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1. Background and Scope of Work Project Icarus

1 Introduction

1.1 Background

= |L&FS Group is an Indian infrastructure development and finance company that was founded in 1987
with equity from Central Bank of India (‘CBI’), Unit Trust of India (‘UTI’), and Housing Development
Finance Corporation Limited (‘HDFC’) to fund infrastructure projects. Its central mandate is
catalyzing the development of innovative, world-class infrastructure in India. IL&FS Limited is a core

investment company and serves as the holding Company of IL&FS Group.

= |L&FS has institutional shareholders, including Life Insurance Corporation of India (‘LIC’), ORIX
Corporation of Japan (‘ORIX’) and Abu Dhabi Investment Authority (‘ADIA’), and State Bank of India
(‘SBI'). As per the published financial statement of IL&FS Limited as on 31 March 2018, LIC and
ORIX are the largest shareholders in IL&FS Group with their shareholding at 25.34 % and 23.54%,
respectively. The other prominent stakeholders include ADIA (12.56%), HDFC (9.02%), CBI (7.67%)
and SBI (6.42%). As on 31 March 2018, IL&FS Group operates with at least 24 direct subsidiaries,
135 indirect subsidiaries, six joint ventures, four associate companies and has a debt of
approximately INR 91,000 crs.

= Key areas of the Balance sheet of Consolidated Financial Statement of IL&FS Group as on 31 March

2018:
Key areas of liabilities Amount Key areas of assets Amount
(INRin crs) (INRin crs)
Borrowings 91,091 Fixed Assets 51,297
Other liabilities® 15,392 ' Other Assets? 26,907
Shareholder funds and minority 9,331 | Loans and advances 20,301
interest
Cash and cash equivalent 10,647
Investments 6,662
Grand Total 1,15,814 Grand Total 1,15,814

= As per media reports, the IL&FS group, which has over INR 91,000 crs in debt, is facing a severe
liquidity crisis. During the period July 2018 to September 2018, two of IL&FS Group's subsidiaries

reported having trouble paying back loans and inter-corporate deposits to financial

1 Note: Other liabilities include long term provisions, trade payables, other current liabilities, short term provisions.
2 Note: Other assets include receivables against service concession arrangements, goodwill on consolidations,
deferred tax assets, other non-current assets, trade receivables, other current assets.
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1. Background and Scope of Work Project Icarus

institutions/lenders. In July 2018, the road arm of IL&FS Group was having difficulty in making

repayments due on its bonds.

= Further, in early September 2018, one of IL&FS Group's subsidiaries could not repay a short-term
loan of INR 1,000 Crs taken from Small Industries Development Bank of India (‘SIDBI’). Also, the
other group companies defaulted in repayments of various short and long-term deposits, inter-

corporate deposits, and commercial papers.

= Based on the directions issued by the Hon'ble National Company Law Tribunal — Mumbai (‘NCLT’)
on 01 October 2018, a new Board of Directors (‘BOD’) was reconstituted under the chairmanship of
Mr. Uday Kotak.

= Given the backdrop, the reconstituted Audit Committee of IL&FS Limited, on behalf of the BOD,
appointed Grant Thornton Bharat LLP (formerly known as Grant Thornton India LLP) via
Engagement Letter (‘EL’) dated 28 January 2019 to conduct a special audit for all high-value
transactions undertaken by IL&FS Limited and a few of its group companies for the period
commencing from 01 April 2013 to 30 September 2018 (‘Review Period’).

= While conducting the special audit, GT has adopted a risk-based approach, focusing on the business

areas and periods in which the most significant issues have been identified.
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1.2 Scope of Work

= Based on the Engagement Letter (‘EL’) dated 28 January 2019, the objectives of the assignment as
approved by the Audit Committee for the review period (‘01 April 2013 to 30 September 2018 ), were
as follows:

o Identifying siphoning and/or misuse of funds, suspect transactions, and fraudulent
transactions, and

o Further, if siphoning and/or misuse of funds, suspect transactions, and fraudulent
transactions are identified, then:

= |dentify the modus operandi;
= |dentify and fix the responsibility; and
= Quantify the financial loss

= Note: The transaction testing procedures were performed considering the concept of materiality
(importance — high-value transaction).
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2. Overview of ITNL Project Icarus

2 Overview of ITNL

2.1 Background of ITNL

= |L&FS Transportation Networks Limited (‘ITNL’) is a public limited company incorporated in India on
29 November 2000 under The Companies Act, 1956. The registered address of ITNL is The IL&FS
Financial Center, Plot C-22, ‘G’ Block, Bandra Kurla Complex, Bandra (East), Mumbai- 400 051.

= |TNL is a subsidiary of IL&FS Limited. It is a developer, operator, and facilitator of surface
transportation infrastructure projects, taking projects from conceptualization through commissioning
to operations and maintenance under public to private partnership on a build-operate-transfer (‘BOT’)
basis in India. ITNL is one of India's largest BOT road asset owners, with approximately 13,100 lane
km in its portfolio.

= Shareholding pattern of ITNL (in %):

# Shareholders FY 2013-14 | FY2014-15 FY 2015-16 | FY 2016-17 | FY 2017-18
IL&FS Limited 69.49 69.49 71.92 71.92 71.92

2 | IL&FS Financial Services 1.26 1.30 1.30 1.30 1.30
Limited

3 | Trustees of IL&FS 1.71 - - - -
Employees Welfare Trust

4 | Public 27.54 29.21 26.78 26.78 26.78
Total 100.00 100.00 100.00 100.00 100.00
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2.2 Key information of ITNL

= Key areas of the Consolidated Balance Sheet of ITNL as on 31 March 20182;

Key areas (Liabilities) Amount Key areas (Assets) Amount
(INRin crs) (INRin crs)
Borrowings 29,612  Loans 948
Shareholders’ funds 4,862 | Investments 2,639
Other liabilities* 12,723 | Other Assets® 42,297
Trade Receivables 1,313
Total 47,197 | Total 47,197

= Key areas of the consolidated statement of profit and loss for the Review Period of ITNL (INR in crs):

Key areas of the FY2013-14 | FY 2014-15 FY 2015-16 FY 2016-17 | FY 2017-18°

statement of profit
and loss from 01 April
2013 to 31 March 2018

Total Income 6,802
Construction cost and 3,634
operating expenses

Finance cost 1,471
Profit / (Loss) Before 483
Tax

6,501 8,264
3,135 4,123
1,833 2,531

480 429

8,402 9779
3,498 4,120
3,086 3,749

220 228

3 As the financial statements for half year ended 30 September 2018 are unaudited, we have considered audited

financial statements for the year ended 31 March 2018.

4 Other Liabilities includes Other financial liabilities (excluding current maturities of long term debt), short term &
long term provisions, trade payables and other current & non-current liabilities.
5 Other Assets include fixed assets, other financial assets, deferred tax assets, non-current tax assets, cash and
bank balances, other non-current and current assets, assets held for sale and inventories.

6 As the financial statements for half year ended 30 September 2018 are unaudited, we have considered audited

financial statements for the year ended 31 March 2018.
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= Key areas of the standalone Balance Sheet of ITNL as on 31 March 2018":

Key areas (Liabilities) Amount Key areas (Assets) Amount
(INRin crs) (INRin crs)
Borrowings 13,499 | Loans 5,682
Shareholders’ funds 3,076 | Investments 5,377
Other liabilities® 2,820  Other Assets® 5,191
Trade Receivables 3,145
Grand Total 19,395 Grand Total 19,395

= Key areas of the standalone statement of profit and loss for the Review Period of ITNL (INR in crs):

Key areas of the FY 2013-14 FY 2014-15 FY 2015-16 @ FY 2016-17 | FY 2017-18%°
statement of profit

and loss from 01 April

2013 to 31 March 2018

Total Income 3,672 3,882 5,262 4,401 4,709
Construction cost and 2,622 2,515 3,482 2,640 2,334
operating expenses

Finance cost 520 738 1,102 1,378 1,642
Profit / (Loss) Before 323 384 251 196 332
Tax

7 As the financial statements for half year ended 30 September 2018 are unaudited, we have considered audited
financial statements for the year ended 31 March 2018.

8 Other Liabilities includes Other financial liabilities (excluding current maturities of long term debt), short term &
long term provisions, trade payables and other current & non-current liabilities.

9 Other Assets include fixed assets, other financial assets, deferred tax assets, non-current tax assets, cash and
bank balances, other non-current and current assets, assets held for sale and inventories.

10 As the financial statements for half year ended 30 September 2018 are unaudited, we have considered audited
financial statements for the year ended 31 March 2018.
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= Details of Board of Directors of ITNL during the Review Period:

Project Icarus

# | Name of | Designation FY FY FY FY FY FY

Directors 2013-14 | 2014-15  2015-16 @ 2016-17 | 2017-18 | 2018-19

1 | Deepak Non- v v v v v i1
Dasgupta Executive
Chairman

2 | Ramesh Non- v 4 v v v V12
Chandra Sinha | Executive
Director

3 | Harcharansingh | Non- 4 v 4 v v E
Pratapsingh Executive
Jamdar Director

4 | Deepak Non- v 4 v V14 - -
Madhav Executive
Satwalekar Director

5 | Ravi Non- v v v v v V15
Ramaswamy Executive
Parthasarathy Director

6 | Hari Sankaran | Non- v v v v v V16
Executive
Director

7 | Arun Kumar | Non- v 4 v v v v
Saha Executive
Director

8 | Pradeep Puri Non- v v v v V18 -
Executive
Director

9 | Vibhav Non- v 4 v V19 - -
Ramprakash Executive
Kapoor Director

11 Deepak Dasgupta ceased to be the director on 31 March 2019

12 Ramesh Chandra Sinha ceased to be the director on 31 March 2019
13 Harcharansingh Pratapsingh Jamdar ceased to be the director on 31 March 2019

14 Deepak Madhav Satwalekar ceased to be the director on 09 August 2016
15 Ravi Ramaswamy Parthasarathy ceased to be the director on 21 July 2018
16 Hari Sankaran ceased to be the director on 01 October 2018

17 Arun Kumar Saha ceased to be the director on 01 October 2018

18 Pradeep Puri ceased to be the director on 20 November 2017

19 Vibhav Ramprakash Kapoor ceased to be the director on 12 September 2016
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# | Name of | Designation FY FY FY FY FY FY
Directors 2013-14 | 2014-15 | 2015-16 @ 2016-17 | 2017-18 | 2018-19

10 | Karunakaran Managing 4 4 4 v v v'20
Ramchand Director

11  Mukund Executive v 4 4 v v v
Gajanan Sapre | Director

12  Neeru Singh Non- - 4 4 v v V2

Executive
Director
= Based on the information provided to us by the representatives of ITNL and its SPVs, details of

Special Purpose Vehicles (‘SPVs’) / projects in the scope of work are as follows:

# | Name of the SPVs / projects Start date of End date of Estimated

the project the project Total Cost
(INRin crs)

1 | Chenani Nashri Tunnelway Limited (‘CNTL’) 23 May 2011 | 08 Mar 2017 3,720.00

2 | Srinagar Sonmarg Tunnelway Limited (‘'SSTL’) | 01 May 2015 | Not Achieved 3,289.00

3 | Amravati Chikhli Expressway Limited (‘ACEL’) 09 Nov 2016 | Not Achieved 2,786.50

4 | Road Infrastructure Development Company of | 17 Jan 2006 02 Apr 2016 2,761.90
Rajasthan (‘RIDCOR’)?

5 | Barwa Adda Expressway Limited (‘BAEL’) 01 Apr 2014 Not Achieved 2,360.66

6 | Fagne Songadh Expressway Limited (‘FSEL’) 09 Nov 2016 | Not Achieved 2,295.75

7 | Kiratpur Ner Chowk Expressway Limited 14 Nov 2013 | Not Achieved 2,291.00
(‘KNCEL)

8 | Rapid Metrorail Gurgaon South Limited | 02 Jul 2013 30 Mar 2017 2,143.00
(‘(RMGSL’)*

9 | Jharkhand Road Projects Implementation | 22 Mar 2010 | 30 Nov 2014 2,141.00
Company Limited (‘JRPICL’)

10 | Moradabad Bareilly Expressway Limited | 04 Dec 2010 | 19 Nov 2015 1,983.63
(‘MBEL’)

11  Khed Sinnar Expressway Limited (‘KSEL’) 12 Feb 2014 | 31 Jan 2017 1,961.27

20 Karunakaran Ramchand ceased to be the director on 29 October 2018

21 Mukund Gajanan Sapre ceased to be the director on 02 November 2018

22 Neeru Singh ceased to be the director on 01 November 2018

23 Refer Report 2.0 titled ‘Project Icarus — Interim Report 2.0’ dated 10 November 2019 respectively for the special
audit of RIDCOR.

24 Refer Draft Report 1.0 titled ‘Draft Report 1.0 on Forensic Audit of Rapid Metrorail Gurgaon Limited (‘RMGL’)
and Rapid Metrorail Gurgaon South Limited (‘(RMGSL’)’ dated 31 December 2020 for the special audit of RMGL
and RMGSL.
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# | Name of the SPVs / projects Start date of End date of | Estimated
the project the project Total Cost
(INRin crs)

12 | Pune Sholapur Road Development Company @ 28 Sep 2011 | 23 Aug 2013 1,402.70
Limited (‘PSRDCL’)

13 | MP Border Checkposts Development Company | 05 May 2011 | Not achieved 1,350.00
Limited (‘(MPBCDCL’)

14 | Rapid Metrorail Gurgaon Limited?® (‘RMGL’) 05Jun 2010 | 14 Nov 2013 1,088.00

15 | Sikar Bikaner Highways Limited (‘SBHL’) 18 Feb 2013 | 16 Aug 2016 901.37

16 H Hazaribagh Ranchi Expressway Limited 01 Aug 2010 | 15 Sep 2012 869.00
(‘HREL’)

17 | Jorabat Shillong Expressway Limited (‘JSEL’) 12 Jan 2011 28 Jan 2016 824.00

18 | Jharkhand Infrastructure Implementation | 03 Feb 2016 | 31 Dec 2018 639.47
Company Limited (‘JIICL’)

19 | Baleshwar Kharagpur Expressway Limited | 01 Jan 2013 26 Dec 2015 660.00
(‘BKEL’)

20 | Madhya Pradesh State Road Development | 26 Apr 2017 Not Achieved 550.74
Corporation Projects-Package 2, 10, and 12
(‘MPSRDC’)*

21 | North Karnataka Expressway Limited (‘NKEL’) 20 Jun 2002 19 Jul 2004 542.32

22 | East Hyderabad Expressway Limited (‘EHEL’) 10 Dec 2007 | 01 Mar 2011 427.82

23 | Chennai Metro Rail Project (CMRL’)?’ 05 Jan 2017 Not Achieved 371.22

24 | ITNL Road Infrastructure  Development | 28 Oct 2009 25 Aug 2010 355.00
Company Limited (‘IRIDCL’)

25 | Karyavattom Sports Facilities Limited (‘KSFL’) 19 Sep 2011 | 04 Feb 2015 345.00

26 | Thiruvananthpuram Road Development | 16 May 2004 | 31 May 2016 262.56
Company Limited (‘TRDCL’)

27 | GRICL Rail Bridge Development Company | 27 Jan 2017 Not Achieved 250.70
Limited ((GRBDCL’)

28 | West Gujarat Expressway Limited ("WGEL) 17 Sep 2005 | 26 Oct 2006 240.20

29 | Bidar Humnabad Road Project (‘BHRP’)*® 25 Jan 2017 Not Achieved 242.56
Total 39,056.37

Private and confidential

25 Refer Draft Report 1.0 titled ‘Draft Report 1.0 on Forensic Audit of Rapid Metrorail Gurgaon Limited (‘RMGL’)
and Rapid Metrorail Gurgaon South Limited (‘(RMGSL’)’ dated 31 December 2020 for the special audit of RMGL
and RMGSL.
26 The project was added to our scope of work as per email communication dated 31 January 2020.
27 The project was added to our scope of work as per email communication dated 31 January 2020.
28 The project was added to our scope of work as per email communication dated 31 January 2020.
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= Based on the information received from the representatives of ITNL - Summary of borrowings?® of
ITNL and its SPVs is as follows:

(Amount INR in crs)

# | Name of SPV Long Term Borrowings Short Term Borrowings Total
as on 31 Mar 2018 as on 31 Mar 2018
Others Related Others Related
party Party
1 | ITNL 11,887.06 - 1,566.00 45.56 13,498.62
(Standalone)

2 | CNTL 4,232.81 439.35 - 92.45 4,764.61
3 | MBEL 1,509.56 500.00 - 586.98 2,596.54
4 | JRPICL 1,620.52 619.67 - - 2,240.19
5 | PSRDCL 907.57 - 187.00 888.82 1,983.39
6 | RIDCOR 1,055.71 860.43 - 63.00 1,979.14
7 | BAEL 1,088.50 800.67 - 6.30 1,895.47
8 | RMGSL 1,190.66 - 294.73 213.05 1,698.44
9 | KNCEL 1,221.21 167.92 - 123.93 1,513.06
10 | JSEL 817.29 - - 536.88 1,354.17
11 | KSEL 850.59 260.90 - 95.79 1,207.28
12 | MPBCDCL 681.01 281.31 - 159.71 1,122.03
13 | RMGL 724.66 - 52.50 161.30 938.46
14 | IRIDCL 184.92 328.59 161.25 243.98 918.74
15  HREL 657.59 79.17 - 126.47 863.23
16 | BKEL 423.18 145.00 37.00 3.41 608.59
17 | FSEL 198.82 366.94 - 2.10 567.86
18 | SBHL 427.40 - - 8.78 436.18
19 | JIICL 273.75 58.5 - - 332.25
20 | KSFL 169.98 60.38 - 48.56 278.92
21 | TRDCL 48.58 134.35 34.42 9.08 226.43
22 | EHEL 119.13 62.10 - 37.12 218.35
23 | SSTL - 137.64 - 53.50 191.14
24 | WGEL 128.01 7.20 - 54.24 189.45
25 | NKEL 115.76 - - - 115.76
26 | ACEL - 68.34 - - 68.34

29 CMRL, BHRP and MPSRDC are the projects of ITNL (not SPVs) and the data pertaining to outstanding long
term and short term borrowings of these 3 projects were not made available for our review.
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#  Name of SPV Long Term Borrowings Short Term Borrowings Total
as on 31 Mar 2018 as on 31 Mar 2018
Others Related Others Related
party Party
27 | GRBDCL - - - - -
Total 30,534.27 5,378.46 2,332.90 3,5661.01 41,806.64

= Based on the review of annual reports of ITNL, details of Statutory Auditors is as follows:

# | FY Name of Audit Firm Name of Signing | Date of Report
Partner
1 | 2013-14 | M/s. Deloitte Haskins & Sells LLP Kalpesh J. Mehta 13 May 2014
2 | 2014-15 | M/s. Deloitte Haskins & Sells LLP Kalpesh J. Mehta 15 May 2015
3 2015-16 | M/s. Deloitte Haskins & Sells LLP Kalpesh J. Mehta 13 May 2016
4 | 2016-17 | M/s. Deloitte Haskins & Sells LLP; and Shrenik Baid 29 May 2017
M/s.SRBC & Co LLP Ravi Bansal
5 2017-18 M/s.SRBC&ColLLP Ravi Bansal 29 May 2018

Private and confidential
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2.3 Process Understanding (As highlighted in Report 1.0)

= Diagrammatic presentation with regards to the operations of ITNL — from bidding for the contract to

appointing subcontractors:

@ Froject Bid submission @

i Loncession aements
Autharity cession Agr
O
IL&FS Transpotation ®Dmlnpment Agreements Special Furpose
Networks Limited - Wehicles
Sub contract
Contractors

Explanation of each process:

= Project bid submission and awarding of the project by Authority:

O

The Business Development (‘BD’) team of ITNL submits the Application for Qualification
(‘AFQ’) to the Authority in response to an invitation from Authority in the form of Request
for Qualification (‘RFQ’) or Expression of Interest (‘EOI’) after requisite approvals from
representatives of ITNL within the due date as mentioned in the RFQ. The Authority
then evaluates the RFQ or EOI based on which bidders are then qualified and shortlisted

for the request for proposal (‘RFP’) stage.

In case ITNL is shortlisted, it submits a price bid-offer in response to the RFP document
issued by the Authority to shortlisted applicants. Bid offers are opened and read at a
scheduled place and time by the Authority, and a bidder is selected as a successful

bidder based on the bid selection criteria defined in the RFP document.

In single-stage tendering, Authority issues RFQ-cum-RFP and demands bidders to
submit AFQ and the price bid together. The Authority evaluates the applications for
gualifications from bidders, and the price bid of only shortlisted bidders is opened. A

bidder is selected as a successful bidder based on the bid selection criteria.
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The bid selection criteria can be different for different projects. Generally, in the case of
BOT Toll projects, the selected Bidder is the one who has quoted the lowest grant (to
be received from the Authority) or highest premium (to be paid to the Authority). In the
case of BOT Annuity projects, the selected Bidder is the one who has quoted the lowest
Annuity to be paid by the Authority.

Letter of Award (‘LOA’) is issued to the successful bidder by the Authority. In case ITNL
is selected as the successful bidder, it is required to send the acceptance to the

Authority in the stipulated time as mentioned in the LOA.

= Formation of Special Purpose Vehicle:

O

It is mandated by the Authority to form a separate Special Purpose Vehicle (‘SPV’),
which has a separate legal entity status for implementation of the project. SPV is created
to mitigate the risk of the organization for the success or failure of the project.

The BD team sends a request to the Legal/Secretarial department of the ITNL to form
SPV along with the copy of the Committee of Directors of the ITNL approval memo. The
documents related to SPV are submitted to the Authority by signing the concession

agreement.

= Concession agreement between SPV and the Authority:

O

SPV enters into a concession agreement with the Authority post-formation of SPV. The
Authority shares the draft agreement at the RFP stage. The ITNL team does scrutiny

and analysis of terms and conditions mentioned in the draft concession agreement.

Changes might be made to the draft concession agreement post discussions agreed by
the Authority either in the pre-bid conferences or through addendums issued before
submitting the bid. The modification in the final concession agreement as compared to
the draft concession agreement are made after the changes/clarifications discussed and
agreed by the Authority at the pre-bid conference or through addendums issued before

submission of the bid.

= Development agreement between SPV and ITNL:

O

O

After signing the concession agreement, ITNL enters into a Construction/Development
agreement with SPV to execute the construction activities on behalf of the SPV. ITNL

acts as a single contractor for SPV.

A copy of the signed Construction/Development agreement is submitted to the Authority

as mandated in the concession agreement.

Private and confidential 15 | Page



2. Overview of ITNL Project Icarus

= Declaration of Appointed date by Authority:

Following steps are performed at ITNL level before submission of documents for declaration of
Appointed date by the Authority-

o Appointment of syndicating agency to arrange project finance. In most cases, IL&FS

Financial Services Limited (‘IFIN’) was appointed as syndicating agency.

o Preparation of draft financial model for prospective lenders by syndicating agency. The

same is forwarded to the project finance team for review.

o Finalization of Project Information Memorandum (‘PIM’) and term sheet including
proposed terms of finance prepared by the syndication team. The PIM consists of details
like the financial model, length of the project, nature of the project, projected costs,
projected revenue, projected cash flows, technical feasibility, pay-back period, etc. It is
then sent to the Project Finance head and the Treasury head for review.

o Discussion of project funding with various banks and financial institutions based on PIM.
After receipt of principle sanction from the lenders, financial closure is initiated by the

syndicating agency.

o Preparation of finance documents prepared by the syndicating agency and lender’s
legal counsel. The Project Finance head, the Treasury head, and lenders review the

finance documents.

o Submission of finance documents along with a copy of the financial model to Authority,

and approval of the same after revisions and modifications as required by Authority.

o Submission of performance security to the Authority as per the amount stated in the

concession agreement.

o The Authority declares successful financial closure after being satisfied with the finance
documents and performance security submitted by the SPV & announces an Appointed
Date to SPV. The construction period mentioned in the concession agreement is

counted from the Appointed Date.
=  Appointment of contractors by ITNL:

o Quotations are invited from contractors during the pre-bid stage in a few cases. After
receipt of LOA from the Authority, quotations received at the time of pre-bid may be
considered. Before selecting any contractor for sub-contracting purposes, additional
guotes from any new contractors or new quotes from earlier contractors may also be
considered. There are no specific criteria in place for selecting the contractors who are

approached for inviting quotations.
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o Terms and conditions and Bill of quantities (‘BOQ’) are floated to the selected
contractors. Based on the quotations received from the contractors, a detailed

comparison is made, and the contractor with the lowest quote — L1 - is selected.

o A detailed note is maintained in the form of a Management Committee Approval
Memorandum (‘MCAM’) for approval from the management committee for the

appointment of the selected contractor.

o On approval from the Management Committee, a Letter of Intent (‘LOI’) is issued to the
selected contractor, and a contract agreement is signed with detailed terms and

conditions.
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3 Procedures Performed

3.1 Overview

= Diagrammatic presentation of approach and methodology followed in carrying out the special audit
of ITNL and its SPVs is as follows:
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Reporting

3.2 Identification of data sources and data collection

= We conducted in-depth discussions with the key representatives of ITNL to understand the policies,
procedures, and practices about its operations. The following are the key representatives with whom

we conducted our discussions:

# | Name of key representatives of ITNL @ Designation Location

1 | Vijay Kini Vice President ITNL Mumbai
2 | Dilip Mehta Former Vice President ITNL Mumbai
3 | S.C. Mittal Chief Executive ITNL Mumbai
4 | Shaivali Parekh Chief Operating Officer ITNL Mumbai
5 | Parag Phanse Vice President ITNL Mumbai
6 | Ajay Menon Vice President ITNL Mumbai
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# | Name of key representatives of ITNL | Designation Location

7 | Ravi Praveen Employee of ITNL ITNL Mumbai
8 | Samir Potnis Associate Manager ITNL Mumbai
9 | Shrikant Kukade Deputy Manager ITNL Mumbai
10 | Sameer Raut Manager ITNL Mumbai
11  Milind Gandhi Vice President ITNL Mumbai
12 | Anjali Jain Head- Accounts and Audit = ITNL Mumbai

We obtained the following relevant information/documentation (such as but not limited to) required

to conduct the special audit:
o Project Information Memorandum (‘PIM’);
o Development Agreements;
o Various contracts pertaining to procurement, operations & maintenance;
o Monthly Progress Reports;
o Traffic Survey Reports;
o Minutes of the Board Meetings, Bank Statements for the Review Period, etc.

We conducted an exercise to understand and identify repositories of electronic data and sources of
hardcopy documents potentially relevant to the forensic audit, including archives and backup of

repositories.

We had tried to obtain the data relating to the above-illustrated areas; however, we faced multiple

data constraints, which are referred to in Section 1 titled ‘Limitations concerning data shared'.

3.3

Forensic data analytics and transaction testing procedures

Note: The below-mentioned analysis could only be performed on the information provided to us for

our review.

We tried to reconcile the costs as disclosed to the Government authorities vis-a-vis the cost disclosed

to the lenders.

We attempted to perform an analysis with regard to the comparison of the toll revenue projections
at the inception of the project with the traffic survey reports as provided by the Independent

Consultants and further comparison with the actual toll revenue earned.
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We attempted to review the reasons for the delay in the project and identify the causes for the

increasing cost over-runs of the projects of ITNL.

We attempted to reconcile the information presented in the financial bids and the summary

mentioned in the available Board minutes.

Based on the available information, we tried to identify discrepancies/exceptions in the selection

process of the procurement, construction contractors, and O&M contractors.

We attempted to analyse the profit margins earned by ITNL in subcontracting of construction works
and O&M in the case of different SPVs/projects.

Further, we have conducted data analytics on other data sets and transaction testing procedures

wherever necessary and required based on our assessment.

3.4 Public Domain Searches
= Based on the potential discrepancies/anomalies identified during the procedures mentioned above,
we carried out searches to identify any adverse or conflicting information available in the public
domain.
= Further, we also conducted searches to assess the capabilities and market presence of the identified
vendors/parties in the public domain.
= The above-mentioned procedures helped us to corroborate our findings and observations noted from
the documentation review.
3.5 Digital Evidence Recovery and Review Procedures

We conducted a digital evidence recovery and review exercise on the electronic devices as well as

sever data of the following employees:

# Particulars Designation in ITNL and its | Electronic Files from
SPVs/subsidiaries Devices Servers
1 | Agnes Karkera | Former Manager v v
2 | Ajay Menon Vice President v v
3 | Ashutosh Senior Vice President and Regional v v
Chandwar Head (North)
4 | Anil Nikam Former Assistant Vice President x
Danny Samuel | Senior Vice President v v

Private and confidential 20 | Page



3. Procedures Performed

Project Icarus

# Particulars Designation in ITNL and its | Electronic Files from
SPVs/subsidiaries Devices Servers
6 Deep Sen Former Head International x v
Business
7 Dilip Bhatia Chief Executive Officer v
8 Francisco de la | Manager, Procurement and x
Torre Hidalgo Operations (Elsamex)
9 George Cherian | Former Chief Financial Officer x
10 | Hari Bhavsar Vice President
11 | Karunakaran Former Managing Director
Ramchand
12 KR Khan Former Senior Vice President v v
13 | Krishna Ghagh | Assistant Vice President v v
14 | MB Bajulge Former Vice President v v
15 | Mukund Sapre | Former Executive Director x 4
16 | Parag Phanse | Vice President v v
17 | Rajnish Saxena | Vice President x v
18 | SC Mittal Chief Executive v v
19 | Sanjay Minglani | Senior Vice President v v
20 | Saurabh Bhoot | Former Head Internal Controls v v
21 | Shaivali Parekh | Chief Operating Officer v v
22 | Subhash Former Technical Director, v v
Sachdeva Business Development
23 | Vijay Kini Vice President v v

3.6

Data constraints

»= The following data was requested from the representatives of the ITNL; however, the same was not

available for our review (below is not the exclusive list of pending data): Refer to Annexure 3.6 —

Data not available for review.

o Details pertaining to the procedure followed by SPVs for appointment of traffic

surveyor's to conduct traffic analysis. The said data is required to perform work

procedures to verify transparency in the selection of the traffic surveyor's;

o Details pertaining to invoices raised by vendors / sub-contractors for providing

construction services, specifically where there is a change of scope than the initial scope

of services mentioned in the EPC contract. The said data is required to perform work
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procedures to determine the cost claimed by SPVs and the cost charged by vendors /

sub-contractors for the said change of scope are in consonance with each other;

o Details pertaining to Management Approvals/Internal memos for hiring professional
services from Elsamex and Gursamar entities and supporting documents submitted by
the said entities against which invoices are raised and payments are released. The said
data is required to perform work procedures to verify the basis for approval and

reasonableness of the fees paid for availing professional services from the said entities;

o Details pertaining to quality control reports for materials procured during the Review
Period. The said data is required to assess whether rates charged are in consonance
with the quality of materials used for the construction of the project ;

o Details pertaining to the basis of justifying/ascertaining the amount charged as
syndication/arrangement and upfront fees by IFIN to ITNL & its SPVs for providing
syndication services to achieve the financial closure. The said data is required to
perform work procedures relating to assessing whether the said fees charged are

reasonable or not;

o Details pertaining to the basis of justifying/ascertaining the amount charged by ITNL to
its SPVs for providing various services under Project Management Fees and Project
Development Fees (‘PDF/PMF’) is reasonable or not. Further, details pertaining to
PDF/PMF charged for each individual service rendered by ITNL to its SPVs. The said
data is required to perform work procedures to verify the reasonableness of the fees

charged by ITNL to its SPVs in the nomenclature of PDF/PMF services.

o Supporting documents for certain samples pertaining to areas of construction, cost by
sub-contractors, borrowing, revenue, expenses (professional and legal fees) etc. were

not available during the review
Responses from the representatives of the company:

= |TNL currentteam has provided all the data from the available records as requested by GT. However,
despite all efforts there are some gaps in the information sought by GT and the information provided
by ITNL team because (i) in some cases required information / documents were not created at the
source itself such as 3.6 (a), (b), (e) and (f) and hence cannot be provided and (ii) data is very old
and/or not traceable such as 3.6 (¢) and (d) as it may be with individuals in hard copy or emails,

who have left the Company and it is not feasible for the current team at ITNL to locate the same.
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Section
No. 3.6

Data Constraint as per GT

ITNL Response

@)

Details pertaining to the procedure followed by
SPVs for appointment of traffic surveyor's to
conduct traffic analysis. The said data is required to
perform work procedures to verify transparency in

the selection of the traffic surveyor's

As a general practice no formal bid
process was followed at that time to
appoint consultants and selection was
made from available list as approved by
the Senior Management. There is no
document available in records which

shows how the list was formed.

