SAMPADA

Vinod Kothari Consultants P Ltd
1012 Krishna

224 AJC Bose Road

Kolkata - 700017. India
91-33-22817715/ 1276/ 3742
www.vinodkothari.com

www.India-financing.com

OCTOBER 2011



http://www.vinodkothari.com/
http://www.india-financing.com/

In this Issue: Editorial:

Content Page No. Sampada

Article by Nidhi Bothra: 3-9
Legal issues on factoring business

in India

Nidhi Bothra & Sikha Bansal

discuss RBI’s guidelines on credit

default swaps for corporate bonds

and deferral thereof

News Update:

Revision of Rating Symbols and
Definitions of Credit Rating
Agencies

Revised Reporting Formats for
NBFCs under Project FINnet

Direction to NBFCs for
Implementation of Green Initiative
programme of the Government

Basic Instinct:
NBFCs of the month iampada

-Analysis of some leading NBFCs
ND-SI

-Comparison of some key figures
and ratios

Contact Us

Abhijt Nagee
To join our mailing list see here:

233 3

OCTOBER 2011



http://www.vinodkothari.com/mailinglist.htm
mailto:abhijit@vinodkothari.com

Legal issues on factoring business in India

-Nidhi Bothra
nidhi@vinodkothari.com

Credit Factoring or simply factoring is an asset backed means of financing (tripartite agreement between the buyer, seller
and the factor), whereby the account receivables are assigned to a third party called factor for a discount, releasing the tied-
up capital and providing financial accommodation to the Company. The origin of factoring goes back to 14t century in
England. Earlier, factoring was confined to textile and garment industries, but later was spread across various industries
and markets. Factoring has been defined as:

“Credit factoring may be defined as a continuing legal relationship between a financial institution (the “factor”) and
a business concern (the “client”) selling goods or providing services to trade customers (the “customers”) whereby
the factor purchases the client’s book debts either without or with recourse to the client, and in relation thereto
controls the credit extended to customers and administers the sales ledger.”

Though Europe provides largest volumes globally, factoring in Asia has been growing rapidly in the last few years. The
penetration rate?! of factoring in various countries is as below:

Austria
Belgium
Colombia
Craotia

Czech Republic
Denmark
Estonia

France

Israel

L,‘mua;“‘g B % of nominal gdp 2010
Moldova

New Zealand
Portugal
Russia

Spain
Switzerland
United Kingdom

The purport of factoring is to assign the account receivables to be able to a) instantly convert receivables into case, that
enable the companies to have funds to finance the day to day operations of the company, b) helps in efficient collection of
the receivables and protection against bad debts, c) outsourcing sales ledger administration and d) availing credit
protection for receivables.

Typically in a factoring transaction, a seller gets a prepayment limit from the factor, then enters into a transaction with the
buyer and submits the invoice; notice to pay etc to the factor. The factor makes upfront payment to seller, as a percentage of
invoice value based on criteria, such as, quality of receivables, number and quality of the buyers and your requirements
(80% - 95% of invoice value) and maintains the sales ledger of the seller and collects payment from buyer. The balance
payment is made to the seller, net of charges. The seller is not be required to open an LC or a bank guarantee.

The cost to the seller in factoring is the service fees, which is dependent on a) sales volume, b) number of customers, c)
number of invoices and credit notes and d) degree of credit risk in the customer or the transaction.

Factoring and Bill Discounting

There is a very thin line of difference between factoring and bill discounting. Bill discounting unlike factoring is always with
recourse to the client, whereas factoring may be with recourse or without. Generally there is no notice of assignment given
to the customer in case of bill discounting and collections are done by the lender, unlike factoring, where debt collection is
done by the factor. Factoring can be called a financing and servicing function, whereas, bill discounting function is purely
financial.
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Types of Factoring
On the basis of geographical distribution
1. Domestic Factoring

a. Sales bill factoring

b. Purchase bill factoring

International Factoring - As international trade continues to increase,

international factoring is being accepted as vital to the financial needs of the

exporters and is getting the necessary support from the government,
specifically in the developing countries to stimulate this mode of funding.

a. Export factoring - It is seen as an alternative to letter of credit, as
the importers insist on trading in open account terms. Export
factoring eases the credit and collection troubles in case of
international sales and accelerates cashflows and provides liquidity
in the business.

On the basis of credit risk protection

e On recourse basis, wherein the factor can recover the amount from the
seller, in case of non-payment of the amount to the factor. Thus, though
the receivables have been assigned, the credit risk remains with the
client.

On non-recourse basis also called old line factoring, wherein the risk of

non-payment of invoices is borne by the factor. However, the factor

only bears credit risk in such transactions. In case non-payment is due
to any other reason other than financial incapacity, the factor
Other types:

e Advance factoring: In case of advance factoring, the factor provides
financial accommodation and non-financial services. The factor keeps a
margin while funding, which is called the client’s equity and is payable
on actual collection.

Maturity factoring: Here, the factor makes payment on a due date. This

sort of funding is resorted to by clients who are in need of non-financial

services offered by the factors.

Supplier guarantee factoring: Also known as drop shipment factoring.

