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RETAIN OVERSUBSCRIPTION BY WAY OF GREEN SHOE OPTION OF RS. 2000 CRORE AGGREGARTING TO RS. 2500 CRORE FOR
OPTION B ON PRIVATE PLACEMENT BASIS.
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225A 7.77 % ANNUAL AND ON MATURITY 15-JUL-26 AT PAR
2258 7.82% ANNUAL 13-MAR-30 (Tr1 7Y) AT PAR
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Page | 1



http://www.pfcindia.com/

Private Placement Offer Document— PFC Bond Series 225
(Private and Confidential —For Private Circulation Only)

Chief Financial Officer and Director (Finance) Compliance Officer and Company Secretary | Promoters

Ms. Parminder Chopra, Sh. Manohar Balwani, Hon’ble President of India,
E-mail: directorfinance@pfcindia.com E-mail: mb@pfcindia.com acting through the Ministry
Tel: (011) 23456000 Tel:(011) 23456740 of Power, Government of
DIN: 08530587 Membership No: A11117 India

Issue Schedule

Issue Opening Date 10.03.2023 Issue Closing Date 10.03.2023

EBP Platform : The issuer intents to use the BSE EBP platform for this issue.
LISTING: The bond issue is proposed to be listed on National Stock Exchange of India Ltd (“NSE”) and Bombay Stock Exchange Ltd
("BSE"). The Issuer has obtained the “in-principle” approval from the NSE and BSE for listing of the Bonds offered under the Shelf

Placement Memorandum vide letters dated 03-Mar-2023.

Eligible Investors : The eligible participants/investors shall be as per the EBP Platform of the Stock Exchange as mentioned
hereunder:

a) QIBs as defined under Regulation 2 (ss) of SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018
(hereinafter referred to SEBI ICDR Regulations, 2018).

b) Any non-QIB investor including arranger(s), who/ which has been authorized by the issuer, to participate in a particular
issue on the EBP Platform.

¢) Any non-QIB investor which are bidding through arranger (s) authorised by the issuer

Details about underwriting of the issue including the amount undertaken to be underwritten by the underwriters —

Not applicable

Note:

This bond issue does not form part of non-equity regulatory capital mentioned under Chapter V of SEBI NCS Regulations, 2021.
This Private Placement memorandum shall be read along with various information shared by the issuer on public domains.
Figures and facts are as on 31-March-2022 unless otherwise specified.

Link for Credit rating press release

1.CRISIL:
https://www.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/PowerFinanceCorporationLimited March%2024,%202022
RR 290106.html

2.ICRA:
https://www.icra.in/Rationale/ShowRationaleReport?1d=110883

3.CARE :
https://www.careratings.com/upload/CompanyFiles/PR/28032022062709 Power Finance Corporation_Limited.pdf
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ABBREVIATIONS

BSE Bombay Stock Exchange Limited, being the stock exchange on which, the Bonds of
the Company are proposed to be listed.

BBETF Bharat Bond Exchange Traded Fund

CIN Corporate Identity Number

CARE Credit Analysis and Research Limited

CRISIL Credit Rating Information Services of India Limited

CDSL Central Depository Services (India) Limited

CRAR Capital Risk Weighted Adequacy Ratio

CMD Chairman & Managing Director of the Company

DP Depository Participant

DRR Debenture Redemption Reserve

Fis Financial Institutions

Flls Foreign Institutional Investors

Gol Government of India

IPDS Integrated Power Development Scheme

Issuer/ Company/ PFC/ | Power Finance Corporation Limited incorporated on 16%™ July 1986 under The

Corporation

Companies Act, 1956 and having its registered office at 'Urjanidhi', 1, Barakhamba
Lane, Connaught Place, New Delhi DL 110001 IN and bearing CIN:
L65910DL1986G01024862

ICRA Investment Information and Credit Rating Agency of India Limited
IFC Infrastructure Finance Company, as defined under RBI guidelines
ITP Independent Transmission Projects
MOP Ministry of Power
NSDL National Securities Depository Limited
NSE National Stock Exchange of India Limited, being the stock exchange on which, the
Bonds of the Company are proposed to be listed.
NPAs Non-Performing Assets
NBFC Non Banking Financial Company, as defined under RBI guidelines
NEFT National Electronic Fund Transfer
PAN Permanent Account Number
RBI Reserve Bank of India
RDSS Revamped Distribution Sector Scheme
R-APDRP Restructured Accelerated Power Development and Reforms Program
RTGS Real Time Gross Settlement
ROC Registrar of Companies, National Capital Territory of Delhi & Haryana
RTA/R&TA Registrar & Transfer Agent
SPVs Special Purpose Vehicle
SEB State Electricity Board
SEBI The Securities and Exchange Board of India, constituted under the SEBI Act, 1992
STRPP Separately Transferable Redeemable Principal Parts.
TDS Tax Deducted at Source
UMPPs Ultra Mega Power Projects
WDM Wholesale Debt Market
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CHAPTER
DISCLAIMER
A. Disclaimer of the Issuer

This Placement Memorandum is neither a Prospectus nor a Statement in Lieu of Prospectus and is prepared in
conformity with Form PAS-4 prescribed under section 42 and rule 14(1) of Companies (Prospectus and Allotment of
Securities) Rules, 2014 as amended, Securities and Exchange Board of India (Issue and Listing of Non-Convertible
Securities) Regulations, 2021 as amended from time to time, Reserve Bank of India’s Master Direction - Non-Banking
Financial Company - Systemically Important Non-Deposit taking Company and Deposit taking Company (Reserve Bank)
Directions, 2016, Circular Number: RBI/DNBR/2016-17/45, Master Direction DNBR.PD.008/03.10.119/2016-17, dated
September 01, 2016, as amended from time to time. This Placement Memorandum does not constitute an offer to the
public generally to subscribe for or otherwise acquire the Bonds to be issued by (the “Issuer”/ the “Power Finance
Corporation Limited (PFC)”/ (“the Company”). The document is for the exclusive use of the Institutions to whom it is
addressed and it should not be circulated or distributed to third party(ies). The Company certifies that the disclosures
made in this Placement Memorandum are generally adequate and are in conformity with the Companies Act 2013 &
SEBI Regulations. This requirement is to facilitate investors to take an informed decision for making investment in the
proposed issue.

