown certificates enclosed with draw down notices and the
LIEs generally certified that the proposed disbursement is reasonably and timely
needed by the borrower to make payments for the project costs in accordance with the
project completion schedule. Details such as road stretch/ activity where the fund would
be used were essential in the drawl notice, for ensuring genuineness of the fund
requirement from borrower and also for verifying the progress of work in real terms
against the previous disbursals at the time of next disbursement. Audit observed that in
the absence of such details, the prevailing internal control failed to provide due
assurance on utilisation of the project fund. Audit noticed that loan of Rs. 563.32

crore was disbursed to Barasal Krishnagar Expressway Limited(BKEL) and
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Rs. 619.26 crore was disbursed to SEW LSY Highway Limited (SLHL) against work
done of Rs.656.58 crore. As such, there was excess disbursement of loan amounting to
Rs.526 crore with respect to the work done and loans turned into NPA. IIFCL had

written off its loan portion of Rs.210.24 crore as CAs were terminated by NHAI.

48. In response to the aforesaid Audit observation, [IFCL in a written note stated that
the funds were disbursed on reimbursement basis against LIE certified bills. At any
point of time the project progresses on multiple chainage and as such ascertaining on
what chain funds were utilised is not possible. The Ministry in June 2020 endorsed the
views of the Management. According to Audit the reply indicates failure of lenders to
effectively monitor the project expenditure as it could not ascertain on what chain funds

were utilised.

49.  When asked about the monitoring mechanism/system to monitor the utilization of
funds released so as to effectively control further disbursement, IIFCL in a written note

informed as under:

e Meaningful scrutiny of quarterly progress reports / operating statements / balance
sheets of the borrowers: IIFCL has been diligently obtaining financial statement on
Annual basis.

e Regular inspection of borrowers’ assets charged to the lenders as security.
Periodical scrutiny of borrowers’ books of accounts and the ‘no-lien’ accounts
maintained with other banks: In SPV mode of financing only one Escrow Account
is opened and operated.

e Periodical visits to the assisted units: - IIFCL has been regularly conducting on-
site visits of the project, and whenever this does not seem possible within the
given time frame and site visit report of the Lead Bank or any other consortium
lender is duly obtained for analysis.

50. Audit countered stating that the reply of the Ministry was not relevant as it does
not address the query as to why the details like road stretches/activities on which further
disbursement of loan would be spent, were not insisted upon by IIFCL from the

concessionaire, before disbursement.
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. Para 5.1.2.8 - Inadequacy in site visits

51. Audit observed that the Lenders, in co-coordination with the Concessionaire,
conduct site visits to monitor the progress of work. Such visits also support the lenders
in verifying the work progress reported by LIE, CA and the Concessionaire. As per the
Credit Policy of IIFCL of 2012 (revised in 2015), the site visit will be arranged by the
lead bank or the borrower, and it was desirable for IIFCL to join the first visit before
commencing any disbursement. Subsequently, IIFCL was to ensure atleast one visit in a

year for each project. In this regard, Audit noticed the following:

(i) In four cases, (SMTL, BPMCPL, AETPL and YATL}, the lead banks had
conducted the first site visit before first disbursement of loan. IIFCL, however, did
not join the same. In case of AETPL, IIFCL attended only one site visit (February
2017) during the period 2016 to 2019.

(i) In five cases (BKEL, HHPL, NJTBPL. PSTPL and SSRPL), the lenders had
not made any site visit before making first disbursement. The first site visits were
conducted with a lapse ranging from 2-18 months from the dates of first
disbursement. Thus, it was evident that IIFCL did not consider the site visits as an
important tool of monitoring the project, despite stipulation in their Credit Policy.
52.  While noting the Audit observation for future compliance in cases of HHPL, YATL,
AETPL, BKEL and PSTPL, IIFCL replied that in case of SMTL, BPMCPL, SSRPL and
NJBTPL, it was not possible to attend few site visits due to paucity of manpower and
office exigencies. The Ministry in June 2020 endorsed the views of the Management.
Audit further stated that the reply of the Company is to be viewed against the fact that
site visit was one of the elements instituted for effective monitoring of the project, for
securing project viability and ensuring quality of loan assets. Hence, required resources
should have been put in place in the larger interest of the organisation as well as the

projects.

53. On the aforesaid issue, IIFCL clarified that as per the Company’s Credit Policy of
year 2015 and 2018, the latest inspection report of Lead Bank may be obtained,
examined and kept in record. Accordingly, wherever site visit is not conducted by IIFCL,

site visit report of Lead Bank or any other consortium lender is obtained for analysis.
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M. OTHER FINDINGS OF AUDIT

(@) Sanction and disbursement of loan on the basis of unrealistic projections
of traffic/ toll revenue

54. Audit observed that while availability of RoW is essential for completion/

operational viability of road projects, realistic projections of traffic and toll collection

also have a bearing on the commercial/ financial viability of the projects. If the project is

commercially/ financially unviable, the risk of the Concessionaire not being able to

service the loan becomes high.

55.  For instance, Audit noted that in case of SMTL (NPA), the report of the traffic
consultant in November 2011, had ignored the impact of prevailing imposition of
restrictions on illegal mining in State of Orissa on the toll revenue. However, in
addendum traffic report of September 2012, considering the restriction on illegal mining,
number of trucks was considered as 3,600 per day and number of other vehicles
remained unchanged as presented in earlier traffic report.