This sort of factoring is common where the client acts as a mediator

between the supplier and the customer.

Overview of factoring in India:

India’s factoring turnover in 2009 was around Euros 2500 Million in domestic
and Euros 2650 million in total as compared to a total of Euros 1,283,559
million worldwide! and the turnover over the last 7 years has seen a
tremendous growth and steep downfall as well; while that of Asia has risen
219% from 2004 to 2010 and is valued at $637 billion. Some of the challenges
faced by the factoring companies in India are a) there was no specific law for
assignment of debt, b) there was no recovery forum available to the factoring
NBFCs such as DRT or under Sarfaesi Act, c) Lack of access to information on
credit worthiness and d) assignment of debt involves heavy stamp duty cost.

UNICITRAL laws on assignment

The United Nations Convention on the Assignment of Receivables in
International Trade was adopted to facilitated availability of credit and capital.
Article 2 of the Convention defines Assignment as -

! Data from Factors Chain International http://www.factors-
chain.com/?p=ich&uli=AMGATE 7101-2 1 TICH L1403780046
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“Assignment” means the transfer by agreement from one person (“assignor”) to
another person (“assignee”) of all or part of or an undivided interest in the
assignor’s contractual right to payment of a monetary sum (“receivable”) from a
third person (“the debtor”). The creation of rights in receivables as security for
indebtedness or other obligation is deemed to be a transfer;

The definition covers both the creation of security rights in receivables and the
transfer of full property in receivables, whether or not for security purposes.
Further, the Convention defines receivables as contractual right to payment of a
monetary sum and includes parts of and undivided interests in receivables. Also
included are loan receivables, intellectual property licence royalties, toll road
receipts and monetary damage claims for breach of contract, as well as interest
and non-monetary claims convertible to money. The term does not include a
right to payment arising other than by contract, such as a tort claim or a tax
refund claim. The Convention generally does not apply to domestic assignments
of domestic receivables, but some of the clauses as stated are relevant adaption
and include the following:

Notice of assignment of receivables is required to be given to the debtor
and is effective when received by the debtor. An assignment does not
affect the rights and obligations of the debtor, without the consent of
the debtor.
The assignee may not retain more than the value of its rights in the
receivables.
The assignor makes representation that the debtor shall not have the
right of set-off.
The law of the State in which the assignor is located governs the
priority of the right of an assignee in the assigned receivable over the
right of a competing claimant.
The Annex to the convention states that the
o Right of an assignee in an assigned receivable has priority over
the right of an insolvency administrator and creditors who
obtain a right in the assigned receivable by attachment, judicial
act or similar act of a competent authority.
The registration system should be operative to register details
with regard to the assignor, assignee and brief description of
the assigned receivables and may be with regard to existing or
future receivables.
The priority of the right of an assignee in the assigned
receivable is determined by the order in which notification of
the respective assignments is received by the debtor.
As the Convention is a model law, it does not contain a uniform substantive law
rule as to the formal validity of the assignment, but is indicative of the aspects to
be covered in assignments.

The Regulation of Factor (Assignment of Receivables) Bill, 2011

In order to revive the business and render liquidity specifically to the small and
medium enterprises, the Finance Minister in the last Parliament session had
tabled a pilot bill to bring the factors business in India under regulation.

While the intent of the Bill may be to stimulate the growth of factoring business
in India, but a close look at the Bill does not enumerate so. The Bill is a
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regulation Bill, but the much need is for a Bill to promote factoring and not so
much to regulate. Some of the highlights of the Bill are as mentioned below:

The Regulation of Factor (Assignment of Receivables) Bill, 2011, the name
makes it unclear whether the Bill is for regulating assignment; factoring or
both. Further it should have been a regulation of factor’s’ and nor factor, to
be more appropriate.

Section 2 (a) of the Bill defines assignment means transfer by agreement, of
undivided interest of any assignor in any receivables due from any
debtor...The definition talks about undivided interest to be assigned only
and does not consider assignment of fractional interest within its ambit.
This would mean that any assignment of fractional interest would not be
covered under this definition. Further whether the assignment could be in
terms of money, in terms of time or rate of interest is not clear from the
definition.

The definition of receivables, in Section 2(p) of the Bill includes futures
receivables as well, which is in line with international laws.

Section 3(1) of the Bill says -

No Factor shall commence or carry on the factoring business unless it obtains
a certificate of registration from the Reserve Bank to commence or carry on
the factoring business under this Act.

The definition should have said no ‘person’ shall commence or carry on the
factoring business rather than using the term factor. A person shall only
become a factor after obtaining a certificate of registration from the
Reserve Bank as the section suggests. However the section already terms
such person as factor, making the definition circular.