The issuer confirms that the information contained in this Placement Memorandum is true and correct in all material
respects and is not misleading in any material respect. All information considered adequate and relevant about the
issue and the Company has been made available in this Placement Memorandum for the use and perusal of the
potential investors and no selective or additional information would be available for a section of investors in any
manner whatsoever. The Company accepts no responsibility for statements made otherwise than in this Placement
Memorandum or any other material issued by or at the instance of the Company and anyone placing reliance on any
anyone placing reliance on any other source of information would be doing so at his / her / their own risk.

In pursuance of sub-section (7) of section 42 of The Companies Act, 2013, the Issuer shall not release any public
advertisements or utilise any media, marketing or distribution channels or agents to inform the public at large about
such an issue.

B. Disclaimer of the Securities & Exchange Board of India

Pursuant to rule 14 (6) of The Companies (Prospectus and Allotment of Securities) Rules, 2014 as amended, a copy of
record of private placement offers in form PAS-5 along with the Placement Memorandum in form PAS-4 shall be filed
with the Registrar of Companies, National Capital Territory of Delhi & Haryana along with fee as provided in The
Companies (Registration Offices and Fees) Rules, 2014 and since the Company is listed, the same shall also be filed
with the Securities and Exchange Board of India(“SEBI”) along with fee as provided in Securities and Exchange Board
of India (Payment of Fees)(Amendment) Regulations, 2014, within a period of thirty days of circulation of this Private
Placement Offer Letter. The Bonds have not been recommended or approved by SEBI nor does SEBI guarantee the
accuracy or adequacy of this Private Placement Offer Letter. It is to be distinctly understood that this Placement
Memorandum should not, in any way, be deemed or construed that the same has been cleared or vetted by SEBI. SEBI
does not take any responsibility either for the financial soundness of any scheme or the project for which the Issue is
proposed to be made, or for the correctness of the statements made or opinions expressed in this Private Placement
Offer Letter. However SEBI reserves the right to take up at any point of time, with the Issuer, any irregularities or lapses
in this Private Placement Offer Letter.
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C. Disclaimer of the Stock Exchange

As required, a copy of this Document will be submitted to NSE and BSE (hereinafter referred to as “Exchanges”) for
hosting the same on its website. It is to be distinctly understood that such submission of the document with NSE & BSE
or in principle listing approval given by NSE & BSE or hosting the same on its website should not in any way be deemed
or construed that the document has been cleared or approved by NSE / BSE ; nor does it in any manner warrant, certify
or endorse the correctness or completeness of any of the contents of this document; nor does it warrant that this
Issuer’s securities will be listed or continue to be listed on the Exchange; nor does it take responsibility for the financial
or other soundness of this issuer, its promoters, its management or any scheme or project of PFC. Every person who
desires to apply for or otherwise acquire any securities of this Issuer may do so pursuant to independent inquiry,
investigation and analysis and shall not have any claim against the Exchanges whatsoever by reason of any loss which
may be suffered by such person consequent to or in connection with such subscription / acquisition whether by reason
of anything stated or omitted to be stated herein or any other reason whatsoever.

D. Disclaimer of the Reserve Bank of India

The Bonds have not been recommended or approved by the Reserve Bank of India (“RBI”) nor does RBI guarantee the
accuracy or adequacy of this Private Placement Offer Letter. It is to be distinctly understood that this Placement
Memorandum should not, in any way, be deemed or construed that the Bonds have been recommended for
investment by the RBI. RBI does not take any responsibility either for the financial soundness of the Issuer, or the
Bonds being issued by the Issuer or for the correctness of the statements made or opinions expressed in this Private
Placement Offer Letter. The potential investors may make investment decision in respect of the Bonds offered in terms
of this Placement Memorandum solely on the basis of their own analysis and RBI does not accept any responsibility
about servicing/repayment of such investment.
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CHAPTER II

BRIEF SUMMARY OF THE BUSINESS/ACTIVITIES OF THE ISSUER AND ITS SUBSIDIARIES AND ITS LINE OF BUSINESS

A. OVERVIEW

Power Finance Corporated Limited, incorporated in 1986, is a Schedule-A Maharatna Central Public Sector
Enterprises (CPSE). Its portfolio includes financial products and services such as rupee term loans, short-term loans,
equipment lease financing, transitional financing services, etc. for various power projects in the generation,
transmission, and distribution sectors. It’s clients mainly include central power utilities, state power utilities,
private power sector utilities (including independent power producers), joint sector power utilities and power
equipment manufacturers. Being a trusted partner of the government, PFC uses its expertise and experience in
delivering customised and expansive suite of products and services to support India’s power infrastructure
ambitions.

The Issuer is a leading financial institution in India focused on the power sector. The Issuer plays a strategic role in
the Gol’s initiatives for the development of the power sector in India. The Issuer works closely with Gol state
Governments and power sector utilities, other power sector intermediaries and private sector clients for the
development and implementation of policies and structural and procedural reforms for the power sector in India.
In addition, the Issuer is involved in various Gol programs for the power sector, including acting as the nodal agency
for the UMPP program and the RDSS/IPDS/(R-APDRP subsumed in it) and as a bid process coordinator through its
wholly owned subsidiary PFC Consulting Limited for the ITP scheme.

The Issuer provides a comprehensive range of financial products and related advisory and other services from
project conceptualization to the post-commissioning stage to its clients in the power sector, including for
generation (conventional and renewable), transmission and distribution projects as well as for related renovation
and modernization projects. The Issuer provides various fund based financial assistance, including long-term
project finance, short-term loans, buyer’s line of credit, underwriting of debt and debt refinancing schemes as well
as non-fund based assistance including credit enhancement guarantees and letters of comfort. The Issuer also
provides various fee-based technical advisory and consultancy services for power sector projects through its
wholly-owned subsidiary.