(b)

Details pertaining to invoices raised by vendors /
sub-contractors for providing construction services,
specifically where there is a change of scope than
the initial scope of services mentioned in the EPC
contract. The said data is required to perform work
procedures to determine the cost claimed by SPVs
and the cost charged by vendors / sub-contractors
for the said change of scope are in consonance with

each other

Separate invoices were not given by the
sub-contractors for Change of Scope
work. They are part of their regular RA
bills.

(©)

Details pertaining to Management
Approvals/Internal memos for hiring professional
services from Elsamex and Gursamar entities and
supporting documents submitted by the said
entities against which invoices are raised, and
payments are released. The said data is required to
perform work procedures to verify the basis for
approval and reasonableness of the fees paid for

availing professional services from the said entities

The available supporting documents
submitted by the Elsamex and/or
Grusamar against which invoices are
raised have been provided. However,
approval memos for hiring the said
entities were not found as the respective
documents are not traceable/ available

in records

(d)

Details pertaining to quality control reports for
materials procured during the Review Period. The
said data is required to assess whether rates
charged are in consonance with the quality of

materials used for the construction of the project

Reports were provided except for
CMRL project. which has been handed
over to the Authority as project has been

terminated

(e)

Details pertaining to the basis of
justifying/ascertaining the amount charged as
syndication/arrangement and upfront fees by IFIN

to ITNL & its SPVs for providing syndication

The rate of Syndication / arrangement
fees charged by IFIN to ITNL depended
on tenure of the debt raised and was

constant since 2013. In 2018, the fees
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Section | Data Constraint as per GT ITNL Response

No. 3.6
services to achieve the financial closure. The said | for short term debt however were
data is required to perform work procedures | reduced
relating to assessing whether the said fees charged | In respect of debt raised for SPV, the
are reasonable or not fees were fixed since inception at 1% of

the debt raised. However for new
mandates issued in 2016-2018 for SPV
debt refinance, the fees were reduced to
0.75%. No upfront fees were levied by
IFIN.

f Details pertaining to the basis of | The PDF fees were charged by ITNL for
justifying/ascertaining the amount charged by ITNL | a bunch of services rendered to the
to its SPVs for providing various services under | SPVs. The scope of services was
Project Management Fees and Project | mentioned in the MOU between ITNL
Development Fees (‘PDF/PMF’) is reasonable or | and SPVs. Copies of all MOUs have
not. Further, details pertaining to PDF/PMF | been provided to GT.
charged for each individual service rendered by | Basis of determining the PDF fees and
ITNL to its SPVs. The said data is required to | its breakup between each individual
perform  work procedures to verify the | service covered by the MOU is not
reasonableness of the fees charged by ITNL to its | available as it was not mentioned in the
SPVs in the nomenclature of PDF/PMF services MOUs

PMF fees were charged basis the
period of time ITNL was carrying the
construction of the Project. The fees
were charged for all the site related
support including manpower and other
administration overheads and on a
monthly basis. No detailed calculations
are available in records for ascertaining
the basis of these fees

(9) Supporting documents for some samples | Supporting documentations for those
pertaining to areas of construction, sub-contractor, | specific requested samples were not
borrowing, revenue, expenses (professional and | traceable or not available in the records
legal fees) etc. were not available during the review. | as these pertain to old periods.
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3.7

Response from the representatives of the Company

The representatives of the Company have provided their responses to the observations identified
during our review. The explanations/clarifications received from the said representatives are
provided in verbatim under the heading ‘Response from the representatives of the Company’ after
each observation.

Further, we were being informed that the responses are prepared by the current ITNL team to the
best of their knowledge based on available data, records, emails and their understanding of the
transactions based on such records. As most of the employees of ITNL have left, the explanation
provided may not give complete and accurate reasoning for the transaction undertaken during that

period.

However, such explanations have not been validated by the current Board of Directors (‘BoD’) of the
Company, and they do not take any responsibility for the explanations provided by the
representatives of the Company.

The representative of ITNL had provided a note on the business model of ITNL, which is highlighted

in the annexures to this report. (Refer Annexure — Responses to GT Report 2.0.).

3.8

Reporting

Based on the work procedures carried out on the available information, the report is as follows.
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4 Observations

The flow of observations in this document

» For ease of reference, we have provided the observations in the table below

Section Particulars

Number

4.1 Potential anomalies noted with regard to flow of funds in ITNL and its SPVs

4.1.1 Potential anomalies noted in circular transactions between IL&FS Limited and ITNL /
SPVs

4.1.2 Potential instances indicate that short-term borrowings were utilised for making a sub-
debt contribution in SPVs.

4.1.3 Potential instances of the utilization of short-term borrowings for making equity
contribution in SPVs

4.1.4 Potential anomalies in loan facilities availed from Indusind Bank

415 Potential instances where loan facilities availed from IFIN were utilized to repay
outstanding loans of IFIN — PSRDCL and JRPICL

4.1.6 Potential instances where loan facilities availed from IFIN were utilized to repay
outstanding loans of IFIN — PSRDCL and JRPICL

4.1.7 Potential instances where loan facilities availed from ITNL were utilized to repay
outstanding loans of ITNL — JRPICL and IRL

4.1.8 Potential instances where loan facilities availed from IAL were utilized to repay
outstanding loans of 1AL

4.1.9 Potential anomalies in the equity contribution by Spanco Limited and fees paid to ITNL
in MPBCDCL

4.1.10 Potential instances where the loans were provided by Group companies of IL&FS to
SPVs of ITNL through recording non-cash transactions in the books of accounts

4.2 Instances indicating potential issues in PDF / PMF charged by ITNL

42.1 Equity contribution by ITNL in SPVs was approximately equal to the PDF / PMF
received by ITNL from its SPVs

4.2.2 PDF/PMF charged by ITNL to ACEL

4.2.3 PDF/PMF charged by ITNL to FSEL

4.2.4 PDF/PMF charged by ITNL to its SPVs vis-a-vis physical progress of the project

4.2.5 PDF/PMF charged by ITNL to SSTL

4.2.6 PDF/PMF charged by ITNL to KNCEL

4.2.7 PDF/PMF recognised in KSEL

4.2.8 PDF/PMF charged by ITNL to SPVs with no PDF/PMF budgets

4.2.9 PDF/PMF charged by ITNL to HREL

4.2.10 PDF/PMF charged by ITNL to BKEL

4.2.11 PDF/PMF recorded by ITNL with regard to CNTL and BKEL

4.2.12 PDF/PMF charged by ITNL to MPBCDCL

4.2.13 PDF/PMF charged by ITNL to IRIDCL

4.2.14 PDF/PMF charged by ITNL for SBHL project

4.2.15 Claim Management Fees paid by PSRDCL to ITNL were potentially funded by ITNL

4.2.16 Potential anomalies in project cost estimates to potentially adjust PDF/PMF payments
of ITNL

4.2.17 Potential pre-booking of income by ITNL in form of PDF / PMF
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Section Particulars

Number

4.2.18 Impact of PDF / PMF on the standalone profitability of ITNL

4.2.19 Potential non-compliance of Related Party Framework with regard to PDF/PMF
charged by ITNL to its SPVs.

4.3 Instances indicating potential issues in construction cost incurred by ITNL and
its SPVs

4.3.1 Potential anomalies in advances extended to GIPL in the KNCEL project

4.3.2 Potential anomalies in contracts awarded to IECCL for KNCEL project

4.3.3 Potential financial assistance provided to RIL

4.3.4 Potential anomalies noted in the contracts awarded by ITNL to RIL in the JSEL project

4.3.5 Potential instances of dummy contracts in Warora Chandrapur Ballarpur Toll project

4.3.6 Potential excess payments to Soma Enterprise Limited by ITNL in SSTL project

4.3.7 Potential anomalies in the bidding process for the ACEL project

4.3.8 Potential anomalies in contracts awarded to YFC Projects Private Limited and NKC
Projects Private Limited for JSEL project

4.3.9 Potential anomalies in contracts awarded to Gajra Infra Private Limited and M/s. S.S.
Enterprises in KSEL project

4.3.10 Potential margin earned by ITNL in sub-contracting Construction/ Development work
across the SPVs

4.3.11 Potential issues with regard to margins earned by ITNL on development cost in SBHL
project

4.3.12 Potential issues with regard to amendment in development agreement executed by
PSRDSCL with ITNL

4.3.13 Construction expense invoices raised by ITNL on IRIDCL potentially before the
commencement of the project construction

4.3.14 Potential anomalies in the booking of expenses for pre-construction activities without
adequate supporting documentation

4.3.15 Potential excess payments made to ITNL and its sub-contractors in the KSEL project

4.3.16 Potential excess claim from MPRDCL

4.3.17 Potential excess construction cost incurred by CNTL

4.3.18 Potential non-recoverability of mobilization advance from subcontractors in JSEL

4.3.19 Potential Anomalies regarding Mobilisation Advance paid to IECCL for ACEL Project:

4.3.20 Potential anomalies identified in claims filed to NHAI

4.4 Potential anomalies noted in Operations and Maintenance

44.1 Potential margin earned by ITNL in sub-contracting Operations and Maintenance
work in BKEL project

4.4.2 Potential margin earned by ITNL in sub-contracting Operations and Maintenance
work in SBHL

4.5 Other anomalies in the Operations and Maintenance contracts

451 Management committee approval for awarding Operations and Maintenance
contracts for CNTL was dated before receiving the quotes

452 Potential increase of time and contract amount of O&M contract with EMSL

453 Potential anomalies noted in obtaining quotations from EMSL for O&M of KSEL
Project

4.6 Potential issues with regard to excess interest cost on borrowings

4.6.1 Chenani Nashri Tunnelway Limited (‘CNTL’)

4.6.2 Moradabad Bareilly Expressway Limited (‘MBEL’)

4.6.3 Khed Sinnar Expressway Limited (‘KSEL’)
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Section Particulars

Number

4.6.4 Jharkhand Road Projects Implementation Company Limited (‘(JRPICL’)

4.6.5 Pune Sholapur Road Development Company Limited (‘PSRDCL’)

4.6.6 Kiratpur Ner Chowk Expressway Limited (‘KNCEL")

4.6.7 Barwa Adda Expressway Limited (‘BAEL’)

4.6.8 Jorabat Shillong Expressway Limited (‘(JSEL’)

4.6.9 Sikar Bikaner Highways Limited (‘SBHL’)

4.6.10 Baleshwar Kharagpur Expressway Limited (‘BKEL’)

4.6.11 Hazaribagh Ranchi Expressway Limited (‘HREL)

4.6.12 MP Border Checkposts Development Company Limited (MPBCDCL")
Instances that indicate potential misrepresentation

4.7 Potential anomalies in cost and revenue components presented to stakeholders
of ITNL and its SPVs

4.7.1 Potential anomalies in project cost projections represented to stakeholders — PIM vis-
a-vis DEA

4.7.2 Potential anomalies in project cost projections represented to stakeholders — Bid vis-
a-vis Department of Economic Affairs

4.7.3 Potential anomalies in the toll revenue recognised in the books of accounts and toll
revenue projected to the lenders

4.7.4 Potential anomalies in representation made to Axis Bank Limited

4.7.5 Potential issues pertaining to equity infusion by JV Partner SEL in SSTL project

4.7.6 Potential instances of amendment in development agreements between ITNL and its
SPVs to reflect profitability in standalone financials of ITNL

4.7.7 Potential instances of payments from SPVs to ITNL to maintain financial ratios

4.7.8 Potential anomalies in the toll revenue estimated at the bidding stage and toll revenue
projected to the lenders

4.7.9 Potentially inflated projection of toll revenue estimates in PIM data to potentially depict
a strong financial position to lenders in MPBCDCL

4.7.10 Potential Adjustments made in books of accounts to achieve desired PAT

4.7.11 Potential Anomalies in the letter of comfort and financial guarantee by ITNL to BAEL

4.8 Transactions with red-flagged entities*

Sarang Kale Group

4.8.1 Potential anomalies in payments made to Kaleidoscope Infra Ventures Private
Limited (‘KIVPL")

4.8.2 Potential anomalies in payments made to Maval Developers Private Limited (‘MDPL’)

4.8.3 Potential anomalies in contracts awarded to M/s. Jitendra Singh for KSEL project

4.8.4 Potential financial assistance provided by ITNL to group companies of Ahuja /
Flemingo Group

4.8.5 Potential financial dealings between the then KMPs of ITNL and Ahuja / Flemingo
Group

4.8.6 Loans provided by Avance Technologies Limited & Empower India Limited to SBHL,
MPBCDCL and IRIDCL.

4.9 Potential irregularities in the takeover of loan from IFIN

4.10 Potential anomalies in stake swap of JSEL and NAMEL between ITNL and Ramky
Infrastructure Limited (‘RIL’)

4.11 Potential non-compliance of loan agreement with lenders in JSEL

412 Potential non-disclosure of related party transactions in the financial statements of

CNTL
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Section Particulars

Number

4.13 Potential issues in the operations at the site

4.14 Potential instance of cement purchase order given to vendor not forming part of the
approved list of vendors

4.15 Potential stress/liquidity issues which appear to be known to the then KMPs of IL&FS
Group

4.16 Potential instances of excess fees charged by IFIN in KSEL and CNTL

4.17 Anomalies pertaining to potential excess interest cost on borrowings in PSRDCL

4.18 Potential issues in the booking of expenses through back-dated documents

4.19 Potential issues in providing mobilization advance to sub-contractors

4.20 Potential anomalies in providing interest-free loans to SPVs

*Note: Red flagged entities refer to the entities belonging to the Sarang Kale group and Ahuja / Flemingo
group. The said entities have been classified under red-flagged entities as during forensic audit of various
other IL&FS Group companies we had identified multiple anomalies against those group entities.
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Potential anomalies in the fund flow of ITNL and its SPVs

4.1 Potential anomalies noted with regard to flow of funds in ITNL and its

SPVs

Background

Based on the review of standalone financial statements of ITNL, during the period 01 April 2013 to
31 March 2018, net loan facilities of INR 9,760.30 crs were availed by ITNL. The below table provides

details of the same:

Particulars 2013-14 2014-15

2015-16

2016-17

(Amount INR in crs)

2017-18

Total

Opening 3739.45 4625.13
balance of

borrowing

facilities

Net borrowings 885.68 2825.25

(Additions-
Repayments)

Closing 4625.13 7450.38

Balance as
per Balance
Sheet

7450.38

1490.18

8940.56

8940.56

1938.68

10879.24

10879.24

2258.04

13137.28

35634.76

9397.83

45032.59

= Based on the details provided by the representatives of ITNL, the below table provides a summary

of the end utilisation of multiple facilities availed by ITNL3°

(Amount INR in crs)

# | Particulars Total
Inflow of funds
Banks/FI/Third Party/CP/NCDs 35,067.00
Related Parties 15,775.00

A | Total inflow of funds 50,843.00
Less:

1 | Loan repayment - FI 19,117.03

2 | Loan given to SPVs 12,865.67

3 | Loan repayment — related parties | 7,478.29

30 Money/funds are fungible and hence, one to one mapping of funds received from the lenders and its utilisation

cannot be ascertained precisely.
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Total

Payment to contractors
Finance Charges
Investment

Working capital

Loan repayment - NCD

O 0 N o O] | H=

Fixed Deposits
10 A Redemption of preference shares

B | Total outflow of funds

3,734.73
3,023.67
1,685.07
1,679.65
1,079.50

347.21

214.50

51,225.32

= On further review of the annual reports of ITNL from FY 2013-14 to FY 2017-18, it was observed
that IL&FS Group companies had provided loans of INR 18,701.59 crs, and the sum of INR

18,185.53 crs was repaid to IL&FS Group companies.

Fund flow analysis

» The total outstanding borrowings of ITNL (standalone) as of September 2018 is INR 14,612 crs. We

have summarized the source of funds for ITNL and its application®!.

ITNL recovered its equity investments in SPV’s through PDF/PMF fees charged to its SPV’s:

= |TNL charges PDF/PMF to its SPVs for providing services on the basis of agreements executed

between ITNL and its SPVs. The details of services covered under the scope of PDF/PMF are

provided below:

o Services provided before awarding the contract by the Authority include activities

undertaken for bidding and project cost estimations, traffic surveys, revenue estimates,

etc.

o Services provided after award of the contract by the Authority, including the signing of

LoA, incorporation of SPV, follow-ups for the signing of agreements, etc.

o Design and drawing services for roads to be developed.

* |t was observed that PDF/PMF fees of INR 3,603.75 crs were received by ITNL from its SPV’s. ITNL
made equity investments in the SPV’s amounting to INR 3,269.10 crs (as on Sept’18 after excluding

IND AS adjustment): (INR in crs)

31 Money/funds are fungible and hence, one to one mapping of funds received from the lenders and its utilisation

cannot be ascertained precisely.
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# | Name of the | Equity Contribution by ITNL in Actual PDF/ PMF charged by ITNL

SPV its SPVs up to 31 March 2018 to its SPVs up to 31 March 2018
1 A MPBCDCL 110.28 111.50
2 | TRDCL 17.03 35.28
3 | KSEL 294.19 281.60
4 | EHEL 21.69 29.11
5 | CNTL 372.00 431.49
6 | HREL 131.00 180.53
7 | JIICL 45.00 56.92
8 | SBHL 124.05 101.57
9 | MBEL 221.66 185.14
10  GRBDCL 5.80 4.56
11 | WGEL 20.00 15.24
12 | BKEL 178.59 126.09
13 | JRPICL 259.50 383.86
14  IRIDCL 140.00 66.15
15  FSEL 262.50 131.30
16 | ACEL 119.15 173.57
17 | BAEL 230.50 324.99
18  KNCEL 500.81 234.52
19  NKEL 7.72 25.42
20 | PSRDCL 160.00 317.71
21  JSEL 42.00 101.06
22 | SSTL 5.63 286.14

Total 3269.1 3603.75*

*(Total PDF/PMF incurred by SPV was INR 3,746.21 crs of which INR 111.50 crs was paid to Spanco for
MPBCDCL, INR 25.96 crs paid to Ramky for JSEL project and INR 5 crs was incurred for KSFL Project. Thus,
INR 3,603.75 crs [INR 3,746.21 crs — INR 111.50 crs — INR 25.96 crs — INR 5 crs] relates to ITNL.)

(Note - The above table is a macro summary of exclusive data sets/details of equity contribution by
ITNL in its SPVs and PDF/PMF charged by ITNL to its SPVs. However, one-to-one mapping of
PDF/PMF payments could not be carried out due to constraints faced in tracing the same from the
bank book).

Comparision of Equity and Sub-debt infused by ITNL vis-a-vis PDF/PMF charged by ITNL to

its SPVs

The below table provides a comparison of funds infused by ITNL by way of equity contributions and
sub-debt in 22 SPVs and actual PDF/PMF charged by ITNL to its SPVs up to 30 September 2018:

(INRin crs)
# SPV Project Actual Equity Sub-debt | Sub-debt | Total PDF/PM
completion | PDF & Infused | committe | Infused (B+C) F
status % PMF (B) d © (D) charged
as on 31 charged as % of
March (A) total
2018 invest.
(A/D)
1 | NKEL* 100% 25.42 7.72 - 7.72 329%
2 | JSEL 100% 101.06 42.00 - 42.00 241%
3 | PSRDCL 100% 317.71 160.00 - 160.00 199%
4 | EHEL 100% 29.11 21.69 - 21.69 134%
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# SPV Project Actual Equity Sub-debt | Sub-debt | Total PDF/PM
completion | PDF & Infused | committe | Infused (B+C) F
status % PMF (B) d (© (D) charged
as on 31 charged as % of
March (A) total
2018 invest.
(A/D)
5 CNTL 100% 431.49 372.00 - 14.13 386.13 112%
6 HREL 100% 180.53 131.00 50.00 50.00 181.00 100%
7 | JRPICL** 100% 383.86 259.50 248.97 135.00 394.50 97%
8  MBEL 100% 185.14 221.66 - - 221.66 84%
9 | GRBDCL 7% 4.56 5.80 - - 5.80 79%
10 | WGEL 100% 15.24 20.00 - - 20.00 76%
11 TRDCL 100% 35.28 17.03 34.35 34.35 51.38 69%
12  SSTL 18% 286.14 5.63 460.40 460.40 466.03 61%
13 | BKEL 100% 126.09 178.59 60.00 60.00 238.59 53%
14 | KSEL 82% 281.60 294.19 243.69 270.49 564.68 50%
15 JICL 72% 56.92 45.00 80.00 79.75 124.75 46%
16 | SBHL 100% 101.57 124.05 130.00 130.00 254.05 40%
17 ACEL 10% 173.57 119.15 336.51 336.51 455.66 38%
18 BAEL 80% 324.99 230.50 670.65 669.35 899.85 36%
19  KNCEL 63% 234.52 500.81 180.76 180.76 681.57 34%
20 | MPBCDCL 81% 111.50 110.28 255.97 256.00 366.28 30%
21 | IRIDCL 100% 66.15 140.00 118.60 118.59 258.59 26%
22 | FSEL 58% 131.30 262.50 330.25 330.25 592.75 22%
Total 3,603.75* | 3,269.10 3200.14 3,125.58 | 5,790.05

(Total PDF/PMF incurred by SPV was INR 3,746.21 crs of which INR 111.50 crs was paid to Spanco for
MPBCDCL, INR 25.96 crs paid to Ramky for JSEL project, and INR 5.00 crs was incurred for KSFL Project.
Thus, INR 3,603.75 crs [INR 3,746.21 crs — INR 111.50 crs — INR 25.96 crs — INR 5.00 crs] relates to ITNL.)

*Note: The representatives of ITNL have stated that the equity of ITNL in NKEL project as of COD
for NKEL project was INR 16.93 crs and of IL&FS Limited was INR 17.52 crs. Hence, if considered
on the date of COD, the ratio of PDF/PMF charged as a % of the total investment for the equity of
ITNL as of COD is 150%.

**Note: The Sub-debt committed by ITNL in the JRPICL project was INR 248.97 crs; however, the
sub-debt infused/disbursed till 30 September 2018 was INR 135 crs only. If we consider the sub-
debt committed, then the ratio of PDF/PMF charged as a % of total investment is reduced from 97%
(this ratio is considering sub-debt infused) to 75%.

(Note - The above table is a macro summary of exclusive data sets/details of equity contribution by
ITNL in its SPVs and PDF/PMF charged by ITNL to its SPVs. However, one-to-one mapping of
PDF/PMF payments could not be carried out due to constraints faced in tracing the same from the
bank book).

(Note - The above table is a macro summary of exclusive data sets/details of equity contribution by
ITNL in its SPVs and PDF/PMF charged by ITNL to its SPVs. However, one-to-one mapping of
PDF/PMF payments could not be carried out due to constraints faced in tracing the same from the
bank book).

Private and confidential 33| Page



4. Observations Project Icarus

= |t can be noted from the above table that ITNL had infused funds to promote its SPVs through equity
contribution of INR 3,269.10 crs and sub-debt contribution of INR 3,125.58 crs, and it observed that
out of 22 SPVs:

o In 6 SPVs, the PDF/PMF charged is more than 100% of the total amount of equity and
sub-debt infused; and

o In 8 SPVs, the PDF/PMF charged is more than 50% of the total amount of equity and
sub-debt infused.

Debt servicing and advancing loans were done majorly through external funding:

= Net interest expenses of INR 4,585 crs were borne by ITNL. Net loans of INR 9,759 crs were given
by ITNL (majority to its SPV’s). Investments in other entities amounted to INR 2,390 crs. This sums
up to INR 17,228 crs. It appears that the source of these funds is net outstanding borrowings (INR
14,612 crs as of September 2018) and total share capital proceeds (INR 2,303 crs) totalling INR
16,915 crs. Thus, there is a net outflow of INR 181 crs.

Inflow INRin | Outflow INR in
crs crs

Borrowings outstanding as on Sept'18 14,612 | Net interest expenses 4,585
Share capital proceeds since IPO 2,303 Net Loans given 9,759
Investments in other entities®? 2,390

Deficit( Balancing figure) 181

Total 16,915 16,915

*(The above tabulated is a macro summary of exclusive data sets/ details of the inflow of funds to ITNL
and outflow of funds by ITNL. However, one-to-one mapping of the same is not possible since the
funds are fungible).

32 Other than 29 entities under our scope of review. The investment value is as on Sept’18 after excluding INdAS
adjustments and non-cash adjustments)
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4.1.1

Potential anomalies noted in circular transactions between IL&FS Limited
and ITNL / SPVs

Background

Circular transactions are those transactions in which the initial provider of the funds is the ultimate
recipient of funds after the same funds are circulated through group entities in a short span of time.

It includes instances wherein one of the companies borrows money from another company. When
the borrowing company is unable to repay the principal or interest component of the outstanding
loan to the lender, the lender provides an additional loan to the borrower, and the borrower utilizes
that fund to repay the principal or interest component of the outstanding loan to the lender in a short

span of time.
Observation

Diagrammatic presentation of transactions undertaken:

Borrowings availed
@ of INR 2912 crs

ILFS Ltd. =

ITNL and
SPV Group

Repayment of barrowings
availed INR 2308.46 crs

Based on the review of the bank statements, the following potential anomalies were identified:

It was noted that the loan facilities of INR 2,912 crs availed from IL&FS Limited during the Review
Period were potentially utilised to repay its existing dues of INR 2,308.46 crs on the same or

subsequent day. The below table provides details of the instances identified (INR in crs):
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= |t may be noted from the above table that the borrowing transactions between ITNL and its SPVs
and IL&FS Limited appear to be circular in nature. For instance, #3 above, IL&FS Limited, on 14
Jan 2016, had provided a loan of INR 100 crs to ITNL. Further, on the same day, i.e., 14 Jan 2016,
ITNL had provided loans of INR 50 crs each to JSEL and PSRDCL, which were then utilised to repay
loans to IL&FS Limited by JSEL and PSRDCL.

= Further, we identified the following email communications, which indicate the representatives of

IL&FS Limited and ITNL were aware of the transactions mentioned above -

o Email dated 13 January 2016, sent by Maharudra Wagle (Chief Financial Officer at
IL&FS) to S M Bhat (Employee at IL&FS) where it was mentioned that INR 100 crs
would be disbursed and repaid to IL&FS Limited on the same day itself. (Refer to #3 of
the previous table)

o Email dated 20 June 2016, which was sent by Sachin Mohite (ITNL) to Chandrakant

Jagasia (IL&FS), wherein it was discussed that:

IL&FS Limited shall provide a loan of INR 100 each to PSRDCL and MBEL;

= PSRDCL and MBEL would utilize said funds to repay outstanding term loans of
ITNL;

= |TNL would invest said funds as equity or sub-debt in BAEL and KSEL; and

= BAEL and KSEL would repay their outstanding loan of INR 125 crs and INR 110 crs,
respectively, to IL&FS Limited. (Refer to #7 to #10 of the previous table)

o Email dated 21 September 2016, sent by Ashish Patel (ITNL) to Ajay Menon (ITNL),
where it was discussed that to reduce the outstanding debt of ITNL - three transactions

would be done in tranches of INR 80 crs each. (Refer to #15 of the previous table).

o In another email dated 24 September 2016 sent by Ajay Menon (ITNL) to Dilip Bhatia

(ITNL) where it was discussed that:

IL&FS would provide a loan to ITNL;

= |TNL would repay its loan to Livia India;

= Livia India will provide a loan to an SPV;
= SPV would repay the loan of ITNL; and

= |TNL would repay its loan to IL&FS Limited.

= Further, as highlighted in our Report 1.0 on the special audit of ITNL and its SPVs dated 20

December 2019 (Refer page 21- Potential stress/ liquidity issues which appears to be known to the
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then KMPs of the IL&FS Group), we noted multiple email communications indicating that ITNL was

under financial stress and had severe liquidity issues since FY 2012-13.

= Thus, it appears to be unusual that IL&FS Limited had disbursed multiple loans to ITNL even though

ITNL was facing severe liquidity issues, which were known to the then KMPs of the IL&FS group.
= Responses from the representatives of the company:

IL&FS as a Holding company of ITNL had been providing funding support to ITNL on a regular basis
based on its requirements. The decision for the same were taken at the Group level by IL&FS Group
Management Board taking into account overall group requirement, exposure level etc.

Similarly, ITNL as a parent company of the SPV was required to provide funding support to the SPVs
to meet their cash flow requirements. This was also necessitated due to various Sponsor

undertakings provided by ITNL to Senior lenders at the time of financial closure of the Project.

ITNL had varied sources of funds, external and internal to meet the requirements of the SPVs.
Whenever, there was need of funds at the SPV level and ITNL was not able to arrange funds
externally, IFIN, which was the sole syndicating agency appointed by ITNL to raise funds, used to
arrange funds from the Group entities either from its own book or from IL&FS and group companies
to infuse the same into SPVs. Identification of group lender and quantum of borrowing was done by
IFIN / IL&FS senior management.

