analysis

long-term sustainable economic growth.

AW OVERVIEW

There are two facets to this criticality. First,
the quantum of investments into infrastructure
development required to support the sustained
high growth of the Indian economy is increasing
rapidly. The Planning Commission’s XIth Five-
Year Plan (2007-2012) estimates a steady

rise in infrastructure investments as a ratio to
GDP from5.71% inFY 07t08.37% inFY 12.
Second, within the infrastructure space, the
private sector has an increasingly larger role.
The share of the private sector investments
has increased rapidly and is estimated to go up
even more. While in the Xth Plan, the private
sector accounted for 24.9% of investments,
during the XIth Plan, it is expected to

contribute 36.2% of the proposed investments.

Already, between FY 08 and FY 10, the

private sector has contributed to 34.3% of
the investments. Clearly, the private sector
infrastructure finance space in India is on track
for compounded growth.

Such rapid growth is naturally accompanied
by greater market complexities. So, while the
market provides much greater opportunities, it
brings with it greater exposure to more varied
types of risks. A proper understanding and
planning for risk-return profiles of different
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Infrastructure Development Finance Company Limited (‘IDFC' or
‘the Company’) hasbeen at the forefront of supporting private sector
infrastructure development in India, which is critical to the country’s

projects become even more important for
the success of financial intermediaries like
IDFC that operate in this domain. As a group,
IDFC has always focused on this aspect of its
business. The Company continuously invests
in developing its intellectual capital and
promotes a business model that leverages the
competitive strength of its internal domain
knowledge. The emphasis is on growing the
business by providing appropriate financing
solutions to its diverse customer base.

This guiding strategic intent has translated
into different operational prerogatives in
line with the needs of a changing business
environment. The challenge has been to lead
the evolving infrastructure finance landscape
in India and position the Company to best
utilise the opportunities. Pursuing this
endeavour, IDFC has evolved in a calibrated
manner through certain distinct phases of
development since its inception in 1997. This
development path can be broadly divided into
three phases.

AW IDFC: THE EVOLUTION PATH

During the initial days, IDFC focused on the
core business of project finance and



government advisory. The focus was on
enhancing its existing highly proficient
internal knowledge base and fine tuning it

to the needs of infrastructure development

in India. Essentially, this was a phase when

the Company developed deep understanding
of risks and opportunities associated with
different infrastructure projects across the
various stages of their project life-cycles. IDFC
created a distinct market position for itself
by devising innovative products and financing
structures for successful infrastructure
financing. This resulted in the delivery of good
value propositions to its customer base, and
established IDFC as a credible and

leading player in infrastructure finance

in India.

In the second phase, IDFC diversified
into several businesses through organic and
inorganic routes. As aresult, businesses
like asset management (both private and
public), loan syndication, corporate advisory,
investment banking and institutional
brokerage were added to its portfolio. This
diversification helped strengthen non interest
income for the Company. More importantly,
the wider presence across different products
and services contributed significantly in
positioning IDFC as a 'complete solutions
provider’in the infrastructure finance space in
India. This widened the scope of engagements
with customers and enhanced the Company’s
competitive strength in the market.

Having created a diversified conglomerate,
IDFC, in its third phase of growth, was focused
on consolidating its different businesses. In
the backdrop of a tough domestic and global
business environment, the Company focused
on further improving its execution skills and
stressed on cost management. In addition, it
focused on creating a common organisation
that leveraged the synergies between different
businesses to generate a series of revenue
streams by catering to the entire infrastructure
financing value chain. In this pursuit, the
Company initiated a major internal programme
to integrate various different businesses
within the IDFC group to create a 'One Firm’
culture across all its entities. Although this
initiative continues to be 'work-in-progress,
the Company witnessed considerable success
across various aspects surrounding the 'One
Firm:

MUNDRA PORT IDFCASSISTED TO BUILD STATE OF THE ART FACILITIES FOR HANDLING AND WAREHOUSING OF DRY CARGO

AW EMBARKING ON THE NEXT
GROWTH PHASE

Having evolved as a Company through these
different phases, by the beginning of

FY 11, IDFC was well positioned in terms of
internal capabilities as well as armed with the
confidence of over a decade of successful
delivery, to push for a new round of accelerated
growth. And, FY 11 signalled the beginning

of this phase. With a significant growth in
infrastructure development projects in India,
IDFC is now focused on aggressively leveraging
opportunities and rapidly increasing its
business size. This translates into acceleration
in project finance activities and a significant
growth in the loan book. At the beginning of

FY 11, the Company stated its goal of tripling
its balance sheet over the next 3-4 years to
reach a size 0f¥100,000 crore by March 31,
2013/2014.

There have been certain specific
developmentsin FY 11 that highlight the
beginning of this new phase of growth for IDFC.
Some of the major developments during
FY 11 include:

B INCREASING THE COMPANY'S EQUITY BASE: IDFC
augmented its Tier-1 capital by ¥ 3,494 crore
through a Qualified Institutional Placement
(QIP) and a preferential issue during the
second quarter. Through the QIP, it raised
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% 2,654 crore at ashare price of 3168.25 per
share. The remaining ¥ 840 crore was raised
through Compulsorily Convertible Cumulative
Preference Shares (CCCPS), which were
preferentially issued to two investors -
Khazanah (¥ 380 crore), an existing shareholder
and Actis (3460 crore), afounder investor who
after exiting IDFC was reinvesting. The CCCPS
involves a cash dividend of 6% per annum and
canbe converted to equity shares any time
during the next 18 months at a conversion
price of ¥ 176 per share. This increased equity
base will help further leverage the Company to
support its balance sheet growth in the future.
m RAISING DIRECT RETAIL BONDS FROM THE
puUBLIC: For the first time inits history, IDFC
raised bonds directly from the Indian public by
floating long-term IDFC Infrastructure bonds
inthree tranches. This bond was positioned to
leverage market opportunities arising out of the
¥ 20,000 income tax exemption under Section
80CCF of the Income Tax Act, 1961 provided to
individuals by the Government of India (Gol) for
investments in long-terminfrastructure debt
issued by Infrastructure Finance Companies
(IFCs). The total money raised from the three
tranches was over 1,400 crore from over
7.3 lakhinvestors. This not only facilitated
diversification of the Company’s sources for
mobilising long-term funds but also provided
retail investors an opportunity to connect
withIndia’s infrastructure development and
progress. The various communication efforts
of the Company surrounding the bonds played a
meaningfulrole in creatingbrand IDFC amongst
relevant constituencies.
H FINANCIAL DEVELOPMENTS: Drivenby a106%
growth in gross disbursements to¥ 26,702 crore
inFY 11, thenetloansincreased by 50% to
¥ 37,652 crore. Consequently, the balance sheet
has grownby 42% from% 33,562 crore to
347,554 crore.

In addition, as was discussed in the Annual
Report for FY 10, the Company was notified
as an infrastructure finance company by the
Reserve Bank of India. IDFC became the first
Company to get this status. Amongst other
things, this means that since April 2010, the
Company could now avail of the automatic
route for External Commercial Borrowing
(ECBs) for up to 50% of its net worth and also,
very significantly, issue infrastructure bonds to
retail investors.

AW THE EXTERNAL
ENVIRONMENT AND IDFC
Essentially, as a financial intermediary, IDFC's
role is to mobilise global capital - debt and
equity - for investments in infrastructure
related projects in India. It also provides
certain other financial services, which are all
related to infrastructure financing. Therefore,
on the supply side, the Company is affected by
global developments that affect international
capital flows and the signalling effect that they
have on India’s domestic financial markets.

On the demand side, it caters to the financing
needs of private sector infrastructure
developers in India, which is directly related
to the pace of new project development in the
economy. In addition, IDFC also caters to the
refinancing requirements of long-term project
investments.