PFC’s primary sources of funds include equity capital, internal resources and domestic and foreign borrowings. The
Issuer currently enjoy the highest credit ratings of ‘CRISIL AAA/ Stable’, ‘ICRA AAA/Stable’ and ‘CARE AAA/ Stable’
for its long term borrowing programme and ‘CRISIL A1+, ‘ICRA A1+ and ‘CARE A1+ for its short term borrowing
programme for FY 2022-23. International credit rating agencies Moody’s and Fitch have granted ratings of “Baa3”
and “BBB(-)” respectively.

The Issuer is a listed Gol company and a notified public financial institution under the Companies Act, 2013. The
Issuer is registered with the RBI as a non-deposit taking systemically important NBFC and was classified as an
Infrastructure Finance Company (IFC) in July 2010 by RBI. The Issuer believes that its NBFC and IFC classification
enables it to effectively capitalise on available financing opportunities in the Indian power sector.

The Issuer is required to follow the RBI prudential norms contained in the Reserve Bank of India’s Master Direction
- Non-Banking Financial Company - Systemically Important Non-Deposit taking Company and Deposit taking
Company (Reserve Bank) Directions, 2016, Circular Number: RBI/DNBR/2016-17/45, Master Direction
DNBR.PD.008/03.10.119/2016-17, dated September 01, 2016, as amended from time to time, and any other
additional RBI directions, if any.
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Awards and Recognition (as per Annual Report for FY 2021-22)

e PFCbagged Dun & Bradstreet’s India’s Best PSU Award in the category of “Best Navratna” in a virtual format.

e PFCreceived Dalal Street Investment Journal PSU AWARD OF THE YEAR 2020 in the Category — Navratna of
the Year and the Most Efficient and Profitable Navratna of the Year — Non-Manufacturing.

e PFC has been awarded the First prize in Public Sector Category in Region ‘A’ of ‘Rajbhasha Kirti puruskar’ for
the year 2020-21.

e PFC’s House Journal ‘Urja Deepti’ was awarded First prize in the ‘Best House Journal Category’.

e PFC won the prestigious ICAI (Institute of Chartered Accountants of India) Silver award for excellence in
financial reporting for the financial year 2020-21 in ‘Public Sector Entities’ category. PFC was bestowed with
this coveted award for its highest degree of compliance with accounting standards, commendable
accounting practices adopted while preparing financial statements, the policies adopted for disclosure &
presentation of financial statements amongst other information contained in the annual report.

e The Company Secretary of your Company, Shri Manohar Balwani has been included amongst top 10 Chief
Compliance Officers of India - 2022 by ‘CEO Insights’ in its July 2022 publication. This is an annual recognition
that showcases exceptional leaders and professionals in Compliance Assurance Department in an
Organisation.

Commencement

PFC was incorporated on July 16, 1986 under the Companies Act as a public limited company, registered with the
RoC, National Territory of Delhi and Haryana and received the certificate for commencement of business on
December 31, 1987.

Public Financial Institution

PFC was incorporated as a financial institution to finance, facilitate and promote India’s power sector development
and was notified as a public financial institution under Section 4A of the Companies Act 1956 (now section2(72) of
Companies Act 2013) on August 31, 1990.

Infrastructure Finance Company
PFCis registered with RBI as a non-deposit taking systemically important NBFC (“NBFC”) on February 10, 1998 and
it was classified as an Infrastructure Finance Company (“IFC”) on July 28, 2010.

Maharatna Company

PFC was conferred with the ‘Mini Ratna’ (Category — I) status in the year 1998, Navratna status on June 22, 2007
and Govt. of India accorded the prestigious ‘Maharatna’ status to the state-owned Power Finance Corporation Ltd
(PFC) on October 12, 2021, thus giving PFC greater operational and financial autonomy. An order to this effect was
issued by the Department of Public Enterprises, under the Ministry of Finance. The grant of ‘Maharatna’ status to
PFC will impart enhanced powers to the PFC Board while taking financial decisions.

The Board of a ‘Maharatna’ CPSE can make equity investments to undertake financial joint ventures and wholly-
owned subsidiaries and undertake mergers and acquisitions in India and abroad, subject to a ceiling of 15% of the
Net Worth of the concerned CPSE, limited to Rs.5,000 crore in one project. The Board can also structure and
implement schemes relating to personnel and Human Resource Management and Training. They can also enter
into technology Joint Ventures or other strategic alliances among others.

Hon’ble Union Minister of Power and New & Renewable Energy, Shri R.K. Singh congratulated PFC and remarked
that conferment of ‘Maharatna’ status is a reflection of the confidence of the Govt. of India on PFC’s strategic role
in the overall development of Indian Power Sector and an endorsement of its sterling performance. This new
recognition will enable PFC to offer competitive financing for the power sector, which will go a long way in making
available affordable & reliable ‘Power For all 24x7’. The enhanced powers that come with Maharatna Status will
also help PFC in pushing the Government’s agenda of funding under the National Infrastructure Pipeline, national
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commitment of 50% green energy by 2030 and effective monitoring and implementation of the New Revamped
Distribution Sector Scheme with an outlay of more than Rs.3 Lakh crore.

B. PFC’s MAIN OBJECTS AS ON DATE
The main objects, as contained in Clause Il A of the Memorandum of Association of PFC, are as herein under
mentioned:
1. To finance projects, activities or works of creation, up-gradation, renovation, improvement, maintenance,
repair, modernisation, modification, replacement, augmentation, etc. related to generation, transmission,
distribution or supply of power of any form including power from sources of renewable energy.
2. To finance projects, activities or works including electrification works of creation, up-gradation, renovation,
improvement, maintenance, repair, modernization, modification, replacement, augmentation, etc. of
electrical and electromechanical system, standalone or that are part of large projects e.g. Projects of lift
Irrigation, Sewage treatment plant, Smart City, Electrification of railway line, etc.
3. To finance projects, activities, schemes for energy conservation, energy efficiency and environmental
aspects of power including cogeneration/tri-generation/combined heat and power waste heat recovery
system(s), e-vehicle(s) and setting up of charging stations.
4. To finance projects for establishment, expansion, modernisation, operations, maintenance of units for
manufacturing of capital equipment(s) required in power sector including renewable energy & allied sectors.
5. To finance projects, works and activities having a forward or backward linkage with power projects included
in Clause A1, including but not limited to development of coal and other mining activity(ies) for use as fuel or
other fuel supply arrangements for power sector, laying of railway line(s), road(s), bridge(s), port(s), jetty(ies)
and harbor(s), gas pipeline(s), gas terminal(s) & to meet such other enabling infrastructure facility(ies) that
may be required for a power project included in clause A1l.
6. To finance studies, surveys, investigations, research on any project, activity, or work covered in clauses Al
to A4 and to carry out any activity including consultancy, training, etc. to promote the business interest of the
company in any of the clauses Al to A5.
*7. To lend to Logistics and Infrastructure sectors to the extent permitted by the Government of India.
*Inserted vide Special Resolution passed at 36th AGM held on 21st September, 2022.
C. PRODUCTS