Section 3(3) of the Bill states every company carrying or commencing
factoring business to be registered with RBI, and such companies would be
classified as NBFCs and all the provisions applicable to NBFCs would be
applicable here as well. Section 3(4) requires existing NBFCs to take a fresh
certificate of registration, if they are principally engaged in the business of
factoring. However the question to be considered is whether companies
carrying out the business of factoring can be classified as NBFCs as per the
definition provided in Section 45I(c) and Section 451 (f) of the Reserve Bank
of India Act, 1934. The definition of a financial institution as stated in the
Actis:

1[(c) “financial institution” means any non-banking institution which
carries on as its business or part of its business any of the following
activities, namely:-
8] the financing, whether by way of making loans or advances or
otherwise, of any activity other than its own:
XXX

4[(f) “non-banking financial company” means-

(i)  afinancial institution which is a company;

(i) anon-banking institution which is a company and which has as
its principal business the receiving of deposits, under any
scheme or arrangement or in any other manner, or lending
in any manner;

(iii) such other non-banking institution or class of such institutions,
as the Bank may, with the previous approval of the Central
Government and by notification in the Official Gazette,
specify;]
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The  Regulation of  Factor
(Assignment of Receivables) Bill,
2011 was introduced in the Lok
Sabha on March 24, 2011 by the
Minister of Finance Shri Pranab
Mukherjee. The Bill seeks to
regulate the business of factoring
by providing a mechanism for
assignment of receivables of an
industry to a factor and payment of
consideration by the factor to the
industrial unit.

The Bill provides that no factor
may commence or carry on the
factoring business without a
certificate of registration from the
Reserve Bank of India. Applicants
for registration must meet the
eligibility requirements of a non-
banking financial company under
the Reserve Bank of India Act,
1934.




Section 451 (c) requires the companies to carry on the business of financing,
apart from other businesses listed to be classified as a non banking financial
company. The question for consideration here is whether factoring
business, is a business of financing or insurance. We have discussed this
issue in detail below.

Section 7(3) states that in case the receivables are encumbered to any
creditor, the assignee shall pay the consideration for such assignment to the
creditor to whom the receivables have been encumbered. In case of fixed
charge created over assets, the provisions of this section are well thought,
as, if the consideration was paid to the assignor, it would have resulted in
double funding. However in case of floating charges, this would render
several difficulties for the assignor. Most companies have fixed and floating
charges created over their assets, the assets on which floating charge is
created are regularly rotated in business and are only crystallized in case of
default or non-payment, thus it would be difficult to crystallize the assets by
the factor and the creditor to whom assets are encumbered and floating
charge is created.

e Section 8 of the Bill requires the notice of assignment to be given to the
debtor, without which the assignee shall not be entitled to demand
payment of the receivables from the debtor. However Section 7(2) of
the Act, makes Section 8 redundant, as it states that on execution of
agreement in writing for assignment of receivables, the assignee shall
have ‘absolute right to recover such receivable and exercise all the rights
and remedies of the assignor whether by way of damages or otherwise, or
whether notice of assignment as provided in sub-section (1) of section 8 is
given or not.’ This is not on line with the proviso to Section 130 (1) of
the Transfer of Property Act, 1882 which mandates that the assignee
will be able to entitle to recover or enforce the debt when the debtor is
made party to the transfer or has received express notice of such an
assignment and also as stated in the UNCITRAL model law on
assignment.

Section 8, 9 and 10 provide for the requirements of notice of
assignment. The intent of Section 11 seems that even in case notice of
assignment is not provided the debtor would not be absolved from his
duties to make payment. However the section is worded as ‘till notice
is served on the debtor, the rights and obligations in its contract with
the assignor, shall remain unchanged, excepting the change of the
party to whom the receivables are assigned which may become
entitled to receive the payment of the receivable from the debtor;’ this
means whether or not notice for assignment is provided the rights and
obligations of the debtor towards the assignee would remain
unaffected. If so was the intent of the Section, then there was no need
for any notice of assignment to be given to the debtor, as by the virtue
of this section read with section7(2), the assignee would have all the
right on receivables as that of the assignor. The UNCITRAL model law
on assignment requires that notification of assignment of debt is to be
given by either the assignor or the assignee, the assignee may not
retain more than the value of its right in the receivable and notification
of the assignment or a payment instruction is effective when received
by the debtor. However, until the debtor receives notification of the
assignment, the debtor is entitled to be discharged by paying in
accordance with the original contract.

Import factoring is not permitted as per Section 31(1) of the Bill
Further recourse to the assignor is not permitted under the Bill.
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e The proposed law provides for compulsory registration of every
transaction of assignment of receivable with the Central Registry to be
set up under the SARFAESI Act within a period of 30 days.

True sale or mere financing?

The factoring business in India was carried out on both with recourse and
without recourse basis prior to the Bill. The question for consideration is
whether factoring is an agreement of true sale or mere mode of financing in the
garb of transfer of receivables. In one of the landmark judgment’s of Major’s
Furniture Mart, Inc v. Castle Credit Corporation, 602 F.2d 538; 1979 U.S. App.
LEXIS 13808; 26 U.C.C. Rep, the question in consideration in the case was
whether the transaction was a true sale or mere financing. Major’s was into
retail sale of furniture and Castle into the business of financing such dealers as
Major’s. Under an agreement, Major’s had sold its receivables to Castle, with full
recourse against Major’s. The Court held the assignment of receivables by the
furniture seller to the factoring company a case of financing and not assignment,
as the factor had full recourse on the seller and the factor only paid a part of the
total debt factored by him.