The SPVs were utilising the funds to meet their obligations to external and internal lenders including
IL&FS. The transactions pointed out by the auditors were carried out as part of regular cash flow /

liquidity management activities of ITNL and SPVs.
GT Comments on the responses provided by the representatives of the company:

= The responses provided by the representatives of ITNL are in line with the observations highlighted
above with regard to the circular transactions between IL&FS Limited and ITNL & its SPVSs. (i.e., the
loans availed by ITNL and its SPVs from IL&FS Limited were utilised to repay outstanding loans on
the same day or subsequent day to IL&FS Limited).

GT Assessment:

= Thus, our assessment remains unchanged that IL&FS Limited had disbursed multiple loans to
ITNL/SPVs even though ITNL was facing severe liquidity issues, which were known to the then
KMPs of the IL&FS group.
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4.1.2 Potential instances indicate that short-term borrowings were utilised for

making a sub-debt contribution in SPVs.

Summary of potential anomalies identified:

Based on the review of the bank book of ITNL, we noted instances wherein ITNL had availed short-

term borrowings, and the same were utilized for making investments in SPVs in the form of sub-

debt. The below table highlights such instances noted during the review period: (INR in crs)

# Short Term Borrowings Sub-debt Contribution by ITNL in SPV
Date Name of Lender Amount Date of Sub-debt Name of Amou
Contribution SPV nt
1 26 April 2013 IL&FS Securities 200.00 | 03 May 2013 MPBCDCL 5.00
Services Ltd
2 05 February CP-Ratnakar 50.00 | 11 February 2014 IRIDCL 8.27
2014
3 05 May 2014 State Bank of Patiala 55.00 | 06 May 2014 JRPICL 3.00
4 27 June 2014 CP - Indusind Bank 200.00 | 28 June 2014 IRIDCL 2.00
Limited
MPBCDCL 7.00
5 26 August 2014 | CP-L&T Mutual Fund 40.00 | 27 August 2014 MPBCDCL 5.00
6 27 November CP-Reliance MF 50.00 | 27 November 2014 JRPICL 3.00
2014
MPBCDCL 7.00
SBHL 3.00
7 10 December CP-Indiabulls 75.00 | 11 December 2014 BAEL 18.00
2014
8 14 January 2015 | Standard Chartered 25.00 | 14 January 2015 BAEL 5.00
Bank
9 22 January 2015 | CP-Principal MF 50.00 | 23 January 2015 JRPICL 3.50
10 | 27 February CP-Birla Sunlife 100.00 | 27 February 2015 IRIDCL 2.00
2015
MPBCDCL 7.50
03 March 2015 BAEL 9.00
MPBCDCL 3.10
11 | 30 March 2015 CP-L&T Mutual Fund 25.00 | 07 April 2015 BAEL 8.54
12 | 06 April 2015 CP-Indiabulls 50.00 | 07 April 2015 BAEL 10.46
IRIDCL 2.00
KSEL 18.00
13 | 12 May 2015 CP-L&T Mutual Fund 50.00 | 12 May 2015 SBHL 8.00
14 | 28 May 2015 CP-Reliance MF 50.00 | 29 May 2015 KSEL 1.00
15 | 29 May 2015 CP-L&T Mutual Fund 75.00 | 30 May 2015 MPBCDCL 8.00
SBHL 2.00
16 | 02 June 2015 CP-Birla Sunlife 50.00 | 15 June 2015 KSEL 10.00
17 | 19 August 2015 | IL&FS 100.00 | 19 August 2015 SBHL 10.00
18 | 08 October 2015 | CP-Reliance MF 50.00 | 09 October 2015 SBHL 6.00
19 | 16 October 2015 | CP-JM Financial 50.00 | 19 October 2015 RIDCOR 1.00
20 | 30 October 2015 | CP-JM Financial 50.00 | 30 October 2015 BAEL 11.00
SBHL 4.00
21 | 30 October 2015 | IL&FS 120.00 | 30 October 2015 BAEL 0.50
IRIDCL 1.00
KSEL 2.00
SBHL 5.00
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# Short Term Borrowings Sub-debt Contribution by ITNL in SPV
Date Name of Lender Amount Date of Sub-debt Name of Amou
Contribution SPV nt
22 | 04 November CP-L&T Mutual Fund 75.00 | 10 November 2015 BAEL 25.00
2015
SBHL 4.00
23 | 04 November IL&FS 50.00 | 04 November 2015 KSEL 2.00
2015
24 | 06 November IL&FS Securities 100.00 | 07 November 2015 BAEL 26.00
2015 Services Ltd
SBHL 5.80
25 | 10 November IL&FS 75.00 | 10 November 2015 BAEL 20.02
2015
26 | 09 November Ratnakar Bank 75.00 | 10 November 2015 BAEL 6.98
2015
KSEL 10.00
27 | 30 November Guijarat Integrated 300.00 | 30 November 2015 KSEL 1.00
2015 Maritime Complex Pvt.
Ltd
28 | 21 December Deutsche Bank- 28.44 | 22 December 2015 BAEL 18.00
2015 Invoice Financing
KSEL 4.59
29 | 30 December Sabarmati Capital 118.00 | 30 December 2015 KNCEL 1.22
2015 One Limited
KSEL 271
30 | 31 December United Bank of India 100.00 | 31 December 2015 KSEL 5.54
2015
31 | 01 January 2016 | CP-JM Financial 50.00 | 07 January 2016 BAEL 8.00
32 | 13 January 2016 | CP-JM Financial 50.00 | 21 January 2016 BAEL 21.65
33 | 19 January 2016 | CP-JM Financial 75.00 | 21 January 2016 BAEL 31.35
34 | 22 January 2016 | IL&FS Cluster 170.00 | 22 January 2016 KSEL 5.00
Development Initiative
Limited
35 | 01 February Livia India Limited 131.00 | 01 February 2016 IRIDCL 1.50
2016
JSEL 10.00
MBEL 10.00
MPBCDCL 7.00
PSRDCL 8.00
SBHL 6.00
36 | 29 February Kanak Resources 113.00 | 01 March 2016 JSEL 9.50
2016
KSEL 2.00
MBEL 14.00
PSRDCL 8.00
37 | 07 April 2016 Deutsche Bank- 18.00 | 07 April 2016 SSTL 3.50
Invoice Financing
38 | 05 May 2016 CP-JM Financial 60.00 | 06 May 2016 BAEL 2.00
SSTL 3.50
39 | 04 July 2016 CP-JM Financial 55.00 | 07 July 2016 SSTL 0.50
40 | 29 August 2016 | IDBI 200.00 | 30 September 2016 JIiCL 0.25
41 | 30 September Bank of Baroda 600.00 | 30 September 2016 IRIDCL 0.50
2016
42 | 07 December CP-JM Financial 30.00 | 14 December 2016 KNCEL 2.25
2016
43 | 10 February CP-JM Financial 50.00 | 10 February 2017 JIICL 8.00
2017
14 February 2017 KNCEL 2.17
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# Short Term Borrowings Sub-debt Contribution by ITNL in SPV
Date Name of Lender Amount Date of Sub-debt Name of Amou
Contribution SPV nt
44 | 15 February IL&FS Rail Limited 100.00 | 15 February 2017 BAEL 4.50
2017

45 | 03 January 2018 | CP from Bhopal Co- 26.00 | 05 January 2018 SSTL 0.60
operative Bank

46 | 05 March 2018 Beigh Construction 75.00 | 06 March 2018 SSTL 0.83
Company
Grand Total 4,239.44 503.33

*The above work has derived from the workbook, namely “Point 93 N 95 — ITNL Loan utilisation from
FY 14 — FY 18 F” provided by the representative of ITNL.

It can be noted from the above table that ITNL had availed short-term borrowing of INR 4239.44 crs
and utilized an amount of INR 503.33 crs from the said borrowings to make investments in the form

of sub-debt in SPVs. (long-term in nature).

Thus, based on the above, it appears that ITNL potentially utilized short-term borrowings to make
long-term investments resulting in a potential asset-liability mismatch in the standalone financial

statements of ITNL.

Note: The above transactions have been identified from the end utilisation workings provided by
ITNL. Further, the transactions highlighted in the above observation are only those transactions
where we were able to map on one to one basis, where the borrowings were taken on a short-term
basis and utilised for long-term purposes. This exercise is performed on the best effort basis as we
were not provided with the complete bank statements of ITNL for the Review Period.

Additionally, it is pertinent to note that the above transaction does not contain observations where
funds were borrowed, routed through mutual funds, fixed deposits, etc., and then ultimately invested
into group companies (via loans or investments) for which payments were not expected shortly due

to liquidity constraints.
Responses from the representatives of the company:

ITNL was not an NBFC and was not governed by RBI regulations with respect to asset-liability
mismatch and utilisation of short term funding. ITNL as a promoter/sponsor of the project as per the
provisions of the Concession Agreement and in terms of the financing agreements for the project,
was obligated to infuse certain percentage of capital in the form of equity and sub debt into the
project SPVs. Given the period of Concessions, investment into project SPVs by nature were for

long term.

ITNL as a HoldCo used to raise funds from various sources including Equity Capital, Preference
Shares, NCDs, Long term loans from banks and financial institutions, Short Term Loans, Commercial

Papers etc. As far as lending to HoldCos are concerned, Banks generally do not provide funds for

Private and confidential 41 | Page



4. Observations Project Icarus

maturities more than 5 years. In most cases, the loans provided were for the maturity ranging from
2-5 years. Only in case of NCDs however the maturities ranged from 3 years to 10 years and since
2016 ITNL tried to raise maximum funds through NCDs. ITNL also raised significant portion of its
funds in 2016-2018 through external commercial borrowings where maturities ranged from 3 years
to 5 years. It is pertinent to note that since 2015 ITNL reduced its exposure to Commercial Papers
(which were mainly short term in nature - 3 months) significantly. The Borrowings through CP's which
stood at 1,500 cr as of June 30, 2015 (Limited review audited numbers) was reduced to less than
Rs 200 cr as of March 31, 2018 (audited numbers). Snap shot of the accounts for the 2 periods are
attached. The source of repayment for reduction of the CP's were met out of long term borrowing
from banks and out of NCD which was primarlily of 5 year to 10 year maturity. As stated earlier ITNL
had multiple sources and mix of borrowing including bank loans and NCD's which were long term in
nature and the prime objective of these was to reduce the dependence on short term borrowing
including CP's. While this reduction in the CP was demonstrated during the intervening period from
June 2015 to Mar 2018 there are no one to one matching as funds were made available in a common
pool of bank account for its inflows and outflows.

Thus, ITNL raised funds based on market conditions, availability of credit facilities and taking
advantage of interest rate movements through a mix of Bank loans, NCDs External Commercial
Borrowings and other borrowings. The utlisation of all borrowings including investments in SPVs
through Equity and Sub debt contribution was in accordance with the sanction terms / end use
stipulations and such terms did not restrict nor had a clause limiting such utilisation in sub debt &
investments. Short term/Long term ratio was always monitored at ITNL level. ITNL had a good mix
of long term to short term ratio which can be observed from its financial statements and was also

stated in the rating reports published by rating agencies.
GT Comments on the responses provided by the representatives of the company:

= As highlighted in Report 1.0 on the special audit of ITNL and its SPVs dated 20 December 2019
(Refer page 21- Potential stress/ liquidity issues which appear to be known to the then KMPs of the
IL&FS Group), we had noted multiple email communications which indicated that ITNL was under
financial stress and had severe liquidity issues since FY 2012-13. The representatives of ITNL, in
their responses, have stated that banks generally did not fund for maturities for more than five years,
which further indicates that short-term funds were to be utilised for short term purposes rather than
long term purposes. Also, it was stated that NCDs were utilised to repay short-term borrowings.
However, the representatives of ITNL are unable to provide one-to-one mapping as the funds were
used from a common pool of bank accounts. Further, even though there were no restrictions on the
end-use of short-term borrowings, the said funds were utilised to make long-term investments even

when ITNL was facing liquidity constraints. Additionally, if the short term funds are utilised for the
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long term purpose and if the said purpose takes time to generate returns then it becomes difficult to

repay the short terms borrowings therby creating liquidity gap.
GT Assessment:

= Thus, our assessment remains unchanged that ITNL had potentially utilized short-term borrowings
to make long-term investments which resulted in a potential asset-liability mismatch as well as
liquidity issues in the standalone financial statements of ITNL.
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4.1.3 Potential instances of the utilization of short-term borrowings for making equity contribution in SPVs

Background and Observation

Based on the review of bank statements of ITNL, we noted instances where ITNL availed short-term borrowings, and the same were utilized for

making equity contributions in SPVs. The below table highlights such instances noted during the review period: (INR in crs)

# Short Term Borrowings Equity Contribution by ITNL in SPV
Date Name of the Lender Amount Date of Equity Contribution | Name of SPV Amount
1 | 26 April 2013 IL&FS Securities Services Ltd 200.00 | 03 May 2013 IRIDCL 13.50
2 | 23 January 2014 State Bank of Patiala 100.00 | 24 January 2014 IRIDCL 15.00
24 January 2014 KNCEL 15.00
3 | 05 February 2014 Ratnakar Bank 50.00 | 11 February 2014 KSEL 9.00

(Commercial Papers)

4 | 05 May 2014 State Bank of Patiala 55.00 | 06 May 2014 BKEL 5.00
06 May 2014 KNCEL 12.50
06 May 2014 KSEL 4.00
5 | 02 June 2014 I0B 100.00 | 03 June 2014 KNCEL 45.00
(Commercial Papers) 04 June 2014 BAEL 10.00
04 June 2014 KSEL 6.00
6 | 27 June 2014 Indusind Bank Limited 200.00 | 30 June 2014 BAEL 26.30
(Commercial Papers) 30 June 2014 KNCEL 14.10
7 | 10 July 2014 Commercial Papers 200.00 | 12 July 2014 KSEL 7.00
15 July 2014 RMGL 30.15
16 July 2014 IIPL 18.00
17 July 2014 KSEL 20.00
8 | 10 December 2014 | Indiabulls 75.00 | 11 December 2014 JSEL 0.50
(Commercial Papers) 11 December 2014 KSEL 13.65
9 | 26 December 2014 | Karur Vysya Bank 100.00 | 29 December 2014 IRL 4.55
29 December 2014 RMGL 2.45
10 | 13 January 2015 Ratnakar 50.00 | 14 January 2015 IIPL 24.88
(Commercial Papers) 15 January 2015 RMGSL 3.50
11 | 15 January 2015 IL&FS Rail Limited 75.00 | 20 January 2015 IRL 6.57
12 | 13 March 2015 Bank of India 100.00 | 16 March 2015 IRL 6.58
(Commercial Papers) 16 March 2015 RMGL 3.50
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# Short Term Borrowings Equity Contribution by ITNL in SPV

Date Name of the Lender Amount Date of Equity Contribution | Name of SPV Amount

13 | 30 March 2015 Reliance MF 50.00 | 31 March 2015 lIPL 10.63
(Commercial Papers)

14 | 06 April 2015 Indiabulls 50.00 | 10 April 2015 IRL 3.30

(Commercial Papers) 10 April 2015 RMGSL 1.75

15 | 15 April 2015 Standard Chartered Bank 30.00 | 15 April 2015 lIPL 21.86

16 | 26 May 2015 Reliance MF 75.00 | 28 May 2015 RMGL 2.45
(Commercial Papers)

17 | 28 May 2015 Reliance MF 50.00 | 29 May 2015 RMGSL 3.00
(Commercial Papers)

18 | 29 May 2015 Birla Sunlife 100.00 | 29 May 2015 IRL 22.75

(Commercial Papers) 29 May 2015 RMGSL 1.55

19 | 26 June 2015 ICBC Bank 120.00 | 26 June 2015 IRL 14.78

20 | 05 October 2015 Standard Chartered Bank 30.00 | 07 October 2015 ACEL 0.47

07 October 2015 FSEL 8.50

07 October 2015 JRPICL 1.50

21 | 07 October 2015 IL&FS 22.00 | 07 October 2015 ACEL 11.03

22 | 08 October 2015 Reliance MF 50.00 | 12 October 2015 RMGL 3.50
(Commercial Papers)

23 | 20 October 2015 IL&FS 155.00 | 21 October 2015 IRL 6.50

24 | 27 October 2015 DSP Blackrock 75.00 | 30 October 2015 IRL 11.06

(Commercial Papers) 30 October 2015 RMGL 2.45

30 October 2015 RMGSL 3.50

25 | 06 November 2015 | IL&FS Securities Services Ltd 100.00 | 07 November 2015 JIICL 2.00

26 | 26 November 2015 | Reliance MF 75.00 | 27 November 2015 KNCEL 8.00

(Commercial Papers) 30 November 2015 RMGL 2.45

27 | 30 November 2015 | Gujarat Integrated Maritime Complex Pvt. Ltd 300.00 | 30 November 2015 IRL 11.05

28 | 01 December 2015 | JM Financial 50.00 | 07 December 2015 RMGSL 3.50
(Commercial Papers)

29 | 30 December 2015 | Sabarmati Capital One Limited 118.00 | 30 December 2015 IRL 20.55

30 December 2015 RMGL 2.45

30 December 2015 RMGSL 8.16

30 | 31 December 2015 | United Bank of India 100.00 | 31 December 2015 RMGSL 0.45

31 | 01 January 2016 JM Financial 50.00 | 05 January 2016 KNCEL 9.00
(Commercial Papers)

32 | 01 February 2016 Livia India Limited 131.00 | 01 February 2016 IRL 19.52

01 February 2016 KNCEL 5.00

01 February 2016 RMGSL 7.00

33 | 29 February 2016 Kanak Resources 113.00 | 01 March 2016 IRL 3.08
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# Short Term Borrowings Equity Contribution by ITNL in SPV

Date Name of the Lender Amount Date of Equity Contribution | Name of SPV Amount

34 | 29 February 2016 Unique Waste Processing Company Ltd. 14.00 | 01 March 2016 RMGSL 3.57

35 | 14 March 2016 Rapid Metro Gurgaon South Ltd 70.00 | 15 March 2016 KNCEL 0.81

36 | 15 June 2016 JM Financial 50.00 | 23 June 2016 RMGSL 9.18
(Commercial Papers)

37 | 30 September 2016 | Bank of Baroda 600.00 | 30 September 2016 IRL 7.80

30 September 2016 RMGSL 4.20

38 | 30 November 2016 | Standard Chartered Bank 30.00 | 02 December 2016 IRIDCL 0.65

39 | 27 December 2016 | JM Financial 15.00 | 29 December 2016 ACEL 1.00

(Commercial Papers) 29 December 2016 FSEL 1.00

40 | 18 September 2017 | Societe Generale 50.00 | 20 September 2017 EMSL 16.70

41 | 26 December 2017 | Bhopal Co-operative Bank 41.00 | 27 December 2017 ACEL 15.00
(Commercial Papers)

42 | 30 December 2017 | Bank of Baroda 750.00 | 01 January 2018 BAEL 12.75

43 | 03 January 2018 Bhopal Co-operative Bank 26.00 | 04 January 2018 ACEL 5.00
(Commercial Papers)

44 | 11 January 2018 JM Financial 50.00 | 11 January 2018 EMSL 17.73
(Commercial Papers)

45 | 27 February 2018 Beigh Construction Company 125.00 | 28 February 2018 BAEL 12.00

46 | 05 March 2018 Beigh Construction Company 75.00 | 06 March 2018 FSEL 3.85

5,045.00 660.77

= It can be noted from the above table that ITNL had availed short-term borrowing of INR 5,045 crs during the Review Period and utilized an amount

of INR 660.77 crs to make equity contributions in its SPVs.

= Thus, based on the above, it appears that ITNL potentially used short-term borrowings to make long-term investments. This resulted in a potential

asset-liability mismatch in the standalone financial statements of ITNL.

= Note:

o The above transactions have been identified from the end utilisation workings provided by ITNL. Further, the transactions highlighted

in the above observation are only those transactions we were able to map on one to one basis, where the borrowings were taken on

a short-term basis and utilised for long-term purposes. This exercise is performed on the best effort basis as we were not provided

with the complete bank statements of ITNL for the Review Period.
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o Additionally, it is pertinent to note that the above transaction does not contain those observations where funds were borrowed, routed
through mutual funds, fixed deposits, etc., and then ultimately invested into group companies (via loans or investments) for which
payments were not expected in the near future due to liquidity constraints.

Responses from the representatives of the company:

ITNL was not an NBFC and was not governed by RBI regulations with respect to asset-liability mismatch and utilisation of short term funding. ITNL
as a promoter/sponsor of the project as per the provisions of the Concession Agreement and in terms of the financing agreements for the project,
was obligated to infuse certain percentage of capital in the form of equity and sub debt into the project SPVs. Given the period of Concessions,
investment into project SPVs by nature were for long term. ITNL as a HoldCo used to raise funds from various sources including Equity Capital,

Preference Shares, NCDs, Long term loans from banks and financial institutions, Short Term Loans, Commercial Papers etc.

As far as lending to HoldCos are concerned, Banks generally do not provide funds for maturities more than 5 years. In most cases, the loans
provided were for the maturity ranging from 2-5 years. Only in case of NCDs however the maturities ranged from 3 years to 10 years and since
2016 ITNL tried to raise maximum funds through NCDs. ITNL also raised significant portion of its funds in 2016-2018 through external commercial
borrowings where maturities ranged from 3 years to 5 years. It is pertinent to note that since 2015 ITNL reduced its exposure to Commercial
Papers (which were mainly short term in nature - 3 months) significantly. The Borrowings through CP's which stood at 1,500 cr as of June 30,
2015 (Limited review audited numbers) was reduced to less than Rs 200 cr as of March 31, 2018 (audited humbers). Snap shot of the accounts
for the 2 periods are attached. The source of repayment for reduction of the CP's were met out of long term borrowing from banks and out of NCD
which was primarlily of 5 year to 10 year maturity. As stated earlier ITNL had multiple sources and mix of borrowing including bank loans and
NCD's which were long term in nature and the prime objective of these was to reduce the dependence on short term borrowing including CP's.While
this reducion in the CP was demonstrated during the intervening period from June 2015 to Mar 2018 there are no one to one matching as funds

were made available in a common pool of bank account for its inflows and outflows.

Thus, ITNL raised funds based on market conditions, availability of credit facilities and taking advantage of interest rate movements through a mix
of Bank loans, NCDs External Commercial Borrowings and other borrowings. The utlisation of all borrowings including investments in SPVs through

Equity and Sub debt contribution was in accordance with the sanction terms / end use stipulations and such terms did not restrict nor had a clause
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limiting such utilisation in sub debt & investments. Short term/Long term ratio was always monitored at ITNL level. ITNL had a good mix of long
term to short term ratio which can be observed from its financial statements and was also stated in the rating reports published by rating agencies.

GT Comments on the responses provided by the representatives of the company:

= As highlighted in the Report 1.0 on the special audit of ITNL and its SPVs dated 20 December 2019 (Refer page 21- Potential stress/ liquidity
issues which appears to be known to the then KMPs of the IL&FS Group), we had noted multiple email communications which indicated that ITNL
was under financial stress and had severe liquidity issues since FY 2012-13. The representatives of ITNL, in their responses, have stated that
banks generally did not fund for maturities for more than five years, which further indicates that short-term funds were to be utilised for short term
purposes rather than long term purposes. Also, it was stated that NCDs were utilised to repay short-term borrowings. However, the representatives
of ITNL are unable to provide one-to-one mapping as the funds were used from a common pool of bank accounts. Further, even though there
were no restrictions on the end-use of short-term borrowings, the said funds were utilised to make long-term investments even when ITNL was
facing liquidity constraints. Additionally, if the short term funds are utilised for the long term purpose and if the said purpose takes time to generate
returns, then it becomes difficult to repay the short terms borrowings, thereby creating a liquidity gap.

GT Assessment:

= Thus, our assessment remains unchanged that ITNL had potentially utilized short-term borrowings to make long-term investments, resulting in a

potential asset-liability mismatch in the standalone financial statements of ITNL.
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4.1.4 Potential anomalies in loan facilities availed from Indusind Bank

Background and Observation

= Diagrammatic presentation of the transactions entered into:

Loan of INR 300 crs
28 September 2017

Repayment of Loan of INR 547.75 crs
28 September 2017

O,

IL&FS ITNL

Assignment of loan given to

CNTL

Repayment of Loan of INR 300 crs
29 September 2017

Loan of INR 500 crs
29 Seplember 2017

Indusind Bank Aflc
- 200000031541

&

O

= Based on the review of the banking records of the IL&FS Limited and ITNL, it was noted that -

o 28 September 2017 - IL&FS Limited had provided a loan of INR 300 crs to ITNL;

o 28 September 2017 - ITNL utilized the loan proceeds to repay the outstanding loan

including interest on behalf of the below mentioned SPVs amounting to INR 547.75 crs

of Indusind bank;

# Name of SPVs Amount of loan
(INRin crs)

1. MPBCDCL 259.00
2. | TRDCL 100.00
3. IRIDCL 74.00
4. RMGSL 54.00
5. KSFL 32.00
6. EHEL 26.00

Total 545.00
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o 29 September 2017 — ITNL had assigned CNTL existing loan amounting to INR 500 crs
to Indusind Bank against which Indusind Bank had paid INR 500 crs to ITNL; and

o 29 September 2017 — ITNL had utilized the said proceeds to repay the outstanding
borrowings of INR 300 crs to IL&FS Limited.

Thus, it appears that ITNL had availed temporary loan facilities from IL&FS Limited to repay
outstanding borrowings of Indusind Bank on behalf of above mentioned SPVs. Further, ITNL
received INR 500 crs from Indusind Bank by assigning CTNL existing loans from which INR 300 crs
was utilised to repay the said temporary borrowings availed from IL&FS Limited.

Responses from the representatives of the company:
The transactions with Indusind bank were two separate transactions -

IL&FS had provided a loan of Rs 300 crs to ITNL. ITNL utilised this amount and other available funds
with ITNL to provide loans to following SPV’s to enable them to repay their loans to Indusind bank

totalling to Rs 545 cr (including interest of 2.75cr)
MPBCPL — 259 cr

TRDCL - 100 cr

IRIDCL - 74 cr

RMGSL - 54 cr

KFSL — 32 cr

EHEL — 26 cr

Total — 545 cr

As a separate transaction ITNL had assigned its loan of Rs 500 crs in CNTL to Indusind bank and
the funds were received directly by ITNL for the assignment done. ITNL utilised part of the amount
(Rs 300 crs out of the Rs 500 cr) received from Indusind bank to repay IL&FS. The above
transactions were done in normal course of cash flow management of ITNL and SPVs and no

anomaly was noticed in the same.
GT Comments on the responses provided by the representatives of the company:

The responses provided by the representatives of ITNL are in line with the observations highlighted
above. Further, they are contending that both transactions with Indusind Bank were separate
transactions and were done in the normal course of cash flow management. However, it is to be
noted that funds borrowed from IL&FS Limited on 28 September 2017 for ultimately repaying the
loan to Indusind Bank were repaid to IL&FS Limited on 29 September 2017 through funds received
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from Indusind Bank. Thus, the outstanding loans of SPVs to Indusind Bank were replaced by CNTL
loans assigned by ITNL.

GT Assessment:

» Thus, our assessment remains unchanged that ITNL had availed temporary loan facilities from

IL&FS Limited to repay outstanding borrowings of Indusind Bank.
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4.1.5 Potential instances where loan facilities availed from IFIN were utilized to
repay outstanding loans of IFIN - PSRDCL and JRPICL

Background and Observation

= Diagrammatic presentation of the transactions entered into

20 April 2017 20 April 2017 20 April 2017
Emtunad Tam Loan of INR Papayment of Shorl lann Saturad Tam Loan
100 &1k Lovarr of INR 100 ért of INR 100 ¢
IFIN » PSRDCL - ITNL » JRPICL
20 Agril 217 Repayment of Loan
INR 100 75

0

= Based on the review of the banking records of the IFIN, ITNL, and its SPVs, it was noted that on 20
April 2017-

o IFIN had provided a short-term loan of INR 100 crs to PSRDCL.

o PSRDCL had utilized the said loan proceeds to repay its outstanding borrowings of INR
100 crs to ITNL.

o Subsequently, ITNL had provided a loan of INR 100 crs to JRPICL.

o Later, JRPICL had utilized the said proceeds to repay the outstanding borrowings of
INR 100 crs to IFIN.

» Thus, it appears that PSRDCL had availed temporary loan facilities from IFIN, which were ultimately

utilized to repay outstanding borrowings of JRPICL, which were availed from IFIN.
= Responses from the representatives of the company:

In 2017, it was contemplated to refinance the entire debt in JRPICL by raising NCDs and one of the
requirements of the prospective NCD investors was that no other debt (other than ITNL) should
exists in JRPICL. In other words any group debt availed by JRPICL had to be repaid before raising
NCDs. In view of this, JRPICL which was having IFIN as a group debt in its books were required to
be paid off. Consequently, IFIN granted a loan to PSRDCL which was utilised by it to repay ITNL
loan. ITNL further granted a fresh loan to JRPICL to enable it to repay IFIN so that the group debt in
JRPICL was paid off prior to raising of the NCD.
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Thus, the exposure of IFIN in JRPICL was shifted to PSRDCL. The entire transaction was done to
facilitate refinance of debt at JRPICL which helped it save around 2% rate of interest. The
observation of GT stating that IFIN loan was utilised to repay outstanding loans of PSRDCL and

JRPICL is hence incorrect.
GT Comments on the responses provided by the representatives of the company:

= Based on the responses provided by the representatives of the Company, it can be noted that one
of the conditions for JRPICL to avail NCD funding was that no other debts (other than ITNL) should
exist in the books of JRPICL. Hence, exposure of IFIN in books of JRPICL was shifted to PSRDCL.

= From the responses provided by the representatives of ITNL, the same flow of transactions is noted
where IFIN had provided loans to PSRDCL, which were in inturn utilised to repay borrowings of ITNL.
Also, ITNL had provided loans to JRPICL, which were in turn utilised to repay loans of IFIN. As the
said flow of transactions took place on the same day, i.e. 20 April 2017, it appears that loan facilities
from IFIN were ultimately utilised to repay outstanding borrowings of JRPICL. Thus from the IFIN
perspective, the loan exposure was transferred from JRPICL to PSRDCL. Further, from the JRPICL

perspective, the exposure was transferred from IFIN to ITNL.
GT Assessment:

» Thus, our assessment remains unchanged that PSRDCL had availed temporary loan facilities from
IFIN, which were ultimately utilized to repay outstanding borrowings of JRPICL, which were availed
from IFIN.
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4.1.6 Potential instances where loan facilities availed from IFIN were utilized to
repay outstanding loans of IFIN - PSRDCL and JRPICL

Background and Observation

= Diagrammatic presentation of the transactions entered into

» IFIN
Repaymentaf Loan
[NR 365w

A apdl 2017 Apoi 07 21 Aprl 2007
Secured Tern Loan of NR Repawrznt of Shert ke Secured Tem Loan
17155 ¢r¢ Lean o INR 17155 er5 CFINR 17155
PSRDCL ITHL JRPICL

0 9 0 0

20 4gil 2087

IFIN

v
v
v

Repawrand of Lean ;
iNR 75 ors i Laﬂa
Powrat
Company
e

= Based on the review of the banking records of the IFIN, ITNL, and its SPVs, it was noted that on 21
April 2017-

o IFIN had provided a secured term loan of INR 171.56 crs to PSRDCL.

o PSRDCL had utilized the said loan proceeds to repay its outstanding borrowings of INR
171.56 crs to ITNL.

o Subsequently, ITNL had provided a loan of INR 171.56 crs to JRPICL.

o Later, JRPICL had utilized INR 96.55 crs to repay the loan of IFIN, and the balance
proceeds of INR 75 crs were used to repay its loan to Nana Layja Power Company
Limited.

