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IPO Details:
Issue Open Date
Issues Close Date
Issue Size

Fresh Issue

Offer of Equity Shares by way of Offer for Sale by the Selling
Shareholders

QIB Portion

Non-Institutional Investors

Retail Individual Investors

Pre-Offer and post-Offer Equity Shares
Equity Shares outstanding prior to the Offer
Equity Shares outstanding after the Offer
Price Band

Lower Price Band

Upper Price Band

Bid Lot

Indian Railway Finance Corporation Limited

18-January-2021
20-January-2021

1,782,069,000 Equity Shares of Rs10 (aggregating up to Rs.
4,633.38 crore)

1,188,046,000 Equity Shares of Rs 10 amounting Rs 3089 crore
(at the upper price band)

Up to 59,40,23,000 Equity Shares aggregating up to Rs.
1544.46 crore (at the upper Price band)

Not more than 50% of the Net Issue shall be available for
allocation to QIBs.

Not less than 15% of the Net Issue
Not less than 35% of the Net Issue

11,880,460,000 Equity Shares
13,068,506,000 Equity Shares

Rs25 per share
Rs 26 per share
Minimum of 575 shares and in multiples of 575 shares

Source: RHP

Objects of the issue
Net IPO proceeds are proposed to be utilised for the following objects:

* To augment company’s equity capital base to meet business future growth requirements.
¢ To meet general corporate purposes.

Pre and Post IPO Shareholding Pattern

Pre Issue Shareholding ‘
‘ % of Shareholding ‘

Post Issue Shareholding
‘ % of Shareholding

No of Shares No of Shares

Promoter 11,88,04,60,000 100% Promoter 11,28,64,37,000 86.36%
Public and others 0 0% Public & Others 1,78,20,69,000 13.64%
Total No of Shares 11,88,04,60,000 100% 13,06,85,06,000 100%

Source: RHP
About the company

¢ Indian Railway Finance Corporation Limited (IRFC) is the dedicated market borrowing arm of the Indian
Railways. Its primary business involves financing the acquisition of rolling stock assets, which includes
powered and unpowered vehicles such as locomotives, coaches, wagons, trucks, flats, electric multiple
units, containers, cranes, trollies of all kinds and other items of rolling stock components, etc, leasing
of railway infrastructure assets and national projects of the Government of India and lending to other
entities under the Ministry of Railways (MoR), Government of India.

¢ The MoRisresponsible for the procurement of Rolling Stock Assets and for the improvement, expansion
and maintenance of Project Assets. The company is responsible for raising the finances necessary for
such activities.

+ At the beginning of each Fiscal, the MoR provides IRFC with a target fund requirement based on
its planned capital expenditure, which the company meets by raising funds through various sources
including the issue of taxable and tax-free bonds in India, term loans from banks/ financial institutions,
external commercial borrowings including bonds and syndicated loans, internal accruals, asset
securitisation and lease financing.

¢ In FY2020, IRFC financed Rs. 71,392 crore accounting for 48.22% of the actual capital expenditure of
the Indian Railways.
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Key investment rationale

Strategic role in financing growth of Indian Railways

IRFC incorporated as the dedicated market borrowing arm for the Indian Railways and have played a
strategic role in financing the operations of the Indian Railways. In FY2020, IRFC financed an amount of
Rs. 71,392 crore, accounting for 48.22% of the actual capital expenditure of the Indian Railways. In FY2018,
FY2019, FY2020, and in the six months ended September 30, 2020, IRFC financed Rolling Stock Assets
worth Rs 18,669.8 crore, Rs. 24,055 crore, Rs 33,544.1 crore and Rs. 10,816.3 crore, respectively. In addition
to financing Rolling Stock Assets, IRFC has also financed Project Assets worth Rs 33,940 crore and Rs.
7,500 crore in FY2020 and the six months ended September 30, 2020, respectively. We believe that the
Indian Railways’ extensive future expansion plans will involve significant financing and we believe that
operations, as a primary financing source for the Indian Railways, will increase significantly.