In another case of Endico Potatoes, Inc., and others vs. CIT Group/Factoring,
Inc.,, Second Circuit Nos. 1751, 1961 Decided: October 2, 1995, in case of a
factoring transaction, the court opined:

"Resolution of whether the "contemporaneous transfer,” as CIT describes
Merberg's assignment of accounts receivable to CIT and CIT's loan advances to
Merberg, constitutes a purchase for value or whether the exchange provides CIT
with no more than a security interest, depends on the substance of the relationship
between CIT and Merberg, and not simply the label attached to the transaction. In
determining the substance of the transaction, the Court may look to a number of
factors, including the right of the creditor to recover from the debtor any
deficiency if the assets assigned are not sufficient to satisfy the debt, the effect on
the creditor’s right to the assets assigned if the debtor were to pay the debt from
independent funds, whether the debtor has a right to any funds recovered from the
sale of assets above that necessary to satisfy the debt, and whether the assignment
itself reduces the debt.

Major's Furniture Mart, Inc. v. Castle Credit Corp. , 602 F.2d 538, 543-46 (3d Cir.
1979); Levin v. City Trust Co., 482 F.2d 937, 940 (2d Cir. 1973); Hassett v. Sprague
Electric Co. , 30 B.R. 642, 647-48 (Bankr. S.D.N.Y. 1983); In re Evergreen Valley
Resort, Inc. , 23 B.R. 659, 660-61 (Bankr. D. Me. 1982). The root of all of these
factors is the transfer of risk. Where the lender has purchased the accounts
receivable, the borrower'’s debt is extinguished and the lender's risk with regard to
the performance of the accounts is direct, that is, the lender and not the borrower
bears the risk of non-performance by the account debtor. If the lender holds only a
security interest, however, the lender’s risk is derivative or secondary, that is, the
borrower remains liable for the debt and bears the risk of non-payment by the
account debtor, while the lender only bears the risk that the account debtor's non-
payment will leave the borrower unable to satisfy the loan.
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Characteristics of
factoring:

Usually the period for
factoring is 90 to 150
days. Some factoring
companies allow
even more than
150days.

Factoring is
considered to be a
costly source @ of
finance compared
to other sources of
short term borrowing




In a more recent case? of Re: Qualia Clinical Service, Inc v. Inova Capital
Funding, LLC; Inova Capital Funding, Inc, the bankruptcy appellate panel for the
eighth circuit found that the invoice purchase agreement was clearly and
unambiguously a financing arrangement. The court made that finding on the
terms of the agreement itself. In particular, the court noted that, the recourse
provisions contained in section 7.02 of the agreement, which shift all collection
risks to Qualia.

"The question for the court then is whether the Nature of the recourse, and the
true nature of the transaction, are such that the legal rights and economic
consequences of the agreement bear a greater similarity to a financing
transaction or to a sale.”

This agreement, which shifts all risk to Qualia, is a disguised loan rather than a
true sale. Where the "seller” retains "virtually all of the risk of non-collection,” the
transaction cannot properly be considered a true sale.

If the assignment alone did not reduce the obligation of the assignor towards
the assignee and the assignee at any given point of time, directly demand the
money from the assignor, there is no transfer of risk. If the primary risk of
customer’s non-payment remained with the assignor, then it cannot qualify as a
true sale. Hence if the factoring business is carried out without recourse to the
assignor, it would not be a financing transaction and can be classified as an
NBFC.

The most significant consideration in
resolving whether a transaction would
constitute a true sale is whether,
examining the transactions in their
totality, the seller will, in substance,
part with the risks and benefits of
ownership of the assets. Although
recourse arrangements by themselves
are not necessarily conclusive of the
true sale/loan analysis, the existence of
recourse is indicative that a purported
sale is in fact a loan. The intention of
the parties is a relevant but not
controlling factor in determining
whether a transfer of an asset should be
characterised as a true sale or a loan.

2

http://www.law.com/ijsp/tal/PubArticleTAL.jsp?1d=1202482639423 &slreturn=1&hb
xlogin=1
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ARTICLE

Reserve Bank of India recently published the final guidelines on Credit
Default Swap for Corporate Bonds in May, 2011 which places the operational
framework for introduction of plain vanilla OTC single name CDSs for
corporate bonds in India.

The highlights of the guidelines are: RBI;S Guidelines

Guidelines for Users and Market Makers - Users can buy C d-
protection for hedging purposes only. Holding short positions in CDS on re lt
contracts and selling protection is not permitted. Users can exit D

efault Swaps

bought positions by unwinding them with the original counterparty

or by assigning in favor of the buyer of underlying bond. Offsettin
Y e ! yine y for Corporate

of bought position with a sale contract is not permissible. Only

market makers can buy protection without having the underlying
arls Bonds and

Users cannot buy CDS for an amount higher than that of corporate deferral thereof
bonds or for a tenor greater than corporate bonds held by them
Users are required to submit an auditor’s certificate or custodian’s
certificate to the protection sellers or novating users, of having the
underlying bond while entering into/unwinding the CDS contract - Nidhi Bothra
CSD trades shall have atleast one RBI regulated entity on one side of &
the transaction. CDS transactions cannot be between related parties Sikha Bansal
or where the reference entity is a related party to either of the 1

contracting parties. shikha@vinodkothari.com

Reference entity - Reference entity should be a single legal resident
entity, users and market makers to be resident entities as well. FIIs
are an exception to the list.