The Issuer provide a comprehensive range of fund based and non-fund based financial products and services
from project conceptualization to the post-commissioning stage to its clients in the power sector.
Fund Based
The issuer’s fund based products includes:

e Project term loans (Rupee and foreign currency)

e Grants/interest free loans for studies/consultancies

e Buyer's line of credit

e Lease financing for purchase of equipment

e Lease financing for wind power projects

e Corporate loan

e Debt refinancing
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e Short/Medium term loan to equipment manufacturers
e Line of credit for import of coal
e Credit facility for purchase of power through power exchange

Non-Fund Based
The Issuer’s non-fund basedproducts include:

e Deferred payment guarantee

e Guarantee for performance of contract/ obligations w.r.t Fuel Supply Agreement (FSA)
e Letter of comfort (LoC)

e Policy for guarantee of credit enhancement

D. PFC & GOVERNMENT PARTNERSHIP
a) Ultra Mega Power Projects (UMPP)

Development of Ultra Mega Power Projects (UMPPs), with a capacity of about 4,000 MW each, adopting super
critical technology is the initiative of Ministry of Power (MoP), Government of India for which the issuer has
been designated as the ‘Nodal Agency’ and Central Electricity Authority (CEA) as the Technical Partner by MoP.

PFC Consulting Limited (a wholly-owned subsidiary of PFC) along with MoP and CEA undertake preliminary site
investigation activities, land acquisition activities, site specific studies to obtain appropriate regulatory and
other approvals for land, water, coal block, environment etc. necessary to conduct catalyst of the bidding
process. The successful bidder is then expected to develop and implement these projects.

The issuer incorporated a total of 19 wholly-owned Special Purpose Vehicles (SPVs) for the 14 UMPPs. Out of
these, 4 UMPPs have been transferred to successful bidders and as per the direction of MoP and respective
State Governments, PFC / PFCCL is in the process of closure of 4 UMPPs.

PFC initiated the process of closure of SPVs namely Tatiya Andhra Mega Power Limited (TAMPL), Coastal
Maharashtra Mega Power Ltd (CMMPL) and Chhattisgarh Surguja Power Ltd (CSPL). Requisite documents for
closure are filed in RoC. Further, PFC is intending to utilise the SPV namely Coastal Karnataka Power Ltd (CKPL)
for bidding regarding stressed projects.

MoP has decided to defer any action on formulation of UMPPs Bidding framework as of now as the country is
making energy transition from fossil fuel to non-fossil fuel. Further, in QPRM held on 16.12.2021, PFC was
advised to review the status of UMPPs and take necessary action for closure wherever required, in consultation
with stakeholders. Matter is under consideration.

b) Independent Transmission Projects (ITP)

Ministry of Power has also initiated Tariff Based Competitive Bidding (TBCB) Process for development and
strengthening of Transmission system through private sector participation. The objective of this initiative is to
develop transmission capacities in India and to bring in the potential investors after developing such projects
to a stage having preliminary survey work, identification of route, preparation of survey report, initiation of
process of land acquisition for sub-stations, if any, initiation of process of seeking forest clearance, if required
etc. As on March 31, 2022, 40 Special Purpose Vehicles (SPVs), 2 by PFC and other 38 by PFC Consulting Limited
(wholly-owned subsidiary) have been established for ITPs.
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Further, during the FY 2021-22, following SPVs established for development of transmission projects has been
transferred to the successful bidders selected through TBCB:

i. Khavda-Bhuj Transmission Limited

ii. Nangalbibra-Bongaigaon Transmission Limited
iii. Sikar-Il Aligarh Transmission Limited

iv. Koppal-Narendra Transmission Limited

V. Karur Transmission Limited

c) Integrated Power Development Scheme (“IPDS”) (with Restructured Accelerated Power Development
and Reform Programme (R-APDRP) Subsumed in it)

In order to provide impetus to strengthening of power distribution sector in urban areas and extend financial
assistance against capital expenditure for addressing the gaps in sub transmission & distribution network and
metering in urban areas to supplement the resources of DISCOMs/Power Departments, Ministry of Power,
Government of India launched “Integrated Power Development Scheme” (IPDS) on December 3, 2014.
Restructured Accelerated Power Development & Reforms Programme (R-APDRP) Scheme notified vide MoP
order dated September 19, 2008 was subsumed into IPDS. PFC is the Nodal Agency for operationalisation of
the IPDS/ R-APDRP Scheme. IPDS (including R-APDRP subsumed) Scheme had Sunset date of March 31, 2022
(excluding identified Projects).

Components of IPDS :

The major components envisaged under the Scheme and additional components included by Ministry of Power
from time-to-time are as under:
i. Strengthening of sub-transmission and distribution networks in the urban areas;
ii. Metering of distribution transformers/ feeders/ consumers in the urban areas;
iii. Schemes for Enterprise Resource Planning (ERP) and IT enablement of balance urban towns are also
included under IPDS. Scope of IT enablement has been extended to all urban towns as per Census 2011.
iv. Smart metering solution for performing UDAY States and Solar panels on Govt. buildings with net-
metering are also permissible under the Scheme.
v. Gas Insulated Sub-stations (GIS) at locations where space constraint exists are also permissible
vi. Real Time-Data Acquisition System (RT-DAS) Projects for accurate measurement of power interruption
parameters like SAIDI/ SAIFI at 11KV feeder level are also covered under the Scheme.
vii. IT enablement of distribution sector and strengthening of distribution network under R-APDRP for 12th
and 13th Plans by carrying forward the approved outlay for R-APDRP to IPDS.