Strong credit ratings in India and diversified funding sources aid competitive borrowing costs

Indian Railway Finance Corporation Limited (IRFC) is the dedicated market borrowing arm of the Indian
Railways. It funds acquisitions of Rolling Stock Assets and Project Assets through market borrowings under
various maturities and currencies. IRFC’s ability to source external commercial borrowings in the form
of syndicated foreign currency term loans, issuance of bonds/ notes in offshore markets at competitive
rates helps supplement the domestic funding. Diversified sources of funding, credit ratings and strategic
relationship with the MoR have helped to keep cost of borrowing competitive.

Cost of borrowings stood at 6.82%, 7.09% and 7.27% in FY2018, FY2019 and FY2020, respectively, and at
3.91% and 3.55% (non-annualized) in the six months ended September 30, 2019 and 2020, respectively.
IRFC has received the highest credit ratings from CRISIL — CRISIL AAA and CRISIL A1+, ICRA — ICRA AAA
and ICRA A1+, and CARE — CARE AAA and CARE AT+ The company has also been accorded with Baa3
(Negative) rating by Moody’s, BBB- (Stable) rating by Standard and Poor’s, BBB- (Negative) rating by Fitch
and BBB+ (Stable) rating by Japanese Credit Rating Agency.

Consistent financial performance and cost plus model

IRFC’s cost-plus based standard lease agreement with the MoR has historically provided it with a margin
over the weighted-average cost of borrowing determined by the MoR in consultation with IRFC at the end of
eachfiscal. In FY2020, IRFC was entitled to a margin of 40 bps over the weighted average cost of incremental
borrowing for financing Rolling Stock Assets and a margin of 35 bps over the weighted-average cost of
incremental borrowing for financing Project Assets. The weighted average cost of incremental borrowing
factors in any expenses incurred by IRFC with respect to foreign currency hedging costs and/ or losses (and
gains, if any) as well as any hedging costs for interest rate fluctuations. Similarly, IRFC follows the cost-plus
pricing model for financing of Other PSUs, which typically fetch relatively higher margins. Such financing
activity along with the deployment of net owned funds allowed it to maintain a net interest margin of 1.83%,
1.57%, 1.38% and 0.71% in FY2018, FY2019 and FY2020, and the six months ended September 30, 2020,
respectively.

Low-risk business model

The Company’s relationship with the MoR enables to maintain a low-risk profile. Typically, expenses incurred
with respect to any foreign currency hedging costs and/ or losses (and gains, if any) as well as any hedging
costs for interest-rate fluctuations are built into the weighted average cost of incremental borrowing. This
enables IRFC to earn a margin, as determined by the MoR in consultation at the end of each fiscal, over
the life of the lease. Risks relating to damage of Rolling Stock Assets as a result of natural calamities and
accidents are also passed on to the MoR. Further, the MoR is required to indemnify at all times from and
against any loss or seizure of the Rolling Stock Assets under distress, execution or other legal process.

As of September 30, 2020, IRFC did not have any non-performing assets. Although historically IRFC has
not been required to resort to such funding from the MoR, its liquidity risk is also minimised as the ministry
is required to cover any funding shortfall required by IRFC for the redemption of bonds issued by it on
maturity or repay term loan facilities availed by the company. The MoR has historically never defaulted in
its payment obligations under the Standard Lease Agreement.
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Experienced senior management and committed team

We believe that the industry knowledge and experience of senior management has enabled IRFC to develop
and implement a consistent business plan and streamlined operational procedures, and have allowed it
to maintain consistent business growth over the years. In particular, members of senior management team
have extensive experience in the finance industry.

As of September 30, 2020, IRFC has had 26 permanent employees. A senior management team and
executive team have a range of professional qualifications and experience in corporate lending, structured
finance and law, working at government agencies as well as leading commercial banks and financial
institutions.

