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INFRASTRUCTURE LEASING & FINANCIAL SERVICES LTD: A MAMMOTH IN DISTRESS 
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Abstract: IL&FS Ltd (Infrastructure Leasing & Financial Services Ltd) was set up more than 30 years ago, to give India that edge in 
terms of world-class infrastructure and bring it on par with most developed nations. The pioneer of Public Private Partnership in India, 
it has completed many challenging infrastructure projects successfully, adding tremendous value to the life of the common man. The 
company’s expertise spans infrastructure, finance, social and environmental services. This breadth and complexity of operations is 
what made it awe-inspiring, and, ironically, is probably also responsible for its fall from grace today.  

The group, with its network of subsidiaries, several joint venture companies and associate entities has woven such a complex 
web of financial deception, in which it has tangled itself so badly, that it is now seeking help to set itself free.  While, initially, its cash 
flow problems and loan defaults seemed due to unanticipated delays and disruption caused in on-going projects due to the enactment 
of the Right to Fair Compensation and Transparency in Land Acquisition, Rehabilitation and Resettlement Bill in 2013, the mess 
seems much deeper and murkier. With several allegations of governance lapses, money laundering, ever greening of loans and fraud 
being flung at it by the SFIO, the group is in the news for all the wrong reasons. The ripple effect has been felt across the industry - in 
the mutual fund industry, pension funds, banks, stock market, not to mention the RBI itself being questioned, the likelihood of the 
seven-year ban on the auditors of the group and the fact that the reputation of the credit rating agencies that rated the debt instruments 
and failed to raise an alarm early, has taken a severe beating. The far-reaching effect of this was a gradual slowdown in the economy, 
caused by reluctant investors. Will such happenings erode the confidence of the average investor? 

 
Keywords: Infrastructure, Default, Delay, Investigation, Crisis. 
 
Introduction 

IL&FS Ltd (Infrastructure Leasing & Financial Services Ltd) is an Indian Infrastructure development and finance company. 
Formed in 1987 as an "RBI registered Core Investment Company", IL&FS Ltd serves as the holding company of the IL&FS Group, 
which consists of 348 companies, including subsidiaries, joint venture companies and associate entities. The group companies are 
diversified into various sectors like roads, water, power, ports and social and environmental infrastructure.  

 
IL&FS was founded in 1987 with equity from three financial institutions, Central Bank of India, Unit Trust of India and 

Housing Development Finance Co to fund large-scale projects focused on overall up gradation of infrastructure facilities in the 
country, while peers IDBI and ICICI were focused more on corporate projects. Although IL&FS itself is a private company, most of 
its stakeholders are in the public sector. As the organization grew, its capital requirement grew and that is when Mitsubishi (through 
Orix Corporation, Japan) and the Abu Dhabi Investment Authority, both international players, invested in the company. Today, the 
shareholding pattern is as follows: 

 

 
Source: IL & FS India 
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The key subsidiaries of IL & FS are IL & FS Financial Services Ltd (IFIN) and IL&FS Transportation Network Ltd (ITNL).  
 
Some of the key infrastructure projects that IL & FS has completed are1 

1. Delhi-Noida toll Bridge, across the Yamuna river 
2. Ranchi-Patratu Dam road, through hilly terrain 
3. Chenani-Nashri Tunnel, cuts down 31kms of the Jammu-Srinagar distance, the longest road tunnel in India 
4. Baleshwar-Kharagpur Expressway, it has 4 major bridges and 48 minor bridges 
5. Tripura Power Project 
6. IL&FS Tamil Nadu Power Company 
7. Gujarat International Finance Tec-City 
8. Currently under construction, the Zoji-La tunnel at over 11,000 feet which will ensure year-long road connectivity 

between Srinagar and Leh 
 

The Crisis 
In September 2018, IL&FS Financial Services, a group company, defaulted in payment obligations of bank loans (including 

interest), term and short-term deposits and also on its commercial paper redemption obligations. (IL&FS Group had defaulted on INR 
282 crore bank loan with interest and INR 103 crore term deposit since September 12, 2018. Soon after, it defaulted on short-term 
deposit of INR 53 crore.) 

 
Today, the group has a staggering debt of INR 91, 000 crore, two-thirds of which is at project level, including road, power 

and water projects. 
 