The global recovery is gaining strength with
world output recovering from 0.6% contraction
in 2009 to 5% growth in 2010. However, the
growth is two-paced. The developing and
emerging economies witnessed 7.1% growth
in 2010 compared to 2.6% in 2009, while the
advanced economies recovered from a 3.6%
contraction in output during 2009 to a growth
of 3% in 2010. Consequently, unemployment
remains high in advanced economies, and new
macroeconomic risks are building in emerging
market economies. In advanced economies,
the handoff from public to private demand is
advancing, reducing concerns that diminishing
fiscal policy support might cause a “double-dip”
recession. Financial conditions continue to
improve, although they remain fragile. In many
emerging market economies, demand is robust
and overheating is a growing policy concern.
Rising food and commodity prices pose a
threat to inflationary pressures on economies
across the world. In addition, oil prices have
increased significantly since January 2011 and
the Middle East and North Africa are going
through widespread social unrest since the
beginning of 2011.

During 2010, global financial conditions
broadly improved, amid lingering
vulnerabilities. Equity markets rose, risk
spreads continued to tighten and bank lending
conditions in major advanced economies
eased, even for small and medium-sized
firms. Nonetheless, pockets of vulnerability
persisted; real estate markets and household
income were still weak in some major advanced



The global recovery is gaining strength with world output
recovering from 0.6% contraction in 2009 to 5% growth B

in 2010.

economies like the United States, and
securitisation remained subdued. Financial
turbulence re-emerged in the periphery of the
Euro areain the last quarter of 2010. Concerns
about banking sector losses and fiscal
sustainability — triggered this time by the
situation in Ireland — led to widening spreads
in these countries, in some cases reaching
highs not seen since the launch of the European
Economic and Monetary Union. During this
bout of turbulence, markets have been more
discriminating. Measures of risk aversion have
not risen, equity markets in most regions have
posted significant gains, and financial stresses
have been limited.

Credit growth remains very subdued in the
advanced economies. Bank lending conditions
in the major advanced economies, including
those of the Euro area, are slowly easing after
aprolonged period of incremental tightening.
In the meantime, credit growth has again
reached high levels in many emerging market
economies, particularly in Asia and Latin
America. Global capital flows rebounded
sharply, following the collapse during the crisis,
especially into emerging markets. Chart A
tracks the growth of net private capital inflow
into emerging economies and especially into
developing Asia, including India. There has
been steady growth in 2010 over 2009 and for
developing Asia, it has surpassed pre-crisis
levels.

Accordingly, stock markets and credit in
emerging market economies have rebounded
unusually fast from deep falls during the
crisis of 2008. Strong growth prospects and
relatively high yields are attracting flows
into emerging markets. Sluggish activity and
damaged financial systems continue to depress
flows between advanced economies.

The recovery has been led so far by portfolio
and bank flows, with a falling share of foreign
direct investment inflows. These developments
mark a departure from earlier experience
and may raise the risk of future instability,
including capital outflows in an environment
where advanced economies tighten their
monetary policy and raise interest rates.
However, during fall 2010, the capital flow-

Inflation (WPI Based)
& Reverse
Repo Rate
REVERSE REPO
drivenrally in emerging market assets slowed ELATION
again. While long-term signs are positive, there %
is still much uncertainty in the global financial
system including widespread sovereign risk 12

issues, particularly in Europe. So, given the
global cues, while signs were positive for the
Indian financial system, it remained exposed to
significant volatility.

India, too, is facing the pressure of food and
commodity price-based inflation. Given the
continuously high levels of inflation through
FY 11, the Reserve Bank of India (RBI) has had

. : S §%2288%z23885
no option but to tighten monetary policies. This —
2009 2010 2011

has resulted in an increase in domestic interest
rates. Chart B shows the gradual increase in
benchmark interest rates in line with the high
levels of inflation. One can see that inflation

SOURCE: Reserve Bank of India

continues to be over 8% for most of FY 11,
while the repo rate (benchmark interest rate)
has increased from 4.75% in January 2010 to
6.5% in January 2011.