56. In another instance, IDBI Bank (the lead lender), in November 2012, in its loan
appraisal for projected traffic, however, increased the traffic flow exponentially to
29,154 (2 and 3 Axle) trucks with hypothetical assumptions that there would be future
increase in demand of iron ore due to proposed Tata Steel plant in Duburi, improvement
in the iron ore export by 2016 and improvement in condition of road which would further
increase the traffic, etc. The project was completed in August 2017. LIE, on the basis
of survey conducted in December 2017 over a period of seven days, reported actual
average daily traffic of 1,069 (2 and 3 Axle). As the toll revenue was lower than
anticipated, the Concessionaire failed to service the loan, leading to turning the
IIFCL loan of Rs.278.66 crore into NPA on 31 December 2017. Later, the
Concessionaire issued notice of termination on 27 March 2019 on the grounds of force-

majeure clause.

57. 1IFCL, while accepting the audit observation, replied in May 2020 that the project
was found viable based on other factors viz. increase in demand of iron ore in the

existing industries in the Kalinga Nagar area and proposed Tata Steel plant in Duburi,
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improvement in te iron ore exports, expected development in cargo handling capacity
in Paradip Port etc. IIFCL further added that they followed the lead bank appraisal/
sanction as per SIFTI. In response, Audit stated that the reply of IIFCL is to be viewed
against the fact that [IFCL is mandated to finance viable projects only under SIFTI and
the toll revenue, projected and considered at the time of appraisal was not based on

realistic traffic.

58. In this regard, when the Committee asked the Company about the steps taken to
address this issue, MD, IIFCL during the course of evidence on 04.01.2022 deposed
before the Committee as under:

“Another issue is regarding the over statement and aggressive traffic studies
because of which the toll revenue also has suffered a lot and many projects
have gone unviable because of that. In that area also, the traffic consultant
evaluation, assessment and rating have a lot of limitations. The NHAI does
this appointment, evaluation and assessment of traffic consultants. We feel
that there should be a system of rating and the public information of such
ratings given about each traffic consultants so that tomorrow if a lender wants
to give a loan to a particular project, he will be able to see whether the traffic
consultant is well rated or not. That information is not available today. So, that
is another reform which we have been trying to profess with the NHAI. If you
recommend that, it would find very good favour.”

(b) Non-cognisance of apparent risk while sanctioning a loan under Takeout
finance
59.  Audit observed that in case of Sion-Panvel Tollways Private Limited (SPTPL), the
Concessioning Authority (PWD, Government of Maharashtra) allowed toll collection
from 01 January 2015 but exempted certain category of local vehicles from payment of
toll, even though no such exemption was agreed in the CA. On 30 June 2015, PWD,
further exempted light motor vehicles such as car, jeep etc., having capacity upto 12
passengers, from payment of toll. This affected the toll collection of SPTPL and
consequently, the loan of IIFCL in the project amounting to Rs.160 crore turned NPA
on 30 September 2016. SPTPL issued notice to the Concessioning Authority on 28
November 2017 for termination of the CA and PWD has since taken over the project.

As on January, 2020 the issue of the termination payment was under Arbitration.
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60.  Audit further noticed that IIFCL did not take cognisance of similar risk in another
project MEPIPL in the same State (Maharashtra), wherein IIFCL in February 2016
sanctioned additional Take out Finance of Rs.269.90 crore for an operational project
in Mumbai. Thus, the known risk of exempting the toll collection from certain
category of vehicles arbitrarily by Government of Maharashtra was not given due
cognisance in this Take out Finance. In this context, IIFCL replied that Toll notification
issued by PWD, Government of Maharashtra is not applicable to MEP infrastructure
Private Limited and MEPIPL is collecting the toll to service the debt obligation (interest
plus Principal payment) to all the lenders. Hence, the risk to SPTPL is not applicable to
MEPIPL. Therefore, the comparison between the two projects is not appropriate. The
exemption of vehicles by PWD was a force majeure situation which could not be

predicted. The Ministry endorsed views of the Management.

61. Audit noted that the reply of IIFCL is to be viewed against the fact that the toll
exemption was given arbitrarily by Government of Maharashtra without an acceptable
compensation to the Concessionaire leading to termination of contract by the
Concessionaire. In the instant case, the said risk of Government of Maharashtra
exempting certain categories of vehicles from toll collection and its fallouts were already
experienced by IIFCL and therefore, the risk should have been considered and

mitigated by IIFCL before sanction of the loan under takeout finance.