Key risks

¢ |IRFC derives a significant amount of their revenue from operations from the Indian Railways. A loss
of or reduction in business from the Indian Railways, any direct borrowing by the Indian Railways or
introduction of any new avenues of funding by the Ministry of Railways, Government of India (the “MoR”)
could have an adverse effect on the business.

¢+ Any slowdown in the growth of Indian Railways will impact the business and results of operations.

¢ Any disruption in IRFC’s funding sources or any inability to raise funds at a low cost could have a
material adverse effect on their business, financial condition and results of operations.

¢ Inthe eventthe margin on the Rolling Stock Assets leased to the MoR by the Company is not favourable,
it may have an adverse impact on their financial condition and results of operation.

¢ Anychange in the terms of the Standard Lease Agreement entered into by IRFC with the MoR may have
an adverse effect on their business, financial position and result of operations.

¢+ Anydowngrade in the credit ratings or India’s debt rating could increase our finance costs and adversely
affect IRFC’s ability to borrow funds and their business, results of operations, financial condition and
cash flows.

¢+ IRFC is currently exempt from provisioning requirements in respect of deferred tax assets or deferred
tax liability, however, there can be no assurance that the MCA will not withdraw the exemption in future.

Valuations

There are no directly comparable peer companies which operate in a business space similar to that of
IRFC. However, when comparing it with other PSU NBFCs, IRFC stands apart with nil NPAs but lower (albeit
stable) margins. On a diluted basis at the upper price band, IRFC is valued at Y1x FY20 BVPS. However,
being the dedicated market borrowing arm for the Indian Railways, IRFC enjoys the highest possible credit
ratings for an Indian issuer both for domestic and international borrowings.

Particulars | IRFC | REC | PFC
Gross NPA (%) NIL 5.2 6.2

NNPA (%) NIL 2.0 26

ROE (%) 12.2 13.9 12.5
ROA (%) 1.2 14 16

CcMP 26.0 146.0 121.4
P/EPS 76 5.9 5.7

P/BVPS 1.0 0.8 0.7

Note:

ROE, ROA, BVPS, EPS are for FY2020; GNPAs/NNPA for H1 FY2021 end
Closing Price for REC, PFC as on 15-01-2021; Upper Price band for IRFC
Source: RHP, Company, Bloomberg, Sharekhan Research
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FINANCIALS

Restated Consolidated Statement of Profit and Loss

Particulars

Revenue from operations
Interest income

Dividend income

Lease income

Total revenue from operations
Other income

Total income

Expenses

Finance costs

Impairment on financial instruments
Employee benefit expense

Depreciation, amortization and impairment
Other expenses

Total expenses

Profit before exceptional items and tax
Exceptional items

Profit before tax

Tax expense

Current tax

Deferred tax

Total Tax Expenses

Profit for the period
Earnings per equity share
Basic (Rs.)

Diluted (Rs.)
Source: RHP

January 16, 2021

Half Year
ended

30
September
2020

1,716.78
0.23
5,666.11
7,38312
1.7
7,384.83

5,440.98
2.65
0.23

5412

5,497.99

1,886.84

1,886.84

1,886.84

1.59
1.59

Half Year
ended

30
September
2019

1,403.49
5171.28
6,574.77
212
6,576.89

4,937.32
2.25

0.22

6.71
4,946.50

1,630.39

1,630.39

1,630.39

174
174

Year
ended
31 March
2020

2,748.00
0.59
10,672.43
13,421.02
0.07
13,421.09

10,162.66
214

6.27

0.46

57.47
10,228.99

3,192.10

3,19210

3,192.10

3.40
3.40

Year ended
31 March
2019

1,723.07
0.51
9,263.77
10,987.35
0.00
10,987.36

8,183.06
27.54
6.25
0.42
1474
8,232.01

2,755.34

2,755.34

615.41

615.41

2,139.93

3.26
3.26

Rs in Crore

Year ended
31 March
2018

988.57
0.49
8,217.91
9,206.97
0.87
9,207.84

6,637.59
5.52
0.35

32.44
6,675.90

2,531.94

2,531.94

530.48

530.48

2,001.46

3.07
3.07
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Restated Consolidated Statement of Assets and Liabilities