 This led to downgrading by the rating agency ICRA, of its short-term and long-term borrowing programmes.  This in turn 

put at risk several mutual funds, banks and also pension funds which had investments in IL & FS.  
 
The current mess, that the IL & FS finds itself in, is due to a number of issues2.  
 
The genesis of the problems of IL&FS can be traced back to the enactment of the Right to Fair Compensation and 

Transparency in Land Acquisition, Rehabilitation and Resettlement Bill in 20133. Many landowners, whose land was acquired earlier, 
are seeking additional compensation as per the provisions of the new Act. This caused unanticipated delays and also rendered many of 
its infrastructure projects unviable due to huge cost overruns. The incomplete projects and cost escalations led to the road unit 
incurring a claim of INR17,000 crore on the government.  
 Incomplete projects are draining the resources 
 Government has still not released the INR 17,000 claim as there are other claimants in queue. So, IL & FS has to wait its turn 
 Current projects are not generating enough to repay the loans 
 

However, this is not the sole cause. There are several reasons, including some questionable decisions taken and governance-
related lapses that have contributed to the troubled state of affairs in this once prestigious establishment.  
 

As close investigation is being conducted into the affairs of the company, the following has been fished out by the Serious 
Fraud Investigation Office (SFIO). 
 Short-term funds were raised by IL & FS and/ or its key subsidiaries and lent to the step-down subsidiaries, at times routed 

through many layers4 to circumvent the RBI’s regulation on investment of funds by NBFCs and to bypass RBI’s prudential 
norms regarding exposure to group companies. These loans were lent at a higher interest rate than at which the funds were 
borrowed, thereby projecting the holding company and key subsidiaries as financially viable.  

 Short term loans were taken to fund long-term projects, thereby breaking the basic principle of finance which is to match the 
term of the financing to the period over which benefits are expected to be received from the associated expenditure. 

  Not only that, the long –term projects were not generating enough to repay the short-term loans. 
 Just five projects undertaken by the subsidiaries of IL & FS - IL&FS Tamil Nadu Power Company, IL&FS Maritime 

Infrastructure Company, a metro rail project in Gurgaon, Chenani Nashri Tunnelway and a border check post in Madhya 
Pradesh alone accounted for around 70% of the consolidated loss of INR 18.9 billion of IL & FS in the financial year ending 
March 20185.  
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 IL & FS Financial Services Ltd has also been involved in ever greening of loans to several companies6. Most of these 
companies were headed by friends of the founder and former chairman of IL & FS, Mr Ravi Parthasarathy or they had political 
connections. Some of the prominent borrowers among them being Kohinoor Housing Development Pvt Ltd., a group 
associated with a former Chief Minister, Ind Barath, Gayatri group associated with another politician.       

 The subsequent default has shut it out of the market 
 Debt to Equity ratio is an alarming 13 times 

 
EARLY Indicators ignored 

Investigation by Serious Fraud Investigation Office (SFIO) has brought to light the following issues, which may have played 
a role in causing the debt problem, which is now showing a ripple effect across the industry.    

 
In 2012-13, 15% of IL & FS Financial Services’ (an unlisted subsidiary of IL&FS)advances were to group firms. The RBI, in 

its inspection report, as early as 2015, had sensed problems with the way IFIN was conducting business7.  IFIN was not following 
regulatory norms on definition of group companies. In its inspection report 2016, RBI had observed that although IL&FS was 
maintaining leverage within the prescribed limit of 2.5 times, the group’s leverage was much higher at 7.14, which was a matter of 
concern. 

 
Consequently, in 2017, RBI had instructed IFIN to wind down group exposure in 2 years. However, in 2017-18, group 

lending doubled, accounting for 37% of advances. The inspection reports had pointed out IFIN’s problems with net-owned funds and 
capital adequacy ratio. IL&FS Financial Services’ (IFIN) debt to equity ratio rose phenomenally over the past six years; on the other 
hand, the ratio of NPA to net worth also kept increasing. RBIs directions on NPA classification were also not being followed. 
Violation of group lending norms resulted in mis-calculation of net-owned funds.  

 
Despite these anomalies pointed out in the RBI Inspection Reports, no penalties were imposed and IFIN continued with its 

operations without any corrective action.  
 