(c) Equity infusion and Shareholding Pattern

62. As per RBI directions prevailing in July 2009, the funding agencies should not
depend entirely on the Certificates of Chartered Accountants (CA Certificate). Rather,
they should strengthen their internal controls and the credit risk management system to
enhance the quality of their loan portfolio. One of the measures suggested by RBI in this
regard was the periodical scrutiny of borrowers’ books of accounts and the ‘no-lien’ bank
accounts. CLAs required that (i) the promoters shall bring upfront equity in Escrow
Account, before thedisbursement of loan, and (ii)) Management of, and control over, the
Concessionaire shall not change, without the prior written consent of the Lenders. The
CAs also required that the Concessionaire shall not undertake or permit any change in
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ownership, except with the prior approval of the Concessioning Authority. Examination
of selected cases in Audit revealed as under:

“In case of CPBSRPL, the CLA stipulated that the promoter would bring in equity
contribution into an Escrow Account opened with Oriental Bank of Commerce,
which was also the lead bank. The promoter made deposits in 16 tranches,
each of Rs.0.50 crore, during 21 to 30 May 2015, as share application money, in
a non-escrow bank account, opened with Allahabad Bank. The funds, so
deposited in each tranche, were withdrawn on the same day. In the CA Certificates
dated 06 January 2015 and 15 June 2015, attached with the Concessionaire’s
drawdown notices, the total amount of above 16 tranches of deposit was
treated as equity infusion of Rs. 08.00 crore in the project by the promoter.
Considering any deposit made by the promoters in a non-escrow bank
account as equity infusion was irregular.”
63. In this regard, IIFCL replied that as per SIFTI, monitoring is the primary
responsibility of the lead bank. The Ministry endorsed the views of the Management.
This clarification was not acceptable to Audit as IIFCL did not apply due diligence in line
with RBI guidelines and the provisions of Inter Creditor Agreement which required
independent decision making. Further, any deposit, made in a non-escrow account,
cannot be treated as equity infusion in the project as certified by CA. As per annual
accounts of 2013-14 of CPBSRPL, the shareholding of PATH, one of the two promoters
in CPBSRPL, was reduced to 0.02 per cent whereas the shareholding of Concast
Infrastructure Limited had gone up to 99.98 per cent, which remained so till 31 March
2016. Records of IIFCL did not indicate any approval for the change in shareholding
pattern by the Concessionaire. Yet, IIFCL disbursed the loan despite the change in
shareholding pattern, in contravention of the pre-disbursement condition stipulated in

the CLA.

64. Inresponse, IIFCL replied that in meetings held with the Concessioning Authority,
PATH agreed to actively participate in the project. However, PATH did not honour its
commitment and the lenders have filed an application against PATH in NCLT. The
Ministry, in June 2020, endorsed the views of the Management. Audit, however did not
find the reply of IIFCL acceptable as records of the Company did not indicate that the
lenders including IIFCL took any action against the Concessionaire during currency of
the CA. Further, the financials of the Concessionaire showed that there was a change

in shareholding pattern which was either overlooked or not given due consideration
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which led to disbursement of the loan despite non-compliance to the pre-disbursement
condition stipulated in the CLA.
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PART - 1l

OBSERVATIONS / RECOMMENDATIONS OF THE COMMITTEE

A. OVERVIEW

1. India Infrastructure Finance Company Limited (IIFCL) is a public sector
financial institution established in January 2006 that is wholly owned by the
Government of India. The Company is mandated and governed by the Central
Government approved Scheme more commonly known as “SIFTI”. As per SIFTI,
IIFCL is mandated to provide long term financial assistance to viable
infrastructure projects that broadly include transportation, energy, water,
sanitation, communication and social & commercial infrastructure. The present
Audit Para no. 5.1 of C&AG Report no. 18 of 2020 selected and examined by the
Committee relates to review of loans to road projects given by IIFCL during the
period 2016-17 to 2018-19. After examination of the CAG para, the views of the
Committee are in consonance with the findings of the Audit which primarily
relates to (i) not carrying out due diligence on project before signing of Common
Lending Agreement (CLA), (ii) non compliance to the conditions set in the CLAs
before disbursement of loan, (iii) not incorporating suitable pre-disbursement
clauses in the CLA to protect IIFCL’s interest, (iv) lenders not giving due
cognisance to the risks of Right of Way (RoW) availability, (v) weak monitoring of
project progress due to inadequacies in internal control systems established by
lenders, (vi) financing of cost overrun without seeking approval from
Concessioning Authority, (vii) need for tripartite agreements between
Concessioning Authority (NHAI), Concessionaire (developer) and Lender/ IIFCL/
Banks. Evidently, these deficiencies have resulted in NPAs and write offs to a
tune of Rs. 2488.27 crore in 24 road projects financed by IIFCL mostly under Build
Operate and Transfer (BOT) contract model on lines of Public Private
Partnership(PPP).

2. The Committee have been informed that since inception of SIFTI in 2006,

the Scheme has so far been revised ten times. These revisions were effected
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based on the experience of IIFCL in the dynamics of the evolving infrastructure
financing environment. Consequently, the lacunas in BOT model have been
addressed with the introduction of Hybrid Annuity Model (HAM) in 2016. The
Committee without delving much into the present status of the projects financed
by IIFCL, have rather attempted to address a larger issue in identifying the
inadequacies and shortcomings attached to the model itself that resulted in huge
NPAs. The Committee in their report have stressed the need for (a) tripartite
agreement, (b) inclusion of pre-disbursement clauses in Common Lending
Agreements (CLA), (c) outsourcing of termination payments to insurance
company, (d) restricting concessionaire from allowing any advance other than
mobilisation advance, (e) need for providing rating to traffic consultants, (f)
emphasised the importance of site visits, (g) institute measures to address NPAs
and monitoring the utilization of funds. The observations of the Committee are
elaborated in subsequent paragraphs. The Committee hope that, with the
suggested improvements in the system, the risk involved in lending and

borrowings in road infrastructure projects will be greatly minimised.