The environment of high interest rates has
anegative impact on sentiments of developers
who are investing long-term in infrastructure
projects. Such an interest rate scenario
also affects the profitability of long-term
infrastructure projects and if this continues for
awhile, there could be an adverse impact on
investments.

On a positive note, India continued to
maintain its high growth trajectory — advanced
GDP estimates suggest a growth of 8.5% in
FY 11 compared to 8.0% in FY 10. The growth
in the core infrastructure sectors in FY 11
continued to be in line with the over 5.5%
growth in FY 10 (Chart C).

The sustained economic growth has led to
positive sentiments amongst infrastructure
developers in India and there is a strong
propensity to invest. The fact that the core
infrastructure sectors have grown by over 5.5%
shows that there has been implementation of
past projects. However, given the needs of an
economy growing by over 8% on a sustained
basis, there is much greater scope of growth
in infrastructure development. The impetus
in new project development seen in the last
quarter of FY 10 and in the first half of FY 11
started slowing down as the year progressed.

MANAGEMENT
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Ina political environment where several
pastirregularities related to private-public
dealings came to light in the infrastructure
sector, there was very little progress in
infrastructure development in India during the
second half of FY 11. Importantly, there was
a dampener in the two large sectors - roads
and power. The roads sector witnessed some
administrative problems with the nodal agency
- National Highways Authority of India (NHAI),
and the pace at which it planned and developed
projects was not in sync with the proposed
targets announced at the beginning of 2010.
The new power projects are also facing certain
developmental issues, especially to do with
coal linkages. Also, there has been an increase
inrisk perception of these power projects,
given the continuous deterioration in the
financial health of their principal clients - the
State Electricity Boards. Having said so, given
the needs of a growing economy, there continue
to be large market opportunities in these
businesses.

Given the prevailing business environment
and the positioning of the Company, IDFC
accelerated the growth of its loan book. Some
of this growth had already started in the
second half of FY 10, when approvals increased
significantly. Much of these also translated into
disbursements during the first half of FY 11.
While emphasising balance sheet growth, IDFC
took care to maintain its standards of credit
selection. Its portfolio of assets are reviewed
periodically during the year at the Board level
and reviews are also carried out to stress test
the health of the portfolio for current issues.
Impact of fuel linkages and offtaker risk on the
health of the power portfolio were assessed
when these issues began to threaten the power
growth story. This business growth thrust was
supported by an aggressive, multi-pronged
fund raising programme, which also tapped the
retail market for the first time. As discussed
before, the Company has enhanced its equity
base, which can be further leveraged in the
future. Across the entire group, there was
strong focus on controlling costs and reducing
operating expenses to enhance profitability.
These developments are reflected in the
financial performance of the Company during
FY11.

AW FY 11: IDFC’'S
PERFORMANCE HIGHLIGHTS
The Company’s business performance is given
in Highlights of Consolidated Performances
given on next page.

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

Operating income increased by 21% to
% 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% 103 1,645 crorein FY 11. On the other
hand, due to headwinds in the public markets,
asset management business and lower
principal gains in FY 11, non-interest fee based
businesses witnessed some slowdown -
non interest income decreased by 8% to ¥ 875
crore in FY 11. Although loan related and other
fees increased by 35% to 3194 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. Normalised for this structural
change, the increase in loanrelated and other
fees would have been 81%.

Alongwith the growth, IDFC maintained
its focus on the quality of its assets. As of
March 31, 2011, IDFC had only 0.2% gross
Non-Performing Assets (NPA) and 0.1% net
Non-Performing Assets (NPA).

The balance sheet continues to be strong
and well positioned to support the growth
trajectory ahead. IDFC has guided the market
towards tripling its balance sheet over the
next 3-4 years (¥ 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 | 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 100,000
crore.

Operating expenses declined by 3% to ¥ 533
crore. The creation of a Section 25 Company,
i.e. IDFC Foundation, 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 pre-
provisioning PBT (Profit before Tax)

level - PBT/Operating income increased from
74%inFY 10t079%inFY 11. And, PBT has
grown by 25%, while PAT (Profit after Tax)
increased by 21%.