» Thus, it appears that PSRDCL had availed temporary loan facilities from IFIN, which were ultimately

utilized to repay outstanding borrowings of JRPICL, which were availed from IFIN.
= Responses from the representatives of the company:

In 2017, it was contemplated to refinance the entire debt in JRPICL by raising NCDs and one of the
requirements of the prospective NCD investors was that no other debt (other than ITNL) should
exists in JRPICL . In other words any group debt availed by JRPICL had to be repaid before raising
NCDs.

In view of this JRPICL which was having IFIN as a group debt in its books were required to be paid

off. Consequently IFIN granted a loan to PSRDCL which was utilised by it to repay ITNL loan. ITNL
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further granted a fresh loan to JRPICL to enable it to repay IFIN and one of the group company

(Nana Layja Power Co Ltd) so that the group debt in JRPICL was paid off prior to raising of the NCD.
Thus the exposure of IFIN in JRPICL was shifted to PSRDCL

Thus the entire transaction was done to facilitate refinance of debt at JRPICL which helped it save

around 2% rate of interest

The observation of GT stating that IFIN loan was utilised to repay outstanding loans of PSRDCL and
JRPICL is incorrect

GT Comments on the responses provided by the representatives of the company:

= Based on the responses provided by the representatives of the Company, it can be noted that one
of the conditions for JRPICL to avail NCD funding was that no other debts (other than ITNL) should
exist in the books of JRPICL. Hence, exposure of IFIN in books of JRPICL was shifted to PSRDCL.

= From the responses provided by the representatives of ITNL, the same flow of transactions is noted
where IFIN had provided loans to PSRDCL, which were in inturn utilised to repay borrowings of ITNL.
Also, ITNL had provided loans to JRPICL, which were in turn utilised to repay IFIN and Nana Layja
Power Company Limited loans. As the said flow of transactions took place on the same day, i.e. 21
April 2017, it appears that loan facilities from IFIN were ultimately utilised to repay outstanding
borrowings of JRPICL. Thus, from the IFIN perspective, the loan exposure was transferred from
JRPICL to PSRDCL. Further from the JRPICL standpoint, the exposure was transferred from IFIN
to ITNL.

GT Assessment:

» Thus, our assessment remains unchanged that PSRDCL had availed temporary loan facilities from
IFIN, which were ultimately utilized to repay outstanding borrowings of JRPICL, which were availed
from IFIN.
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4.1.7 Potential instances where loan facilities availed from ITNL were utilized
to repay outstanding loans of ITNL — JRPICL and IRL

Background and Observation

= Diagrammatic presentation of the transactions entered into

15 February 2017 15 February 2017
@ Short Term Loan @ Repayment of Loan
ITNL INR 100 crs > IRPICL INR 100 crs > IRL

15 February 2017

@ Short Term Loan
INR 100 crs

= Based on the review of the banking records of ITNL and JRPICL, it was noted that on 15 February
2017 —

o ITNL had provided a short-term loan of INR 100 crs to JRPICL,
o JRPICL had utilized the said proceeds to repay its existing loan of INR 100 crs to IRL,
o IRL had used the said proceeds to extend the loan of INR 100 crs to ITNL.

= During our review, we had identified an email dated 15 February 2017 was sent by Ajay Menon
(ITNL) to Vijay Kini (ITNL) and Sachin Mohite (ITNL), wherein it was discussed that:

o ITNL will give a loan to JRPICL - INR 80 crs.
o JRPICL will repay a loan of IRL - INR 80 crs.
o IRL will provide a loan to ITNL - INR 80 crs.
o The said loan would be assigned to one of the SPV.
» Further, Vijay Kini responded to replace the amount from INR 80 crs to INR 100 crs.

= Thus, it appears that ITNL had provided loan facilities to JRPICL, which were ultimately utilized to
extend the loan to ITNL through IRL.

= Responses from the representatives of the company:

In 2017, it was contemplated to refinance the entire debt in JRPICL by raising NCDs and one of
the requirements of the prospective NCD investors was that no other debt (other than ITNL) should
exist in JRPICL . In other words any group debt availed by JRPICL had to be repaid before raising

NCDs. In order to enable refinance of JRPICL debt, ITNL from its cash flow provided a loan of Rs
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100 Cr to JRPICL on Feb 15, 2017 and JRPICL repaid the loan availed by it from IRL. Since IRL had
surplus cash flow (arising from loan repaid by JRPICL) it provided loan to ITNL, the parent company.
Thus, the entire transaction was done to facilitate refinance of debt at JRPICL which helped it save

around 2% rate of interest.
GT Comments on the responses provided by the representatives of the company:

= Based on the responses provided by the representatives of the Company, it can be noted that one
of the conditions for JRPICL to avail NCD funding was that no other debts (other than ITNL) should
exist in the books of JRPICL. Hence, exposure of IRL in books of JRPICL was shifted to ITNL.

= From the responses provided by the representatives of ITNL, the same flow of transactions is noted
where ITNL had provided loans to JRPICL, which were utilised to repay IRL borrowings. However,
as the said flow of transactions took place on the same day, i.e. 15 February 2017, it appears that
loan facilities from ITNL were ultimately utilised to repay outstanding borrowings of JRPICL. Thus,
from the JRPICL perspective, the exposure was shifted from IRL to ITNL.

GT Assessment:

= Thus, our assessment remains unchanged that ITNL had provided loan facilities to JRPICL, which

were ultimately utilized to extend the loan to ITNL through IRL.

Private and confidential 57 | Page



4. Observations Project Icarus

4.1.8 Potential instances where loan facilities availed from IAL were utilized to

repay outstanding loans of IAL

Background and Observation

= Diagrammatic presentation of the transactions entered into

H.June Hilg
A June K16
Loa ol INFE 63 (73 Renﬂﬁnﬁ;&mﬂ
L e RRCL o
H.June K6
3 Repayiment of ban ot
(MR i3

= Based on the review of the banking records of ITNL and JRPICL, it was noted that on 29 June 2016—
o |AL had provided a short-term loan of INR 60 crs to JRPICL;

o JRPICL had utilized the said proceeds to repay outstanding loans of INR 60 crs availed
from ITNL;

o ITNL had used the said proceeds to repay outstanding loans of INR 60 crs to IAL.

= Thus, it appears that IAL had provided loan facilities to JRPICL, which were ultimately utilized to

repay outstanding borrowings of ITNL, which were availed from IAL.
= Responses from the representatives of the company:

ITNL in its capacity as promoter had provided funding support to JRIPCL at various points in time to
help it in its cashflow requirements. JRPICL later on (on June 29, 2016) availed short term loan from

IAL and repaid the loans taken from ITNL earlier.

The cash flow at ITNL is fungible and money was raised from different sources into a common pool
and the pool was then utilised to meet various obligations of ITNL including repayment of its own

borrowings. ITNL thus used funds from its common pool to repay its o/s loan of IAL.
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GT Comments on the responses provided by the representatives of the company:

= From the responses provided by the representatives of ITNL, the flow of transactions is noted where
IAL had provided loans to JRPICL, which were in turn utilised to repay borrowings of ITNL. Further,
ITNL had repaid loans to IAL. As the said flow of transactions took place on the same day, i.e. 29
June 2016, it appears that loan facilities from IAL were ultimately utilised to repay outstanding
borrowings of ITNL. Thus, from the JRPICL perspective, the exposure was transferred from ITNL to
IAL.

GT Assessment:

= Thus, our assessment remains unchanged that IAL had provided loan facilities to JRPICL, which

were ultimately utilized to repay loans to ITNL.
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4.1.9 Potential anomalies in the equity contribution by Spanco Limited and
fees paid to ITNL in MPBCDCL

Background

= Diagrammatic presentation of transactions entered into:

FY 2012:13 FY 2012-13 FY 201.2-13

@ Loan ® Loan @ mni?g L
[NR 39.00 ¢rs INR 36.94 crs )
ITNL — SIIL - » Spanco MPBCDCL
Limited [
FY 2012-13
PDFIPMF

INR 28.00 ¢rs

FY 2012-13
e

INR 21.04 crs

= MP Border Checkpost Development Company Limited (MPBCDCL’) is an SPV sponsored by ITNL
and Spanco Limited in the ratio of 51:49 respectively, which was awarded a BOT contract by Madhya
Pradesh Road Development Corporation Limited (‘(MPRDCL’) for the construction of Border Check
Posts in the state of Madhya Pradesh.

= Based on the review of the PIM (March 2011) of MPBCDCL, it was noted that Spanco Limited would
make an equity contribution of INR 99.22 crs in MPBCDCL.

* |t was noted that vide agreement dated 03 November 2010 and 03 January 2011, MPBCDCL had
awarded PDF/PMF contracts worth INR 111.50 crs (INR 41 crs and INR 70.50 crs) to ITNL and
Spanco Limited, respectively.

Observation
Loan by ITNL to Spanco IT Infrastructure Limited

= Through email dated 07 April 2020, the representatives of ITNL had provided us with details of short-
term loans provided by ITNL to Spanco IT Infrastructure Limited (‘SIIL’). Based on the review of the
same, it was noted that during the FY 2012-13, ITNL had disbursed short-term loans of INR 39 crs

to SIIL (related party of Spanco Limited based on common directors).

= Based on the review of the financial statements of SIIL, it was noted that during FY 2012-13, SIIL

had provided a loan of INR 38.94 crs to Spanco Limited.
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= Subsequently, during FY 2012-13, Spanco Limited had made an equity investment of INR 39 crs in
MPBCDCL.

» Thus it appears that the equity contribution of Spanco Limited in MPBCDCL was potentially funded
by ITNL indirectly through Spanco IT Infrastructure Limited.

= Based on the review of MCA records, it was noted that SIIL was struck off from the registered list of

companies (struck off of date is not available in the public domain).

= As of 31 March 2018, the total short-term loan and accrued interest of INR 51.59 crs to SIIL was
outstanding in the books of ITNL.

PDF/PMF paid by MPBCDCL to Spanco Limited

= As per the agreement dated 20 April 2011 between MPBCDCL and Spanco Limited, a work contract
of INR 170 crs was issued by MPBCDCL to Spanco Limited for non-civil works in relation to the
MPBCDCL project.

= Spanco Limited vide an agreement dated 03 January 2012 had transferred its obligations for non-
civil works in favour of ITNL due to its inability to continue as a sub-contractor for non-civil works on
the MPBCDCL project.

= Accordingly, Spanco Limited had agreed to refund INR 111.50 crs to ITNL, which was charged to
the MPBCDCL project as PDF/PMF. Further, a sum of INR 30.56 crs was repaid as a refund to ITNL.
It was noted that the source of the aforesaid refund amounting to INR 29 crs was paid by the
MPBCDCL project to Spanco in the nature of PDF/PMF expenses.

= Also, on 31 March 2014 and 22 April 2014, a sum of INR 64.70 crs (INR 56.42 crs + INR 8.28 crs)
receivable from Spanco was adjusted in the books of ITNL against the dues and purchase of
MPBCDCL shares.

= On further review, we identified a news article dated 17 August 2015, which stated that the Bombay
High Court had passed an order for winding up of Spanco Limited.

= As of 31 March 2018, a sum of INR 16.24 crs [INR 111.50 crs - (INR 30.56 crs + INR 64.70 crs)]

towards the said refund still was outstanding in the books of accounts of ITNL.
» Thus based on the above-mentioned details, it appears that —

o ITNL had supported in equity infusion of Spanco in MPBCDCL by providing a loan of
INR 39 crs to SIIL.

o The said loan of INR 39 crs, along with accrued interest of INR 8.02 crs is still

outstanding in the books of accounts of ITNL.
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o The pending amount of refund of INR 16.24 crs is still outstanding to be received from
Spanco Limited to ITNL.

o Further, a winding-up order has been passed on Spanco Limited, which has ultimately
resulted in a potential loss of INR 63.26 crs (INR 39 crs + INR 8.02 crs + INR 16.24 crs).

Responses from the representatives of the company:

These transactions pertain to Year 2012-2013 and were carried out as per the decision of then MD
(Mr Ramchand) and ED (Mr Mukund Sapre). The accrued interest amount on the loan is Rs 8.02 crs
as per books of ITNL. The Company has made full provision for receivable from Spanco in its books

as it is in winding up
GT Assessment:

= The responses provided by the representatives of ITNL are in line with the observations highlighted

above. Hence, our assessment remains unchanged.
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4.1.10 Potential instances where the loans were provided by Group companies

of IL&FS to SPVs of ITNL through recording non-cash transactions in the

books of accounts

Background & Observations

Based on the review of the data provided to us by the representatives of ITNL, it was noted that loan
transactions of non-cash nature were recorded in the books of accounts of SPVs of ITNL. The value
of the said non-cash loan transactions was INR 12,788 crs. The below table provides details of the

said SPVs who had avail non-cash loans from group companies of IL&FS (INR in crs):

# |Name of SPVs of ITNL Total |Interest

Lender BKEL |CNTL| EHEL |IRIDCL |JRPICL |JSEL |MBEL |MPBDCL |PSRDCL | TRDCL EOOk @ 10%

oan

1 |Unigue Waste -1 1,705 645| 1,549 - -1 2,161 856 - - 6,915 321
2 |ITNL 101 - - 54 257| 653]| 1,231 - 900 235 3,429 100
3 |IL&FS Limited - - - - - - - 242 571 100 913 48
4 |IFIN - - - - 156 60 - - 34 - 250 25
5 |STAMP 60 - - - -| 340 - - - - 400 23
6 |RMGSL - - - - - - - - 100 75 175 16
7 |LIVIA - - - - -| 140 - - - - 140 14
8 |SCOL - - - - - 60 - - 52 - 112 12
9 |Rohtas Bio 90 - - - - 80 - - - - 170 8
10 |IAL - - - - - - - - 80 - 80 4
11 |ICDIL - - - - - - - - 29 8 37 3
12 | IL&FS Airport - - - - - 20 - - - - 20 2
13 |IL&FS Cluster 15 - - - - 83 - - - - 98 2
14 | Hill County 10 - - - - - - - - - 10 1
15 |IRL - - - - - - - - - 25 25 1
16 |Apptex - - - - - - - - - 15 15 1

Marketing

Total 276 1,705 645| 1,602 412|1,436| 3,392 1,097 1,766 458| 12,788 580

Note: Interest cost is computed at 10% per annum from the date of loan recorded in the books of
accounts till repayments/30 September 2021. The interest rate of 10% (on a conservative basis) is
considered as, in multiple instances, the details pertaining to the actual interest cost charged by the
lender to respective SPVs were not available for our review.

From the above table, it can be noted that ten SPVs had availed loans (nhon-cash) of INR 12,788 crs.
Majority of these loans were utilised to make repayment of principal and interest payments. Also, it
can be noted that due to the above non-cash transactions, the said ten SPVs had to incur an interest
cost of INR 580 crs.

Thus, it appears that SPVs had to incur interest costs on non-cash loan transactions.
Responses from the representatives of the company:

The observation made by GT on total amount of loans assigned and the loss on account of additional
interest cost incurred by the SPV is factually incorrect. As part of managing its funds / borrowings

and with an objective of generating cash and deleveraging its balance sheet, ITNL used to regularly
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assign the loans provided by it to its SPV’s from time to time to enable SPVs meet their cash flow
requirement, to other lender (which could be external or group company lender) and would receive
funds from the said lender. The loans mentioned in the observations were provided by ITNL to the

SPVs and were later assigned to various lenders including group lenders to generate cash at ITNL

The assignment in effect meant that SPVs had borrowed funds from the new lenders and repaid the
loans taken from ITNL. The assignment was done at the terms and conditions as specified by the
assignee lender. This was a standard market practice and done very frequently in financial markets.
There had been many instances where loans to SPVs were assigned by ITNL to even external
lenders like Axis, Indusind, Aditya Birla, L&T finance etc. In all such cases the rate of interest charged
by assignee lenders depended on the commercial negotiations and had no bearing on rates charged
by ITNL on its loans to SPVs. There were also cases where rates of assignee lenders were infact
lower (Indusind in case of CNTL, Axis in case of MBEL etc). Once the assignment was completed,
in SPV books loans availed from ITNL were replaced with loans taken from the assignee lender.

In the observation in the report, auditors have taken a hypothetical rate of interest of 10% and
compared the actual rate of interest paid by the SPVs on the assigned loans and determined a

notional loss of Rs 580 Cr. This calculation is factually incorrect.

The loans from ITNL which were at rates higher than 10% (between 12%-13%) were replaced by
loans from other lenders / group companies (where interest rate ranged from 14% to 16%). While
SPVs paid some incremental interest, it was in routine course of managing their borrowings and

balance sheet. Hence comparing the actual rate paid by SPVs with 10% is not correct.

The loans provided by ITNL were in its capacity as promoter of SPVs and under its obligation to
support the SPVs. Hence, ROI of these loans was linked to cost of borrowing of ITNL

The loans provided by Assignee lenders on the other hand were pure commercial transactions and
rate of interest reflected the underlying nature of such loans and risks involved being mainly
unsecured loans, short term in nature, not covered by termination liability of NHAI and almost in the

nature of equity. In view of above, the observation needs review by Auditors
GT Comments on the responses provided by the representatives of the company:

= The responses provided by the representatives of ITNL itself stated that the SPVs had paid the
interest rate of 14% to 16% on loans assigned by ITNL against the 10% to 12% interest rate charged
by ITNL on loans provided to SPVs. GT has conservatively taken interest rate at 10% to arrive at a
notional interest value. Further, it is to be noted that the interest was to be borne by the SPVs, which
in turn had affected the cash flow position of the SPVs. Also, the loan extended by ITNL to its SPVs

were provided without carrying out an appropriate credit assessment.
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GT Assessment:

» Thus, our assessment remains unchanged that SPVs had to incur interest costs on non-cash loan

transactions.
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Potential anomalies noted in Project Cost

4.2

Overview of the project cost incurred by the SPVs

Based on the email dated 17 November 2021, the data provided to us by the representatives of ITNL

pertaining to the details of cost overruns/savings of 23 SPVs / projects as of 31 March 2018334,

Based on the above details, diagrammatic presentation of the summary of the total project cost and

its components of 23 projects as of 31 March 2018 is as follows: (INR in crs)

IL&FS Transporation Networks Limited

Budgeted
Construction Cost
INR 18.808.19 Crs

Budgeted
PDF/PMF
INR 1,464.68 Crs

4

Y

23 Special Purpose Vehicles

Y

Total Project Costs

1 : Y
(A) (B)
Budgeted Total Actual Total Project
Project Cost Cost
INR 23,294.67 Crs| | INR 31,372.04 Crs

—-

Actual
Construction Cost
INR 21,233.76 Crs

Actual
PDFPMF
INR 3,746.21 Crs

Actual

Interest Cost

INR 5,646.59 Crs

Budgeted L
Interest Cost  |=e [(A}-(E)] "
INR 2,213.17 Crs Total Project Cost
Overrun [ (savings)
INR BO77.36 Crs
L v '
Construction Cost PDF/IPMF Cost Inierest Cosl
Overrun/( savings) | | Overrun/(savings) | | Overrun/(savings)
INR 2,42557 Crs INR 2,28153 Crs INR 3,433.42 Crs

Note: The difference of INR 63.16 crs in the total cost overruns is due to overruns in O&M Start-up

fees amounting to INR 91.34 crs, overruns in pre-operative expense amounting to INR 178.30 crs,

savings in internal accrual cost amounting to INR 338.69 crs and overruns due to miscellaneous

factors amounting to INR 5.9 crs.
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33 QOur analysis does not include the components of project cost of 3 SPVs viz. RIDCOR, RMGL and RMGSL as
the same is covered in separate reports issued or to be issued.
34 Our analysis does not include the components of project cost of 3 projects viz. CMRL, BHRP, MPSRDC as
these were EPC/Item rate contracts and therefore there are no overruns in the said projects.
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The below table provides a summary of the cost overruns/savings of 23 SPVs as mentioned above: (INR in crs)

Project Icarus

4 Name of the | Total Budgeted Completion status as of Proportionate Budgeted | Actual Project | Overruns/(Savings)in
SPV Cost (A) 31 March 2018 (B) Project cost (C=A*B) Cost (D) project cost (D-C)
1 | CNTL 3,720.00 100% 3,720.00 5,283.31 1,563.31
2 | MBEL 1,983.63 100% 1,983.63 3,068.53 1,084.90
3 | KNCEL 2,291.00 63% 1,443.33 2,288.07 844.74
4 | KSEL 1,880.00 82% 1,541.60 2,451.64 910.04
5 | PSRDCL 1,376.70 100% 1,376.70 2,125.16 748.46
6 | JSEL 823.99 100% 823.99 1,487.24 663.25
7 | BAEL 2,360.65 80% 1,876.72 2,443.37 566.65
8 | JRPICL 2,141.00 100% 2,141.00 2,551.73 410.73
9 | HREL 869.18 100% 869.18 1,161.12 291.93
10 | MPBCDCL 1,350.00 81% 1,090.38 1,341.87 251.49
11 | SSTL 3,288.84 18% 591.99 821.57 229.58
12 | ACEL 2,737.09 10% 273.71 441.84 168.13
13 | TRDCL 377.27 100% 377.27 385.63 8.36
14 | SBHL 901.37 100% 901.37 967.38 66.01
15 | BKEL 660.00 100% 660.00 725.71 65.71
16 | NKEL 542.32 100% 542.32 599.00 56.68
17 | KSFL 345.00 100% 345.00 402.00 57.00
18 | EHEL 427.82 100% 427.82 472.75 44.93
19 | WGEL 240.20 100% 240.20 275.28 35.08
20 | GRBDCL 250.62 7% 17.54 21.05 3.50
21 | IRIDCL | 349.40 100% 349.40 351.09 1.69
22 | JIICL 615.00 72% 441.43 419.93 -21.50
23 | FSEL 2,172.55 58% 1,260.08 1,286.77 26.69
Total 31,703.64 23,294.67 31,372.04 8,077.36

= |t can be noted from the above table that there were cost overruns of INR 8098.87 crs in 22 SPVs out of 23 SPVs and cost savings of INR 21.50
crs in 1 SPVs out of 23 SPVs.

Private and confidential

67 | Page



4, Observations

Project Icarus

= Diagrammatic presentation of components of cost overruns:
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= Further, we noted that the project cost overruns (after adjustment of cost savings) could be classified into the below-mentioned components:

# | Components of cost overruns

Amount of cost overruns Percentage of cost overruns

(INR'in crs) (%)
1 | Project Development Fees (‘PDF’) / Project Management Fees (‘PMF’) 2,281.53 28.25%
2 | Construction Cost 2,425.57 30.03%
3 | Interest cost 3,433.42 42.51%
4 | O&M Start-up 91.34 1.13%
5 | Pre-Operative 178.30 2.21%
6 | Internal Accruals (338.69) (4.19)%
7 | Miscellaneous 5.90 0.07%
Total 8,077.37 100%
= The below table provides the details of the project-wise breakup of components of the cost overruns incurred in the projects:
# Name of | Cost Percent | Cost Percentag | Cost Percenta | Cost Percentag | Total cost
the SPV | overrun | age of overruns/ e of cost overruns/savi | ge of overruns/savi | eof cost | overruns on the
s/ cost savings due | overruns | ngs dueto cost ngs dueto overruns | project (INRin
savings | overrun | to due to interest cost overruns | other due to Crs)
dueto s dueto | construction | constructi | (INRin crs) due to components other
PDF PDF/PM | cost (INRin | on cost interest (INRin crs) compone
/PMF F (%) crs) (%) cost (%) nts (%)
(INR in
Crs)
1 CNTL 184.89 12% 383.84 25% 937.79 60% 56.79 4% 1,563.31
2 MBEL 49.14 5% 469.10 43% 627.16 58% -60.50 -6% 1,084.90
3 KNCEL 139.75 17% 328.08 39% 306.56 36% 70.59 8% 844.98
4 KSEL 134.00 15% 398.52 44% 323.34 36% 54.18 6% 910.04
5 PSRDCL 187.71 25% 344.61 46% 295.43 39% -79.30 -11% 748.46
6 JSEL 23.63 4% 407.76 61% 203.87 31% 27.99 4% 663.25
7 BAEL 324.99 57% -165.09 -29% 344.63 61% 62.10 11% 566.64
8 JRPICL 171.86 42% 82.99 20% 222.02 55% -71.93 -18% 404.94
9 HREL 94.66 32% 148.30 51% 43.41 15% 5.64 2% 292.02
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# Name of | Cost Percent | Cost Percentag | Cost Percenta | Cost Percentag | Total cost
the SPV | overrun | age of overruns/ e of cost overruns/savi | ge of overruns/savi | e of cost | overruns on the
s/ cost savings due | overruns | ngs dueto cost ngs dueto overruns | project (INR in
savings | overrun | to due to interest cost overruns | other due to Ccrs)
due to s dueto | construction constructi  (INRin crs) due to components other
PDF PDF/PM | cost (INRin | on cost interest (INRin crs) compone
/PMF F (%) crs) (%) cost (%) nts (%)
(INRin
Crs)
10 A MPBCD 206.85 82% -35.96 -14% 54.07 22% 26.32 10% 251.28
CL
11 | SSTL 286.14 125% -53.32 -23% -69.90 -31% 66.19 29% 229.11
12 | ACEL 156.17 93% 24.09 14% -13.82 -8% 1.70 1% 168.13
13 A TRDCL 22.28 269% 65.30 789% 40.14 485% -119.46 -1444% 8.27
14 | SBHL 68.99 105% -5.70 -9% 72.57 110% -69.85 -106% 66.01
15 BKEL 86.09 131% -50.15 -76% 24.78 38% 4.99 8% 65.71
16 | NKEL 25.42 45% 42.72 75% -8.16 -14% -3.30 -6% 56.68
17 KSFL - 0% 21.00 36% 37.00 64% 0% 58.00
18 | EHEL 29.11 65% -1.46 -3% 20.97 47% -3.69 -8% 44.93
19  WGEL 15.24 44% 11.10 32% -0.87 -3% 8.96 26% 34.43
20 | GRBDCL 4.14 115% 0.34 9% -1.61 -45% 0.72 20% 3.59
21 | IRIDCL I 10.66 621% -0.05 -3% -9.94 -579% 1.05 61% 1.72
22 | JlICL 5.08 -23% -0.59 3% -25.57 118% -0.67 3% -21.75
23 | FSEL 54.74 204% 10.12 38% 9.58 36% -47.57 -177% 26.86
Total 2,281.53 2,425.57 3,433.42 -69.06 8,071.47*

*(Difference of INR 5.90 crs (i.e INR 8,077.37 crs — INR 8071.47 crs) is due to Miscellaneous items.

Responses from the representatives of the company:

All details were shared with GT team and explanations were also provided. This has been confirmed by GT during our discussions. In our views,

the calculation of proportionate project cost and deriving overrun based on the same is not correct for projects which are not completed as phasing

of financial cost may vary vis-a-vis physical progress.
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GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL has stated that the GT team has considered physical progress while arriving at the cost overruns. However, it was
discussed and informed to ITNL representatives that financial progress/proportionate project cost was considered for all projects while arriving at

the cost overruns. Thus, the responses provided by representatives of ITNL are not in line with the discussions with GT personnel.
GT Assessment:

= Our assessment remains unchanged with regard to the following observations that ITNL and its SPVs had incurred project cost overruns of INR

8,077.37 crs due to the excess cost incurred due to the different elements as mentioned above — none of which were budgeted in the initial stage.
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Instances indicating potential issues in PDF / PMF charged by ITNL

Background

= PIM is prepared to secure funding facilities from the lenders/financial institutions to execute the
project. In addition, PIM covers critical details of the project, such as total project cost, means of

financing, projections, etc.

= |TNL charges PDF / PMF to its SPVs for providing various services on the basis of agreements
entered between ITNL and its SPVs. The below mentioned are a few of the services (but not limited
to) covered under the scope of PDF / PMF based on the review of the agreements provided for our

review:

o Services provided before awarding the contract by the Authority include activities
undertaken for bidding and project cost estimations, traffic surveys, revenue estimates,
etc.

o Services provided after award of the contract by the Authority, including the signing of

LoA, incorporation of SPV, follow-ups for the signing of agreements, etc.
o Design and drawing services for roads to be developed

o Services for O&M include preparation of manuals, routine maintenance of highways,

carrying out repairs, traffic management, etc.
o Management of claims to be filed to the Authority on behalf of SPVs

o Additional fees are charged as Extension of Time (‘EOT’) fees in case of delay of

projects where The Authority extended scheduled Project Completion Date (‘'SPCD’).

= Further, it was also noted that agreements for PDF / PMF for provision of services mentioned above
are executed in addition to the development agreements already entered between ITNL and SPVs

for carrying out the construction activities on behalf of the SPV.

= Based on the review of the data provided to us by the representative of the ITNL pertaining to project-
wise cost overruns provided to us by the representatives of ITNL, it was noted that there were cost
overruns in 23 SPVs due to excess PDF / PMF amounting to INR 2,281.37 crs.
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= The below table provides the summary of cost overruns in 23 SPVs amounting to INR 2,281.37 crs
due to excess PDF / PMF

# | Name of Completion Budgeted | Proportionate Actual Cost overruns due
SPV status of the | PDF/PMF budgeted PDF/PMF to PDF / PMF
project as on (B) PDF/PMF (D) (E=D-C)
31 March (INRin (C=A*B) (INRin (INRin crs)
2018 (A) crs) (INRin crs) crs)
(%)

1 | BAEL 80% - - 324.99 324.99
2 | SSTL 18% - - 286.14 286.14
3 | MPBCDCL 81% 20.00 16.15 223.00 206.85
4 | PSRDCL 100% 130.00 130.00 317.71 187.71
5 | CNTL 100% 246.60 246.60 431.49 184.89
6 | JRPICL 100% 212.00 212.00 383.86 171.86
7 | ACEL 10% 174.00 17.40 173.57 156.17
8 | KNCEL 63% 150.43 94.77 234.52 139.75
9 | KSEL 82% 180.00 147.60 281.60 134.00
10 | HREL 100% 85.87 85.87 180.53 94.66
11 | BKEL 100% 40.00 40.00 126.09 86.09
12 | SBHL 100% 32.58 32.58 101.57 68.99
13 | FSEL 58% 132.00 76.56 131.30 54.74
14 | MBEL 100% 136.00 136.00 185.14 49.14
15 | EHEL 100% - - 29.11 29.11
16 | NKEL 100% - - 25.42 25.42
17 | JSEL 100% 103.40 103.40 127.03 23.63
18 | TRDCL 100% 13.00 13.00 35.28 22.28
19 | WGEL 100% - - 15.24 15.24
20 | IRIDCL | 100% 55.49 55.49 66.15 10.66
21 | JIICL 72% 72.22 52.00 56.92 4.92
22 | GRBDCL 7% 6.00 0.42 4.56 4.14
23 | KSFL 100% 5.00 5.00 5.00 -

Total 1,794.59 1,464.84 3,746.21 2,281.37

= Responses from the representatives of the company:

The methodology adopted for arriving at cost overrun due to PDF/PMF on proportionate basis linked

to project completion status is not correct in our views as the same were charged for services,

majority of which were provided during initial stages of the project as evidenced by the MOUs. Thus,

PDF / PMF cannot be made proportionate basis the project progress.