B. NEED FOR TRIPARTITE AGREEMENT

3 The Committee note that IIFCL provides loans to road projects being
executed under Public-Private Partnership (PPP) model, based on Concession
Agreement (CA) signed between a Concessionaire (the developer) and a
Concessioning Authority viz. National Highways Authority of India (NHAI)/State
Government Agencies. At present, the lender i.e. IIFCL/ Bank is not a party to the
concession agreement. So, the agreement between the Concessionaire and the
Concessioning Authority happens to be a kind of bipartite process where lenders
have to go for separate approvals with the Concessioning Authorities. As such,
the lenders interest remains unprotected. Since Lenders/ IIFCL/ Banks are key
stakeholders in any road project, the Committee is of the view that their interest
needs to be protected. The Committee feel the need for instituting a system of
tripartite agreement between Concessionaire, Concessioning Authority and
lenders/ IIFCL/ Banks. Such tripartite agreements are already prevalent in many
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progressive countries to protect the interest of lenders. The Committee desire the
Government to make the necessary provision in SIFTI.

C. INCLUSION OF PRE-DISBURSEMENT CLAUSES IN COMMON LENDING
AGREEMENT (CLA)

4, The Committee note that loan was sanctioned by IIFCL without mitigating
the risk of non-availability of atleast 80% Right of Way (RoW) of the project on the
Appointed Date before disbursement of first loan installment which was one of
the main reason for three loans amounting to Rs. 674.35 crore turning into NPA.
IIFCL submitted to the Committee that NHAI was declaring Appointed Date
without complying with agreed terms of providing RoW at the right stages. In
many cases NHAI neither made the balance RoW available within six months of
Appointed Date nor descoped the RoW which resulted in erosion of viability of
the road projects. The Committee realise that as per SIFTI, IIFCL is to finance
viable projects only and without the unencumbered RoW for construction of road,
the viability of the project cannot be established and that in itself is a risk. As
such, IIFCL was required to safeguard its interest by ensuring inclusion of
suitable pre-disbursement clauses in the Common Lending Agreement(CLA) on
pre-availability of RoW and its compliance to mitigate the risk, which was not
done by IIFCL. The Committee do not agree to the contention of IIFCL that as per
SIFTI, it was supposed to follow the appraisal carried out by the lead bank
because Inter Creditor Agreements (ICAs) had a ‘no reliance’ clause which
provided that the lenders had to undertake their own assessment. Besides, as per
SIFTI, IFCL borrowings are guaranteed by the Government of India and hence it
was imperative on the part of IIFCL to undertake risk assessment
comprehensively and enforce suitable conditions in contract/ agreements.
However, IIFCL failed to include pre-disbursement conditions in CLA. In this
backdrop, the Committee desire that, in future, IIFCL should include loan
disbursement conditions in sanction letter/ Common Lending Agreements (CLA)
on availability of RoW to cover the risks flowing out of restrictive clauses like
termination payments, conditions in concession agreements or stricter

conditions to safeguard its financial interest.
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D. OUTSOURCING OF TERMINATION PAYMENTS TO INSURANCE COMPANY

5. SIFTI provides that if a Concession Agreement is terminated by
Concessioning Authority (NHAI) for concessionaire’s (Contractor) default, a
termination payment equivalent to 90 % of debt dues would be payable by the
Concessioning Authority to the Concessionaire, provided that the project is
issued the Certificate of Provisional Commercial Operation Date (PCOD) by the
Concessioning Authority after completion of atleast 75% work of the project
thereby permitting the Concessionaire to collect toll revenue from operations of
the project pending completion. The Committee, however, find it disheartening to
note that although the Ministry has issued a Circular in 2019 that termination
payments will be available for stalled projects, the Circular has not been
implemented so far due to which many stalled projects have suffered. Also, for
revenue shortfall suffering projects, there is a clause in the CA which provides
that NHAI can give loan for such revenue shortfalls; but this clause has also not
been invoked so far. Consequently, IIFCL is facing problems in recoveries as
most of the termination payments are not forthcoming or inordinately delayed by
NHAI. For instance, in case of SPTPL, notice was issued to NHAI on 28 November
2017 for termination of CA, but as on January 2020 the termination payment was
still under arbitration. Further, in case of SMTL and IVRCL Indore Gujarat
Tollways Limited which are one of the top Non Performing Accounts of IIFCL, the
termination payments were yet to be released. The Committee feel that the whole
arrangement involves conflicts of interest with edge as the power of termination
and the power to compensate are with the same Authority, NHAI being the
Concessioning Authority as well as a termination payment giver. In order to
ensure that stalled projects do not suffer and termination of CAs are more
judicious & transparent and termination payments are not unnecessarily delayed,
the Committee desire that termination payments be outsourced to an Insurance
Company with NHAI as a subscriber to the insurance premium for such
termination payments. In case of any eventuality, insurance company can issue
the termination payments on time and Lenders/ Banking sector or the financial

institutions are saved of the inordinate delay.
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E. RESTRICTING CONCESSIONAIRE FROM ALLOWING ANY ADVANCE
OTHER THAN MOBILISATION ADVANCE