Outlay & Budgetary Support

. The estimated outlay of the scheme is Rs. 32,612 crore including a budgetary support of Rs. 25,354
crore from Government of India during the entire implementation period.

o R-APDRP scheme cost of Rs. 44,011 crore (with a budgetary support of Rs. 22,727 crore) as already
approved by CCEA is also carried forward to IPDS in addition to the outlay of Rs. 32,612 crore.

Financial Assistance under IPDS / R-APDRP

(Rs. in crore)
Scheme FY 2021-22 Cumulative up to March, 2022
Approved Cost Gol Fund Disb. Approved Cost Gol Fund Disb.
R-APDRP (1,987)* 385 29,978 13,580
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\ IPDS \ (2,428)* \ 1,977 28,886 \ 17,638

*Negative figure is due to cancellation/ reduction in cost of Projects upon financial closure

In addition to above disbursement to Discoms for Projects, during FY 2021-22, MoP has also released Gol Grant
of Rs. 67 crore (cumulative Rs. 284 crore) for IPDS other than Project head (e.g. nodal agency fee, re-
imbursement of expenditure, Un-interrupted Direct Current (UDC), National Power Portal (NPP) etc.) and Rs.
29 crore (cumulative Rs. 563 crore) under Part-C of R-APDRP to PFC.

Moreover, MoP has also released Gol Grant of Rs. 350 crore during FY 2021-22 (cumulative Rs. 1,350 crore)
for implementation of PMDP-2015 in J&K through PFC.

Progress of Implementation

IPDS

Under IPDS, inspite of a tough pandemic hit last 2 years, work in 546 out of 547 sanctioned Circles/Projects
has been declared complete with overall physical progress achieved of 99% (timeline for completion of
Ayodhya Circle is up to March, 2023). The Scheme is helping in making a difference in the lives of around 10
crore urban electricity consumers living in 3600 towns across the country where the Power Distribution
infrastructure has been upgraded. IT enablement has been undertaken even in smaller towns of 34 Discoms.
ERP system has been set up / upgraded in 32 Discoms.

Further, during the year, PFC also disbursed an amount of Rs. 440 crore (cumulative disbursement Rs. 3,755
crore) as counterpart loans to State Power Discoms under IPDS.

R-APDRP

With the measures taken so far, IT backbone has been established in the State Power Discoms which has aided
the Discoms continue their operations during COVID-19 and consequent lockdown. All sanctioned 1,233 towns
have been declared completed under Part A IT with all business process software modules are functional and
energy audit reports being derived. SCADA Automation has been completed in 57 large towns to improve
power reliability. Implementation work of distribution system strengthening has been completed in all
sanctioned 1,227 towns.

Further, the Issuer has also disbursed an amount of Rs. 3,616 crore (cumulative) as counterpart loans to State
Power Discoms under Part B of R-APDRP.

Other developments

e IT and Technical interventions undertaken under the scheme is helping in improvement of Billing/
Collection efficiency which will ultimately result in reduction in Aggregate Technical and
Commercial (AT&C) losses. The reduction in AT&C loss is already visible in many R-APDRP towns because
of establishment of IT system and Part-B completion coupled with administrative and other measures.

e There has been an increased in transparency by way of capturing of data from = 36,000 urban feeders (11
kV) in IT enabled towns on Urban Distribution Monitoring System under National Power Portal.

e Real Time Data Acquisition System has been set up covering around 15,000 feeders for capturing data
w.r.t. reliability indices at feeder level.

e 92 Gas Insulated Substations (GIS) & Hybrid PSS have been commissioned/upgraded. Such substations
have been set up for the first time in Bihar, Karnataka, UP and NER States.

e Around 10 lakh Smart/Prepaid Meters have been installed in the country under IPDS.

e ‘1912’ — Short-code for ‘Complaints on Electricity’ is now operational in all Discoms.

Page | 14




Private Placement Offer Document— PFC Bond Series 225
(Private and Confidential —For Private Circulation Only)

e Capacity building/training of Utility personnel has been carried out using Digital means under IPDS / R-
APDRP to enhance their skill through workshops/ webinars on AT&C loss reduction, smart metering,
project management, guidelines, best practices etc.

Thus, PFC is contributing towards improving operational efficiency and financial health of Distribution
Utilities.

d) Revamped Distribution Sector Scheme (RDSS)
MoP/ Gol vide OM dated 20.07.2021 has conveyed sanction of President of India for implementation of
“Revamped Distribution Sector Scheme (RDSS) — A Reforms-based and Results-linked, Distribution Sector
Scheme” to improve the operational efficiencies and financial sustainability of DISCOMs, by providing
financial assistance to DISCOMs for upgradation of the Distribution Infrastructure and Prepaid Smart
Metering & System Metering based on meeting pre-qualifying criteria and achieving basic minimum
benchmarks in reforms. PFC and REC (PFC’s subsidiary) are the designated nodal agencies for
operationalization of the Scheme, as per RDSS guidelines and directions of inter-ministerial Monitoring
Committee/ MoP from time to time. Nodal agencies are eligible for 0.5% of the sum total of the Gross
Budgetary Support (GBS) component of the various projects approved by Monitoring Committee as its fee.
PFC is the nodal agency for 17 States/ UTs under the Scheme. The ongoing approved projects under IPDS/R-
APDRP have been subsumed in RDSS. All State-owned distribution companies and State/ UT Power Dept.
excluding private sector companies are eligible for financial assistance under the Scheme. The
implementation period of the Scheme is 5 Years (FY 2021-22 to FY 2025-26).

Scheme Objectives

i.Improve the quality, reliability and affordability of power supply to consumers through a financially sustainable
and operationally efficient distribution sector.
ii.Reduce AT&C losses to pan-India levels of 12-15% by 2024-25.
iii.Reduce ACS-ARR gap to zero by 2024-25.

Scope of Scheme
The Scheme has two parts:

.Part A covers Metering works (prepaid smart metering for consumers and system metering) and distribution
infrastructure works (loss reduction; modernization & system augmentation components).
ii.Part B covers Training & Capacity Building and other Enabling & Supporting Activities.