GT Comments on the responses provided by the representatives of the company:

= As can be noted from the above tables, in 22 SPVs out of 23 SPVs, the actual cost of PDF/PMF has
exceeded the budgeted PDF/PMF of the SPVs. Also, if the majority of the services were rendered

during the initial phase of the project, then it is unusual that PDF/PMF has exceeded the budgeted

PDF/PMF, which were estimated before initiation of the project. Further, for the completed projects,

there were cost overruns in all the SPVs (except KSFL) which indicates that regardless of budgets,
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the PDF/PMF were incurred to record income which in turn led to recording profitability in ITNL (refer
point 4.2.18).

= |n nine SPVs which were not completed as of 31 March 2018 -

o For 3 SPVs (BAEL, MPBCDCL, and KSEL) which had more than 80% completion — on
comparison of actual cost with budgeted PDF/PMF, it can be noted that the cost
overruns amounted to INR 665.84 crs.

o For the remaining 6 SPVs (JIICL, KNCEL, FSEL, SSTL, ACEL, and GRBDCL) where
the project completion ranged from 7% to 72%) — we have computed cost overruns
based on the financial/proportionate cost basis of said SPVs.

= We have considered the data provided by the representatives of ITNL and accordingly modified the

observations as and where required.

Data constraints

= We had requested the representatives of ITNL to provide us with the below-mentioned data
pertaining to PDF / PMF to perform our work procedures:

o Basis of computation of various types of services charged by ITNL to its SPVs under PDF / PMF,;
o SOP for approval mechanism and charging of PDF/PMF by ITNL to its SPVs

o Reasons for cost overruns (after adjustment of cost savings) of INR 2,281.37 crs representing
28.24% of total project cost overruns of INR 8,077.37 crs.

= The data mentioned above is critical to understand-

o Basis of charging PDF / PMF by ITNL to its SPVs, including individual activity / service-wise cost

break-up for the said services provided.
o Approval mechanism / SOP for charging the said fees by ITNL.

o The costincurred by ITNL, such as employee cost, subcontracting cost etc., is incurred by ITNL
for the provision of services covered under PDF / PMF.

= Hence, we are unable to ascertain the basis of arriving at the said PDF / PMF charged by ITNL to
its SPVs.

= Responses from the representatives of the company:

GT has requested for the computation & breakup of PDF/PMF amount. The same was as per the

MOU and no further break ups are available. All other deliverables have been provided to GT. The
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PDF / PMF fees were charged for a set of services rendered and there was break up of fees for each

Individual service covered by the MOU.
GT Comments on the responses provided by the representatives of the company:

= We have considered the data provided by the representatives of ITNL and accordingly modified our

observations.
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Diagrammatic presentation of potential anomalies identified in PDF / PMF charged by ITNL to its

SPVs

Potential issues in PDF /| PMF charged by ITNL

Potential recovery of equity contribution by ITNL in SPVs through
PDF / PMF

PDF/PMF charged by ITNL to ACEL

R _-l INR 3,269.10 crs

- — — _..[ INR 173.00 crs J

PDF / PMF charged by ITNL to FSEL

PDF / PMF charged by ITNL to its SPVs vis a vis physical
progress of the project

PDF/PMF charged by ITNL to SSTL

PDF/PMF charged by ITNL to KNCEL

PDF/PMF recognised in KSEL

PDF/PMF charged by ITNL to SPVs with no PDF/PMF budgets

PDF/PMF charged by ITNL to HREL

PDF/PMF charged by ITNL to BKEL

PDF/PMF recorded by ITNL with regard to CNTL and BKEL

PDF/PMF charged by ITNL to MPBCDCL

Claim Management Fees paid by PSRDCL to ITNL were
potentially funded by ITNL

Potential anomalies in project cost estimates to potentially adjust
PDF/PMF payments of ITNL

Potential pre-booking of income by ITNL in form of PDF / PMF

Impact of PDF/PMF on the standalone profitability of ITNL

PDF/PMF charged by ITNL to IRIDCL

PDF/PMF charged by ITNL to SBHL

———+[ INR 54.74 crs J

- — — _..[ INR 286.14 crs

- — — +[ INR 139.75 crs

- — — —-I INR 124.00 crs

- — — ---[ INR 688.07 crs

- — — a-[ INR 87.95 crs

(SN S VNI S S NSNS S S_—

-I INR 86.09 crs

n-[ INR 203.00 crs

- — — --[ INR 24 crs

- — — +[ INR 293 crs

- — — +[ INR 3443.84 crs

]
|
J
___4.[ INR 100 crs ]
]
]

- — — —-[ INR 107.55 crs

———--.[ INR 23.24 crs ]
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4.2.1

Comparision of equity contribution and sub-debt with PDF/PMF charged
by ITNL to its SPVs

Equity contribution by ITNL in SPVs was approximately equal to the PDF/PMF received by
ITNL from its SPVs

Background and Observation

Equity contribution by ITNL in SPVs was approximately equal to the PDF / PMF received by ITNL
from its SPVs

Diagrammatic presentation of SPV wise total amount of equity contributions made by ITNL vis a vis
total PDF / PMF charged by ITNL to its SPVs

Equity Contribution vis-a-vis PDF/PMF charged
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B Equity Contribution by ITNL in its SPVs up to 31 March 2018 (INR in crs)
Actual PDF/ PMF charged by ITNL to its SPVs up to 31 March 2018* (INR in crs)

Based on the review of the annual reports of 22 SPVs® (out of 23 SPVs) of ITNL, it was noted that
ITNL had made equity contributions of a total INR 3,361.42 crs up to 31 March 2018.

Further, based on the information provided to us by the representatives of ITNL, it was noted that for
the said 22 SPVs, ITNL had charged a total PDF / PMF of INR 3,394.16 crs up to 31 March 2018.

The below table provides a comparison of funds infused by ITNL by way of equity contributions in
22 SPVs and actual PDF / PMF charged by ITNL to its SPVs up to 31 March 2018: (INR in crs)

# | Name of the | Equity Contribution by ITNL in Actual PDF/ PMF charged by ITNL

SPV its SPVs up to 31 March 2018 to its SPVs up to 31 March 2018*
1 | MPBCDCL 110.28 111.50
2 | TRDCL 17.03 35.28
3 | KSEL 294.19 281.60

35 Data pertaining to PDF / PMF charged in case of 01 SPV i.e. KSFL was not made available for our review
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Name of the
SPV

Equity Contribution by ITNL in
its SPVs up to 31 March 2018

Project Icarus

Actual PDF/ PMF charged by ITNL
to its SPVs up to 31 March 2018*

EHEL
CNTL
HREL
JIICL
SBHL
MBEL
GRBDCL
WGEL
BKEL
JRPICL
IRIDCL
FSEL
ACEL
BAEL
KNCEL
NKEL
PSRDCL
JSEL
SSTL
Total

21.69
372.00
131.00

45.00
124.05
221.66

5.80

20.00
178.59
259.50
140.00
262.50
119.15
230.50
500.81

7.72
160.00
42.00
5.63
3269.1

29.11
431.49
180.53

56.92
101.57
185.14

4.56

15.24
126.09
383.86

66.15
131.30
173.57
324.99
234.52

25.42
317.71
101.06
286.14

3603.75*

*(Total PDF/PMF incurred by SPV was INR 3,746.21 crs of which INR 111.50 crs was paid to Spanco for
MPBCDCL, INR 25.96 crs paid to Ramky for JSEL project, and INR 5.00 crs was incurred for KSFL Project.
Thus, INR 3,603.75 crs [INR 3,746.21 crs — INR 111.50 crs — INR 25.96 crs — INR 5.00 crs] relates to ITNL.)

(Note - The above table is a macro summary of exclusive data sets/details of equity contribution by
ITNL in its SPVs and PDF/PMF charged by ITNL to its SPVs. However, one-to-one mapping of

PDF/PMF payments could not be carried out due to constraints faced in tracing the same from the
bank book).

= |t can be noted from the above table that ITNL had infused funds to promote its SPVs through equity

contribution of INR 3,269.10 crs, and approximately around INR 3,603.75 crs was earned by ITNL
from its SPVs by charging PDF/ PMF.
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= Comparision of equity and sub-debt infused by ITNL vis-a-vis PDFE/PMF charged by ITNL to

its SPVs:
Equity and Sub-debt infused vis-a-vis PDF/PMF charged
900
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Axis Title
m Actual PDF & PMF charged (A) Total Equity and Sub-debt infused by ITNL(INR in crs)

The below table provides a comparison of funds infused by ITNL by way of equity contributions and
sub-debt in 22 SPVs and actual PDF / PMF charged by ITNL to its SPVs up to 30 September 2018:

(INR in crs)
# SPV Project Actual Equity Sub-debt Sub-debt | Total PDF/PM
completion | PDF & Infused | committed | Infused (B+C) F
status % PMF (B) © (D) charged
as on 31 charged as % of
March (A) total
2018 invest.
(A/D)
1 | NKEL* 100% 25.42 7.72 - - 7.72 329%
2 | JSEL 100% 101.06 42.00 - - 42.00 241%
3 | PSRDCL 100% 317.71 | 160.00 - - 160.00 199%
4 | EHEL 100% 29.11 21.69 - - 21.69 134%
5 | CNTL 100% 431.49 | 372.00 - 14.13 386.13 112%
6 HREL 100% 180.53 | 131.00 50.00 50.00 181.00 100%
7 | JRPICL** 100% 383.86 259.50 248.97 135.00 394.50 97%
8  MBEL 100% 185.14 | 221.66 - - 221.66 84%
9 GRBDCL 7% 4.56 5.80 - - 5.80 79%
10 | WGEL 100% 15.24 20.00 - - 20.00 76%
11 TRDCL 100% 35.28 17.03 34.35 34.35 51.38 69%
12 | SSTL 18% 286.14 5.63 460.40 460.40  466.03 61%
13 | BKEL 100% 126.09 | 178.59 60.00 60.00 238.59 53%
14 | KSEL 82% 281.60 294.19 243.69 270.49 564.68 50%
15 | JIICL 72% 56.92 45.00 80.00 79.75 124.75 46%
16  SBHL 100% 101.57 | 124.05 130.00 130.00 254.05 40%
17 | ACEL 10% 173.57 | 119.15 336.51 336.51 455.66 38%
18 | BAEL 80% 324,99 | 230.50 670.65 669.35 899.85 36%

Private and confidential

79 | Page



4. Observations Project Icarus

19
20
21
22

KNCEL 63% 234.52 500.81 180.76 180.76 681.57 34%
MPBCDCL 81% 111.50 110.28 255.97 256.00 366.28 30%
IRIDCL 100% 66.15 140.00 118.60 118.59 258.59 26%
FSEL 58% 131.30 | 262.50 330.25 330.25 592.75 22%
Total 3,603.75* | 3,269.10 3200.14 3,125.58 | 5,790.05

(Total PDF/PMF incurred by SPV was INR 3,746.21 crs of which INR 111.50 crs was paid to Spanco for
MPBCDCL, INR 25.96 crs paid to Ramky for JSEL project and INR 5.00 crs was incurred for KSFL Project.
Thus, INR 3,603.75 crs [INR 3,746.21 crs — INR 111.50 crs — INR 25.96 crs — INR 5.00 crs] relates to ITNL.)

*Note: The representatives of ITNL have stated that the equity of ITNL in NKEL project as of COD
for NKEL project was INR 16.93 crs and of IL&FS Limited was INR 17.52 crs. Hence, if considered
on the date of COD, the ratio of PDF/PMF charged as a % of the total investment for the equity of
ITNL as of COD is 150%.

**Note: The Sub-debt committed by ITNL in the JRPICL project was INR 248.97 crs; however, the
sub-debt infused/disbursed till 30 September 2018 was INR 135 crs only. If we consider the sub-
debt committed, then the ratio of PDF/PMF charged as a % of total investment is reduced from 97%
(this ratio is considering sub-debt infused) to 75%.

(Note - The above table is a macro summary of exclusive data sets/details of equity contribution by
ITNL in its SPVs and PDF/PMF charged by ITNL to its SPVs. However, one-to-one mapping of
PDF/PMF payments could not be carried out due to constraints faced in tracing the same from the
bank book).

It can be noted from the above table that ITNL had infused funds to promote its SPVs through equity
contribution of INR 3,269.10 crs and sub-debt contribution of INR 3125.58 crs, and it potentially
appears that out of 22 SPVs, in

o 6 SPVs the PDF / PMF charged is more than 100% of the total amount of equity and
sub-debt infused; and

o 8 SPVsthe PDF / PMF charged is more than 50% of the total amount of equity and sub-
debt infused.
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Fund flows noted during the Review Period

= Diagrammatic presentation of fund flow noted:

Project Icarus

Loan faciliies
availed from

INR 882.42 crs

External parties

Loan faciliies
availed from

INR 86.30 crs

INR 1699.81 crs

@ Equity Infused of INR 1699.81 crs
ITHNL during Review Period

SPVs of ITNL

group
companies of
IL&FS Limited

Other Source of

Funds

Events

INR 721.09 crs

®

¥

@ PDF/PMF are paid to ITNL of
INR 1260.02 crs during Review
Periot

Funds borrowed from external lenders, related parties
and other source of funds.

ITHL utilised borrowed funds and other source of funds to
@ infuse funds in SPYs in form of Equity Contribution

funds infused in SPVs in form of Equity contribution

@ ITNL charged FDF/IPMF and potentially recovered the

= Based on the review of PIMs of various projects, it was noted that ITNL being the project

sponsor/promoter, is supposed to infuse funds as equity contributions in the SPVs for the execution

of projects.

= Based on the review of books of accounts of ITNL, it was noted that ITNL had made equity
contributions of INR 3,404.54 in 23 SPVs up to 31 March 2018. The below table provides details of

the same:
# | Name of the SPV | Equity infused prior Equity infused during | Equity Contribution
to Review Period (i.e., | the Review Period by ITNL in its SPVs up
before 01 April 2013)% | (INRin crs) to 31 March 2018 (INR
(INRin crs) in crs)
1 | MPBCDCL 110.28 - 110.28
2 | TRDCL 17.03 - 17.03
3 | KSEL - 294.19 294.19
4 | EHEL 21.69 - 21.69
5 | CNTL 372.00 - 372.00

36 We were unable to check the source of funds used by ITNL for making equity contribution of INR 1,542.88 crs
as the same were made by ITNL before the review period and the books of accounts of ITNL and its SPVs prior
to the review period were not made available for our review.
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# | Name of the SPV

Equity infused prior
to Review Period (i.e.,
before 01 April 2013)%¢

(INRin crs)

Equity infused during
the Review Period

(INRin crs)

Project Icarus

Equity Contribution
by ITNL in its SPVs up
to 31 March 2018 (INR

in crs)

6 | HREL

7 | JlICL

8 | SBHL

9 | MBEL

10 A GRBDCL

11 | WGEL

12 | BKEL

13 | JRPICL

14 | IRIDCL

15 | FSEL

16 | ACEL

17 | BAEL

18 | KNCEL

19 | NKEL

20 | PSRDCL

21 | JSEL

22 | SSTL

23 | KSFL
Total

131.00

124.05
221.66

20.00
86.30
259.50

29.50
7.72
160.00
31.00
5.63
15.05
1,612.41

45.00

5.80
92.29

140.00
262.50
119.15
230.50
471.31

11.00

28.07
1,699.81

131.00
45.00
124.05
221.66
5.80
20.00
178.59
259.50
140.00
262.50
119.15
230.50
500.81
7.72
160.00
42.00
5.63
43.12
3,312.22

= Based on our review of the books of accounts of SPVs of ITNL, it was noted that ITNL had made
equity contributions of INR 1,699.81 crs in its 11 SPVs (out of 23 SPVs) during the Review Period.

= Further, we conducted fund trail analysis on the books of accounts of ITNL to identify the nature and

source of funds from which the said funds of INR 1,699.81 crs were infused by the ITNL in its SPVs.

= During analysis, it was noted that part of the equity contributions made by ITNL was funded through

borrowings availed by ITNL. The below table summarizes the details of the same:

# | Name of
the SPV

ACEL
BKEL
BAEL
FSEL
KSEL
IRIDCL
JIICL
KNCEL
JSEL
10 | KSFL
11 | GRBDCL

©O© 0N O~ WNE
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contributions by
ITNL in its SPVs
during the
Review Period
(INRin crs)

119.15
92.29
230.50
262.50
294.19
140.00
45.00
471.31
11.00
28.07
5.80

Borrowing facilities
availed by ITNL
which was utilised
to infuse equity in
its SPVs during the
Review Period

(INRin crs)

Percentage of

Equity
financed
through
Borrowings
(%)
115.05 96.56%
65.31 70.77%
169.30 73.45%
245.15 93.39%
71.60 24.34%
54.80 39.14%
38.70 86.00%
201.75 42.80%
3.50 31.81%
13.56 48.30%

PDF/ PMF
charged by ITNL
to its SPVs
during the
review period
(INRin crs)
173.57
69.99
325.44
131.30
281.60
53.45
56.92
131.43
31.76
4.56
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#

Name of | Equity Borrowing facilities | Percentage of | PDF/ PMF

the SPV | contributions by | availed by ITNL Equity charged by ITNL
ITNL in its SPVs | which was utilised | financed to its SPVs
during the to infuse equity in | through during the
Review Period its SPVs during the | Borrowings review period
(INRin crs) Review Period (%) (INRin crs)

(INRin crs)
Total 1,699.81 978.72 57.58% 1,260.02

From the above table, it can be noted that out of the total equity contributions made by ITNL into its
SPVs of INR 1,699.81 crs during the Review Period, the equity contributions of INR 978.72 crs, i.e.
57.58% of INR 1,699.81 crs was sourced from the borrowings availed by ITNL.

Further, it was noted that out of the said borrowed funds of INR 978.72 crs, the borrowings of INR
INR 892.42 crs were availed from external parties, and balance borrowings of INR 86.30 crs were
availed from the group companies of IL&FS Limited.

Further, based on the information provided to us by the representatives of ITNL, it was noted that in
the case of above mentioned 11 SPVs, ITNL had charged a total PDF/PMF of INR 1,260.02 crs

during the review period.

Note: On review of the books of accounts of SPVs, multiple payments were made to ITNL various
tranches. Due to this, we could not trace the source of payment of INR 1,260.02 crs as PDF/PMF
paid by SPVs to ITNL.

Thus, it appears that-

o In majority of the instances (i.e. 16 SPVs), the PDF/PMF charged by ITNL is more than
50% of the total funds (equity and sub-debt) invested by ITNL in its SPVs.

o ITNL had utilised borrowings from external lenders and Group companies of IL&FS

Limited to partly fund its share of equity as a sponsor/promoter of the SPVs.
Responses from the representatives of the company:

ITNL as a sponsor/promoter invested in the project SPVs. The total investment required in the project
was governed by the financial structuring of the project which was finalised and approved by the
lenders of the project. The sponsor’s contribution by ITNL in the project was in the form of equity
investment and subordinated debt. Apart from equity investment ITNL had also provided Rs 2,580
crs by way of subordinated debt to the project SPVs. Further, the PDF/PMF charged were linked to
various services provided by ITNL for the project and as can be seen from the table (pg 64) it varied
from project to project and not in any ratio of the equity investment in the project. Thus, it would not

be proper to link the investment by ITNL to fees received.
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Further ITNL contribution to the project in the form of equity and debt was decided at the time of bid
and firmed up during financial closure. PDF/PMF on the other hand was charged once financial
closure was done and project started construction. Hence, there were timing differences between
the two. ITNL was in the business of development of transportation projects and as part of it ITNL
invested in project SPVs. ITNL raised funds from multiple sources — equity and preference capital,
Debentures, long term and short term loans from external lenders and group companies, commercial
papers etc. to meet its business requirements. Operational surpluses and funds mobilised including

borrowings from external lenders and Group companies had been invested in the projects.
GT Comments on the responses provided by the representatives of the company:

Our observation highlighted above pertains to the comparison, which reflects that the equity infused
by the ITNL in its SPVs was approximately equal to the amount of PDF/PMF charged by the ITNL to
the said SPVs. Further, in most of the instances (i.e. 16 SPVs), it was noted that, PDF/PMF charged
was more than 50% of the total amount of equity and subdebt infused by ITNL in the said SPVs.
However, the responses provided by the company representatives pertain to the general practice or
nature of operation followed by the ITNL in regards to investing in SPVs in the form of equity,
charging of PDF/PMF and borrowing of funds and no specific response was provided for the said

observation.

Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:
Thus, our assessment remains unchanged with regard to the following observations:

o In majority of the instances (i.e. 16 SPVs), the PDF/PMF charged by ITNL is more than
50% of the total funds (equity and sub-debt) invested by ITNL in its SPVs.

o ITNL had utilised borrowings from external lenders and Group companies of IL&FS

Limited to partly fund its share of equity as a sponsor/promoter of the SPVs.
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4.2.2

PDF/PMF charged by ITNL to ACEL

Background and Observation

Diagrammatic presentation of anomalies identified in relation to PDF / PMF charged by ITNL to
ACEL:

PDF/PMF charged by ITNL to ACEL

Equity Investment/
Short term loans

| INR 140 crs ;

‘ @ Borrowings

INR 689 crs

Banks - ITNL ACEL

T PDF/PMF @ I

INR 140 crs

Based on the review of PIM (May 2017) of ACEL, it was noted that the budgeted PDF / PMF (design
consultancy fees, supervision consultancy fees, establishment charges, etc.) for the project was INR
174 crs.

Based on the review of ITNL financials for the financial year 2018-19, it was noted that the Ministry
of Road Transport and Highways (‘MoRTH’) had notified new policy guidelines on 09 March 2019
for resolution of the incomplete National Highway Projects and NHAI had agreed to foreclose the

concession agreement entered into with ACEL.

It was noted that until 31 March 2018, ACEL had completed only 10% of the project; however, ITNL
had already incurred/charged PDF/PMF fees of INR 173 crs on the ACEL project (99% of the
budgeted PDF/PMF cost). Further, ACEL had paid a sum of INR 140 crs to ITNL, and the balance
of INR 33 crs was still outstanding/payable as of 31 March 2018.

In order to complete 10% of the project, the actual project cost incurred till 31 March 2018 was INR
441.84 crs; however, the proportionate budgeted cost was INR 278.65 crs (INR 2786.50 crs (total
cost of the project) *10%). Thus, it is noted that as of 31 March 2018, ACEL project had cost overruns
of INR 163.19 crs (INR 441.84 crs — INR 278.65 crs) which indicated that the PDF/PMF of INR 173

crs was the key contributor for the cost overruns on ACEL project.
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Based on the review of the bank book of ACEL and ITNL-

O

It was noted that ITNL had infused funds of INR 140 crs in ACEL in the form of short-
term loan and equity contribution, which ACEL utilised to pay PDF/PMF fees of INR 140

crs to ITNL on the same dates.

Further, we noted the said amount for infusion of funds by ITNL was sourced from loans
availed from banks.

The below table provides the details of transactions entered into by ITNL:

# | Source of funds for | Receipt of Amount | Nature of payment | Date of Amount

ITNL loan (INRin from ITNL to ACEL | Payment (INRin
crs) crs)

1 | Loan from Bank of 05 July 2017 389 | Short term loan 05 July 2017 65
Tokyo Mitsubishi facility
Limited

2 | Short term loan from | 10 300 | Equity Contribution 10 75
Indian Overseas November November
Bank 2017 2017
Total 689  Total 140

Thus, based on the above-mentioned detalils, it appears that —

O

ITNL had charged the entire amount of budgeted PDF/PMF fees, whereas the ACEL
project was completed only to the extent of 10%.

PDF/PMF of INR 173 crs was the key contributor for cost overruns in the project.

ITNL had utilised borrowings of INR 140 crs from banks to infuse funds in ACEL by way

of equity contribution and loans.

It is unusual that funds of INR 140 crs were infused by ITNL in ACEL in the form of
equity contribution/ loans, and an equivalent amount was charged by ITNL in nature of
PDF/PMF on the same date, i.e.10 November 2017. (Refer Section 4.2.1 of the report).

Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging PDF / PMF of INR 173 crs by ITNL to ACEL.

Responses from the representatives of the company:

ITNL as a project developer/sponsor provided number of services for the project during pre-

development, development and operational stages. Majority of services were rendered prior to

commencement of the project and were critical for start of construction activities. Thus, it is incorrect

to link PDF/PMF charged to the progress of the project. Besides, the PDF/PMF charged was within

the budgeted amount. Hence PDF/PMF cannot be made proportionate basis the project progress as

the services provided for PDF/PMF were not dependent on Project progress.
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ACEL is incomplete project (only 20% work done) and hence calculating cost overrun on
proportionate basis so early on is also incorrect. During the initial phase a lot of one time costs are

incurred and hence costs can never be linear when project completion is insignificant.

As mentioned in 4.2.1 above, borrowings was one of the sources of funds for investing in the project
for ITNL. As a project sponsor/promoter ITNL was required to invest funds in the project SPV which
was a pre-condition for lending. 25-50% investment from promoter was required to be brought

upfront before any funds were disbursed by lenders.

ITNL infused funds in the form of equity/subdebt in the SPVs as and when there was a requirement.
PDF/PMF charged by ITNL were for services provided during the initial stages of the project which
were paid by the project SPV from available funds. It needs to be noted that there were no other
lenders in ACEL and entire funding was done by ITNL (as Financial Closure could not be achieved).
ITNL was also the sole developer for the project and hence had operational dues for work done.
Hence whenever SPV had cash flow, the same was utilised to discharge its liability to its only
Creditors (ITNL) be its towards Running Bills or PDF/PMF.

GT Comments on the responses provided by the representatives of the company:

= Based on the data provided to us, we noted that the ACEL project's physical progress & financial
progress had no major variation. Further, the total proportionate budgeted cost of the project was
INR 278.65 crs (INR 2786.50 crs (i.e., the total cost of the project) *10%) (percentage completion of
the project) while the actual cost incurred was INR 441.84 crs resulting in the cost overruns of INR
163.19 crs (INR 441.84 crs — INR 278.65 crs). The PDF/PMF cost overruns of INR 173 crs were the

key contributor to the total cost overruns.

= Further, ITNL had recorded a profit of INR 250.55 crs in FY 2015-16. The PDF/PMF amount charged
to ACEL was INR 173 crs, and the PDF/PMF charged to other SPVs (CNTL, FSEL etc.) appear to
be a major contributor for ITNL’s profitability in FY 2015-16, which otherwise would have resulted in
a loss of INR 250.78 crs.

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.
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GT Assessment:

= Thus, our assessment remains unchanged that ITNL had charged an equivalent amount of
PDF/PMF, which was infused as equity in ACEL.
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4.2.3 PDF/PMF charged by ITNL to FSEL

Background

and Observation

= Diagrammatic presentation of anomalies identified in relation to PDF / PMF charged by ITNL to FSEL

Banks

PDF ! PMF charged by ITNL to FSEL
Equity Investment/
Short term loans
@ INR 549,16 crs

Novemher 2017 - August 2018 l

Borrowings

INR 688.16 crs ITNL FSEL

¥

November 2017 - August 2018

RA Bills and @
PDF/PMF

INR 549.16 crs

= Based on the information provided to us by the representatives of ITNL, it was noted that the

budgeted PDF/PMF of the FSEL project was 132 crs®’.

= Based on the review of the bank book of ITNL and FSEL, it was noted that-

O

ITNL had infused funds of INR 559.16 crs in FSEL in the form of short-term loans and
equity contributions during the period 10 November 2017 to 29 August 2018, which was
utilized by FSEL to make payments of RA Bills and PDF / PMF to ITNL.

Further, the said amount for infusion of funds by ITNL was sourced from loans availed

from banks.

37 Final PIM of FSEL was not available for our review since financial closure of FSEL was not achieved.
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The below table provides the details of transactions entered into-

Project Icarus

# Nature of Date of Amount | Manner of the Date of Amount | Source of funds for @ Date of Amount
payment from  Payment (INRin utilization of Utilisation | (INRin ITNL Receipt of  (INRin
ITNL to FSEL Crs) funds by SPV by SPV Crs) loan Ccrs)

1 | Equity 10 November 225.00 | Payment of RA 10 225.00 | Loan from Indusind | 10 300.00
contribution 2017 Bills to ITNL November Bank November

2017 2017
2 | Sub-debt 05 July 2017 324.16 A Payment of RA 05 July 324.16 ' Loan from The Bank | 05 July 389.16
Bills and PDF/ 2017 of Tokyo-Mitsubishi | 2017
PMF payment to UFJ Ltd
ITNL3®
Total 549.16 549.16 689.16

As on 31 March 2018, FSEL had a completion status of 58%, and the actual PDF / PMF on the project till 31 March 2018 was INR 131.30 crs,
whereas the proportionate budgeted PDF / PMF was INR 76.56 crs (INR 132 crs * 58%) resulting in cost overruns of INR 54.74 crs (INR 131.30
crs — INR 76.56 crs) due to excess PDF / PMF.

Thus, based on the above-mentioned details, it appears that —

o ITNL had utilised borrowings of INR 689.16 crs from banks to infuse funds of INR 549.16 crs in FSEL as equity contribution and loans.

o There were cost overruns of INR 54.74 crs in FSEL due to excess PDF / PMF.

o ltis unusual that ITNL infused INR 262.50 crs in FSEL in the form of equity contribution, and ITNL had charged INR 131.30 crs in

nature of PDF/PMF to FSEL. (Refer to Section 4.1 of the report).
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38 The breakup of PDF / PMF and RA Bills was not provided to us for our review.
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Further, we were not provided with the basis of computation of individual service-wise cost breakup and justification for charging PDF / PMF of
INR 131.30 crs by ITNL to FSEL.