6. The Committee are surprised to note that IIFCL did not vet the
Engineering Procurement Construction (EPC) contracts although it had every
right to do so and did not ensure that the terms of EPC contract was fair,
transparent and not unduly favourable to the promoter companies. Besides, the
concessionaires were allowed to extend mobilisation advances to their promoter
companies without adequate provisions of Bank Guarantees/ en-cashable
security and there was no independent evaluation / monitoring of the project
done as per agreed terms / milestones to safeguard its own interest by IIFCL. The
Committee are not in agreement with the rationale put-forth by IIFCL that in PPP
infrastructure projects, the contractual/ concessioning obligations of the primary
lenders are with the borrower at SPV level and not with the sub-contractors/
service providers being engaged by the borrower which includes EPC contractor
who is a sub-contractor of the SPV.

7. The Committee are of the view that Bank Guarantee (BG) clauses in
agreements protect the financial interests of lenders and as an industry practice,
NHAI is in the practice of including the above clauses on advance and BGs in its
agreements and ICA. Ironically, these issues were never brought to the attention
of the Lead Banks in any consortium meetings by IIFCL and provisions of the
Agreements were not properly vetted by lenders to protect their financial
interests. The Committee, therefore, desire that a mechanism may be developed
to restrict the Concessionaire from allowing any advance, other than mobilization
advance, to the EPC contractor, that too backed by sufficient en-cashable
security, in the possession of the lenders and such advances should be

recovered in a time bound manner.
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F. NEED FOR PROVIDING RATING TO TRAFFIC CONSULTANTS

8. The Committee note that in road financing, the lenders i.e. IFCL and Banks
have negligible physical security against the loan dues as the main assets of the
project viz. land, road and other structures thereon constructed by the
concessionaire are owned by the Concessioning Authority (mainly NHAI). The
loan is serviced primarily from toll revenue generated from operations of
commercially viable road projects completed under BOT model. Hence if toll
revenue does not start or yield the requisite revenue, the loan becomes
unserviceable and Non Performing Asset (NPA). Needless to say that availability
of Right of Way (RoW), realistic projections of traffic and toll collection have
crucial bearing on the commercial/ financial viability of the road projects.
Undoubtedly, if the project is commercially/ financially unviable, the risk of the
Concessionaire/ borrower not being able to service the loan becomes high. The
severity of the risk involved can be validated from the fact that as on 31 March
2019, the Gross NPA in road sector projects financed by IIFCL was to a tune of
Rs. 5,187 crore which was 37.25% of the total outstanding amount.

9. The Committee find that overstatement, aggressive traffic studies,
unrealistic traffic evaluations and revenue projections by traffic consultants are
the main reasons due to which toll revenue in many road projects have suffered
severely. Mostly, the revenue forecasts are provided by the Ministry of Road
Transport & Highways and NHAI does the appointment, evaluation and
assessment of the traffic consultants. Considering the gravity of risk involved in
calculating the viability of road projects on the basis of evaluation & projections
made by traffic consultants, the Committee feel an urgent need for a system of
rating of the traffic consultants on realistic and pragmatic parameters and that
such ratings are disclosed in public domain. The system will bring-in more
reliability, credibility and prudence in work and traffic/ revenue projections made
by the traffic consultants. At the same time, the system will also immensely help
the lenders, concessionaires and borrowers to calculate the risk before taking-up
or financing any road project. The Committee, therefore desire the Government
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to devise ways and means for rating of Traffic Consultants and make available the

information in public domain.

G. IMPORTANCE OF SITE VISITS

10. The Committee note that lenders, in coordination with the Concessionaire
conduct site visits to monitor the progress of work. Such site visits support the
lenders in verifying the work progress reported by Lenders Independent
Engineers (LIE), Concessioning Authority and the Concessionaire. As per the
Credit Policy of IIFCL of 2012 (revised in 2015), the site visits will be arranged by
the lead bank or the borrower and it was desirable for IIFCL to join the first visit
before commencing any disbursement. Subsequently, IIFCL was to ensure atleast
one visit in a year for each project. The Committee, however, observe that in four
cases viz. SMTL, BPMCPL, AETPL and YATL, although the first site visit were
conducted by the lead bank before first disbursement, IIFCL did not join the visit.
Further, in five other cases viz. BKEL, HHPL, NJPL, PSTPL and SSRPL, the
lenders did not make any site visit before making first disbursement. The first
site visit in these cases were conducted after a lapse of 2 to 18 months from the
date of first disbursement. The Committee take a serious note of the casual
response given by IIFCL that the site visits could not be conducted due to paucity
of manpower and office exigencies and that as per the revised Company’s Credit
Policy of 2016 and 2018, the latest inspection report of lead bank can be obtained,
examined and kept in record. The Committee is of the view that site visits are one
of the key elements instituted for effective monitoring of the project for securing
project viability and ensuring quality of loan assets and hence required resources
should have been put in place in larger interest of IIFCL as well as to ensure the
viability of projects. IIFCL should not solely depend on the report of Lead Bank or
any other consortium lender, but rather, should evolve a suitable mechanism for

regular monitoring of the projects that they finance.