It was also noted that IFIN did not disclose the negative NOF amount as assessed by the regulator for FY15, FY16 and FY17 
in its financial statements. RBI’s inspection report said that IL&FS and its group entities followed a unified memorandum for 
approvals on transactions, bid submissions, advisory services, investments, and loans. Irrespective of the value of transactions, all 
approvals for the company and its subsidiaries were given by directors and chairman of the company. “As a matter of good corporate 
governance, the designation of the approvers should be mentioned in the document instead of names. A committee of directors of 
individual group entities should be the approver of high-value transactions instead of individuals,” said the RBI’s inspection report.  

 
RBI had also observed that the investment policy did not cover classification of investment as current or non-current, value of 

investments and identification of investments as non-performing investments. Also, compliance with the central bank’s guidelines was 
not part of the RBI audit. 

 
Meanwhile, in one of the listed subsidiaries, IL&FS Investment Managers, additional equity capital was raised8. However, 

this did not improve its revenue, PBT nor PAT significantly.  
 

The Fall Out 
It is the middle-class that finally bears the brunt of any such financial fiasco. Provident and pension funds of middle-class 

salaried people have been hit as these have invested heavily, purchased bonds or loaned out money to the failed IL&FS group and its 
subsidiaries to the tune of around ₹ 20,000 crore9. 

 
The job of the credit rating agency is to study the company and guide the average investor towards safe investments. As the 

bonds of IL&FS were 'AAA' rated by the credit rating agencies, these institutions invested the common man’s money into these 
avenues. Such high rating assures excellent creditworthiness and promise of higher returns. The IL&FS Financial Services Ltd, a key 
part of the consortium, which is at the centre of the crisis today, used to raise resources with private banks, mutual funds, NBFCs and 
pension funds. 

Out of IL&FS' total debt exposure of INR 91,000 crore, at least 61 per cent lies in bank loans and 33 per cent is in debentures 
and commercial papers. Loans from Punjab National Bank (PNB), Bank of Baroda (BoB) and IndusInd Bank have high extent of 
exposure, according to the Economic Times report. 
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The privately-managed retirement funds are the most likely to incur losses. 
In case of Mutual Funds, according to AMC reports, funds with exposure to IL&FS and IL&FS Financial Services had to 

take on an average a 25% mark down in the price of their holding in these instruments10.  The ultimate effect of the mark down on a 
fund will depend on the proportion of these downgraded instruments within the fund. 

 
IL & FS Consolidated Financials till the time of the crisis: 

CONSOLIDATED STATEMENT OF PROFIT & LOSS        (₹ mn) 
for the year ended March 31 2018 2017 2016 2015 2014 

INCOME           

Revenue from Operations 176724.96 154927.57 140611.28 110659.07 112961.39 
Other Income 11262.88 16637.67 10366.84 5746.32 2645.35 

Total Revenue 187987.84 171565.24 150978.12 116405.39 115606.74 
            

EXPENSES           
Cost of Raw Materials 22167.19 14641.85 6854.46 5527.45 5359.45 

Purchase of Stock-in-Trade 2407.23 1510.82 2034.37 657.91 1005.60 
Changes in Inventories 284.80 1329.64 396.14 1132.66 -2751.98 

Sub-contracted Construction Cost 37168.96 29319.19 36121.32 24448.44 30493.13 
Employee Benefit Expenses 12381.75 11484.22 11063.54 9249.84 8368.24 

Borrowing Costs 79228.37 65156.91 54979.16 45175.42 39706.81 
Other Operating and Administrative Expenses 40904.92 29885.36 25963.74 18529.60 22258.13 

Depreciation & Amortization Expenses 14536.87 12060.10 8356.90 4640.27 3721.14 

Total Expenses 209080.09 165388.09 145769.63 109361.59 108160.52 
            
PROFIT BEFORE TAX -21092.25 6177.15 5208.49 7043.80 7446.22 
Tax Expense 2855.51 3251.36 4719.34 3369.54 3463.70 

            

PROFIT AFTER TAX -23947.76 2925.79 489.15 3674.26 3982.52 
Minority Interest (Net) 5090.81 -1443.29 -116.98 -1230.88 -1031.36 
Share of Profit /(Loss) (Net) of Associates -11.55 -64.16 76.45 51.14 -515.05 