Responses from the representatives of the company:

Please refer responses in 4.2.1 and 4.2.2. ITNL had provided services to FSEL for which bills were raised on the SPV. ITNL was also a
development contractor for the project and raised RA bills on the project SPV for the work undertaken. Pending financial closure of the project, in
order to ensure that the project does not get delayed ITNL as a promoter had decided to provide funding to the project which was given by way of
equity investment and short term loans. It was envisaged that the loans would get repaid once funds were made available by lenders or the same

can be converted into sponsor’s contribution. Funds received by SPV were utilised to make payment of o/s bills of ITNL.
GT Comments on the responses provided by the representatives of the company:

Based on the data provided to us, we noted that the project's physical progress & financial progress had no significant variation. The proportionate
budgeted cost was INR 1260.08 crs (INR 2172.55 crs (total cost of the project) *58%), (percentage completion of the project) while the actual cost
was INR 1286.77 crs resulting in the cost overruns of INR 26.69 crs (INR 1260.08 crs — INR 1286.77 crs). The PDF/PMF cost overruns of INR
54.74 crs were the key contributor to the total cost overruns. ITNL had utilised borrowings of INR 689.16 crs from banks to infuse funds of INR
549.16 crs in FSEL as equity contribution and loans, and on the same day, ITNL had charged INR 131.30 crs as PDF/PMF to FSEL.

Further, ITNL had recorded a profit of INR 250.55 crs in FY 2015-16. The PDF/PMF amount charged to ACEL was INR 131.30 crs, and the
PDF/PMF charged to other SPVs (CNTL, ACEL. etc.) appear to be a major contributor to ITNL’s profitability FY 2015-16, which otherwise would

have resulted in a loss of INR 250.78 crs.

Also, there was no justification provided by the representative of ITNL for charging such higher PDF/PMF by ITNL to SPVs. Further, it seems that
the employee expenses were the major cost incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual employee cost. Also, the details/break-up of
employee costs incurred or other costs incurred for providing PDF/PMF services were not available for our review. Thus, our assessment remains

that the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL to provide the said PDF/PMF services.
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GT Assessment:

= Thus, our assessment remains unchanged that ITNL had charged an equivalent amount of PDF/PMF, which was infused as equity in FSEL.
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4.2.4 PDF/PMF charged by ITNL to its SPVs vis-a-vis physical progress of the project

Background and Observation

= Diagrammatic presentation of PDF/PMF charged by ITNL to its SPVs vis a vis physical progress at the project
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= The below table provides the comparison for 10 SPVs*® (out of 23 SPVs) pertaining to-

o Percentage of PDF/PMF charged of total PDF/PMF charged by ITNL to its SPV at the end of the first financial year in which the project

was started*°, and

39 Data pertaining to remaining 13 SPVs was not provided by the representatives of ITNL for our review
40 The data pertaining to monthly invoice wise PDF PMF charged was not provided for our review by the representatives of ITNL. Hence, we have considered total
PDF / PMF charged up to the end of financial year in which the project was started
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o Percentage of physical progress of the project (as stated in the monthly progress reports (MPRs)) at the end of one year from the

start date of the project (INR in crs):

# Name of Start date of the Actual PDF/ Total PDF | Percentage of 1 year from the | Physical
the SPV project PMF charged | PMF Actual PDF/ start date Progress of the
by ITNL up to charged PMF charged in project at the
the end of the by ITNL till | the initial 1 year end of 1 year
financial year 31 March out of total PDF from the start
in which the 2018 | PMF (%) date of the
project was project (%)
started
(INR'in crs)
1 ACEL 09 November 2016 173.57 173.57 100.00% = November 2017 4%
2 FSEL 09 November 2016 131.30 131.30 100.00% ' November 2017 43%
3 GRBDCL | 27 January 2017 4.56 4.56 100.00% | January 2018 7%
4 JIICL 03 February 2016 25.82 56.92 45.36% | February 2017 25%
5 BAEL 01 April 2014 272.63 325.44 83.77% | April 2015 12%
6 KSEL 12 February 2014 179.35 281.6 63.69% | February 2015 36%
7 SBHL 18 February 2013 76.57 101.57 75.39% | February 2014 43%
8 KNCEL 14 November 2013 103.10 234.53 43.96% | November 2014 22%
9 BKEL 01 January 2013 56.10 126.09 44.49% | January 2014 25%
10 | JSEL 12 January 2011 46.90 101.06 46.41% | January 2012 19%
11 | MBEL 04 December 2010 115.32 185.14 62.29% | December 2011 33.99%
12 | CNTL 23 May 2011 204.29 431.12 47.38% | May 2012 30.03%
13 A PSRDCL | 28 September 291.14 317.70 91.64% | September 2012 51.11%
2011
14 | HREL 01 August 2010 128.66 168.95 76.15% | August 2011 39.20%

= MPR were not available for IRIDCL, MPBCDCL, WGEL, EHEL, NKEL, JRPICL, TRDCL, and JRPICL projects. Further, for SSTL % pyhsical

progress not provided in IE Report.
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= |t can be noted from the above table-

o Inthe case of 2 SPVs, i.e. GRBDCL and ACEL, entire PDF/PMF fees were charged in the first year from the start of the project even
though the project's physical progress in the said period was less than 7%.

o Inthe case of 5 SPVs, i.e. JIICL, BAEL, KSEL, SBHL, and FSEL, the major part of the PDF, i.e. more than approx. 75% was charged

in the first year from the start of the project even though the project's physical progress in the said period was approx. around 43%.

o Inthe case of 3 SPVs, i.e. KNCEL, BKEL, and JSEL major part of the PDF, i.e. more than 55%, was charged in the first year from the
start of the project when the project's physical progress was approx. 25%.

= Diagrammatic presentation of PDF / PMF charged by ITNL to its SPVs vis a vis physical progress at the project

PDF Charged vis-a-vis Physical Progress - 2 years
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Project Icarus

o Percentage of PDF / PMF charged by ITNL to its SPVs up to the end of two financial years from the appointed date (start date) of the
project out of total PDF / PMF charged by ITNL to its SPVs* and

o Percentage of physical progress of the project (as stated in the monthly progress reports (MPRSs) at the end of two years from the

start date of the project. (INR in crs)

# | Name of Start date of the Actual PDF/ | Total PDF/ Percentage of 2 years from the Physical
the SPV project PMF charged | PMF charged | Actual PDF/ PMF | start date Progress of the
by ITNL up to | by ITNL till charged in the project at the
the end of 2 31 March initial 2 years out end of 2 years
financial 2018 of total PDF / PMF from the start
years from (%) date of the
the start date project (%)
of the project
(INRin crs)
1 | GRBDCL 27 January 2017 4.56 4.56 100.00% & September 2018* 6.96%
2 | ACEL 09 November 2016 173.57 173.57 100.00% & September 2018* 21.30%
3 | SSTL 01 May 2015 286.14 286.14 100.00% @ April 2017 34.42%
4 JSEL 12 January 2011 58.10 127.03 45.74% | January 2013 48.10%
5 | KNCEL 14 November 2013 163.32 234.53 69.64% | November 2015 51.87%
6 | MPBCDCL | 05 May 2011 111.50 111.50 100.00% @ May 2013 60.00%
7 | FSEL 09 November 2016 131.30 131.30 100.00% & September 2018* 65.60%
8 | CNTL 23 May 2011 224.01 431.12 51.96% | May 2013 66.11%
9 | BAEL 01 April 2014 272.63 324.99 83.89% | March 2016 69.66%
10 | SBHL 18 February 2013 76.57 101.57 75.39% | February 2015 69.67%

41 Data pertaining to remaining 7 SPVs was not provided by the representatives of ITNL for our review
42 The data pertaining to monthly invoice wise PDF PMF charged was not provided for our review by the representatives of ITNL. Hence, we have considered total
PDF / PMF charged up to the end of two financial years from the appointed date (start date) of the project

43 The monthly progress reports of GRBDCL post September 2018 was not made available for our review by the representatives of ITNL
44 The monthly progress reports of ACEL post September 2018 was not made available for our review by the representatives of ITNL
45 The monthly progress reports of FSEL post September 2018 was not made available for our review by the representatives of ITNL
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# | Name of Start date of the Actual PDF/ | Total PDF/ Percentage of 2 years from the Physical
the SPV project PMF charged | PMF charged | Actual PDF/ PMF | start date Progress of the
by ITNL up to | by ITNL till charged in the project at the
the end of 2 31 March initial 2 years out end of 2 years
financial 2018 of total PDF / PMF from the start
years from (%) date of the
the start date project (%)
of the project
(INRin crs)
11 | JIICL 03 February 2016 47.92 56.92 84.19% | February 2018 71.78%
12 | KSEL 12 February 2014 224.35 281.60 79.67% | February 2016 72.84%
13 |  MBEL 04 December 2010 148.67 185.14 80.30% | December 2012 73.44%
14 | BKEL 01 January 2013 86.10 126.09 68.28% | December 2014 77.70%
15 PSRDCL 28 September 2011 312.70 317.70 98.43% | September 2013 96.40%
16  HREL 01 August 2010 142.25 180.53 75.78% | July 2012 98.19%

= |t can be noted from the above tables-

o Inthe case of 3 SPVs, i.e. GRBDCL, ACEL, and SSTL, entire PDF / PMF fees were charged within the initial 2 years of the project's

start even though the project's physical progress in the said period was less than 35%.

o Inthe case of 2 SPVs, i.e. JSEL and KNCEL, a major part of the PDF, i.e. more than approx. 70% was charged within the initial 2

years of the start of the project even though the physical progress of the project in the said period was approx. around 50%.

o Inthe case of 3 SPVs, i.e. MPBCDCL, FSEL, and SBHL, the entire PDF / PMF was charged within the initial 2 years of the start of

the project when the physical progress of the project was approx. 65-70%.

= Further, it was also noted that cost overruns amounted to INR 2,125.42 crs in 21 SPVs due to excess PDF / PMF (Refer Section 4.2 of the report).

= Based on the review of agreements in relation to PDF / PMF between ITNL and its SPVs, it was noted that in the majority of the agreements, the

milestones were based on the submission of deliverables. Thus, based on the above details, it appears unusual that ITNL used to charge the

majority of PDF / PMF to its SPVs in the initial years of the project, which was inconsistent with physical progress at the site.

= Responses from the representatives of the company:
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Most of the services for PDF were related to prebid services, incorporation of SPVs and detailed design etc., which had to be substantially
completed in first few months of construction period & development period. Hence linking the PDF with physical progress was not correct and
factual. Hence most of analysis done by GT for comparison of %age progress v/s PDF booked is futile. All MPRs for review period are already
provided to GT.

GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid services rendered by ITNL to its SPVs in the nature
of PDF/PMF. Hence, it is not possible to ascertain the nature and quantum of PDF/PMF pertaining to the initial phase and subsequent phase. As
per representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems unusual that a PDF/PMF was a significant contributor
to the total project cost overruns. Further, multiple emails also highlighted that charging PDF/PMF was a methodology to achieve the profitability
of ITNL. (Refer Section 4.2.18)

= Further, all MPRs were not made available for our review and only the MPRs which were available with the representatives of ITNL was provided

to us for our review.

= Also, there was no justification provided by the representative of ITNL for charging such higher PDF/PMF by ITNL to SPVs. Further, it seems that
the employee expenses were the major cost incurred by ITNL for providing PDF/PMF. Analysis of annual employee costs vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual employee cost. Also, the details/break-up of
employee costs incurred or other costs incurred for providing PDF/PMF services were not available for our review. Thus, our assessment remains

that the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that ITNL had charged PDF/PMF amount in the initial years of the project in spite of the fact that there

was no significant physical progress in the projects.
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4.2.5 PDF/PMF charged by ITNL to SSTL

Background and Observation

= Diagrammatic presentation of anomalies identified in relation to PDF / PMF charged by ITNL to SSTL

06 August 2018 06 August 2018
@ INR 517 Crs @ INR 517 Crs
Short Term Loan Short Term Loan
:;fdra:it':gf;;: Is-zfusi?fs IL&FS Transportaticn Srinagar Sonmarg
e Netwarks India Limited Tunnelway Limited
07 August 2018 FJR‘“‘;E;SQ?SH
@ INR 508.46 Crs 93 Crs-
Loan Repyament POF/PMFE Payment and INR
268.07 Crs - Others

= Based on the review of the bank statements of ITNL and SSTL, it was noted that :
o 06 August 2018 — IL&FS Limited had provided a short-term loan of INR 517 crs to ITNL;
o 06 August 2018 — ITNL had provided a short-term loan of INR 517 crs to SSTL;

o 07 August 2018 — SSTL had paid INR 517 crs (INR 258.93 crs + INR 258.07 crs) to
ITNL as PDF/PMF and other payments towards construction cost; and

o 07 August 2018 — ITNL had repaid the loan of INR 508.46 crs to IL&FS Limited.

= During our review, we noted an email dated 06 August 2018, which was sent by Ajay Menon (ITNL)
to Chandrakant Jagasia (IL&FS) copied to Dilip Bhatia (CFO ITNL), where he had laid out that an
amount of INR 517 crs was getting released by IL&FS Limited to ITNL and hence the above modus
operandi in the mail communication, which indicates that the representatives of ITNL were aware of

the above transaction.

= During the review of the PIM of the SSTL project (June 2017), it was noted that there was no budget
allocated for PDF/PMF cost.

= Based on the review of the cost incurred, we noted that the actual PDF/PMF incurred on SSTL till
31 March 2016 was INR 286.14 crs resulting in cost overruns. It was noted that no cost was budgeted
for PDF/PMF in PIM even when it was prepared in June 2017, i.e. after incurring the actual
PDF/PMF.

Private and confidential 99 | Page



4. Observations

Project Icarus

= |t was also noted that during FY 2013-14 and FY 2014-15, the major part of PDF / PMF of INR
251.94 crs (88% of actual PDF / PMF of INR 286.14 crs) was charged by ITNL to SSTL before the
appointed date (start date) of the project, i.e., 01 May 2015.

= Also, on review of the total cost incurred on completion of the project, it was noted that the total cost

overruns in the SSTL project were INR 229.55 crs, whereas the major cost overruns were on account
of PDF/PMF amounting to INR 286.14 crs?®,

= Thus, based on the above-mentioned detalils, it appears that-

O

ITNL had utilised the loan facilities from IL&FS Limited to provide loans to SSTL, which
were further utilized to pay PDF/PMF and construction expense to ITNL immediately,

i.e. one day after the loan date.

It is unusual that there was no budgeted cost of PDF / PMF estimated while preparing
PIM in June 2017 when the actual PDF / PMF of INR 286.14 crs was already charged
by ITNL.

It is unusual that the entire PDF / PMF of INR 286.14 crs was charged by ITNL to SSTL
in the initial two years of the start of the project when the progress was only 34.42%
(Refer Section 4.2.4)

A major portion of the total PDF / PMF charged by ITNL to SSTL, i.e. 88% amounting
to INR 251.86 crs was charged even before the authority's declaration of the project

start date.
PDF / PMF was a key contributor for project cost overruns in SSTL of INR 229.55 crs.

The funds infused by ITNL in SSTL in short-term loans were potentially recovered by
ITNL by charging PDF / PMF to SSTL.

= Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging PDF / PMF of INR 286.14 crs by ITNL to SSTL even before the start of

the project.

= Further, we identified an email relating to it, the details of which are mentioned in the below table

Date Sender Receiver Particulars
05 July | Kuljit Prasad Koli | It was noted that suggestions were requested to include
2013 Ahluwalia activities in MoUs of PDF/PMF for FY 2013-14 for SSTL.

Further, the MoU of BAEL was dated June 14 whereas the
email was dated 14 July. Thus, it was unusual to note MOUs
were being prepared by adding activities, based on internal
discussions.

46 There was a reduction in total project cost overruns due to savings in the other cost components.
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Responses from the representatives of the company:
Please refer responses in 4.2.1 and 4.2.2.

The construction cost considered in the PIM was the sum total of Development agreement cost of
Rs 2,186.37 crs + PDF of Rs 286.14 crs. Hence it is evident that the PDF was budgeted in PIM.
However, it was not mentioned separately in the PIM.

Most of the services for PDF were for related to prebid services, incorporation of SPVs and detailed
design etc., which had to be substantially completed in first few months of construction period.

As explained in earlier points, PDF/PMF cannot be charged proportionate to project progress as
nature of services is upfront. Hence linking the PDF with physical progress is not correct and factual.
Hence most of analysis done by GT for comparison of %age progress v/is PDF booked is not

appropriate.

ITNL was committed to complete the project as per scheduled timeline. Considering that the project
terrain and working condition offered challenges and the site was not available all year round
preparatory work was commenced before declaration of appointed date.

Please also refer response in 4.2.2.
GT Comments on the responses provided by the representatives of the company:

During our review of PIM, we noted that there was no mention of the term PDF/PMF amounting to
INR 286.14 crs. Further, as stated by the ITNL team that the development agreement cost and PIM
had a difference of INR 286.14 crs; however, it does not highlight that the said difference is on
account of PDF/PMF fees, and there could be other elements of development cost in it. We were
not provided with any documentation/email correspondence which states that the amount in excess
of INR 2,186 crs was towards PDF/PMF fees.

Based on the data provided to us, we noted that the project's physical progress & financial progress
had no variation. The proportionate budgeted cost of the project was INR 591.99crs (INR 3288.84
crs (total cost of the project) *18%) (percentage completion of the project) while the actual cost was
INR 821.57crs resulting in the cost overruns of INR 229.58 crs (INR 591.99 crs — INR 821.57 crs).
The PDF/PMF cost overruns of INR 229.58 crs were the key contributor to the total cost overruns.
The PDF/PMF amount charged to SSTL amounted to INR 286.14 crs helped ITNL achieve

profitability which otherwise would have resulted in a loss. (Refer Section 4.2.18).

The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial phase and the subsequent

phase. As per representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it
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seems unusual that a PDFM/PMF was a significant conributor to the total project cost overruns.
Further, it was also observed through multiple emails that charging PDF/PMF was a methodology to
achieve the profitability of ITNL. (Refer Section 4.2.18)

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee costs vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that the funds infused by ITNL in SSTL were potentially
recovered by ITNL by charging PDF / PMF to SSTL.
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4.2.6

PDF/PMF charged by ITNL to KNCEL

Background and Observation

Diagrammatic presentation of anomalies identified in relation to PDF / PMF charged by ITNL to
KNCEL:

PDFIPMF fees charged by ITNL to KNCEL

‘ Total PDF/PMF
‘ KNCEL INR 234.52 crs ITNL

A

r Bl
November 2013 March March March March March
Project start date 2014 2015 2016 2017 2018
\ T J
Project Status: 63%
1.5 years -
INR 163.32 crs PDF/ PMF Cosl Overrun = 139.75 ¢rs

(i.e. Actual PDF/PMF - Proportionate

i.e. 87.75% of actual Budgeted PDF/PMF)

PDF!PMF charged

During our review PIM of KNCEL (April 2012), we identified that the budgeted PDF/PMF was INR
150.43 crs.

It was noted that ITNL had charged actual PDF / PMF of INR 186.12 crs to KNCEL during the period
FY 2011-12 to FY 2015-16.

It was also noted that an additional PDF/PMF agreement was executed between ITNL and KNCEL
on 28 March 2017, amounting to INR 2.5 crs per month as the Authority extended the scheduled
project completion date due to land acquisition issues. It was noted that based on the said
agreement, ITNL had charged additional PDF / PMF to KNCEL aggregating to INR 48.40 cr during
FY 2016-17 and FY 2017-18.

Based on the details mentioned above, it was noted that ITNL had charged a total PDF/PMF of INR
234.52 crs (INR 186.12 crs + INR 48.40 crs) till 31 March 2018.

It was noted that a major part of the PDF / PMF of INR 163.32 crs (i.e. 87.75% of actual PDF / PMF
of 186.12 crs) was charged by ITNL to KNCEL till 31 March 2015, i.e., within 1.5 years of appointment
date (start date) of the project (14 November 2013) (Refer Section 4.2.4).

Further, as per the information provided to us by the representatives of ITNL, 63% of the project was
only completed as on 31 March 2018; hence the proportionate budgeted PDF/PMF cost of KNCEL
was INR 94.77 crs (INR 150.43 crs * 63%). It was noted that actual PDF/PMF amounting to INR
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234.52 crs was charged by ITNL to KNCEL until 31 March 2018, which resulted in cost overruns of
INR 139.75 crs (INR 234.52 crs — INR 94.77 crs).

= Thus, based on the above-mentioned details, it appears that-

o A significant portion of the total PDF/PMF charged by ITNL to KNCEL, i.e. 87.75%
amounting to INR 163.32 crs, was charged by ITNL to KNCEL within 1.5 years after
starting the project when the physical progress at the project site was 51.87% (Refer
Section 4.2.4).

o Itis unusual that funds of INR 500.81 crs were infused by ITNL in KNCEL in the form of
equity contribution, and ITNL had charged INR 234.52 crs in the nature of PDF/PMF to
KNCEL. (Refer to Section 4.1 of the report).

o There were cost overruns of INR 139.75 crs in KNCEL due to excess PDF / PMF.

= Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging PDF / PMF of INR 234.52 crs by ITNL to KNCEL and a major part of
the same in the initial years of the start of the project.

= Responses from the representatives of the company:

Most of the services for PDF were related to prebid services, incorporation of SPVs and detailed
design etc., which had to be substantially completed in first few months of construction period &
development period. Hence linking the PDF payments with physical progress is not correct and
factual. Hence the remark regarding cost overrun due to charging excess PDF as mentioned in the

report is incorrect. Also refer to 4.2.2.
GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial and the subsequent phase.
As per representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems
unusual that a PDF/PMF was a significant contributor to the total project cost overruns. Further,
multiple emails also highlighted that PDF/PMF was used as a source to achieve the profitability of
ITNL. (Refer Section 4.2.18).

= Based on the data provided to us, we noted that the project's physical progress & financial progress
had no variation. The proportionate budgeted cost was INR 1443.33 crs (INR 2291 crs (total cost of
the project) *63%), while the actual cost was INR 2288.07 crs resulting in the cost overruns of INR
844.74 crs (INR 1443.33 crs — INR 2288.07 crs). Out of the cost overruns of INR 844.74 crs the cost
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overruns on account PDF/PMF was INR 139.75 crs (INR 94.77 crs (budgeted) — INR 234.52 crs
(actual)) in the KNCEL project.

= The PDF/PMF amount charged to KNCEL amounted to INR 234.53 crs which helped ITNL achieve

profitability for the period of which otherwise would have resulted in a loss (Refer Section 4.2.18).

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee costs vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that ITNL potentially recovered funds infused by ITNL in
KNCEL by charging PDF / PMF to KNCEL.
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4.2.7

PDF/PMF recognised in KSEL

Background and Observation

During our review, we identified an email dated 24 February 2015, which was sent by Ajay Menon
(ITNL) to Karunakaran Ramchand (ITNL) and Mukund Sapre (ITNL), where brief discussions of the
meeting between the senior representatives of ITNL, IFIN and IDBI Bank (lender of KSEL project)

were highlighted.

It was mentioned that representatives of IDBI Bank had raised doubts over the significant progress
shown in the project within just a month's time. It was further highlighted that by January 2015, the
project had reached the milestone of 35% completion (INR 700 crs), whereas, until December 2014,
the project had reached the milestone of 10% completion (INR 230 crs) only.

Further, Ajay Menon (ITNL) stated that ITNL would have to justify to IDBI to support the increase in
project milestone since the increase was primarily on account of design fees of INR 225 crs which
was charged by ITNL to KSEL.

Additionally, as per the Monthly Progress Report (‘MPR’) of January 2015, the KSEL project had
achieved a physical completion status of 24.42% only, whereas the financial completion*’ in terms

of actual cost incurred was 36.06%.

Further, it was noted that the budgeted PDF / PMF of KSEL was INR 180 crs; however, the project's
completion status as on 31 March 2018 was 82%, resulting in the proportionate budgeted PDF/PMF
cost of INR 147.60 crs (INR 180 crs * 82%). The actual PDF / PMF incurred on the project till 31
March 2018 was INR 281.60 crs leading to cost overruns of INR 134 crs (INR 281.60 crs — INR
147.60 crs) due to excess PDF / PMF.

Thus, based on the above-mentioned details, it appears that-

o One of the major factors for achieving 25% (35% in January 2015 less 10% in December
2014) additional project milestone in KSEL within only one month’s time was potentially
due to excessive charging of design fees by ITNL and not due to physical progress at

the project site.

o The representatives of ITNL were potentially aware that the progress of the site was
only due to excessive charging of design fees; hence justifications were proposed to be

provided to lenders to avoid concerns.

47 The financial completion of the project is the total progress of the project in terms of actual cost incurred as on
a particular date vis a vis the budgeted cost of the project
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o There were cost overruns of INR 134 crs in KSEL due to excessive charging of PDF /
PMF by ITNL.

o Itis unusual to note that ITNL infused funds of INR 294.19 crs in KSEL in the form of
equity contribution, and ITNL had charged INR 281.60 crs in the nature of PDF/PMF to
KSEL. (Refer to Section 4.1 of the report).

= Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging PDF / PMF of INR 281.60 crs by ITNL to KSEL.

= Responses from the representatives of the company:

As explained in earlier points, PDF/PMF cannot be charged proportionate to project progress as
nature of services is upfront. Hence linking the PDF with physical progress is not correct and factual.
Further, as mentioned in earlier points, ITNL contribution to the project in the form of equity and debt
was decided at the time of bid and firmed up during financial closure. PDF/PMF on the other hand
was charged once financial closure was done and project started construction. Hence, there are
timing differences between the two. ITNL infused funds in the form of equity/subdebt in the SPVs as
and when there was a requirement. PDF/PMF charged by ITNL were for services provided during

the initial stages of the project which were paid by the project SPV from available funds.
GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial and the subsequent phase.
As per representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems
unusual that a PDF/PMF was a significant contributor to the total project cost overruns. Further, it
was also observed through multiple emails that PDF/PMF was used as a source to achieve the

profitability of ITNL. (provide reference to the relevant point in the report).

= Based on the data provided to us, we noted that the project's physical progress and financial
progress had no variation, the proportionate budgeted cost was INR 1541.60 crs (INR 1880 crs (total
cost of the project) *82%) while the actual cost was INR 2451.64 crs resulting in the cost overruns
of INR 910.04 crs (INR 1541.60 crs — INR 2451.64 crs). Out of the cost overruns of INR 910.04 crs
the cost overruns on account PDF/PMF was INR 134 (INR 147.60 (budgeted) — INR 281.60 (actual)
)crs in the KSEL project.

= Further, as mentioned in the email dated 10 May 2012, sent by Ajay Menon (ITNL) to Ravi Sreehari
(ITNL) (Refer section 4.2.10), the PDF/PMF charged is generally in the range of 4.5% to 7% of the
total project cost. However, PDF/PMF fees charged in KSEL was 15% of the total project cost.
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= |TNL infused funds of INR 294.19 crs in KSEL in the form of equity contribution, and ITNL had
charged INR 281.60 crs in the nature of PDF/PMF to KSEL. Further, the PDF/PMF amount charged
to KSEL amounting to INR 281.60 helped ITNL achieve profitability which otherwise would have

resulted in a total loss (Refer Section 4.2.18)

= Also, our observation covers email correspondences wherein the representatives of ITNL had
mentioned that the additional project milestone in KSEL within only one month’s time was potentially
due to excess design fees, for which the representatives of ITNL provided no response. Thus, funds
invested in KSEL had come back to ITNL in revenue on account of PDF/PMF fees resulting in
increased profitability.

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee costs vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that funds infused by ITNL in KSEL were potentially
recovered by ITNL by charging PDF / PMF to KSEL.
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4.2.8

PDF/PMF charged by ITNL to SPVs with no PDF / PMF budgets

Background and Observation

Based on the discussions with the representatives of ITNL, it was noted that budgets were prepared
for each component of project cost, including PDF / PMF, construction cost, and interest cost. The

same was presented in PIM to secure funding from the lenders/financial institutions.

Based on the review of project-wise details of PDF / PMF cost provided to us by the representatives
of ITNL, we noted that in the case of 5 SPVs, PDF / PMF was charged by ITNL, amounting to INR
688.07 crs. Further, as per the details provided by representatives of ITNL, no budgets were
allocated for the same. Hence, the same resulted in cost overruns of INR 688.07 crs due to excess
PDF /PMF (32.37% of total cost overruns due to PDF / PMF, i.e. 2,125.42 crs).

The table below provides the summary of cost overruns in 5 SPVs amounting to INR 688.07 crs due

to charging PDF / PMF by ITNL where no budgets were allocated.

# Name of SPV Completion status Actual PDF/PMF

of the project as on | leading to cost

31 March 2018 overruns

(%) (INRin crs)
1 BAEL 80% 332.16
2 SSTL 18% 286.14
3 EHEL 100% 29.11
4 NKEL 100% 25.42
5 WGEL 100% 15.24

Total 688.07

Based on the review of PIM of the above projects, it was noted that no budgets were allocated in the
PIM for 3 SPVs, i.e. BAEL, SSTL, and WGEL. Further, the PIM of 2 SPVs, i.e. EHEL and NKEL,
were not made available for our review by the representatives of ITNL.

Thus based on the above details, it appears that-

o SPVs of ITNL had incurred PDF / PMF for which no amount was budgeted in the PIM

presented to lenders.

o It appears unusual to note that project-related expenses were incurred in spite of
budgets were not allocated for the said expenses indicating lapses in the internal control
of the ITNL.

Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification in relation to the charging of PDF / PMF by ITNL of INR 688.07 crs.
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Responses from the representatives of the company:

As checked in the PIMs for BAEL & SSTL, the construction cost considered in the PIM was inclusive
of PDF/PMF. However, it was not mentioned separately in the PIM. The projects EHEL, NKEL &
WGEL are very old projects & completed long back before 2009. The practice of budgeting PDF in

PIM may not have been followed that time.
GT Comments on the responses provided by the representatives of the company:

The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial and subsequent phase.
As per representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems
unusual that a PDF/PMF was a significant contributor to the total project cost overruns. Further, it
was also observed through multiple emails that PDF/PMF was used as a source to achieve the
profitability of ITNL. (Refer Section 4.2.18).

Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

Thus, our assessment remains unchanged that SPVs of ITNL had incurred PDF / PMF for which no

amount was budgeted in the PIM presented to lenders.
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4.2.9

PDF/PMF charged by ITNL to HREL

Background and Observation

Based on the review of PIM (December 2009) of HREL, it was noted that the ITNL was responsible

for providing the design and drawing services of the project to HREL.

Based on the review of the development contract dated 09 October 2009 (Contract A) between ITNL
and HREL, it was noted that one of the line items in the scope of work was to design the
project/project facilities in accordance with the design requirements as per NHAL.

Further, on review of an agreement titled ‘Detailed Design, Programme Management Services cum
O&M Contract’ dated 15 October 2009 (Contract B) between ITNL and HREL, it was noted that
HREL had awarded a contract of INR 25 crs to ITNL for providing detailed design and drawing

services.