Outlay and Budgetary Support
The Scheme has an outlay of Rs. 3,03,758 Cr. with an estimated gross budgetary support of Rs. 97,631 Cr. from
the Gol.

Progress of implementation (as on 09.01.2023)

Based on the commitments of State cabinet w.r.t. Action plan for achieving outcomes and recommendations
of PFC, Gol has approved projects worth Rs. 1,16,614 Cr. to DISCOMs of AP, Gujarat, Haryana, HP, Jharkhand,
Kerala, Maharashtra, MP, Puducherry, Punjab and Uttarakhand under RDSS. Further, PFC has disbursed an
amount of Rs. 1,562 Cr. to DISCOMs of AP, Gujarat, Haryana, HP, Jharkhand, Kerala, MP, Maharashtra and
Uttarakhand towards Gol Grant Phase - | advance for implementation of Loss Reduction Projects, as per RDSS
guidelines. In addition, MoP has also released nodal agency fee of Rs. 19.90 Cr. to PFC. PFC is also supporting
the States by providing Model Standard Bidding Documents for Automation and ERP projects under RDSS.

Part-B component of RDSS focuses on the human resources and skill development interalia including capacity
building initiatives on corporate governance, technical matters, advance technology intervention areas, new
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business processes etc. MoP has mandated PFC for taking-up skill development for Smart Metering works as
well as training programme for DISCOMs’ employees. Till date, total 141 training programs were conducted
through NPTI covering 5,226 DISCOM personnel. PFC is also handholding the Discoms in incorporating better
corporate governance practices.

E. SUBSIDIARIES

The following are the subsidiaries of PFC as on 30" Sept 2022:-

a)

b)
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REC Limited (RECL)

During FY 2018-19, PFC has acquired 52.63% shareholding held by the President of India (103,93,99,343
equity shares of face value Rs. 10/- per share) in REC Limited (RECL) at Rs. 139.5036 per share for a total
cash consideration of Rs. 14,500.00 crore on 28.03.2019. By virtue of this investment, PFC has become the
holding company of RECL. RECL is also engaged in extending financial assistance to power sector and is a
Systemically Important (Non-Deposit Accepting or Holding) Non-Banking Finance Company (NBFC)
registered with Reserve Bank of India (RBI) as an Infrastructure Finance Company (IFC).

PFC Consulting Limited (PFCCL)

PFCCL is a wholly owned subsidiary of our Company. PFCCL was incorporated on March 25, 2008 under
the Companies Act, 1956 with an authorized share capital of Rs. 5,00,000 divided into 50,000 equity shares
of Rs. 10 each. The Corporate Identification Number of PFCCL is U74140DL2008G0I1175858. The registered
office of PFCCL is located at First Floor, “Urjanidhi”, 1, Barakhamba Lane, Connaught Place, New Delhi —
110 001, India. PFCCL has been incorporated to carry on, promote and organize consultancy services
related to the power sector. Presently, the consultancy services being undertaken by PFCCL comprise of
assignments from state power utilities, licensees/ IPPs, State Government, PSUs and state electricity
regulatory commissions. As on 30.09.2021 our Company (including its nominees) holds 100% of the issued
and paid up equity capital of PFCCL.

Subsidiaries incorporated under the programmes of Government of India

As on 31.03.2022, the following Special Purpose Vehicles (SPVs) have been incorporated as
subsidiaries/deemed subsidiaries of the Company:

Subsidiaries of PFC (UMPPs)

1. Chhattisgarh Surguja Power Limited”

2. Coastal Karnataka Power Limited

3. Coastal Maharashtra Mega Power Limited”

4. Coastal Tamil Nadu Power Limited

5. Orissa Integrated Power Limited

6. Sakhigopal Integrated Power Company Limited
7. Ghogarpalli Integrated Power Company Limited
8. Tatiya Andhra Mega Power Limited”

9. Deoghar Mega Power Limited

10. Cheyyur Infra Limited

11. Odisha Infrapower Limited

12. Deoghar Infra Limited

13. Bihar Infrapower Limited
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14. Bihar Mega Power Limited
15. Jharkhand Infrapower Limited

A SPV under the process of striking-of

Subsidiaries through PFCCL (ITPs)

Tanda Transmission Company Limited »
Bijawar-Vidarbha Transmission Limited

Shongtong Karcham-Wangtoo Transmission Limited”?
Ananthapuram Kurnool Transmission Limited

Bhadla Sikar Transmission Limited

Khetri Narela Transmission Limited

Kishtwar Transmission Limited

Mohanlalganj Transmission Limited

Chhatarpur Transmission Limited

LoONOURWNRE

A SPV under the process of striking-of

Subsidiaries through REC Ltd.

REC Power Development and Consultancy Limited
Chandil Transmission Limited

Dumka Transmission Limited

Koderma Transmission Limited

Mandar Transmission Limited

Bidar Transmission Limited

Rajgarh Transmission Limited

MP Power Transmission Package-I Limited
ER-NER Transmission Limited

LN EWNE

F. OTHER MAJOR INVESTMENTS (as on 30.09.2022)
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a) PTC India Limited (formerly known as Power Trading Corporation of India Limited)

The Company has jointly promoted Power Trading Corporation of India (PTC) with PGCIL, NTPC and
NHPC, pursuant to a shareholders agreement dated 8 April 1999, as amended by an agreement dated
29 November 2002. As on 30.09.2022, we have invested Rs.12 crore in PTC. PTC provides power trading
solutions in India in addition to power trading.

b) Power Exchange India Limited (PXIL)

We have made strategic investment in PXIL, which is promoted by the NSE and the National Commodity
and Derivatives Exchange Limited (NCDEX). We entered into a share subscription and shareholders
agreement with NSE and NCDEX on 24 February 2009. PXIL commenced operations in October 2008 and
operates a national power exchange. Our investment in PXIL is Rs. 3.22 crore as of 30.06.2022. PFC has
provided full provision against its investment in PXIL i.e. Rs. 3.22 Crore.

c) Energy Efficiency Services Limited(EESL)
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d)

Energy Efficiency Services Limited (EESL) was incorporated on December 10, 2009. EESL was jointly
promoted by Power Grid, NTPC, REC and PFC with 25% equity stake each for implementation of Energy
Efficiency projects in India and abroad. During the FY 2021-22, amendments in the JV agreement were
made vide Supplementary Agreement dated 01.09.2021, where by the substantive participative rights
and privileges previously enjoyed by all the joint venture partners, through their right to affirmative vote
on certain reserved matters which are in nature of relevant activities as per the requirements of Ind AS
110 ‘Consolidated Financial Statements’ stands withdrawn. Therefore, in absence of any joint control,
EESL ceases to be a Joint Venture Company for the purpose of consolidation of financial statements.
Further, as on 30.09.2022, the Company along with its subsidiary RECL is holding 33.33 % stake in equity
share capital of EESL .However, in the absence of any practical ability to direct the relevant activities as
per the requirements of Ind AS 27’ Investment in Associates and Joint Ventures’, the Company does not
have any significant influence and EESL has not been considered as an associate company for purpose
of consolidation of financial statements.