PROFIT FOR THE YEAR -18868.50 1418.34 448.62 2494.52 2436.11 
Earnings per Equity share:           

Basic & Diluted -162.49 -6.32 -10.03 6.64 19.20 
(Face Value ₹ 10 per share)           

 
          Source: IL & FS Consolidated Annual Reports   
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          (₹ mn) 
CONSOLIDATED BALANCE SHEET as at March 31 2018 2017 2016 2015 2014 
            
EQUITY AND LIABILITIES           
Shareholders' Funds           
Share Capital 9831.53 9831.53 9831.53 7334.03 5845.91 
Reserves & Surplus 44448.20 65417.19 62594.68 59343.22 57274.48 
  54279.73 75248.72 72426.21 66677.25 63120.39 
            
Minority Interest 39032.46 43883.29 42167.68 34029.06 27235.57 
            
Non-Current Liabilities           
Long-term Borrowings 652935.11 597640.34 546651.81 486486.22 380601.72 
Deferred Tax Liabilities (Net) 1347.28 1460.23 1447.42 1804.68 2492.80 
Other Long-term Liabilities 18371.08 13412.60 13258.38 13798.44 10072.38 
Long-term Provisions 21285.97 16650.36 15627.58 14150.23 14047.56 
  693939.44 629163.53 576985.19 516239.57 407214.46 
Current Liabilities           
Current Maturities of Long-Term Borrowings 122386.04 97449.00 64443.08 77187.56 57903.34 
Short-term Borrowings 135591.94 105087.93 92649.58 67466.24 48208.09 
Trade Payables 30323.29 23957.03 20867.75 15246.62 22090.62 
Other Current Liabilities 70184.04 59407.77 49328.79 34653.92 25309.16 
Short Term Provisions 12408.20 10500.39 8268.50 6500.07 6081.76 
  370893.51 296402.12 235557.70 201054.41 159592.97 
            
  1158145.14 1044697.66 927136.78 818000.29 657163.39 
ASSETS           
Non-Current Assets           
Fixed Assets           

Tangible Assets (Net) 195785.91 191385.79 134317.27 84240.36 40543.26 
Intangible Assets (Net) 200041.07 180540.47 148835.31 98078.85 63076.08 
Capital Work-In-Progress 28332.43 35769.65 68807.39 97216.79 77961.11 
Intangibles Under Development 88812.60 80366.96 81697.98 93450.79 85062.68 

  512972.01 488062.87 433657.95 372986.79 266643.13 
            
Receivable Against Service Concession Arrangements 85064.74 87431.44 90061.39 82755.46 77787.31 
Goodwill On Consolidation (Net) 17686.29 17566.68 18175.61 17870.39 12773.18 
Non-Current Investments 56413.66 51432.77 49979.15 51528.63 47554.38 
Deferred Tax Assets (Net) 4869.45 5290.55 3427.07 1754.54 1747.27 
Long-Term Loans and Advances 126880.15 120938.61 102893.63 88134.65 90716.51 
Other Non-Current Assets 21674.56 15957.44 14382.41 18500.99 18480.59 
  312588.85 298617.49 278919.26 260544.66 249059.24 
Current Assets           
Current Portion of Non-Current Investments 280.08 1722.56 5028.35 407.24 2402.48 
Current Investments 9923.52 6139.00 9742.70 9153.63 7716.60 
Inventories 14797.95 12574.18 9144.52 6133.58 9549.10 
Trade Receivables 55396.06 41892.58 30851.85 20569.68 22309.55 
Cash & Cash Equivalents 106468.78 94800.15 77043.01 64194.02 31214.87 
Short Term Loans and Advances 43882.31 32553.67 33998.13 41850.54 31909.02 
Current Portion of Long-Term Loans and Advances 32251.35 15079.90 12728.97 21053.53 24432.39 
Other Current Assets 69584.23 53255.26 36022.04 21106.62 11927.01 
  332584.28 258017.30 214559.57 184468.84 141461.02 
            
  1158145.14 1044697.66 927136.78 818000.29 657163.39 
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The Aftermath 
Based on a plea filed by the Serious Fraud Investigation Office (SFIO) and also supported by the present management of the 

company, the Supreme Court allowed the reopening and recasting of books of accounts of Infrastructure Leasing & Financial Services 
Ltd (IL&FS) and its two key subsidiaries for five years, starting 2012-13, as per the NCLAT’s order11. 
 