Balance Sheet

Financial Assets
Cash and cash equivalents

Bank balances other than cash and cash

equivalents

Derivative financial instruments
Receivables

- Lease receivables

Loans

Investments

Other financial assets

Total financial assets

Non-financial Assets

Current tax assets (net)
Property, plant and equipment
Other intangible assets

Other non-financial assets
Total non-financial assets
Total Assets

IIl. Liabilities and equity
Financial Liabilities

Derivative financial instruments
Trade Payable

(i) total outstanding dues of micro enterprises

and small enterprises

(ii) total outstanding dues of creditors other
than micro enterprises and small enterprises

- Other payables

(i) total outstanding dues of micro enterprises

and small enterprises

(ii) total outstanding dues of creditors other
than micro enterprises and small enterprises

Debt securities

Borrowings (other than debt securities)

Other financial liabilities
Total financial liabilities
Non-financial Liabilities
Current tax liabilities (net)
Provisions

Deferred tax liabilities (net)
Other non-financial liabilities
Total non-financial liabilities

Total liabilities

Equity

Equity share capital

Other equity

Total equity

Total liabilities and equity
Source: RHP
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As at 30-
Sep-20

17
94.2

1,53,846.8
6,243.0
1.4
1,29,336.4
2,89,533.6

8631

10.9

0.0

1,579.0
2,453.0
2,91,986.6

388.3

0.2

44.0

1,61,258.7
84,090.7
14,502.9
2,60,284.8

9.3
5.6
14.9

2,60,299.6

11,880.5
19,806.5
31,6870
2,91,986.6

As at 30-
Sep-19

1.3
9,617.5

1,34,922.5
5,649.5
1.9
85,969.3
2,36,1721

625.2

11

01

1,469.5
2105.9
2,38,278.0

310.2

0.5

14.8

1,35,189.6
49,4421
27,050.4
2,12,007.6

14.1
10.8
24.9

2,12,032.5

9,380.5
16,865.0
26,2455
2,38,278.0

As at 31-
Mar-20

1.4
99.4

1,48,579.8
6,423.4
1.5
118,274.3
2,73,389.7

630.8

1.0

0.0
1,472.5
214.4
2,75,5041

406.5

01

377

1,55,290.5
79,086.3
10,337.4
2,45,158.4

13.8
32.2
46.0

2,45,204.4

11,880.5
18,419.3
30,299.8
2,75,504.1

As at 31-
Mar-19

37
774

46.7

1,25,026.5
5,895.5
131
73,823.9
2,04,886.8

41.5

1.2

01

1,498.7
1,551.5
2,06,438.3

310.6

0.0

12.2

1,23,597.9
50,334.8
7,299.9
1,81,555.4

1.8
4.8
16.6

1,81,572.0

9,380.5
15,485.8
24,866.3
2,06,438.3

Rs in Crore

As at 31-
Mar-18

11
987
96.8

1,09,471.7
5,238.0
14.0
45,0773
1,59,997.6

38.8

1.3

0.0
1,403.3
1,453.5
1,61,451.0

749.6

0.2

8.5

1,10,844.2
23,161.3
5,692.8
1,40,456.6

10.8
659.3
67041

1,41,126.8

6,526.5
13,797.8
20,3243
1,61,451.0
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Selected Financial Information and Ratios Rs Crore, except percentages
As of / for the year ended March 31, S EHET R EP T
. ended
Farticulars 2018 2019 2020 | 2019
Rs Crore, except percentages