-37-



H. NEW MEASURES INSTITUTED TO ADDRESS NPAs AND MONITORING THE
UTILIZATION OF FUNDS

11. The Committee have been informed that IIFCL has instituted several
measures to address NPAs and monitoring the utilization of funds. The Company
has put in place a Board approved Management Policy which lays out the
Directives and Guidelines for time-bound resolution of NPA by taking proactive
actions towards close monitoring, constant follow-up and evolving suitable
modes for early resolution/ recovery of dues in line with the prescribed norm/
guidelines of RBI and other applicable statutory/ regulatory authorities or
directions from the Central Government. IIFCL has set up a specialized Recovery
and NPA Management Department and has strengthened this department with
officers with specialized skills in recovery and NPA Management. The capacities
were further strengthened with external experts including and independent High
Level Advisory Committee which is chaired by retired Hon’ble Judge of the
Madras High Court and two former Executive (whole-time) Director of Public

Sector Banks and Financial Institutions.

12.  Similarly, to monitor the utilization of funds for further disbursement, IIFCL
informed that it has taken several measures such as (a) meaningful scrutiny of
progress reports, balance sheets of borrowers, (b) regular inspection of
borrower’s assets, books of accounts including ‘no-lien’ accounts maintained

with other banks, (c) conducting regular on-site visit of the projects, etc.

13. The Committee appreciate the measures taken by IIFCL and hope that
these initiatives will keep NPAs under check and also help IIFCL in discharging its
role as a pioneer lender in financing infrastructure projects. The Committee
understand that although these initiatives have been taken post audit findings,
nevertheless, these measures will go a long way in improving and strengthening
the functioning of IIFCL.

New Delhi; SANTOSH KUMAR GANGWAR
6 March, 2023 Chairperson
15 Phalguna , 1944(S) Committee on Public Undertakings
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Shri Uday Pratap Singh

Shri Ramdas Chandrabhanji Tadas

Rajya Sabha

Shri K.C. Ramamurthy
Shri M. Shanmugam

SECRETARIAT
Shri R.C. Tiwari - Additional Secretary
Shri Srinivasulu Gunda - Director
Shri G.C. Prasad - Additional Director
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REPRESENTATIVES OF OFFICE OF COMPTROLLER AND AUDITOR GENERAL

1. Shri Raj Ganesh Viswanathan

Dy. Comptroller & Auditor General
(Commercial, Coordination &
Local Bodies) and Chairman,
Audit Board

2. Dr. Kavita Prasad - Director General (Commercial)-|
3. Shri Shailendra Vikram Singh

Principal Director (Parliamentary
Committees)
4. Ms. Vidhu Sood - Principal Director of Audit (I & CA)

2. At the outset, Chairperson welcomed the representatives of O/o C&AG and drew
their attention to Direction 55(1) of the 'Directions by the Speaker' regarding
confidentiality of evidence before the Parliamentary Committees. The representatives of
the O/o C&AG briefed the Committee on Para No. 5.1 of Compliance Audit Report No.
18 of 2020 titled ‘Review of Loans to Road Projects' relating to India Infrastructure
Finance Company Limited (IIFCL) thereby highlighting the fact that IIFCL provides loans
to road projects being executed under Public-Private Partnership (PPP) and that it has
44% Road Sector Loan Projects in its portfolio of which 37.25% have turned NPAs. It
was also brought to the notice of the Committee that even after 6 months since the
tabling of Audit Report in Parliament in February, 2021, not even a single Action Taken
Note has been submitted by the Ministry of Finance (Department of Financial Services).
Thereafter, the representative of C&AG made a Power Point Presentation on the subject

explaining each aspect in detail.

3. Major issues that were covered in the presentation were related to due diligence
not done before signing the loan agreement, negligible physical security against the
loan dues in road projects, main assets of the project i.e. land, road and other structures
thereon constructed by the Concessionaire (borrower) are owned by the Concessioning
Authority (mainly NHAI), loans becoming NPA due to toll revenue not yielding the
requisite revenue, not ensuring availability of necessary -clearances/approvals,
adjustment/funding of overdue Interest during Construction, sanction of loan for cost
overrun without obtaining approval from Concessioning Authority, disbursement of loan
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without verifying utilisation of previous disbursal, inadequate site visits, unrealistic

projection of traffic/toll revenue etc.

4. Thereafter, Chairperson and Members raised queries on various aspects and
sought clarification on organisational set up of IIFCL, ensuring compliance to the
conditions in the loan agreement, methods to mitigate the risks associated with the
loans disbursed, fixing accountability, projects not functioning properly and the loans
disbursed on the projects becoming NPAs. The representatives of the O/o C&AG
responded to the queries raised by the Members and it was decided that
representatives of IIFCL may be called to further clarify on the subject.

5. Chairperson then asked the representatives of O/o C&AG to brief the Committee
on other Audit Para (Para No. 5.2 of the same Audit Report) selected for examination by

the Committee during its current term.