The new management of the company is much in favour of this as it would clean up the books and give the real picture, 
which would be absolutely imperative to bring about the desired turnaround as well as get new investors on board. 
 

Serious aspersions have been cast on directors and chairmen of the beleaguered company and its subsidiaries during the 
course of the investigation by the SFIO: 
o Willful cover-up of the financial distress and round tripping of loans 
o Fraudulent financial practices like rigged bidding and suspicious transactions were also unearthed by the consultancy Grant 

Thornton, who conducted a forensic audit 
o The prestigious Deloitte Haskins and Sells LLP has been found to have colluded with the management to hide the financial 

lapses. The CEO of Deloitte at the time, has been debarred for seven years from being appointed as an auditor and conducting 
any audits, the case is still being fought in court.  
 

 It is a matter of shame that people of such status in such prestigious organizations provide opportunity for their name to come up in 
connection with accusations of such petty criminal behaviour. What they do not realize is that they are eroding the very foundation of 
economic development of the country. The bulk of investment funding for the Indian economy comes from household savings. The 
proper handling of the case and punishing of the guilty is absolutely necessary to restore the faith of the average Indian in the system.  
 
The Tough Process of Cleaning Up  
 To begin with, the existing board of IL & FS was replaced with six new board members. Technocrats with rich experience are 

being led by Kotak Mahindra Bank MD Uday Kotak as Chairman of the board. Their expertise, reputation and acumen are 
expected to help bring about a turnaround. 

 It was thought initially that shareholders would raise INR 4500 crore in share sale.12 However, only INR5.47 lakh could be 
raised through the Rights Issue in October 2018, from retail shareholders13. Large institutional investors stayed away from the 
Rights Issue, as they believe it is futile to infuse more capital as the first step towards liquidity should be sale of assets. 

 Another decision taken by the Board was to divest IL & FS’s interests in road assets14. IL&FS Transportation Networks India 
Ltd. has more than 14,000 lane-km spread across around 30 projects. In December 2018, the newly appointed board went 
ahead with the decision of selling the group’s equity in 22 road assets, accounting for around 12,000 kms. Cube Highways is 
among the forefront in showing interest in picking up a portion of the road assets. This will not happen overnight of course. 
Being a long-drawn process, approvals from the SEBI are still pending.  

 The new board has identified around 55 group companies as ‘green’, which are servicing all their obligations. These include 
securities business, renewable energy, domestic road vertical, alternate investment fund management, education and thermal. 
The board hopes to address around INR 20000 crore worth of its debt through this manner.   

 Among all this, the group should also ensure release of the substantial claim of INR 17000 due from the government  
 NCLT has approved the sale of IL & FS’ education assets, amounting to roughly around INR 600 cr   
 Further, it plans the auctioning of the Mumbai Head Office, for INR 1500 cr 
 It has sold a fifty percent stake in GIFT City to the Gujrat government, managing another INR 1200 cr towards meeting its 

debt. 
 IL & FS’ environment business is likely to be sold for around INR 1500 cr to the highest bidder, Eversource Capital 
 All put together, the management is expecting to resolve around INR 57,000 cr worth of debt by the end of the financial year 

2020-21. 
 
In Conclusion 

Revival after a crisis is never easy. It is more so in the case of a financial crisis, as this has a domino effect on the entire 
economy. The hard-earned money of the retail investor is at stake and it takes just one such event in a lifetime, to put the small 
investor off such adventures forever. The tremendous disservice this would do to the environment of investment and finance is all too 
well documented in the past. Even though the regulators step in and ensure, to a very large extent, that the losses are minimized and 
some tough lessons are learnt by the perpetrators, it takes some time for faith to be restored.  
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Moving on, the SEBI has put some more regulations in place to safeguard the investors. IL & FS, it is hoped, was a one-off 
incident, with stricter regulations in place, such an ugly crisis should not happen again. Lastly, the SEBI has appealed to investors to 
invest with caution, knowing their risk appetite, as the risk-return trade-off is something very personal. At the end of the day, the 
investor too, however scarred, cannot stay away from the markets too long, as the show has to go on. 
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