Coal India Limited :

PFC had invested X 500.74 crore(purchase of 1,39,64,530 shares @ 358.58 share) in Coal India Limited
in January 2015. As on 30.09.2022, PFC is holding 1,39,64,530 shares of Coal India Limited valued at X
296.40 crore.

NHPC Limited:

PFC had invested X 567.46 crore (purchase of 26,05,42,051 shares @ 21.78 per share) in NHPC Limited
in April 2016. Up to 30.06.2022, PFC has sold 8,28,62,859 shares of NHPC Limited and as on 30.09.2022,
PFC holds 15,98,08,287 shares of NHPC Limited valued at X 570.52 crore.

For detailed list of investments of PFC as on 31.03.2022 kindly refer Note 11 of the Standalone
financial Statements.
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CHAPTER IV

MANAGEMENT OF THE COMPANY

A. Details of current directors of the company

S. Name, Designation Age Address Date of Details of Other Whether
N and DIN (Complete Appointme Directorships Wilful
o d Years) nt Defaulte
r
(yes/No)
1) | Shri. R. S. Dhillon 59 'Urjanidhi', 1, 01/06/2020 | e PFC Consulting Limited
Designation: Barakhamba

Chairman and
Managing Director
DIN: 00278074

Lane, Connaught
Place, New Delhi

Nationality: Indian DL 110001 IN

2) | Shri. Ajay Tewari 51 Ministry of Power, | 09/06/2022 -
Designation: Govt. Shram Shakti
Nominee Director Bhawan, Rafi

DIN: 09633300

. . . Marg, New Delhi -
Nationality: Indian

1
3) | Smt. Parminder 55 'Urjanidhi', 1, 01/07/2020 | e Coastal Tamil Nadu
Chopra Barakhamba Power Ltd
Designation: Lane, Connaught e Cheyyur Infra Ltd
Director (Finance) Place. New Delhi e PFC Consulting Limited
DIN: 08530587 ’ e Bihar Mega Power
Nationality: Indian DL 110001 IN Limited
e Deoghar Mega Power
Limited
e Chhattisgarh Surguja
Power Limited
e PTC India Limited
e REC Limited
4) | Shri Rajiv Ranjan Jha 56 'Urjanidhi', 1, 28/10/2021 | e PFC Consulting Limited
Designation: Barakhamba e Orissa Integrated Power
Director (Projects) Lane, Connaught Limited
DIN.: 035_23954 . Place, New Delhi
Nationality: Indian
DL 110001 IN
5) | Shri Manoj Sharma 56 'Urjanidhi', 1, 29/08/2022 | e PFC Projects Limited
Designation: Barakhamba e Jharkhand Infrapower
Director (Commercial) Lane, Connaught Limited
DIN: 06822395 Place, New Delhi e PFC Consulting Limited

Nationality: Indian
DL 110001 IN
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6) | Shri. Bhaskar 63 '‘Urjanidhi', 1, 23.12.2021 --
Bhattacharya Barakhamba
Designation:

Lane, Connaught
Independent Director

Place, New Delhi
DIN: 09406292

Nationality: Indian DL 110001 IN
7) | Smt. Usha Sajeev Nair 46 'Urjanidhi', 1, 23.12.2021 | --
Designation: Barakhamba

Independent Director
DIN: 09408454
Nationality: Indian

Lane, Connaught
Place, New Delhi

DL 110001 IN
8) | Shri Prasanna Tantri 40 ‘Urjanidhi', 1, 23.12.2021 | --
Designation: Barakhamba

Independent Director
DIN: 06471864
Nationality: Indian

Lane, Connaught
Place, New Delhi
DL 110001 IN

The information (other directorships) provided on the basis of MBP-1 submitted by the Directors.

B. Details of change in directors since last three years
(Including the directors ceased to be on the Board during last three years)

Name, Designation and |Date of appointment| Date of Cessation, if Date of
DIN applicable Resignation, if
applicable

Remarks

Shri. Rajeev Sharma
Designation: Chairman 01 October, 2016 1 June, 2020 -
and Managing Director
DIN:00973413
Nationality: Indian

Superannuated

Dr. Arun Kumar Verma
Designation: Govt. 13 October, 2015 28 August,2019 - Nomination
Nominee Director changed by
DIN: 02190047 Government

Nationality: Indian

Shri. Mritunjay
Kumar Narayan 28 August,2019 4 November, 2020 - Nomination
Designation: Govt. changed by
Nominee Director
DIN: 03426753

Nationality: Indian

Government

Shri. Tanmay Kumar
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DIN: 02574098
Nationality: Indian

Designation: 4 November, 2020 07 September, 2021 Nomination
Govt. Nominee Director changed by
DIN: 02574098 Government
Nationality: Indian

Shri. Vishal Kapoor 07 September, 2021 09 June, 2022

Designation: Govt. Nomination
Nominee Director changed

by Government

Shri. C. Gangopadhyay
Designation: Director
(Projects)
DIN:02271398
Nationality: Indian