AUM 1,54,534.67 2,00,937.33 2,66,136.99 2,21,910.25 2,78,007.59
AUM Growth (%) 2473% 30.03% 32.45% NA 25.28%
Average AUM 1,39,216.34 1,77,736.00 2,33,53716 21,42379 2,72,072.29
Disbursements 36,722.25 52,535.19 71,392.07 24,534.33 19,016.38
Disbursement Growth (%) 33.59% 43.06% 35.89% NA -22.49%
Adjusted Interest Income 10,728.76 13,69715 18,063.56 8,621.03 10,448.54
Adjusted Finance Costs 8,174.96 10,915.57 14,839.03 7,009.57 8,515.63
Net Interest Income 2,553.80 2,781.58 3,224.53 1,611.45 1,932.91
Adjusted Total Income 2,569.38 2,804.29 3,258.36 1,637.44 1,94214
Operating Expense 38.31 21.406 64.191 9174 57.008
Credit Cost 0 27.544 2141 -2123 -14.36
Cost of Borrowings 6.82% 7.09% 7.27% 3.91% 3.55%
Net Interest Margin 1.83% 1.57% 1.38% 0.76% 0.71%
Cost to Income Ratio 1.49% 0.76% 1.97% 0.56% 2.94%
Operating Expense/ Average AUM (%) 0.03% 0.01% 0.03% 0.004% 0.02%
Gross NPA/ Net NPA NIL NIL NIL NIL NIL
Source: RHP

Return and Leverage Metrics
As of/ for the six months

As of / for the year ended March 31,

Particulars ended

2018 2019 2020 |
Return on Average Net Worth (%) 12.33% 9.47% 1.57% 6.38% 6.09%
Return on Average Total Assets (%) 1.38% 116% 1.32% 0.73% 0.66%
Average Debt / Average Net Worth 738 6.81 74 7.02 774
Net Gearing Ratio 6.59 6.99 774 7.03 774

Average Net Worth as a percentage of

O, 0O, ) O, [o)
Average Total Assets 1119% 12.28% 11.45% 11.49% 10.92%
Earnings per Share (Rs) 3.07 3.26 3.4 174 1.59
Book Value per Share (Rs) 3114 26.51 25.5 27.98 26.67

* Ratios as of and for the period ended September 30, 2019 and 2020 are not annualized.
*EPS for period ended September 30, 2019 and 2020 are not annualized.
Source: RHP

Business Overview

IRFC is the dedicated market borrowing arm of the Indian Railways. Its primary business is financing the
acquisition of rolling stock assets, which includes both powered and unpowered vehicles, for example
locomotives, coaches, wagons, trucks, flats, electric multiple units, containers, cranes, trollies of all kinds
and other items of rolling stock components as enumerated in the standard lease agreement (collectively,
“Rolling Stock Assets”), leasing of railway infrastructure assets and national projects of the government
of India (collectively, “Project Assets”) and lending to other entities under the Ministry of Railways,
government of India (“MoR”). The MoR is responsible for the procurement of Rolling Stock Assets and for
the improvement, expansion and maintenance of project assets.

The company is wholly-owned by the Government of India acting through the MoR. The company is
registered with the Reserve Bank of India as a NBFC (Systematically Important) and are classified under
the category of an “Infrastructure Finance Company” under Section 45-1A of the Reserve Bank of India Act,
1934.
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IRFC follows a financial leasing model for financing the rolling stock assets. The period of lease with
respect to rolling stock assets is typically 30 years and comprises a primary period of 15 years followed
by a secondary period of 15 years, unless otherwise revised by mutual consent. In terms of the leasing
arrangements, the principal amount pertaining to the leased assets is effectively payable during the
primary 15 years lease period, along with the weighted average cost of incremental borrowing and a
margin determined by the MOR in consultation with IRFC at the end of each fiscal.

Typically, the weighted average cost of incremental borrowing factors in any expenses incurred by the
company with respect to any foreign currency hedging costs and/ or losses (and gains, if any) as well
as any hedging costs for interest rate fluctuations. A nominal amount of Rs 100,000 per annum shall be
payable for the second 15 year period or until the rolling stock assets are sold out to the MoR or any other
buyer before the completion of the lease period. The lease rentals during the second 15 year period are
subject to revision with mutual consent.