Based on the comparison of said contracts A and B, it potentially appears that the scope of work

mentioned in both the agreements was the same.

Further, it was noted that HREL had incurred total project cost overruns of INR 292.12 crs, out of
which cost overruns due to excess PDF / PMF amounted to INR 87.95 crs.

Thus, based on the above-mentioned details, it appears-

o Itis unusual that even though designing services were already forming part of Contract

A, a separate contract (i.e. Contract B) of INR 25 crs was awarded by HREL to ITNL.

o Itis unusual that ITNL infused funds of INR 131.00 crs in HREL in the form of equity
contribution, and ITNL had charged INR 163.32 crs in nature of PDF/PMF to HREL.
(Refer to Section 4.1 of the report).

Further, we were not provided with the basis of computation of individual service-wise cost breakup

and justification of charging detailed design and drawing services as per Contract B.
Responses from the representatives of the company:

Regarding the development agreement, the design was not included in the scope. There was a typo
error in the clause of 'general obligations of the contractor'. However, no separate payment charged
for the design as per Development agreement. Hence the same was not charged twice. Please refer

response in 4.2.1.
GT Comments on the responses provided by the representatives of the company:

Based on the data provided to us, we noted that the project's physical progress and financial

progress had no variation, the proportionate budgeted cost was INR 869.18 crs (INR 869.18 crs
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(total cost of the project) *100%) while the actual cost was INR 1161.12 crs resulting in the cost
overruns of INR 291.93 crs (INR 869.18 crs — INR 1161.12 crs). Out of the cost overruns of INR
291.93 crs, the cost overruns on account PDF/PMF was INR 94.66 (INR 85.87 (budgeted) — INR

180.53 (actual) )crs, which was the key contributor for the cost overruns on the HREL project.

= Also, as mentioned in the email dated 10 May 2012, sent by Ajay Menon (ITNL) to Ravi Sreehari
(ITNL) (Refer section 4.2.10), the PDF/PMF charged is generally in the range of 4.5% to 7% of the
total project cost. However, PDF/PMF fees charged in HREL was 21% of the total project cost.

= The PDF/PMF amount charged to HREL had helped ITNL achieve profitability for the period, which
otherwise would have resulted in losses (Refer to section 4.2.18). Further, the development
agreement did not contain a break up of fees charged for each line item. Hence, we are unable to
ascertain whether or not the payments were specifically made for design services as a part of the

development agreement.

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that funds infused by ITNL in HREL were potentially
recovered by ITNL by charging PDF / PMF to HREL.
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4.2.10 PDF/PMF charged by ITNL to BKEL

Background and Observation (1/3)

= During our review, we noted an email dated 10 May 2012, sent by Ajay Menon (ITNL) to Ravi
Sreehari (Former Associate Vice President and Head Business Development at ITNL), where it was
mentioned that based on the model shared by the IFIN Team in the trailing mail the estimated PDF
considered was INR 68 crs against the project cost of INR 660 crs which represented 10% of the
total project cost thus raising concern about the higher % of the PDF/PMF charged which generally

tends in the range of 4.5% to 7% of the total project cost.

= Further, it was highlighted that 10% of PDF/PMF on the total project cost was on the higher side,
which may concern the auditors of BKEL and hence a confirmation from Ravi Sreehari on the final
numbers to be provided to IFIN for incorporating in the financial model was sought.

= |n the trail mail, it was discussed to restrict the PDF/PMF to INR 47 crs (7% of the total project cost)
based upon the revenue recognition principle and milestone note agreed on by the auditors and

adjusted the differential amount of INR 21 crs (INR 68 crs — INR 47 crs) in the following ways -

o INR 10 crs (1.5% of the total project cost) was proposed to be recognized on achieving

the Commercial Operation Date (‘CoD’) of the project, and;

o Balance sum of INR 11 crs was proposed to be added to the construction cost of INR
508 crs and recognised as the margin of ITNL during the construction phase.

= Based on our review of the PIM of BKEL (July 2012), it was noted that the budgeted PDF/PMF cost
was INR 40 crs. Also, on review of the total cost incurred on completion of the project, it was noted
that the total cost overruns in the BKEL project were INR 65.71 crs where the major cost overruns
were on account of PDF/PMF amounting to INR 86.09 crs (Actual PDF / PMF less Budgeted PDF /
PMF, i.e. INR 126.09 crs — INR 40 crs).

= Thus, based on the above-mentioned detalils, it appears that-

o The representatives of ITNL had adjusted the budgeted PDF / PMF with other cost
components in PIM to the extent of INR 21 crs without any basis and to potentially avoid

gueries from the auditors.

o PDF / PMF cost overruns of INR 86.09 crs were key contributors for cost overruns in
the BKEL project.

o Itis unusual that funds of INR 178.59 crs were infused by ITNL in BKEL in the form of
equity contribution, and ITNL had charged INR 126.90 crs in nature of PDF/PMF to
BKEL. (Refer to Section 4.1 of the report).
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= Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification of charging PDF / PMF of INR 126.09 crs by ITNL to BKEL.

= Responses from the representatives of the company:

The mails referred were internal discussions for finalising the PIM. Total cost overrun was Rs 66 crs
out of which Rs 21 crs is attributable to net revenue shortfall, Rs 25 crs to IDC and balance towards
PDF/PMF. As mentioned in earlier points, ITNL contribution to the project in the form of equity and
debt was decided at the time of bid and firmed up during financial closure. PDF/PMF on the other
hand was charged once financial closure was done and project started construction. Hence, there
are timing differences between the two. ITNL infused funds in the form of equity/subdebt in the SPVs
as and when there was a requirement. PDF/PMF charged by ITNL were for services provided during
the initial stages of the project which were paid by the project SPV from available funds.

GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial phase and later. As per
representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems unusual
that a PDF/PMF was a significant contributor to the total project cost overruns. Further, it was also
observed through multiple emails that PDF/PMF was used as a source to achieve the profitability of
ITNL. (Refer Section 4.2.18).

= Based on the data provided to us, we noted that the project's physical progress and financial
progress had no variation, the proportionate budgeted cost was INR 660 crs (INR 660 crs (total cost
of the project) *100%) while the actual cost was INR 725.71 crs resulting in the cost overruns of INR
65.71 crs (INR 660 crs — INR 725.71 crs). Out of the cost overruns of INR 65.71 crs the cost overruns
on account PDF/PMF was INR 86.09 (INR 40.00 (budgeted) — INR 126.09 (actual) )crs which was

the key contributor for the cost overruns on the BKEL project.

= Funds of INR 178.59 crs were infused by ITNL in BKEL in the form of equity contribution, and ITNL
had charged INR 126.90 crs in the nature of PDF/PMF BKEL. Also, the PDF/PMF amount charged
to BKEL amounted to INR 126.09 crs which helped ITNL achieve profitability which otherwise would
have resulted in a loss. (Refer Section 4.2.18)

= The response of the ITNL team that email communications were internal discussions for finalising
the PIM; however, it does not change the fact that the representatives of ITNL had adjusted the
budgeted PDF / PMF with other cost components in PIM to the extent of INR 21 crs. Further, apart
from INR 21 crs of PDF/PMF fees which were adjusted, there were additional cost overruns of INR
86.09 crs.

Private and confidential 114 | Page



4. Observations Project Icarus

Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

Thus, our assessment remains unchanged that ITNL potentially recovered funds infused by ITNL in
BKEL by charging PDF / PMF to BKEL.

Observation (2/3)

During our review of the contracts executed for PDF / PMF, along with the review of actual payments
made and email correspondences during the said time frame, the following further anomalies were

noted:
PDF / PMF agreements or MOUs were potentially back-dated:

During our review of emails, it was noted that there were multiple email correspondences with regard
to charging PDF / PMF and executing agreements for the same. Based on our further documentation
review, it was noted that PDF / PMF agreements pertaining to BKEL were potentially back-dated,
i.e. agreement date was prior to the email correspondence wherein in the email it was mentioned

that the MOU is pending to be executed.

Following are the details with regard to the same:

# Date of agreement | Date of email Amount of Email Context of the
the corresponden | email
agreement ce between
(INRin crs.)

1 16 July 2012 01 October 2012 36.30 ' From: Kuljit It was mentioned

Alhuwalia in the email

To: MB Bajulge | attachment that

and Parag “MOU needs to

Phanse be executed.”
Total 36.30

Responses from the representatives of the company:

No comments

Private and confidential 115 | Page



4. Observations Project Icarus

GT Assessment:

= The representatives of ITNL has not provided any responses on the said observation and hence our

assessment remains unchanged.

PDF / PMF was potentially correlated with achieving profitability:

= Email 1: During our review, an email dated 19 June 2012 was noted, as sent by Deep Sen to Harish
Mathur, Sanjiv Rai, and MB Bajulge with regard to ‘Q1 Forecast'. In the said email, it was mentioned
that ‘We have a PAT band of 115.0-120.0 crores to hit; therefore crucial construction targets in the
PowerPoint come together’, which potentially indicated that ITNL had a target to achieve a profit of

around INR 115-120 crs and crucial targets were mentioned in the said forecast.

= Further, a forecast presentation titled ‘Business Review June’12’ was attached in the said email,
where a specific portion of PDF was highlighted, which potentially indicated that PDF was an

important component to achieve the profitability of INR 137.50 crs as desired.

= Further, it was noted that PDF amounting to INR 21.3 crs to be charged from BKEL formed part of
the above-mentioned calculation of the required profit amounting to INR 137.50 crs.

= Responses from the representatives of the company:

As ITNL had already provided/was providing services to the project for which a formal agreement
was to be entered into between ITNL and the SPV, the refereed mails were addressed to ensure

completion of the documentation.
GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not responded on the fact that email correspondences along with
the presentation where the profitability targets were to be achieved through PDF/PMF. Further, the
representatives of ITNL have also stated that ITNL rendered the services without executing a formal
agreement between ITNL and SPV. Also, as per the representatives of ITNL, it is stated as a formal
agreement was to be entered, however on the review of the agreement, it was noted that the

agreement was entered in April 2012, i.e. before the forecast was made in June 2012.

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged were significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for

providing PDF/PMF services were not available for our review. Thus, our assessment remains that
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the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged with regard to PDF/PMF was charged to achieve
profitability of ITNL.

Observation (3/3)

Funds provided by ITNL to BKEL were potentially utilized to pay PDF/PMF or RA Bills back to ITNL:

= Based on our detailed review and fund trail analysis, it was noted with regard to BKEL (an SPV of
ITNL) that the PDF/PMF fees paid to ITNL were sourced from the equity contributed / loan provided
by ITNL only. (INR in crs)

# Leg 1: ITNL to BKEL Leg 2: BKEL to ITNL
Equity contribution / Loans provided PDF/PMF
Date Amount | Date Amount
1 | 14 November 2014 17.00 | 17 November 2014 17.21
2 | 02 January 2015 10.00 | 05 January 2015 10.00
3 | 09 June 2015 15.00 | 09 June 2015 15.00
42.00 42.21

= Further, it was also noted in one of the instances that INR 3.48 crs of payment made by BKEL to
ITNL against the RA Bills raised was potentially sourced from the equity contribution made by ITNL.

Following is the fund trail identified with regard to the same:
o 30 October 2014 — Equity contribution by ITNL to BKEL
o 03 November 2014 — Interbank transfer by BKEL
o 03 November 2014 — Payment by BKEL to ITNL against the RA Bills.

= Further, as per earlier findings, it was unusual to note that ITNL had infused equity contribution in
SPVs and had charged an equivalent amount of PDF/PMF to SPVs in order to recover the equity
infused.

= However, based on the above-mentioned observation pertaining to BKEL SPV, and the fund trail
exercise also suggests that there was one-to-one mapping/back-to-back transfer of funds. This
potentially indicates circular transactions between ITNL and SPVs for equity contributed by ITNL in
the SPVs and the same being potentially transferred back by SPV to ITNL in the form of PDF/PMF
or RA Bills.
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= Thus, based on the above-mentioned details, it appears that circular transactions were potentially

entered into by ITNL and BKEL in the following manner:

o Equity infused and loans lent by ITNL to BKEL amounting to INR 42 crs were potentially
transferred back to ITNL in the form of PDF/PMF; and

o Equity of INR 3.48 crs infused by ITNL into BKEL was potentially transferred back to
ITNL as payment against RA bills.

= Responses from the representatives of the company:

ITNL infused funds in the form of equity/subdebt in the SPVs as and when there was a requirement.
PDF/PMF charged by ITNL were for services provided during the initial stages of the project which
were paid by the project SPV from available funds. ITNL was also the sole developer for the project
and hence had operational dues for work done. Hence whenever SPV had cash flow, the same was

utilised to discharge its liability to its only Creditors (ITNL) be its towards Running Bills or PDF/PMF.
GT Assessment:

= The responses provided by the representatives of ITNL are in line with the observations highlighted
above. Thus, our assessment remains unchanged that the equity & loans infused by ITNL in BKEL
were potentially utilised to remit PDF/PMF and RA bills to ITNL.
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4.2.11 PDF/PMF recorded by ITNL with regard to CNTL and BKEL

Background and Observation

= During our review, we identified an email dated 29 June 2010, which was sent by Sachin Gajjar
(ITNL) to Mukund Sapre (ITNL), where it was mentioned that for ITNL to achieve a profit after tax of
INR 70 crs for the quarter ended June 2010, it was proposed to recognise revenue (i.e. PDF/PMF)

of INR 156 crs in CNTL project. It was mentioned that —

o 3% of the total budgeted project cost, i.e. INR 111.60 crs (INR 3,720 crs * 3%) shall be

recognised on executing the concession agreement; and

o Balance INR 44.40 crs shall be recognised in the next quarter on the submission of
reports and other supporting documentation.

= Based on the review of standalone financial results of ITNL for Q1 of FY 2010-11, it was noted that
ITNL had reported a standalone revenue of INR 253.50 crs and Profit After Tax (‘PAT’) of INR 73.70

Crs.

= During our review, we identified an email dated 24 January 2014, which was sent by Ajay Menon
(ITNL) to Prashant Agarwal (ITNL), wherein it was highlighted that for the quantum of PDF/PMF that
should be taken as NIL for recovery of the same since the invoice is pending for LIE certification and
only after which it can be submitted to the banks.

= Further in the trial email, it was mentioned that there were concerns with regard to the recognition of
PDF/PMF for the BKEL project for quarters 1 & 2 of FY 2014-15. It was mentioned that the PDF/PMF
revenue was recognised to maintain the profitability of ITNL and that the relevant certification will not
be received from the Lender's Independent Engineer (LIE). Hence, it was proposed to avail of

another set of services from LIE in order to obtain certification of the same.

= Thus, based on the above email communications, it appears that ITNL might have charged
disproportionate PDF/PMF to its SPVs in order to recognise revenue and represent a better financial

position in its standalone financial statements.
= Responses from the representatives of the company:

The mails referred are of 28" June 2010 and 24" January 2014 which are not related. The mails of
2014 were internal discussions related to recovery of fees in terms of release and timing of cash flow
from the lenders. Thus, conclusion drawn from two different matters pertaining to two different period

seems to be inappropriate.
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4. Observations Project Icarus

GT Comments on the responses provided by the representatives of the company:

= The emails stated in the above observation highlight that revenue was to be recognised in the books
of accounts in order to achieve/maintain profitability at ITNL. In the first email of June 2010, it was
stated that PDF/PMF were to be recognised in CNTL to record profitability for the quarter ended
June 2010. Whereas in the second email of January 2014, it was stated PDF/PMF was recognised
to maintain the profitability of ITNL without certifications from LIE, and hence different services were

proposed to be availed from LIE.

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that ITNL might have charged disproportionate PDF/PMF
to its SPVs in order to recognise revenue and represent a better financial position in its standalone

financial statements.
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4.2.12 PDF/PMF charged by ITNL and Spanco to MPBCDCL

Background and Observation

= Diagrammatic presentation of anomalies identified in relation to PDF / PMF charged by ITNL to

MPBCDCL:

PDF { PMF charged by ITNL and Spanco to MPBCDCL

Actual PDF charged by
ITHNL and Spanco as per
agreement executed in

Budgeted POFH/PMF fees
as per PIM as of March
2011

FY 2010-11
| INR 223 crs | INR 20 crs
( J
v

PCFPME Cost Overrun
(Actual - Budgeted)
INR 203 crs

¥

83% of Total cost overrun
(i.e. INR 248.37 crs)

ITNL and MPBCDCL, it was noted that -

Based on the review of the agreements dated 03 November 2010 and 03 January 2011 between

o MPBCDCL had agreed to pay a one-time project development fee/success fee of INR

41 crs each to ITNL and Spanco Limited.

o PDF/PMF fees of INR 70.50 crs each were also to be paid to ITNL and Spanco Limited.

professional fees by MPBCDCL to ITNL and Spanco Limited, respectively.

Hence, it can be noted that a total of INR 223 crs (i.e. INR 82 crs + INR 141 crs) were to be paid as

= However, based on the review of PIM (March 2011) of MPBDCDCL, it was noted that the budgeted

project management expenses were only INR 20 crs instead of INR 223 crs.

It was unusual that the agreements in relation to PDF/PMF, which were executed before the date of

PIM, had an excess PDF/PMF cost of INR 203 crs (i.e. INR 223 crs — INR 20 crs) over and above
the amount which was budgeted as per PIM and was agreed to be paid by MPBCDCL to ITNL (i.e.,

INR 101.50 crs) and Spanco Limited (i.e., INR 101.50 crs).
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= During our review, we had identified an email dated 15 December 2010, which was sent by Venkata
Ramanna (Employee of IL&FS) to Parag Phanse (Vice President at ITNL), where it was proposed
to charge PDF/PMF to MPBCDCL and recognise revenue in the books of ITNL. It was also
suggested to prepare a note that would justify the PDF/PMF charges to lenders. Further, the said
note would be shared with Spanco Limited to enable them to charge PDF/PMF to MPBCDCL.

= As on 31 March 2018, MPBCDCL had project cost overruns of INR 248.37 crs, whereas the cost
overruns on account of PDF/PMF amounted to INR 203 crs which contributed to 83% of the total

cost overruns.

= The review of the details regarding total PDF / PMF charges paid by MPBCDCL to ITNL during FY
2013-14 till FY2017 -18 indicated potentially that there were no approvals for INR 133.34 crs of PDF
/ PMF paid to ITNL out of the total PDF / PMF cost of INR 223 crs.

= Thus, it appears that -

o The PDF/PMF agreement with ITNL and Spanco Limited was executed even prior to
PIM.

o PDF/ PMF cost contributed to 83% of the total cost overruns of the MPBDCDL project.

o ltis unusual to note that the budget allocated for PDF / PMF was only INR 20 crs at the
time of preparation of PIM in March 2011, whereas the PDF/PMF of INR 223 crs was
already agreed upon vide agreements dated 03 November 2010 and 03 January 2011.

o PDF/PMF was charged by ITNL and Spanco Limited to potentially book additional

revenue in their respective books of accounts.

o Itis unusual to note that funds of INR 110.28 crs were infused by ITNL in MPBCDCL in
the form of equity contribution, and INR 111.50 crs was charged by ITNL in the nature
of PDF/PMF. (Refer Section 4.1 of the report).

= Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging PDF / PMF of INR 223 crs by ITNL and Spanco Limited to MPBCDCL.

Date | Sender Receiver Particulars
16 Mukund Kapil Puri (Chaiman/ It was noted that the company required the
April | Sapre Managing Director at representatives of Spanco Limited to complete
2012 | (Executive | Spanco) certain transactions designed in such a way that
Director at will result in receiving money by the company
ITNL) from lenders against PDF by misrepresentation
to them.

Spanco Limited was required to raise bills on the
SPV based on the development agreement and
make payments of PDF to ITNL as per the MOU.
Further, the SPV will make payments to Spanco
for an amount equivalent to the payment of PDF
by Spanco to ITNL.
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= Responses from the representatives of the company:

It was a standard industry practice to charge fees for the project by developer/promoter. ITNL infused
funds in the form of equity/subdebt in the SPVs as and when there was a requirement. PDF/PMF
charged by ITNL were for services provided during the initial stages of the project which were paid

by the project SPV from available funds.

GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial phase and later. As per
the representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems unusual
that a PDF/PMF was a significant contributor to the total project cost overruns.

= The pre-bid and post-bid services were not segregated in the PIMs. Further, no clarification was
provided by the representatives of ITNL as to which are pre-bid and post-bid services. Hence, it is
not possible to ascertain the nature and quantum of PDF/PMF that pertained to the initial phase and
later. Also, the date of the report on which ITNL had submitted the report to its SPVs for which

PDF/PMF was charged was missing, hence bifurcating the services into pre-bid and post-bid.

= |TNL had provided equity contribution and loans in MPBCDCL, and the funds were potentially paid
back / moved back to ITNL in the form of revenue on account of PDF/PMF fees, thus resulting in
increased profitability.(Refer Section 4.2.18)

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that there were multiple discrepancies in PDF/PMF levied
by ITNL to MPBDCL.
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4.2.13 PDF/PMF charged by ITNL to IRIDCL

Background

= Based on the review of PIM (May 2013) of IRIDCL — Phase I, it was noted that the total budgeted
cost for PDF / PMF was INR 93 crs.

= During our review of the monthly progress reports and board minutes, it was noted that physical

progress reported thereunder was as follows:

# | Time frame Physical progress as per Physical progress as
Monthly Progress Reports (%) | per Board Minutes (%)

1 | December 2013 11.00% -xx
2 | March 2014 29.00% -*x
3 | June 2014 -* 21.51%
4 | March 2015 23.00% 25.17%
5 | March 2016 24.00% 27.10%
6 | March 2017 27.10% 27.10%***

*Note: The percentage of physical progress was not mentioned in the Monthly Progress Report.
**Note: The percentage of physical progress was not mentioned in the Board Minutes.

***Note: Board Minutes till December 2016 are being provided. Hence the Physical Progress of
27.10% is as of 31 December 2016.

= Further, the total PDF / PMF incurred and recognised as per the CWIP working shared by the

representatives of ITNL was INR 161 crs as on August 2016.
Observation

PDF / PMF charged by ITNL to IRIDCL vis-a-vis budgeted cost:

= Based on the comparison of the budgeted PDF / PMF cost for IRIDCL mentioned in the PIM of May
2013 vis-a-vis the actual PDF / PMF expenses recorded in the books of accounts up to 31 March
2015, it appears unusual that there was a substantial difference even though the project was only
27.10% complete till March 2017.

= During our review of the books of accounts of IRIDCL, it was noted that INR 161.00 crs were
recorded as PDF / PMF expenses against ITNL, whereas the budgeted cost for the same was INR
93.00 crs.

= Since the total project completed till March 2017 was only 27.10% (project completion details as of
September 2018 was not available for our review), thus proportionate / pro-rata PDF / PMF cost
potentially should have been approximately INR 25.20 crs (i.e. 27.10% of INR 93 crs of budgeted
cost). However, as stated above, INR 161.00 crs was recorded as PDF / PMF expenses by IRDCL
against ITNL. Thus, it is unusual that INR 135.80 crs was potentially additionally incurred compared

to the actual project completion.
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PDF / PMF charged by ITNL to its SPVs vis-a-vis physical progress of the project:

= During our review, it was noted that ITNL had charged INR 161.00 crs of PDF / PMF from IRIDCL in

the following phases/dates:

# | Date of invoice Invoice Amount
reference | (INRin crs.)
1 | 30 September 2012 154 87.55
2 | 31 December 2012 227 20.00
3 | 31 March 2014 43 28.45
4 | 30 June 2014 89 25.00
Total 161.00

= Based on the above, it appears unusual that:

o INR 107.55 crs of PDF / PMF was charged by ITNL (September and December 2012)
from IRIDCL even before the PIM date (May 2013)

o INR 107.55 crs of PDF / PMF was charged by ITNL in September and December 2012,
whereas the total PDF cost estimated in the PIM (May 2013) was only INR 93.00 crs

o Total INR 161.00 crs of PDF / PMF was charged by ITNL when the actual physical

progress was only 22% (as reflected in the Board Minutes)

= Thus, based on the above-mentioned details, it appears unusual that ITNL charged the majority of
PDF / PMF to IRIDCL in the initial years of the project, which was inconsistent with physical progress
at the site.

= Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging PDF / PMF of INR 161.00 crs by ITNL to IRIDCL.

= Responses from the representatives of the company:

Most of the services for PDF were related to prebid services, incorporation of SPVs and detailed
design etc., which had to be substantially completed in first few months of construction period &
development period. As explained in earlier points, PDF/PMF cannot be charged proportionate to
project progress as nature of services was upfront. Hence linking the PDF with physical progress is

not correct and factual.
GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial phase and later. As per
representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems unusual

that a PDF/PMF was a significant contributor to the total project cost overruns.
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= Further, the PDF/PMF amount charged to IRIDCL amounted to INR 161.00 crs which helped ITNL

achieve profitability which otherwise would have resulted in a loss. (Refer Section 4.2.18)

= The pre-bid and post-bid services were not segregated in the PIMs. Further, no clarification was
provided by the representatives of ITNL as to which are pre-bid and post-bid services. Hence, it is
not possible to ascertain the nature and quantum of PDF/PMF, which pertained to the initial phase
and later. Also, the date of the report on which ITNL had submitted the report to its SPVs for which

PDF/PMF was charged was missing, hence bifurcating the services into pre-bid and post-bid.

= Based on the data provided to us, we noted that the project's physical progress and financial
progress was more or less similar (in the same range). Based on the physical / financial progress,
the proportionate budgeted cost was INR 349.40 crs (INR 349.40 crs (total cost of the project)
*100%) while the actual cost was INR 351.09 crs resulting in the cost overruns of INR 1.69 crs (INR
349.40 crs — INR 351.09 crs)

= Out of the cost overruns of INR 1.69 crs the cost overruns on account PDF/PMF was INR 10.66 (INR
55.49 (budgeted) — INR 66.15 (actual) )crs which was the key contributor for the cost overruns on
the IRIDCL project.

= Further, as mentioned in the email dated 10 May 2012, sent by Ajay Menon (ITNL) to Ravi Sreehari
(ITNL) (Refer section 4.2.10), the PDF/PMF charged is generally in the range of 4.5% to 7% of the
total project cost. However, PDF/PMF fees charged in IRIDCL was 19% of the total project cost.

= Also, ITNL had booked a Total profit of INR 2021.71 crs in the period of 2010-15. The PDF/PMF
amount charged to IRIDCL amounted to INR 172 crs, and the PDF/PMF was also charged to other
SPVs (CNTL, FSEL etc), which helped ITNL achieve profitability for the period of 2010-15, which

otherwise would have resulted in a loss of INR 48.45 crs.

= Further, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that ITNL charged the majority of PDF / PMF to IRIDCL

in the initial years of the project, which was inconsistent with physical progress at the site.
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4.2.14 PDF/PMF charged by ITNL for SBHL project

Background

= PDF / PMF was charged by ITNL to its SPVs for providing various services on the basis of

agreements entered between ITNL and its SPVs.

» Inthe case of SBHL, the budgeted PDF/PMF fees were INR 32.58 crs, whereas the actual PDF/PMF
charged by ITNL was INR 101.57 crs, i.e. overruns of INR 68.99 crs.

Observation

= On reviewing of Memorandum of Understanding dated 04 July 2012 entered between ITNL and
SBHL, it was noted that ITNL had charged INR 27 crs for providing “Services for undertaking

Financial closure Activities.”

= Further, on review of IFIN mandate for arranging Senior Debt dated 23 July 2012, it was noted that
ITNL (on behalf of SBHL) entered into an Engagement Agreement with IL&FS Financial Services
Limited (‘IFIN’) wherein IFIN was appointed as the ‘Debt Arranger’ for SBHL.

= Also, ITNL had awarded a work order for Pre-Bid Engineering Services for “Development and

Operation of Sikar-Bikaner section” to Feedback Infrastructure Services Private Limited (‘FISPL’).

= On reviewing the documentation of the aforementioned activities, it was noted that the scope of

services of all the activities was similar in nature. The details of the same are tabulated below:

Scope of service Amount | Amount | Sub- | Scope of Services of Sub-contractor
(INRin (INRin contr
Crs) Crs) actor
Services for undertaking
Financial Closure
Activities
Drafting and submitting 27.00 ITNL
the documents to the
authority
Finalization of PIM and 3.48 | IFIN | Preparation of PIM and finalization of
Project Structure project/capital structure.
Undertaking review of Finalization of project/capital structure
construction cost from and debt Syndication services.
the Lenders point of view
Finalization of Financial Preparation of PIM - since, as per the
Model ITNL team, PIM is made on the basis of
the Financial Model only.
Finalization of the term Preparation of PIM - IFIN shall develop
sheet for all debt detailed PIM together with detailed term
sheets for the Project debt.
Execution of Financing Approvals and Documentation
documents
Undertaking Traffic 0.28 | FISPL | Traffic Analysis and Report including OD

Studies from the Lenders
point of view

Private and confidential

Matrixes for all locations

128 | Page



Scope of service Amount | Amount | Sub- | Scope of Services of Sub-contractor
(INRin (INRin contr

Crs) Crs) actor
Undertaking review of Prepared detailed cost estimates for the
construction cost from project
the Lenders point of view
Detailed design & Preliminary design for roads and
Drawings for Roads structures
Detailed design & Preliminary design for roads and
Drawings for Structure structures
Total 27.00 3.76
Excess charged / 23.24
Margin earned by ITNL
to SBHL

= Further, on reviewing of Memorandum of Understanding dated 07 July 2014 entered between ITNL
and SBHL, it was noted that ITNL had charged INR 15 crs for providing “Services for undertaking

Financial closure Activities”, which includes the following sub-category of services:
o Value Engineering for 4 ROBs
o Value Engineering for Road Works
o Advance Traffic Survey and Revised Revenue Assessment.

» |t was noted that in the ‘Advance Traffic Survey and Revised Revenue Assessment’ report provided
by ITNL (date of submission of the report was not mentioned) and Feedback Infrastructure Services
Private Limited (submitted in April 2012), details such as “Average Daily Traffic at Count Location”
and “Direction-wise Average Daily Traffic at Toll Plaza Locations” stated in both the report were the

same.

= Based on the above-mentioned details, it appears that ITNL had potentially charged INR 27 crs for
various services; however, services with similar nomenclature were further sub-contracted to IFIN

and FISPL on a back-to-back basis for contracts amounting to INR 3.76 crs.