A STRATEGIC
BUSINESS UNITS (SBUs)

Today, IDFC is essentially a multiple portfolio
of businesses, which together serve the needs
of infrastructure development in India. It is

a conglomeration of 11 direct subsidiaries,
12 indirect subsidiaries and IDFC Foundation
which encapsulates 3 Joint Ventures (JVs) and
2 Trusts. While the individual businesses have
their own operational models and financial
deliverables, they provide specific focused
services, often working in conjunction to
support IDFC's overall 'complete solutions
provider’ offering.

The different SBUs are structured into 4
broad platforms - Corporate and Investment
Bank (CIB), Alternative Asset Management
(AAM), Public Market Asset Management
(PAM) and Other Businesses. In addition, the
Company also does policy advisory, Corporate
Social Responsibility (CSR) and Private Public
Partnership (PPP) advisory through the IDFC
Foundation, which was incorporated in FY 11,
as a Section 25 Company. The activities of
this Foundation are detailed out in a separate
chapter in this Annual Report.

CORPORATE AND INVESTMENT BANK

This platform comprises the following SBUs
- project finance, fixed income and treasury
and investment banking and institutional
brokerage.

The first two SBUs - project finance and
fixed income and treasury - have strong direct
inter-linkages. They are capital intensive
businesses whose activities have a direct
bearing on the Company’s own balance
sheet. These SBUs are the primary source of
interest income for the Company. The other
businesses mainly generate fee based income
and are much less capital intensive. These
businesses have very strong correlation with
developments in the Indian financial markets.

A more detailed description of the different
SBUs are given below:

1. PROJECT FINANCE: Project Finance is

the core of the Company’s business model|,
meeting the debt requirements of projects and
companies dominant focus. At times, the SBU
opportunistically invests in equity of projects/
Companies. The increased capital base of the
Company has facilitated the SBU’s engagement
with the larger infrastructure groups inamore
meaningful manner. The SBU also provides
opportunities to other SBUs to better leverage
the Company’s equation with various groups
focusedoninfrastructure. Going forward, the
thrust will be on symbiotic harvesting of strong
clientrelationships across the platform. The
'One Firm'initiative should manifest itself both
internally and externally.

2. FIXED INCOME AND TREASURY: This SBU
focuses on the fixed income market. It
comprises treasury business whichrelates to
active management of liquidity and investment
indebt instruments and debt capital markets
business (was earlier a part of investment
banking) which focuses on advising clients on
their debt fundraising and helps them mobilise
debt capital from the market. This SBU also
manages a small proprietary equity trading
book focused on harvesting equity trading
opportunities that the listed market could offer.
3. INVESTMENT BANKING AND INSTITUTIONAL
BROKERAGE: These businesses were earlier
under the IDFC-SSKI platform. Today, the
investment banking is carried out by IDFC
Capital Limited, while IDFC Securities
undertakes the institutional brokerage business.
Both these businesses are impacted by capital
market volatility as the investment bank focuses
onadvisory fees primarily for raising equity and
the institutional brokerage business generates
transaction based brokerage fees.

ALTERNATIVE ASSET MANAGEMENT

This includes alternative asset management
businesses including project equity and private
equity. Returns are typically in the form of fund
management fees - which have a fixed element
and may be supplemented by a 'carry’ IDFC
typically invests 5-10% in the funds it manages
in the alternative space. Going forward,

IDFC’s participation in the equity space would
dominantly be through its various alternative
funds and/or through co-investments.

Highlights of Consolidated

Performances
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Management, Corporate Communication and
Accounts.

Gross approvals &

Gross disbursements
(09-10&10-11)

mmmmm GROSS APPROVALS

PUBLIC MARKETS ASSET MANAGEMENT

This primarily comprises IDFC’s mutual funds
business, which is operated through the IDFC
Asset Management Company - IDFC (AMC).