Reference Obligation - The reference obligation would be:
o listed corporate bonds
o unlisted but rated bonds of infrastructure companies Update
o unlisted/unrated bonds issued by the SPVs set up by : .
infrastructure companies

Prohibitions on writing a CDS -

o Obligations such as asset-backed securities/mortgage- BBI's Guidelines on Credit Defaull
backed securities (structured financial products), Swaps for Corporate Bonds and

convertible bonds and bonds with call/put options shall not e

be permitted as reference and deliverable obligations

CDS cannot be written on interest receivables or on T

securities with original maturity upto 1 year Sikha Bansal

Dealing in derivative products with CDS itself as an FrremsET e

underlying is not permissible
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ARTICLE

e Other operational issues -

o CDS contract is irrevocable except in circumstances of
protection buyer defaulting under the terms of the
contract and CDS contracts should be a direct claim
on the protection seller and the protection seller shall
not have recourse to the protection buyer for credit
event losses.

Settlement methodologies for the CDS transactions
shall be determined upfront and would be determined
in the CDS documentation and for transactions
involving wusers’ physical settlement would be
mandatory.

The protection sellers will have limits on the exposure
in single entities and aggregate of individual gross
position in relation to their capital funds.

The idea of introducing CDS for corporate bonds is to provide a tool for
redistribution of risk. CDSs enhance investments and borrowing
opportunities, reducing transaction cost, hiving credit risk so as to
increase the interest of the investors’ in corporate bonds that would
lead to the development of the corporate bond market in India.

The text of the guidelines is available here.

However, in order to welcome these guidelines, one needs adequate
infrastructure. It is important to state that there were several
clarifications required by the market participants on various elements
like establishment of a trade repository, documentation procedures,
standardized contracts and publication of necessary statistical data
like CDS curve for the purpose of valuation, and operational aspects.
Therefore, though the statutory body came up with something which
was in for enhancement of investment and borrowing opportunities
and for reducing transaction costs but seems that there was much of
haste involved because of which such criteria and elements were left
unanswered. Keeping all these factors in view, RBI has now decided to
defer the implementation of the guidelines till the end of November,
2011. However, the exact date has not been notified as yet. The
decision was intimated by the Notification no. RBI/2011-12/228
IDMD.PCD.No. 12/14.03.04/2011-12 dated October 20, 2011. The text
of the notification is available at the given link:

" 3 3 9 0Al B<=<?CD

B(
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The RBI had said that CDS would increase
investors' interest in corporate bonds and
would be beneficial to the development of
the corporate bond market in India. It had
said that beside banks, NBFCs and primary
dealers with net owned funds of Rs 500
crore will be permitted to act as market
makers. The guidelines further state that
entities will only be allowed to buy CDS
contracts to hedge credit risk and not for
speculation. Earlier, in February, the RBI
had come out with draft guidelines for
allowing corporates to hedge risk against
CDS. The central bank had in 2008 planned
to introduce CDS for corporate bonds, but
postponed the move in view of the global
financial crisis, which was caused by large
scale trading in such debt instruments.
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RBI's Prudential Guidelines to NBFCs on Capital
Adequacy and Market Discipline - New Capital
Adequacy Framework (NCAF) - Revision of Rating
Symbols and Definitions of Credit Rating Agencies

The Reserve Bank of India had issued Prudential
Guidelines to banks on Capital Adequacy and Market
Discipline vide Master Circular No.
DBOD.No.BP.BC.11/21.06.001/2010-11 dated 1st
July, 2011 (which contains the consolidated prudential
guidelines).

The four accredited Credit Rating Agencies (CRAS) viz.
CARE, CRISIL, FITCH India and ICRA, which are
registered with SEBI, have therefore revised their
rating symbols of long term and short term debt
instruments. The new rating symbols of the chosen
CRAs vis-a-vis their old rating symbols for long term
and short term instruments are furnished in RBI’s
Circular DBOD.No.BP.BC. 39 /21.06.007/2011-12
dated 13t October 2011.

This change in rating symbols does not effect, in any
manner, the rating methodology followed by the CRAs
for rating such instruments and will have no bearing
on the existing ratings assigned by the CRAs under the
Basel-II framework.

In view of above, banks are advised to use the revised
rating symbols of the credit rating agencies with the
corresponding guidance in the master circular under
reference for the purpose of assigning risk weights to
the various exposures.

All other provisions regarding external credit ratings
of the master circular remain unchanged.
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NEWS UPDATE

SEBI, vide its circular on
'Standardisation of Rating Symbols and
Definitions’, had instructed Credit
Rating Agencies (CRAs) registered with
SEBI to adopt common rating symbols
and rating definitions, which shall be
used for the new ratings / reviews by
the CRAs. Under the revised
standardized system, rating symbols
will henceforth display the rating
agency's name as a prefix. In case of
short term ratings, a rating scale
denoted by 'A' on a scale of '1' to '4" (i.e.
Al, A2, A3 and A4) and 'D' has been
prescribed.