(The Committee then adjourned.)
/ I/
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APPENDIX I
COMMITTEE ON PUBLIC UNDERTAKINGS
(2021-2022)

MINUTES OF THE TWENTIETH SITTING OF THE COMMITTEE

The Committee sat on Tuesday, the 4™ January, 2022 from 1500 hrs. to
1655 hrs. in Committee Room. ‘C’, Ground Floor, Parliament House Annexe (PHA),
New Delhi.

PRESENT

Shri Santosh Kumar Gangwar - Chairperson

Lok Sabha

Shri Lavu Sri Krishna Devarayalu
Dr. Heena Vijaykumar Gavit

Shri Chandra Prakash Joshi

Shri Arjunlal Meena

Shri Janardan Mishra

Shri Nama Nageswara Rao

Shri Arvind Kumar Sharma

Shri Ravneet Singh Bittu

Shri Uday Pratap Singh

Shri Ramdas Chandrabhanji Tadas
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Rajya Sabha

12. Shri Birendra Prasad Baishya
13. Shri Anil Desai
14. Shri Syed Nasir Hussain

SECRETARIAT
1. Shri R.C. Tiwari - Additional Secretary

2. Shri Srinivasulu Gunda Director
3. Shri G.C. Prasad - Additional Director
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REPRESENTATIVES OF OFFICE OF COMPTROLLER AND AUDITOR GENERAL

1. Shri Raj Ganesh Viswanathan

Dy. Comptroller & Auditor General
(Commercial, Coordination &
Local Bodies) and Chairman,
Audit Board

Dr. Kavita Prasad - Director General (Commercial)-|
Shri Shailendra Vikram Singh

Principal Director (Parliamentary
Committees)
4. Ms. Vidhu Sood - Principal Director of Audit (I & CA)

REPRESENTATIVES OF IIFCL
Shri P.R. Jaishankar - Managing Director
2. Shri Pawan K. Kumar - Dy. Managing Director

2. The Chairperson welcomed the Members and the officers of C&AG at the sitting
convened to take evidence of representatives of India Infrastructure Finance Company
Limited (IIFCL) and explained the agenda of the sittings. The representatives of O/o
CAG then made a brief presentation on the important issues pertaininig to Para 5.1 of
their Compliance Audit Report No. 18 of 2020 titled 'Review of Loans to Road Projects'
relating to IIFCL. They pointed out some functional lapses on the part of the IIFCL like
failure to ensure availability of Right of Way to the Concessionaire, not ensuring
availability of necessary clearance/approvals, adjustment of overdue Interest during
construction, sanction of loan for cost overruns without obtaining approval from the
Concessioning Authority, disbursement of loan without verifying utilization of previous

disbursal, inadequate site visits, unrealistic traffic projections etc.

(The representatives of lIFCL were then called in.)
3. The Chairperson welcomed the representatives of IIFCL and drew their attention
to Direction 55(1) of the 'Directions by the Speaker' regarding confidentiality of evidence
before the Parliamentary Committees. Thereafter, the representatives of the IIFCL
made a presentation to the Committee on the subject therein highlighting the fact that
IIFCL provides loans to road projects being executed under Public-Private Partnership

(PPP). The issues touched upon, inter-alia, involved background, inception and
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evolution of IIFCL, IIFCL not mandated to lend solo but only in a consortium, mandate
of IIFCL to fund only 20 per cent of the project cost, constraints like land acquisition,
environment clearances and other statutory clearances, time cost overruns in projects,
reforms brought in by the Kelkar Committee, introduction of Insolvency ad Bankrcuptcy
Code and Bharatmala Project, [IFCL's contribution to the national Infrastructure pipeline

and national assets monetisation pipeline etc.

4. The Members then raised various issues pertaining to Audit findings in the
functioning of IIFCL vis-a-vis loan sanctioned without ensuring at least 80 per cent Right
of Way, pre-disbursement conditions not quantified, Common lending Agreement
stipulations not met, issues relating to termination payment like NHAI being the
Concessioning Authority as well as termination payment giver and outsourcing of
termination payments to an Insurance Company, consideration of a tripartite agreement
among the Conessionaires, Concessioning Authorities and Lenders; IIFCL side stepping
responsibility by putting the onus of the responsibility to other players like NHAI and
Lead Bank, formation of high level Committee to reduce NPAs, NPA of the Company in

terms of percentage to the total loan book, rating agency for traffic consultations etc.

5. The representatives of the IIFCL clarified issues on which information was readily
available with them. In respect of some points for which information was not readily
available, the Chairperson desired that written replies may be furnished to the

Committee Secretariat within 10 days.

(The witnesses then withdrew.)
(A copy of the verbatim proceedings has been kept separately)
/ I/
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APPENDIX Ill
COMMITTEE ON PUBLIC UNDERTAKINGS
(2021-2022)

MINUTES OF THE TWENTY-FIRST SITTING OF THE COMMITTEE

The Committee sat on Wednesday, the 12™ January, 2022 from 1110 hrs. to
1235 hrs. in Committee Room. ‘C’, Ground Floor, Parliament House Annexe (PHA),
New Delhi.