AW RETURN ON ASSETS (RoAs)
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This business was acquired from Standard
Chartered Bank. Here, the Company manages
different mutual fund products for institutional
and retail investors. Income is generated
through asset management fees and the focus
is on growing the assets under management

by offering suitable products and channelling
private and corporate savings into the debt
and equity markets. IDFC s in the process of
doing a strategic alliance by divesting 25% of
its stake in the AMC to Natixis Global Asset
Management, a French company, which is a
large asset manager in Europe. The divestment
is awaiting regulatory approvals.

These business platforms are well
supported by a shared services platform that
includes Information Technology (IT), Human
Resource (HR), Compliance, Secretarial, Risk

IDFC has consistently delivered the best-
in-class RoAs. The RoA analysis tracks the
profitability of the consolidated IDFC platform
and the revenue contribution of various
businesses.

The Net Interest Income (NIl) increased
from3.6% inFY 10t03.8%inFY 11.NII
infrastructure increased from 3.3% to 3.5%
whereas NIl treasury was stable at 0.3% over
the two years.

Contribution from Non Interest Income
declined from 3.0% to 2.0%. Contributions
to RoA from Principal Investment, Asset
Management and Investment Banking &
Broking were at 0.8%, 1.2% and 0.6%
respectively in FY 10 and they declined to
0.4%, 0.7% and 0.5% respectively in
FY 11. Contribution to RoA from loan related

1 Return on Average Total Assets (RoA) tree

PARTICULARS

2010-2011 2009 -2010

% OF DAILY AVERAGE TOTAL ASSETS
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Net Interest Income 3.7 3.5
4 QI Q2 03 o4 Infrastructure 34 3.2
09 09 09 09 10 10 ‘10 ‘10 Treasury 03 03
10710100 10 11 1L 1l Non Interest Income 21 31
Principal Investment 0.4 0.8
Asset Management 0.7 1.2
Management Fees 0.6 0.9
Mutual Funds 0.3 0.4
Alternatives 0.3 0.5
Capital Gains & Carry 0.1 0.3
Investment Banking & Broking 0.5 0.6
Investment Banking 0.3 0.4
Institutional Broking 0.2 0.2
Loan Related & Other Fees 0.5 0.5
Other Income 01 01
Operating Income 5.9 6.7
Operating expenses 12 17
Pre Provision Profits 47 5.0
Provisions 0.5 0.4
Profit Before Tax 4.2 46
Less: Provision for Tax, Profitin Associate Co, 12 1.2
Minority Interest ’ ’
Profit After Tax (RoA) 3.0 3.4




While there has been significant focus on growth, IDFC has
continued to maintain its prudent measures on risk exposure.

and other fees was stable at 0.5% across the
two years. Operating expenses and provisions
inFY 10 were at 1.7% and 0.4% respectively
versus 1.2% and 0.5% respectively in FY 11.
Impact of tax across the two years was stable
at 1.2%. Return on Assets declined from 3.4%
inFY10to3.0%inFY1l.

The cost to income ratio decreased from
26.0% inFY10t020.9% inFY 11 reflecting
the operating leverage in the Company and the
focus on streamlining expenses. Effective tax
rate increased from 25.6% in FY 10 to 28.0%
inFY 11.Leverage as on March 31, 2011 was
4.2 times and RoE decreased from 15.8% in
FY10to129%inFY 11.

In the next section, we will do a more
detailed evaluation of performance and
developments of the different business
platformsinFY 11.

AW CORPORATE AND
INVESTMENT BANK

PROJECT FINANCE

The project finance SBU undertakes the
fundamental role of evaluating projects and
financing customers by developing different
financing structures through using various
financial instruments.