Reporting by NBFCs - Revised Formats under NEWS UPDATE
Project FINnet

In terms of the existing instructions, NBFCs are required to report
information/data relating to Cash and Suspicious Transactions to
the Director, Financial Intelligence Unit-India (FIU-IND) in the
prescribed format.

(FIU-IND) has recently advised that the prescribed multiple data
file reporting format shall be replaced by a new single XML file
format while furnishing reports under Rule 3 of PML Rules to
FIU-IND. The Financial Intelligence Unit-India has prepared a
comprehensive reporting format guide to describe the
specifications of prescribed reports to FIU-IND. In this regard, the
following documents have been placed in the ‘Download’ section
of the FIU-IND website:

a) Reporting Format guide

b) XML Schemas : Account Based Report.xsd

c) User Guides: Report Generation Utility Guide and Report

Validation Utility User Guide.

Accordingly, the Reserve Bank vide notification (DNBS (PD).CC.
No 247 /03.10.01 /2011-12) dated 28th October, 2011 has
directed all NBFCs to carefully acquaint themselves with the
revised reporting format and initiate urgent steps to build
capacity to generate reports, in compliance with the new
reporting XML format specifications.

The exact date of transition from the old reporting format to the
new format is yet to be communicated.

\ Do you know?

The most high profile PE investment in an NBFC this year has
been in Indostar Capital, which raised nearly $200 million in
commitments from investors like Ashmore Group Plc, Everstone
Capital Management, Baer Capital and CDIB Capital besides
Goldman. The company’s team includes former senior
executives of Aegon India and Bank of America Merrill Lynch
India, among others.

Another deal took place when private equity giant Kohlberg
Kravis Roberts & Co. L.P. (KKR), along with International
Finance Corporation (IFC), invested Rs 440 crore ($100 million)
in Kolkata-based non-banking finance company Magma Fincorp.
KKR also operates an NBFC in India that has concluded deals
with Max India’s Analjit Singh, JSW’s Sajjan Jindal and the Coffee
Day Group.
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Direction to NBFCs under Implementation of Green Initiative programme of the
Government

In order to help better utilization of resources and also better delivery of services the Government of India
has suggested steps to be taken by entities in financial sector, including NBFCs.

Accordingly, the Reserve Bank vide notification (DNBS(PD).CC. No 248 /03.10.01 /2011-12) dated 28t
October, 2011 had given directions to NBFCs to take proactive steps in this regard by increasing the use of
electronic payment systems, elimination of post-dated cheques and gradual phase-out of cheques in their
day to day business transactions. These will result in more cost-effective transactions and faster and
accurate settlements.

The Finance Ministry has also developed an e-payment
system for disbursal of subsidies to consumers of
fertilizers, LPG and kerosene. This system is likely to do
away with the use of cheques and bank demand drafts
to make payments. These will result in more cost-
effective transactions and faster and accurate
settlements.
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ANALYSIS OF SOME LEADING NBFCs ND-SI
- Compiled by Abhijit Nagee

NBFCs of the month

. Infrastructure Development
Finance Company Ltd.

. Power Finance Corporation
Limited

. Indiabulls financial services
Ltd.

. Industrial Financial Corporation
of India Limited

. NBFC history
. Major highlights

. Performance highlights
. Awards and achievements

. Comparison of Some important
figure and ratios
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Infrastructure Development Finance Company
Limited (IDFC)

Infrastructure Development Finance Company Limited (IDFC) has been at
the forefront of supporting private sector infrastructure development in
India since 1997, with the specific mandate to build the nation which is
critical to the country’s long-term sustainable economic growth.

Awards and Recognition
IDFC has been recognized as the leading source of knowledge and financing
expertise in building India’s infrastructure. Some of the awards and
recognition that have been received from various quarters over the last few
years:

14
IDFC Premier Equity Fund,
IDFC Imperial Equity Fund,
IDFC Dynamic Bond Fund and IDFC Super Saver Income
Fund
recognized as 5 star funds
by ICRA

$ % $ &
IDFC Project Finance ranked third as mandated lead
arranger for Project finance loans.

% C D
% g
IDFC Private Equity wins Best Private Equity Firm award.

$
IDFC SSKI (Now IDFC Securities) voted best local
brokerage in Asia Money Poll of Polls.
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ALTDFC, We srive to met the demand
for world-cass infrastructure in India
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“The year 2010-11 was notable
in IDFC's growth and
development for several reasons.
This has been a year where our
performance on financial metrics
has been more than satisfactory
despite overall sluggishness in
infrastructure sector growth.
More importantly, IDFC put into
effect a key element of our
longer term strategy of
diversifying our resource-
raising”

- Chairman, IDFC
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Highlights of Consolidated
IDFC’s Performance Highlights For FY 11 Performances

2011 was the year of the balance sheet. The balance sheet size
increased by 42% to Rs. 47,554 crore and net loans increased
by 50% to 37,652 crore.