As of September 30, 2020, its total AUM consisted of 55.34% of lease receivables primarily in relation to
Rolling Stock Assets, 2.25% of loans to central public sector enterprises entities under the administrative
control of MoR (“Other PSU Entities”), and 42.41% of advances against leasing of Project Assets.

Other Highlights

¢+ Income Tax Act: Tax savings bonds (long term - specified asset) issued by the Indian Railway Finance
Corporation Limited are eligible for tax exemption u/s 54EC (ba) of the Income Tax Act 1961.

¢ GST: Services of leasing of assets (rolling stock assets including wagons, coaches, locos) by the Indian
Railways Finance Corporation to Indian Railways is exempt from GST

¢ Tax Liability:

o The Company has adopted section 115BAA w.e.f 01.04.2019 due to its adoption, the Company is not
required to pay tax under MAT and now the Company has to pay tax @ 25.168%.

o Considering adjustment of brought forward unabsorbed depreciation, tax liability of the company
shall remain Nil till the unabsorbed depreciation full adjustment.

o The Company is not liable to pay dividend distribution tax (DDT) due to abolition of Section 1150 of
Income Tax Act w.e.f AY. 2021-22.

Key Management Personnel

¢ Baldeo Purushartha is a Part-time Government Director of the Company. He is an IAS officer and a
Joint Secretary at the Department of Economic Affairs, Ministry of Finance, Gol. He holds a bachelor’s
degree and a master’s degree in history, from the University of Delhi. He is on the board of several
institutions, including the India Infrastructure Finance Company Limited, ONGC Videsh Limited, Indian
Railway Stations Development Corporation Limited and Asian Infrastructure Investment Bank. In the
past, he has discharged several governmental roles, including Secretary to the Government of Punjab,
Municipal Commissioner, Chandigarh Municipal Corporation, Secretary, Lokpal, Punjab, Chandigarh and
Divisional Commissioner, Jalandhar. He has also been the recipient of several awards and accolades,
national and international.

¢ Chetan Venugopal is a Part-time Non-official Director (Independent Director) of the Company. He holds
a bachelor’s degree in commerce from Bangalore University. He has also participated in the Executive
Education Programme on “International Financial Reporting” conducted by the Indian Institute of
Management, Bangalore. He is admitted as a fellow member of the ICAIL. He has prior experience in
the field of finance, strategy and consulting. He is the co-founder and a director on the board of Pierian
Services Private Limited and Pierian Digital Private Limited. He has previously worked with Netkraft
Private Limited and was founding partner at Chetan and Gurunath, Chartered Accountants.
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*

Ashok Kumar Singhal is a Non-official Director (Director) of the Company. He is a former head of the
Indian Cost Accounts Service. He holds a bachelor’s degree in arts and a bachelor’s degree in law
from Dr. Bhimrao Ambedkar University (formerly, Agra University). He also holds a master’s degree in
science, with a specialisation in finance from the University of Strathclyde, United Kingdom. He is also
a qualified chartered accountant, and fellow member of the ICAI. He has prior experience in the fields
of finance, management and administration. He has held various positions with the Gol in the past,
including as the additional chief advisor (cost) at the Ministry of Finance (department of expenditure),
principal adviser (finance) at the Ministry of Defence, adviser (pricing) at the Ministry of chemicals &
fertilisers, director (finance) at the Ministry of Finance (department of revenue), among several others.

Bhaskar Choradia is a part-time government director. He is an officer of the Indian Railway Accounts
Service. He holds a bachelor’s degree in mechanical engineering from the University of Roorkee. He
was appointed as an executive director, Finance (Budget) on the railway board with effect from October
28, 2020. He has prior experience in the railways accounts services in multiple capacities, including the
Railway Board (New Delhi), Ministry of Commerce and West Central Railway.
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