PRESENT
Shri Santosh Kumar Gangwar - Chairperson

MEMBERS

Lok Sabha
Dr. Heena Vijaykumar Gavit
Shri Arjunlal Meena
Shri Janardan Mishra
Shri Nama Nageswara Rao

2

Shri Arvind Kumar Sharma

Rajya Sabha
7. Shri Syed Nasir Hussain

SECRETARIAT

Shri R.C. Tiwari - Additional Secretary
Shri Srinivasulu Gunda - Director
Smt. Mriganka Achal - Deputy Secretary

wn =
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REPRESENTATIVES OF OFFICE OF COMPTROLLER AND AUDITOR GENERAL

1. Dr. Kavita Prasad - Director General (Commercial)-|
2. Ms. Ritika Bhatia - Director General (Commercial)-|
3. Shri Shailendra Vikram Singh - Principal Director (Parliamentary

Committees)

REPRESENTATIVES OF DEPARTMENT OF FINANCIAL SERVICES, M/o FINANCE

1. Shri Amit Agrawal - Additional Secretary
2. Shri Lalit Kumar Chandel - Economic Advisor
3. Smt. Anindita Sinharay - Director

2. The Chairperson welcomed the Members and the officers of C&AG at the sitting
convened to take evidence of representatives of Department of Financial Services
(DFS) and explained the agenda of the sitting. The representatives of O/o CAG then
made a brief presentation on the important issues pertaining to Para 5.1 of their
Compliance Audit Report No. 18 of 2020 titled 'Review of Loans to Road Projects'
relating to IIFCL. They pointed out some functional lapses on the part of the IIFCL like
failure to ensure availability of Right of Way to the Concessionaire, not ensuring
availability of necessary clearance/approvals, adjustment of overdue Interest during
construction, sanction of loan for cost overruns without obtaining approval from the
Concessioning Authority, disbursement of loan without verifying utilization of previous
disbursal, inadequate site visits, unrealistic traffic projections etc.

(The representatives of DFS were then called in.)
3. The Chairperson welcomed the representatives of DFS and drew their attention
to Direction 55(1) of the 'Directions by the Speaker' regarding confidentiality of evidence
before the Parliamentary Committees. Thereafter, the representatives of the DFS made
a presentation to the Committee on the subject therein highlighting major issues related
to due diligence not done before signing the loan agreement, negligible physical
security against the loan dues in road projects, main assets of the project i.e. land, road
and other structures thereon constructed by the Concessionaire (borrower) being

owned by the Concessioning Authority (mainly NHAI), revenue risk connected with the
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collection of toll revenue in BOT projects, issues of the Concessionaires regarding
statutory clearances etc.

4. Thereafter, Chairperson and Members raised queries on various aspects and
sought clarification on drawbacks of the BOT Model and the coming of Hybrid Annuity
Model in 2017, dispute resolution system, arbitration issues, problems associated with
following the lead bank blindly, how to arrest the issue of piling up of NPAs, role of
private banks in financing Infrastructure projects, the basis on which projects are
selected for financing etc. The representatives of the DFS clarified issues on which
information was readily available with them. In respect of some points for which
information was not readily available, the Chairperson desired that written replies may

be furnished to the Committee Secretariat within 10 days.

(The witnesses then withdrew.)
(A copy of the verbatim proceedings has been kept separately)
/ /
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APPENDIX IV

COMMITTEE ON PUBLIC UNDERTAKINGS
(2022-23)

MINUTES OF THE TWENTY- SEVENTH SITTING OF THE COMMITTEE

The Committee sat on Thursday, the 23" February, 2023 from 1100 hrs. to
1235 hrs. in Committee Room ‘2’, Ground Floor, Extension to Parliament House Annexe
(EPHA), New Delhi.

PRESENT
Shri Santosh Kumar Gangwar - Chairperson
MEMBERS

Lok Sabha

2. Shri Ravneet Singh Bittu
3. Shri Sushil Kumar Singh

Rajya Sabha

Shri Anil Desai

Shri Syed Nasir Hussain
Dr. Anil Jain

Shri Prakash Javadekar
Dr. Amar Patnaik

© N o g bk

SECRETARIAT

Shri Chander Mohan
Shri Santosh Kumar Director

Shri G.C. Dobhal - Additional Director
Smt. Mriganka Achal

Joint Secretary

W N~

Deputy Secretary
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REPRESENTATIVES OF DEPARTMENT OF FINANCIAL SERVICES,
MINISTRY OF FINANCE

1. Shri Suchindra Misra - Additional Secretary
2. Shri Bhushan Kumar Sinha - Joint Secretary
3. Shri Kartikeya Misra - Director
2. At the outset, the Chairperson welcomed the Members of the Committee and

apprised them about the agenda for the sitting. The Committee then considered and
adopted the Draft Report on “Audit Para No. 5.1 of C&AG Report No. 18 of 2020
regarding Review of Loans to Road Projects relating to India Infrastructure Finance
Company Limited” without any change/modification. The Committee authorized the
Chairperson to finalize the report on the basis of factual verification by the C&AG and
concerned Ministry/Department and thereafter, presenting the same during the current
session of Parliament. The Committee Secretariat, then, made a power point
presentation on important issues related to examination of the subject.

(The witnesses were, then, called in)

3. *kkk k*kkk k*kkk
4 . *kkk *kkk *kkk
5. *kk%k *kkk *kkk
6' *kkk *kkk *kkk

The Committee, then, adjourned

(A copy of the verbatim proceedings has been kept for record)
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