Operating income increased by 21% to Rs. 2,547 crore in FY 11.
This growth has been the result of a significant increase in
lending activities - net interest income increased by 47% to Rs.
1,645 crore in FY 11.

Non interest income decreased by 8% to Rs.875 crore in FY 11. e
Although loan related and other fees increased by 35% to FET INTEREST IEoers
Rs.194 crore, income from the Company’s subsidiaries which
have been transferred to IDFC Foundation (a Section 25
Company) is no longer included under this revenue line.

As of March 31, 2011, IDFC had only 0.2% gross Non-
Performing Assets (NPA) and 0.1% net Non-Performing Assets
(NPA).

Operating expenses declined by 3% to Rs. 533 crore. f
The creation of a Section 25 Company, i.e. IDFC Foundation, PROEICAEEEN £L
resulted in expenses of subsidiaries transferred to the
Foundation not being included.

On a normalised basis, operating expenses increased by 3%.
The focus on streamlining costs and optimisation of its
operating leverage translated to cost/ income ratio declining to
20.9% in FY 11 from 24.5% (normalised) in FY 10.

These efforts also contributed to improved margins at the
preprovisioning PBT (Profit before Tax) level - PBT/Operating
income increased from 74% in FY 10 to 79% in FY 11. And, PBT
has grown by 25%, while PAT (Profit after Tax) increased by
21%.

IDFC has guided the market towards tripling its balance sheet over
the next 3-4 years (Rs.100,000 crore balance sheet by March 31,
2014). With the infusion of equity, the Company’s capital adequacy
ratio increased from 20% as of March 31, 2010 to 24% as of March
31, 2011, out of which Tier I capital increased from 17% to 22%. As
of March 31, 2011, leverage was at 4.2x, which is reflective of the
fact that IDFC can grow the balance sheet to its guided path of
Rs.100,000 crore.
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Power Finance Corporation Limited (PFCL)

PFCL has come a long way since 25 years when it started its lending
operations in the fiscal 1988 with a modest sanction of Rs.107 Crores and
disbursement of Rs. 101 Crore. In comparison, PFCL has sanctioned
Rs.75,197 Crores and disbursed close to Rs.34,122 Crore including R-APDRP
during the just concluded fiscal 2011, which is quite creditable. With this,
cumulative sanctions move to Rs.3,45,726 Crore and cumulative
disbursements to Rs.1,73,049 Crore as on March 31, 2011.

Major highlights:
PFCL has supported the capacity addition in power sector significantly
by providing financial support to 31,462 MW during the 11th Plan and
48,573 MW so far in the 12th Plan
the youngest to enter the list of the top 10 profit making public sector
undertakings as per PSE Survey Report of Department of Public
Enterprises released in February, 2011
ranked 35th based on net worth in a listing of top 500 companies
according to Dun & Bradstreet
figures among the top 500 global financial brands (Ranked 376th),
according to Brand Finance Plc of UK.
PFC got listed in Global 2000 leading Companies (Ranked 1195th), only
57 Companies from India figured in this list.
PFC currently has ICRA-assigned ratings outstanding of [ICRAJAAA
stable for various long-term bond and banl borrowing programmes

Awards and Recognition

PFCL’s performance has been recognized time and again and the same is
reflected in various awards / accolades received:

“SCOPE Commendation Certificate” in the category of
“Best Managed Bank, Financial Institution or
Insurance Company” for the year 2009-10

the “MoU Award of Excellence in Performance” for
7th time in the category of “Excellence in Financial
Services Sector”

the “ICT for India Award 2010” for excellence in
performance for R-APDRP

the “3rd PSU Awards 2011” in the category of “Gentle
Giant, The Largest Navratna (Non-Manufacturing)”
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“The Indian power sector had a
different landscape when your
Company started operations. Your
Company acted as the change
agent in turning around the sector
into a viable investment
proposition. Today your Company
performs a variety of functions like
funding power projects,
implementing key development
schemes and offering diverse
products and services like
consultancy and advisory in the
power sector”

-- Chairman & Managing
Director, PFCL at 25th AGM of
Shareholders




PFCL’s Performance Highlights For FY 11

The fiscal 2011 has been yet another year of impressive growth in
loan assets of 25% with a net profi t of about Rs.2,620 Crore.

The operating income touched a new level of Rs.10,128 Crore
showing an increase of 26% over previous year.

Personnel and Administration expenses in the fiscal 2011 were
0.09% of Loan Assets.

PFCL has also maintained very low levels of net NPAs of 0.20% of
loan assets.

PFC successfully closed its FPO despite tough market conditions
during the first quarter of fiscal 2012. The issue which was priced
at Rs.203 (5% discount to Retail & Employees) got a phenomenal
response and was subscribed 4.31 times. The offering comprised
of fresh issue of 17,21,65,005 equity shares by the Company and
an offer for sale (disinvestment) of 5,73,88,335 equity shares by
Government of India. Post-issue, the holding of the Government of
India stands at 73.72% and the balance is held by public. The
Company raised an amount of Rs. 3,433 Crore from issue of fresh
shares to the public.