= Thus, it appears that ITNL had potentially earned a margin of INR 23.24 crs for various services
undertaken to be performed for the SBHL project, whereas the same scope of work was potentially

sub-contracted to third parties on a back-to-back basis at lower values.
= Responses from the representatives of the company:

ITNL had broader scope than the scope awarded to IFIN & Feedback. Feedback had given prebid
services to ITNL, while the PDF charged was for post bid designs. As the SPV did not have any
manpower of its own, team from ITNL undertook all activities on behalf of the SPV and provided
information, coordination and support for financial closure related matters including documentation
to the syndication agency i.e. IFIN. Hence the observation that the same services are charged by

ITNL & third parties is not correct.
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GT Comments on the responses provided by the representatives of the company:

» The agreement with ITNL does not provide a service wise and amount wise bifurcation which would
help us ascertain that ITNL had carried out a broader scope of work. The scope of work of ITNL and
IFIN seems to be similar; however, the difference in the fees is significantly high. As stated in the
responses provided by the representatives of ITNL, ITNL had assisted IFIN however, we were not
provided any supporting documentation for the same (i.e. email communications, memo, etc.). Also,
we have not received any response with respect to the same traffic counts noted for the traffic study
conducted in different years.

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:
» Thus, our assessment remains unchanged with regard to the following observations:

o ITNL had potentially charged INR 27 crs for various services; however, services with
similar nomenclature were further sub-contracted to IFIN and FISPL on a back-to-back

basis for contracts amounting to INR 3.76 crs.

o ITNL had potentially earned a margin of INR 23.24 crs for various services undertaken
to be performed for the SBHL project, whereas the same scope of work was potentially

sub-contracted to third parties on a back-to-back basis at lower values.
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4.2.15 Claim Management Fees paid by PSRDCL to ITNL were potentially funded

by ITNL

Background

Based on the agreement dated 04 October 2016 between PSRCL and ITNL, PSRDCL had agreed
to pay an amount of INR 5 crs to ITNL w.e.f 01 April 2016 till completion of Dispute Resolution
Phase where ITNL had agreed to provide the following Claim Management Fees (‘CMF’) services to
PSRDCL:

o Engagement of legal counsel and/or law firms;

o Review of pleadings;

o Co-ordination with Law Firms, Legal Counsel and Senior Legal Counsel;

o Follow-up and reporting of Legal Proceedings in Dispute Resolution Phase;
o Advisory services in relation to legal proceedings;

o Carry out negotiations with NHAI or its counsel, in consultation with PSRDCL, in order
to effect any out-of-court settlement.

Observation

Based on the review of books of accounts of PSRDCL, it was noted that in the financial year 2017-
18 and financial year 2018-19, PSRDCL paid a total of INR 35.24 crs as CMF to ITNL.

During our end-utilization procedures, it was noted that CMF amounting to INR 24 crs was paid by
PSRDCL to ITNL out of the borrowings availed from ITNL itself. The details of the same are as
follows: (INR in crs)

# Date of Borrowing | Amount of | Payment date of | Amount  of

availed from ITNL ' Borrowing | CMF CMF paid

1 31 March 2017 7.80 | 05 April 2017 5.00
12 April 2017 2.00

2 03 May 2017 120.00 17 May 2017 5.00
3 30 June 2017 20.00 | 06 July 2017 3.00
4 31 August 2017 10.25 | 11 September 2017 5.00
5 28 February 2018 7.00 | 12 March 2018 4.00
Total 165.05 Total 24.00

Thus, based on the above-mentioned detalils, it appears that:

o PSRDCL utilized the borrowed funds of ITNL to pay 68% of the total claim management

fees, which amounts to INR 24 crs, back to ITNL.
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» Further, we were not provided with the basis of computation of individual service-wise cost breakup
and justification for charging CMF of INR 35.24 crs by ITNL to PSRDCL.

= Responses from the representatives of the company:

Fees were charged based on amended agreement of March 23, 2017 (provided to GT). As per the
amended agreement claim management fees of Rs 5 crs p.a. was payable if the claim amount is
upto Rs 500 crs and Rs 10 crs per annum if the same is higher. The total award amount for PSRDCL
was Rs 547 crs. Fees charged were in line with the terms of the agreement and as per the claim
management policy approved by Audit Committee. Thus, observation of GT is incorrect. Claim
management fees did not form part of project cost approved to be funded by lenders and the same
was paid out of funds available with the SPV.

GT Assessment:

= Based on the data provided by the representatives of ITNL, we have modified part of the observation.
However, the other part of the observation remains unchanged that loans availed by PSRDCL from
ITNL were utilised to remit CMF to ITNL as the representatives of ITNL has not provided any

response on it.
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4.2.16 Potential anomalies in the project cost estimate to potentially adjust

PDF/PMF payments of ITNL

Background

During our review and comparison of cost as per bid submitted to MPRDC vis-a-vis the cost as per

PIM submitted to lenders for MPBCDCL, we noted that the cost mentioned in the PIM were

substantially higher than the cost submitted to MPRDC. The details of the same are mentioned

below:
Particulars As per | % of total | As furnished | % of total | Excess in
Bid (INR | project in PIM | project cost
in crs) cost (INRin crs) cost (INRin crs)
Construction Related Cost 923.40 87% 1192 88% -269
PMF / PDF / O&M, Start-up 0% 20 1% -20
Cost -
Sub Total 923.40 1212
Preliminary and 57.54 5% 17 1% 41
Preoperative Expenses
IDC 75.60 7% 121 9% -46
Total 1,056.54 100% 1350 100% -293

Further, on comparison of cost as per Bids to MPRDC vis-a-vis the actual cost incurred for the said

project, we noted that the actual excess cost of INR 285 crs was incurred. The details of the same

are given below:

Particulars Bid to % of total Actual % of total | Changes in cost
NHAI project Cost project (INRin crs)
(INRin crs) | cost Incurred cost
(INRin crs)
Construction 923.40 87% 905.00 67% 18
Related Cost
PMF / PDF / O&M, - 0% 223.00 17% -223
Start-up Cost
Sub Total 923.40 1,128.00
Preliminary and 57.54 5% 61.81 5% -4
Preoperative
Expenses
IDC 75.60 7% 152.06 11% -76
Total 1,056.54 100% 1,342.00 100% -285

Note: The actual figures have been taken from the Project Costing Summary sheet shared by the

representatives of the ITNL.

Thus, based on the above-mentioned details, it appears that:

o Excess cost of INR 293 was submitted to the lenders as per the PIM compared to the

bid submitted to MPRDC.
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o PDF / PMF cost incurred on the project amounted to INR 223 crs; however, the same
did not form a part of the bid submitted to MPRDC.

= Further, we were not provided the basis of computation of individual service-wise cost breakup and
justification for charging PDF / PMF of INR 223 crs by ITNL and Spanco Limited to MPBCDCL.

= Responses from the representatives of the company:

The constructions related cost as per PIM seems to be inclusive of PDF/PMF since as per the
agreements for construction awarded for the project, total construction cost works out to Rs 885 crs.

Development cost as per PIM was Rs 1,165 crs.
GT Comments on the responses provided by the representatives of the company:

= The representatives of ITNL have not provided break-up/clarifications on pre-bid and post-bid
services rendered by ITNL to its SPVs in the nature of PDF/PMF. Hence, it is not possible to
ascertain the nature and quantum of PDF/PMF that pertained to the initial phase and later. As per
representatives of ITNL, if the PDF/PMF were charged at the initial stages, then it seems unusual
that a PDF/PMF was a significant contributor to the total project cost overruns. Further, it was also
observed through multiple emails that PDF/PMF was used as a source to achieve the profitability of
ITNL. (Refer Section 4.2.18)

= As per PIM, the budgeted PDF/PMF fees submitted to the lenders was INR 20 crs. Thus, it appears
that the PDF/PMF did not form part of the constructed related cost. Further, the PDF/PMF amount
charged to MPBDCL amounted to INR 111.50 crs, which helped ITNL achieve profitability for the
period of which otherwise would have reduced the profits by INR 111.50 crs.(Refer section 4.2.18).

= Also, there was no justification provided by the representative of ITNL for charging such higher
PDF/PMF by ITNL to SPVs. Further, it seems that the employee expenses were the major cost
incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF
charged by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual
employee cost. Also, the details/break-up of employee costs incurred or other costs incurred for
providing PDF/PMF services were not available for our review. Thus, our assessment remains that
the PDF/PMF fees charged by ITNL were significantly high compared to the cost incurred by ITNL
to provide the said PDF/PMF services.

GT Assessment:

» Thus, our assessment remains unchanged that PDF / PMF cost incurred on the project amounted
to INR 223 crs; however, the same did not form a part of the bid submitted to MPRDC.
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4.2.17 Potential pre-booking of income by ITNL in the form of PDF / PMF

Observation

= As per an email dated 17 July 2014 sent by Prashant Agarwal to Mukund Sapre with a copy marked
to George Cherian and Vijay Kini, it was stated that final signed MOUs for ‘detailed engg fee’
amounting to INR 100 crs for ‘Q7’was not provided. Instead, the said fees were divided between the
following entities:

# | Name of SPV Amount (INRin crs)
1 | BAEL 26.70
2 | IRIDCL 22.25
3 | KSEL 17.80
4 | KNCEL 13.35
5 | SBHL 8.90
Sub-Total 89.00
Add: Service Tax 11.00
Total 100.00

= Thus, from the above email, it appears that ITNL wanted to recognize PDF / PMF revenue of INR
100 crs during the quarter ended 30 June 2014; however, the documentation for the same was not

prepared.

= Further, on review of books of accounts of ITNL and the said SPVs, we noted that ITNL had
recognised PDF / PMF income, and the SPVs had capitalised the PDF / PMF expenses on 30 June

2014. The details of the same are as follows:

# | SPV MOU Date Amount Date of capitalization | Date of recognizing
inclusive of | of PDF / PMF fee in | PDF / PMF fees as
service tax books of SPV revenue in books of
(INR in crs) ITNL

1 | BAEL 28 March 2014 30.00 | 30 June 2014 30 June 2014

2 | IRIDCL | 28 March 2014 25.00 | 30 June 2014 30 June 2014

3 | KSEL 31 March 2014 20.00 | 30 June 2014 30 June 2014

4 | KNCEL | 20 March 2014 15.00 | 30 June 2014 30 June 2014

5 | SBHL 04 March 2014 10.00 | 30 June 2014 30 June 2014

Total 100.00

= |t is also pertinent to note that the email also stated that statutory auditors required the
documentation, and hence prior dated documents were prepared for the purpose of audit trial.

= Further, on reviewing the approvals for executing the aforementioned MOUSs provided to us by the
representatives of ITNL, it appears that no specific approval was taken, and only a copy of the email
dated 17 July 2014 was provided.

= From the above points and on review of MOUs of aforementioned SPVs provided to us by the

representatives of ITNL, it appears that:
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o PDF/PMF expenses capitalized by the SPVs and PDF / PMF income booked by ITNL
on 30 June 2014 were potentially done without any documentation being in place

initially.

o MOUs were prepared on a back-date basis to enable ITNL to recognize income in
Quarter 1 of FY 2014-15 as the said MOUs were dated March 2014; however, the email
indicates that MOUs were not executed at least until July 2014.

o Since the MOUs were not executed at least until July 2014 and since the capitalization
and income entries were already passed in June 2014, it appears that no actual services
were rendered by ITNL to the SPVs and that the MOUs were potentially utilized to inflate
the assets and income of SPVs and ITNL respectively and also submit the same as

supporting documentation to statutory auditors.

= Further, we were not provided with basis of computation of individual service-wise cost breakup and
justification for charging PDF / PMF of INR 100 crs by ITNL to BAEL, IRIDCL, KSEL, KNCEL and
SBHL.

= Responses from the representatives of the company:

As ITNL had already provided/was providing services to the project for which a formal agreement
was to be entered into between ITNL and the SPV. The documentation was completed later on for

which emails were exchanged.
GT Assessment:

= The responses provided by the representatives of ITNL are in line with the observation highlighted

above thus our assessment remains unchanged.
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4.2.18 Impact of PDF / PMF on the standalone profitability of ITNL

Background and Observation

= |ITNL is a company listed on the Bombay Stock Exchange (‘BSE’) and the National Stock Exchange of India (‘NSE’) with effect from 30 March 2010 and
is subject to various regulations laid down by the regulatory authorities. Further, being a listed company ITNL is required to submit the standalone and
consolidated financials statements to BSE and NSE. Investors consider financial results as a key decision-making factor to invest in the shares of a

company.

= Diagrammatic presentation of the impact of PDF / PMF on standalone profitability of ITNL.:

Impact of PDF / PMF on the standalone profitability of ITNL
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= Based on the review of audited standalone financial statements of ITNL, it was noted that ITNL had reported a total Profit before Tax (‘PBT’) of INR
3,296.88 crs during the period FY 2009-10 to FY 2017-18.

= Based on the details of the year-on-year fees charged by ITNL to various SPVs, provided to us by the representatives of ITNL, we noted that ITNL had
charged a total PDF / PMF of INR 3,443.84 crs during the period FY 2009-10 to FY 2017-18.

= The below table highlights the impact on the standalone profitability of ITNL during the period FY 2009-10 to FY 2017-18 if revenue recognised by way
of charging PDF / PMF is not considered*® (INR in crs):

# | Name of the SPV 2009-10 | 2010-11 2011-12 | 2012-13 2013-14 2014-15 | 2015-16 2016-17 | 2017-18 | Total
PBT as per 497.12 461.74 413.65 439.28 322.91 384.13 250.55 195.71 331.79 3,296.88
standalone financial
statements (A)

Less: PDF/PMF

1 | ACEL - - - - - - 173.57 - - 173.57
2 | BAEL - - - - 209.15 63.48 - 17.63 35.18 325.44
3 | BKEL - - - 56.10 30.00 39.99 - - - 126.09
4 | CNTL - 184.57 19.72 19.72 19.72 19.72 99.72 58.45 9.50 431.12
6 | FSEL - - - - - - 131.30 - - 131.30
7 | GRBDCL - - - - - - 4.56 - - 4.56
8 | HREL 123.65 9.30 9.30 26.70 - - - - - 168.95
9 | IRIDCL - 11.00 - 107.55 28.45 25.00 - - - 172.00
10 JICL - - - - - - 25.82 22.10 9.00 56.92
11 JRPICL 166.02 - 61.00 - - - - - - 227.02
12 | JSEL - 46.90 11.20 11.20 8.40 14.00 9.36 - - 101.06
13 | KNCEL - - 34.37 68.73 - 60.22 22.80 13.23 35.18 234.53
14 | KSEL - - - - 179.35 45.00 - 22.07 35.18 281.60
15  MPBCDCL - 111.50 - - - - - - - 111.50
16 | MBEL 103.95 24.62 20.10 13.26 13.26 9.95 - - - 185.14

48 On comparison of PDF / PMF provided in a spreadsheet namely "Project costing summary" by the representatives of ITNL vide email dated 17 November 2021 with
the SPV wise spreadsheets namely "Fees details" also provided to us by the representatives of ITNL, we noted that there was a discrepancy of INR 15.67 crs in PDF /
PMF charged by ITNL to its SPVs. We were unable to reconcile the same and it is excluded from the table.
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# | Name of the SPV | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17 | 2017-18 | Total

17 | NKEL - 4.63 - - - - - - - 4.63

18  PSRDCL 221.21 34.96 34.96 21.57 5.00 - - - - 317.70

19  SSTL - - - - 161.94 90.00 34.20 - - 286.14

20  SBHL - - - 76.57 - 25.00 - - - 101.57

21  TRDCL - 3.00 - - - - - - - 3.00
Total (B) 614.83 430.48  190.65 401.40 655.27  392.36 501.33  133.48  124.04  3,443.84
Profit / (Loss) (A-B) | (117.71) 31.26  223.00 37.88  (332.36) (8.23) | (250.78) 62.23  207.75 (146.96)

It can be noted from the above table-
o ITNL had recognised total revenue of INR 3,443.84 crs by charging PDF / PMF to its SPVs during FY 2009-10 to FY 2017-18.

o Incase ITNL had not recognised the aforesaid revenue, it would have potentially suffered a loss of INR 146.96 crs (INR 3,296.88 crs — INR
3,443.84 crs).

It was also noted that there were cost overruns in 21 SPVs due to excessive charging of PDF/PMF by ITNL on its SPVs, amounting to INR 2,125.42

crs (Refer Section 4.2 of the report).

Further, as highlighted in our Report 1.0 on special audit of ITNL and its SPVs dated 20 December 2019 (Refer page 21), our analysis of financial
statements of ITNL indicated that though ITNL had reported a profit during the review period, there was significant stress in the company due to

increased borrowings and related finance cost.

We were not provided with the approval mechanism / SOP which justify the basis for computing and charging in the nature of PDF / PMF by ITNL to its
SPVs.

Further, we identified emails relating to increasing the profitability of ITNL by charging PDF/PMF on SPVs, the details of which are mentioned in the
below table:
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Date Sender Receiver Particulars

01 Prashant Hari Bhavsar It was noted that ‘PDF’ of INR 182 crs was proposed for Q2 ending September 2015 for the
October Agarwal (ITNL) | (ITNL) following three projects:

2015 1. ACEL-INR 94 crs

2. FSEL-INR 76 crs

3. RRR (Phase VII) - INR 12 crs

Documents were requested to be arranged. Further, it was mentioned that to comply with the
RPT framework, MCAM would be required for each transaction.

08 Shrikant Makarand The following was mentioned in the email communication:
October Kukade (ITNL) | Sahasrabuddhe | Reports - he has already advised Rajesh/Tapan to keep it ready
2015 (ITNL) and Activities - shall be discussed and finalized once he is back in India on Saturday’
Tapan Parikh Further, it was advised to circulate the draft MoUs of ACEL and FSEL after making suitable
(ITNL) modifications.
12 Prashant Tapan Parikh It was noted that draft MoUs for both the projects were shared on 12 October 2015 to get them
October Agarwal (ITNL) | (ITNL) signed.
2015
12 Makarand Tapan Parikh It was discussed on 12 October 2015 that deliverables of ITNL for ACEL and FSEL projects
October Sahasrabuddhe | (ITNL) would be dated between 01 September 2015 to 30 September 2015 as the date of MoUs for
2015 (ITNL) both the projects was set on 01 September 2015.
Further, it was also stated to change the dates of traffic survey reports mentioned in the
deliverables.

= Responses from the representatives of the company:

ITNL was in the business of development of transportation infrastructure. The team at ITNL identified business opportunities, evaluated, bided for the
project and upon successful award of the project developed and operated the project during the concession period. The structure of BOT project —
through concession agreement required each of the project to be domiciled in a Special Purpose Vehicle (SPV). All the expertise, technical — design,
construction and operations & maintenance related, financial, legal were domiciled in ITNL at HoldCo level and services during all stages of projects,
prebid, bid, development, construction and operations were provided by ITNL to the SPVs. ITNL had an experienced professional team of senior
managers having vast experience of management and operational in the surface transportation sector. It also had an in-house design team, advanced
capabilities in terms of designing of projects and technology used, quality control. The benefits of all these expertise and capabilities was provided by

the HoldCo to the SPVs. It would not have been practical and feasible to replicate that across all the SPVs. PDF/PMF were charged for all those
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services provided by ITNL to SPVs. Hence PDF/ PMF cannot be ignored and had to be charged to the SPV. Charging PDF / PMF to SPVs by the
promoters, who end up doing all the work, used to be a standard industry practice in BOT projects. The % of PDF/PMF may had varied from project to
project and was decided by the then Senior Management (MD and ED).

GT Comments on the responses provided by the representatives of the company:

= The observation highlights the profitability of ITNL in case the PDF/PMF revenue was not recorded in the books of accounts. Further, multiple mail
correspondences were highlighted where it was stated that PDF/PMF revenue was to be recorded in order to achieve desired profitability in ITNL. Also,

the break-up/components of PDF/PMF was not made available for our review, which would help us understand the basis of computation of PDF/PMF.

= Also, there was no justification provided by the representative of ITNL for charging such higher PDF/PMF by ITNL to SPVs. Further, it seems that the
employee expenses were the major cost incurred by ITNL for providing PDF/PMF. Analyses of annual employee cost vis-a-vis the PDF/PMF charged
by ITNL indicate that the PDF/PMF fees charged was significantly higher than the annual employee cost. Also, the details/break-up of employee costs
incurred or other costs incurred for providing PDF/PMF services were not available for our review. Thus, our assessment remains that the PDF/PMF
fees charged by ITNL were significantly high compared to the cost incurred by ITNL to provide the said PDF/PMF services.

GT Assessment:

= Thus, our assessment remains unchanged that in case ITNL had not recognised PDF/PMF, it would have potentially suffered a loss of INR 146.96 crs
(INR 3,296.88 crs — INR 3,443.84 crs).
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4.2.19 Potential non-compliance of Related Party Framework with regard to

PDF/PMF charged by ITNL to its SPVs

Based on the review of Audit Committee (‘AC’) Meeting minutes dated 12 August 2014, it was noted
that a draft policy and framework for Related Party Transactions (‘RPTs’) were presented to the AC
(approved by Board of Directors on 13 August 2014). The said related party framework described
the process pertaining to the RPTs such as identifying coverage of transactions, approval process,

reporting of transaction to the audit committee, approach for dealing with RPTs etc.

The said related party framework also provided percentage range for PDF/PMF to be charged by
ITNL to SPVs. It was stated that the PDF/PMF would be in range of of 7% to 9% of the total project
cost for services which included engineering services, project management charges, detailed design
& drawings, establishment & administrative cost, safety enviornmental & quality control charges, pre-
construction activities, etc. However, we were not provided with the documentation which provides
justification of charging PDF/PMF fees by ITNL to its SPVs.

During our review, we noted few instances where the percentage of budgeted PDF/PMF charged by
ITNL to its SPVs exceeded the benchmark/approval stated in the related party framework. The below
table provides a comparison of budgeted PDF/PMF fees to the budgeted total project cost where it
can be noted that in seven SPVs the budgeted PDF/PMF exceeded 9% of the budgeted total project

cost: (INR in crs)

# | SPV Date of | Budgeted | Budgeted | % of Budgeted Excess
PIM Total PDF & Budgeted | PDF/PMF (As PDF/PMF
Project PMF (B) PDF to per RPTs Policy | Charged
cost Budgeted | and Framework) | (B-C)
(TPC") (A) Cost (B/A) | (i.e. 9% of TPC)
(C) = (A*9%)
1 IRIDCLI | May-13 349.40 55.49 15.88% 31.45 24.04
2 | JSEL Aug-10 823.99 103.40 12.55% 74.16 29.24
3 | JICL Dec-15 615.00 72.22 11.74% 55.35 16.87
4 | JRPICL Sep-11 2,141.00 212.00 9.90% 192.69 19.31
5 | HREL Dec-09 869.18 85.87 9.88% 78.23 7.64
6 | KSEL Aug-15 1,880.00 180.00 9.57% 169.20 10.80
7 | PSRDCL | Dec-09 1,376.70 130.00 9.44% 123.90 6.10
Total 838.98 724.97 114.00

(Note: We have considered the highest % i.e. 9% from the range of 7% - 9% approved in RPT framework for
charging the PDF/PMF by ITNL to its SPVS)

Further, on comparison of the actual project cost vis-a-vis the actual PDF/PMF fees charged by ITNL
to its SPVs, it was noted that in 12 SPVs, the percentage of actual PDF/PMF charged by ITNL to its
SPVs had exceeded the benchmark/approval stated in the related party framework. The below table

provides details of the same: (INR in crs)
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# SPV Date of = Actual Project  Actual PDF | % of Actual Excess
PIM Costason 31 | & PMF (B) Actual PDF/PMF (As | PDF/PMF
March 2018 PDF to per RPTs Charged

(A) Actual Policy and (B-C)
Cost Framework)
(B/A) (i.e. 9% of
TPC)
(C) = (A*9%)

1 GRBDCL | Oct-15 21.05 4.56 21.67% 1.89 2.67
2 IRIDCL | May-13 351.09 66.15 18.84% 31.60 34.55
3 BKEL Jul-12 725.71 126.09 17.37% 65.31 60.77
4 HREL Dec-09 1,161.12 180.53 15.55% 104.50 76.03
5 | JRPICL Sep-11 2,551.73 383.86 15.04% 229.66 154.20
6 PSRDCL | Dec-09 2,125.16 317.71 14.95% 191.26 126.44
7 JICL Dec-15 419.93 56.92 13.55% 37.79 19.13
8 BAEL Jul-15 2,443.37 324.99 13.30% 219.90 105.09
9 KSEL Aug-15 2,451.64 281.60 11.49% 220.65 60.95
10 A SBHL Sep-12 967.38 101.57 10.50% 87.06 14.51
11  KNCEL Apr-12 2,288.07 234.52 10.25% 205.93 28.60
12 TRDCL Aug-09 385.63 35.28 9.15% 34.71 0.58
Total 2,113.78 1,430.27 683.52

(Note: We have considered the highest % i.e. 9% from the range of 7% - 9% approved in RPT framework for
charging the PDF/PMF by ITNL to its SPVs)

= Also, the said related party framework was revised and approved by Board of Directors on 29 May
2017. As per the revised framework, the PDF/PMF to be charged by ITNL to SPVs should be in the
range of 2% to 5%. However, we were not provided with the documentation which provides
justification of charging PDF/PMF fees by ITNL to its SPVs.

= Based on our review of the projects whose PIM was executed post 29 May 2017, it was noted that

in three SPVs the percentage of actual PDF/PMF fees to the actual total project cost exceeded the

benchmark/approval stated in the revised related party framework. The below table provides details

of the same (INR in crs):

# SPV Date Actual Actual | % of Actual Actual Excess
of PIM | Project Cost | PDF & | PDF to Actual | PDF/PMF (As PDF/PMF
as on 31 PMF Cost (B/A) per RPTs Charged
March 2018 (B) Policy and (B-C)
(A) Framework)
(i.e. 5% of TPC)
(©)
1 ACEL May-17 441.84 | 173.57 39.28% 22.09 151.48
2 | SSTL | Jun-17 821.57 286.14 34.83% 41.08 245.06
3 | FSEL | Jun-18 1,286.77 | 131.30 10.20% 64.34 66.96
Total 591.00 127.51 463.49

= Thus, it appears that there is a potential non-compliance of the related party framework with regard
to the percentage of the PDF/PMF charged by ITNL to its SPVs.
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4.3 Instances indicating potential issues in construction cost incurred by
ITNL and its SPVs
Background
= Based on an email dated 04 May 2019, the representatives of ITNL had provided us with a document
explaining the process of ITNL from the point of bidding to billing.
= On the review of the document described above, it was noted that post-award of the project and
signing of the concession agreement with the Authority, ITNL entered into a development agreement
with the SPV for executing the construction activities on behalf of the SPV. Further, ITNL appoints
subcontractors to post the bidding process to carry out the construction activities*.
= Based on the email dated 17 November 2021, the data provided by the representatives of ITNL
pertaining to the details of cost overruns/savings of 23 SPVs as on 31 March 2018.
= Further, it was noted that there were cost overruns in 14 SPVs (out of 26 SPVs/projects covered
under our scope) due to excess construction cost amounting to INR 2,776.87 crs. Further, there
were cost savings in construction cost in 9 SPVs, amounting to INR 393.24 crs. Data pertaining to
cost overruns/savings of the remaining 3 SPVs / projects were not available for our review®.
= The below table provides the summary of cost overruns in 15 SPVs amounting to INR 2,737.88 crs
due to excess construction cost incurred:
# | Name of Completion Budgeted Actual Cost
SPV status of the Construction Proportionate | Construction overruns
project as on Cost budgeted Cost (D) dueto
31 March 2018 (B) Construction | (INRincrs) | Construction
(A) (INRin crs) Cost Cost
(%) (C=A*B) (E=D-C)
(INRin crs) (INRin crs)
1 | MBEL 100% 1,709.50 1,709.50 2,178.60 469.10
2 | JSEL 100% 598.70 598.70 1,006.46 407.76
3 | KSEL 82% 1,605.00 1,316.10 1,714.62 398.52
4 | CNTL 100% 2,740.00 2,740.00 3,123.84 383.84
5 | PSRDCL 100% 1,140.20 1,140.20 1,484.81 344.61
6 | KNCEL 63% 1,948.55 1,227.59 1,555.67 328.08
7 | HREL 100% 697.00 697.00 845.30 148.30
8 | JRPICL 100% 1,510.50 1,510.50 1,593.49 82.99
9 | TRDCL 100% 293.00 293.00 358.30 65.30
10 | NKEL 100% 450.00 450.00 492.72 42.72
11  ACEL 10% 2,226.00 222.60 246.69 24.09
12 | KSFL 100% 292.00 292.00 313.00 21.00
13 WGEL 100% 190.30 190.30 201.40 11.10

49 For detailed process refer to Section 3.3 of the report titled “Process understanding”
50 Data pertaining to cost overruns / savings in construction cost incurred by 3 projects viz. CMRL, BHRP and
MPSRDC was not considered since these were EPC/Item rate contracts .
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# Name of Completion Budgeted Actual Cost
SPV status of the Construction Proportionate | Construction overruns
project as on Cost budgeted Cost (D) dueto
31 March 2018 (B) Construction | (INRin crs) | Construction
(A) (INRin crs) Cost Cost
(%) (C=A*B) (E=D-C)
(INRin crs) (INRin crs)
14 | FSEL 58% 1,852.00 1,074.16 1,084.28 10.12
15 GRBDCL 7% 207.00 14.49 14.83 0.34
Total 17,459.75 13,476.14 16,214.02 2,737.88

= Also, it was noted that the total contract value awarded to subcontractors on the projects under
review was INR 24,258.16 crs

= Below is the list of major subcontractors who have been awarded contracts:

# | Name of vendors Total value of contracts % of total contracts
awarded (INR in crs) awarded (%)

1 | GHV (India) Private Limited 2,827.97 11.66%

2 | APCO Infratech Private Limited 2,967.14 12.23%
(including JV partners)

3 | Beigh Construction Company Private 767.55 3.16%
Limited (including JV partners)

4 | G R Infraprojects Limited 2,001.57 8.25%

5 | IL&FS Engineering & Construction 2,567.47 10.58%
Company Limited

6 | Oriental Structural Engineers Private 1,868.98 7.70%
Limited

7 | Leighton Contractors India Private 2,627.00 10.83%
Limited

8 | Montecarlo Limited 646.2 2.66%

9 | Ramky Infrastructure Limited 1,120.10 4.62%

10 New India Structures Private Limited 527.75 2.18%

11 | Punj Lloyd Limited 574.59 2.37%

12 | Roadway Solution Private Limited 350.79 1.45%

13 | Others 5,411.04 22.31%
Total construction cost of the 24,258.16 100.00%

contracts under review
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Potential irregularities noted in dealings with GHV India Private Limited

= We had highlighted multiple anomalies in relation to the close nexus of the then KMPs of IL&FS
group and dealings with GHV India Private Limited (‘GIPL’) in our Report 1.0 on the special audit of
ITNL and its SPVs dated 20 December 2019 (Refer page 202 for detailed observations).

= Based on additional work procedures performed in terms of documentation and email review, we

have identified below mentioned anomalies in addition to the previous report.

Date Sender | Receiver | Particulars
19 August | Mukund | SC It was noted that then representatives of I