FY 11 saw a significant growth in the
project funding business, both in terms of
disbursements and approvals. Chart D tracks
the gross approvals and disbursements
on a quarterly basisover FY 10and FY 11. As
discussed in last year’s Annual Report, IDFC
had witnessed a quantum increase in approvals
in Q4, FY 10. Many of these actually translated
into disbursements in the first half of
FY 11.In addition, gross approvals continued
to maintain its high levels in Q1 and Q2 of
FY 11. Consequently, the first half witnessed
amassive 116% increase in disbursements
compared to the second half of FY 10. Clearly,
the secular growth trend witnessed in Q4,

FY 10 continued through the first half of

FY 11.Subsequently, in the second half, there
has been a slight slowdown in both approvals
and disbursements. There has been a slight
tempering to the flurry of activities seen at the

beginning of the year. Essentially, FY 11 has
been a year when there has been a good flow
of approvals and past approvals have been
converted to disbursements. Consequently,
the underlying project finance asset base has
reached a different level in terms of size.

m Annual gross approvals, including equity and
non-funded assistance, increased by 40% to
¥42,716crore(3427.1 billion)inFY 11, while net
approvals grew by 29% to% 27,424 crore

(k 274.2billion).

m Annual gross disbursements, including equity,
rose by 106% to¥ 26,702 crore (3 267.0 billion)
inFY 11, while netdisbursements grew by 184%
to¥ 14,009 crore (¥ 140.0billion).

m Netinterestincome frominfrastructure
lending activities increased by 47% from
¥1,021 crore (% 10.2billion)inFY 10to

¥1,501 crore (X 15.0billion)inFY 11.

While there has been significant focus
on growth, IDFC has continued to maintain
its prudent measures on risk exposure. The
financial instruments used to structure project
finance include corporate loans, project loans,
subordinated debt, and loans against shares,
mezzanine finance, and equity. Each of these
instruments has a different risk profile.
While loans and quasi-debt have lower risk
exposure, equity and quasi-equity have higher
risk exposure. Having said so, the higher risk
instruments naturally have higher potential
returns on an upside.

IDFC has stated that going forward,
its participation in the equities space
would essentially be through its various
alternative funds or through co-investments.
Consequently, proportion of loans and sub-
debt in IDFC’s total exposure continues to grow
at the expense of equity and equity related
instruments. Share of loans and sub-debt
increased from 91.2% as on March 31, 2010
t0 91.7% as on March 31, 2011, while that of
equity and preference shares have reduced
from 6.6% as on March 31, 2010 to 4.7%
as onMarch 31, 2011. Within loans, too, the
relatively riskier loans against shares reduced
from 3.3% as on March 31,2010 to 1.1% as on
March 31, 2011.

E Share of IDFC's Total
Exposure

ENERGY

TRANSPORTATION

TELECOM & IT
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These activities led to a 50% increase
in the net loan book from ¥ 25,031 crore
(% 250.3 billion) in FY 10 to ¥ 37,652 crore
(k 376.5 billion) in FY 11.

IDFC’s project finance business concentrates
on four infrastructure sectors — Energy,
Transportation, Telecom and IT and Others.

Total exposure increased by 32.9% to
358,273 crore. It is evident from Chart E that
the two traditionally dominant sectors -
Energy and Transportation - continued to
increase its share in IDFC’s total exposure
during FY 11.The Energy sector share
increased significantly from 38.3% in
FY10to45.8% inFY 11, while that of
Transportation also increased from 19.8% in
FY10t028.7%inFY 11.In contrast, the share
of Telecom and IT decreased significantly from
24.4%inFY 10to 15.8% inFY 11, while that of
Others reduced from17.5% inFY 10t0 9.7%
in FY 11. Others include industrial, commercial
and tourism, new players in steel and cement
and some equity investments. These trends are
in line with IDFC’s risk return based investment
philosophy and the business environment.

Essentially, the Energy and Transportation
sectors are witnessing large new investments,
while Telecom and IT has large players who
are well entrenched in their business. The risk
profiles of the other sectors, on average, are
higher.

AW ENERGY

There is a vast opportunity for growth in the
field of power generation, transmission, and
distribution in India, as there remains a large
supply-demand gap.

Within this sector, IDFC focuses on
financing electricity generation. By the end
of 2012, estimates suggest that the country
needs an additional 100000 MW of generation
capacity. Meeting such demand requires huge
capital investments, and numerous power
generation companies both domestic and
from acr