Future Strategies as per Annual Report,
2010-2011:

As a part of the sustainable strategy to expand business, PFCL intends
to float independent business verticals in the form of subsidiaries. The
other business groups in PFCL will adopt a similar approach of
spinning off into independent subsidiaries as they grow and develop
expertise in such areas.

The future strategy is to sustain the growth momentum of your
Company by further consolidation in power sector and strengthening
of these business verticals so as to enable them to grow into strong
Companies with sound financials. As a part of Corporate Plan, the
Company has also identified other potential business areas like foray
into international markets, insurance, capacity building initiatives,
strategic alliance with domestic and international institutions etc,
whose feasibility will be explored and developed on the above lines to
further fuel the growth of your Company.
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Indiabulls Financial services Ltd.

Indiabulls Financial Services Ltd, one of India's leading non-banking
financial companies (NBFCs) is leading provider of lending and other Asset Composition
financial products including home loans, loans against property, commercial 7% 1%
vehicle loans, and commercial credit to prime corporates.
Indiabulls Financial Services has a wide network of 170 branches spread
over 87 cities across India Indiabulls Financial Services has over 3,00,000
satisfied customers & cumulative disbursements of loan amount over
Rs.50,000 Cr.
nh

B Mortgages Corporate Loans
W Commercial Vehicles B Business Loans to SME
DID YOU KNOW?
Major highlights:
The company enjoys a long-term rating of AA+
Focus on long term, low risk home loan business
Mortgages comprise 71% of the total asset
During the quarter the company issued bonds of 10 year
duration
The company continues to maintain the levels of
short-term money at 13% of total borrowings, well within
its target limit of 15%

Assets Growth

AU e P M —

other Mutual Funds, Provident Funds, Pension Funds and
Insurance Combanies.

Amongst its lenders, the company now counts 60 strong . : .
relationships: 22 PSU banks, 14 Private and banks and 24 j

0 oo e i i s st
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Industrial Financial Corporation Of India Ltd.
IFCI remained solely responsible for implementation of the government’s
industrial policy initiatives until the establishment of ICICI in 1956 and IDBI
in 1964. It made a significant contribution to the modernization of Indian
industry, export promotion, import substitution, pollution control, energy
conservation and generation through commercial viable and market -
friendly initiatives.

Major highlights:
Cumulatively, IFCI has sanctioned financial assistance of Rs 838
billion to 5955 concerns and disbursed Rs 672 billion since
inception.
In the process, IFCI has catalysed investments worth Rs 2,526
billion in the industrial and infrastructure sectors.
Played a pivotal role in the regional dispersal of industry -- 47% of
IFCI’s assistance has gone to 2,172 units located in backward areas,
helping to catalyse investments worth over Rs1,206 billion.
Played a key role in the development of cooperatives in the sugar
and textile sectors, besides acting as a nodal agency in both
sectors.371 cooperative societies in these sectors have been
assisted by IFCI.
IFCI has promoted Technical Consultancy Organizations (TCOs),
primarily in less developed states to provide necessary services to
the promoters of small- and medium-sized industries in
collaboration with other banks and institutions.
IFCI has founded and developed prominent institutions like:
@ Management Development Institute (MDI) for management
training and development
ICRA for credit assessment rating
Tourism Finance Corporation of India (TFCI) for promotion of
the hotel and tourism industry
Institute of Leadership Development(ILD)
Rashtriya Gramin Vikas Nidhi (RGVN) for promoting,
supporting and developing voluntary agencies engaged in
nnliffing rinral and nrhan noor in east and northeast India

IFCI’s Performance Highlights For FY 11

[FCI, during FY 2010-11, has clocked a growth of 48% in total
income, which has grown to Rs. 2,486 crore from the total income of
Rs. 1,679 crore in the previous year

Fresh assets, increased from Rs. 7,846 crore as on March 31, 2009 to
Rs. 15,942 crore as on March 31, 2011.

The Balance Sheet size of Rs. 24,268 crore as at March 31, 2011 is the
highest in the history of IFCI since 1948.

The total borrowing increased from Rs. 13,562 crore as at March 31,
2010 to Rs. 19,264 crore as at March 31, 2011.

Profit from operations has significantly improved by 47% to Rs. 951
crore for the current year over Rs. 645 crore for the previous year.
Profit before tax and after tax of Rs. 1,166 crore and Rs. 706 crore
respectively has increased by 5% over corresponding amount of Rs.
1,115 crore and Rs. 671 crore respectively for the previous year.
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Comparison of some key figures and
ratios of the above NBFCs

COMPARATIVE ANALYSIS
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COMPARATIVE ANALYSIS

Fixed asset turnover ratio
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CONTACT US

1012 Krishna

224 AJC Bose Road

Kolkata —700017

India

Ph: 91-33-22817715/ 1276/ 3742
Mail to: nidhi@vinodkothari.com;
vinod@vinodkothari.com

Our Websites: =
www.vinodkothari.com Hur EIDEI‘tiSE

www.india-financing.com

~ -C‘."?'”'ﬂer Us

)

Join our mailing list. Register at:
www.vinodkothari.com/mailinglist.htm
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