1 January, 2017

1 May, 2019

Superannuated

Shri. Sitaram Pareek
Designation: Independent
Director

06 February, 2017

06 February, 2020

Completion of

DIN: 00530741
Nationality: Indian

DIN: 00165036 Tenure
Nationality: Indian

Shri. N.B. Gupta

Designation: 18 August, 2017 1 July, 2020

Director (Finance) Superannuated

Smt. Gouri Chaudhury
Designation: Independent

DIN: 07970522
Nationality: Indian

3 November, 2017

3 November, 2020

Completion of
Tenure

Shri. Praveen Kumar

Designation: Director
rrcial)

DIN: 03548218
Nationality: Indian

10 August, 2018

01.02.2022

Superannuated

Shri. R. C. Mishra
Designation: Independent
DIN:02469982
Nationality: Indian

11 July, 2019

10 July, 2022

Completion of
Tenure

Shri. R. S. Dhillon
Designation: CMD
DIN: 00278074
Nationality: Indian

01 June, 2020

Continuing

Appointment
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Shri. Shri Ajay Tewari
Designation:

Govt. Nominee Director
DIN: 09633300
Nationality: Indian

09 June, 2022

Continuing

Appointment

Smt. Parminder Chopra
Designation:

Director (Finance)

DIN: 08530587
Nationality: Indian

01 July 2020

Continuing

Appointment

Shri Rajiv Ranjan Jha
Designation:
Director (Projects)
DIN: 03523954
Nationality: Indian

28 October, 2021

Continuing

Appointment

Shri Manoj Sharma
Designation: Director
(Commercial)

DIN: 06822395
Nationality: Indian

29 August, 2022

Continuing

Appointment

Shri. Bhaskar Bhattacharya
Designation:

Independent Director

DIN: 09406292
Nationality: Indian

23 December, 2021

Continuing

Appointment

Smt. Usha Sajeev Nair
Designation: Independent
Director

DIN: 09408454
Nationality: Indian

23 December, 2021

Continuing

Appointment

Shri Prasanna Tantri
Designation: Independent
Director

DIN: 06471864
Nationality: Indian

23 December, 2021

Continuing

Appointment
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CHAPTER V

DETAILS OF AUDITOR OF THE COMPANY

A. Auditors of the company

Year Name of the Auditor Address Auditor Since
2022-23 M/s Dass Gupta & Associates B-4, Gulmohar Park, 01-Aug-19
Chartered Accountants New Delhi — 110049
Appointed | Registration No.: 000112N Tel No.: (011)46111000
by C&AG E-mail: admin@dassgupta.com
vide letter | M/s Prem Gupta & Co T-2342/2, Ashok Nagar, 19-Aug-21
dated 30- | Chartered Accountants Faiz Road, Karol Bagh,
Aug-2022 | Registration No.: 000425N New Delhi - 110005
Tel No.: 011-25466394, 25422417
E-mail: pguptaco@yahoo.co.in
B. Details of change in auditor since last three years:-
Date of Date of
. Date of .. . .
Name of the Auditor Address . Cessation, if Resignation, if
Appointment . .
applicable applicable

M/s Gandhi Minocha | B-6, Shakti Nagar Extension, 11- Jul-2017 Appointed till | NA
& Co. Near Laxmi Bai College FY 2020-21

New Delhi — 110052

Tel No.: (011) 27303078
M/s Dass Gupta & B-4, Gulmohar Park, 01- Aug-19 NA NA
Associates New Delhi— 110049

Tel No.: (011)46111000
M/s Prem Gupta & | T-2342/2, Ashok Nagar, 19-Aug-21 NA NA
Co Faiz Road, Karol Bagh,

New Delhi - 110005

Tel No.: 011-25466394,

25422417
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CHAPTER VI
MANAGEMENT’S PERCEPTION OF RISK FACTORS

Prospective Investors should carefully consider the following investment considerations as well as the other
information contained in this Offer Letter prior to making an investment in the bonds. In making an investment
decision, each investor must rely on its own examination and the terms of the offering of the bonds, including the
merits and risks involved. The risks described below are not the only ones that may affect the bonds. Additional
risks not currently known to PFC, based on the information currently available to it, deems immaterial, may also
impair its business, financial condition and results of operations. All of these risks are contingencies which may or
may not occur and the Issuer is not in a position to express a view on the likelihood of any such contingency
occurring. If any of the following or any other risks actually occur, the business, prospects, results and financial
condition could be adversely affected and the price of and the value of investment in the bonds could decline and
all or part of the investments in the bonds may be lost.

A. RISKS RELATING TO PFC’s BUSINESS AND INDUSTRY

1. The Issuer has a significant concentration of outstanding loans to certain borrowers, particularly public
sector power utilities, many of which are historically loss-making, and if these loans become non-
performing, the quality of the asset portfolio may be adversely affected.

The Issuer is a Public Financial Institutions (“PFI1”) focused on financing of the power sector in India, which has a
limited number of borrowers, primarily comprising of state power utilities (“SPUs”) and state electricity boards
(“SEBs”), many of which have been historically loss making. The issuer’s past exposure has been, and future
exposure is expected to be, concentrated towards these borrowers. Historically, SPUs or SEBs have had a relatively
weak financial position and have in the past delayed on their indebtedness. Consequently, the Issuer had to
restructure some of the loans sanctioned to certain SPUs and SEBs, including rescheduling of repayment terms. In
addition, many of its public sector borrowers, particularly SPUs, are susceptible to various operational risks
including low metering at the distribution transformer level, high revenue gap, high receivables, low plant load
factors and high AT&C losses, which may lead to further deterioration in the financial condition of such entities.
Any negative trends, or financial difficulties, or inability on the part of such borrowers to manage operational,
industry, and other risks applicable to such borrowers, could result in an increase in the issuer’s non-performing
assets (“NPAs”) and adversely affect its business, financial condition and results of operations.

2. The Issuer may not have obtained sufficient security or collateral in connection with its loans, or may be unable
to recover, or experience delays in recovering, the expected value from such security or collateral.

Although the Issuer endeavour to obtain adequate security or implement quasi-security arrangements in
connection with its loans, the Issuer has not obtained such security or collateral for all of its loans. In addition,
in connection with certain of the Issuer’s loans, the Issuer have been able to obtain only partial security or
have made disbursements prior to adequate security being created or perfected. There can be no assurance
that any security or collateral that the Issuer has obtained will be adequate to cover repayment of its loans or
interest payments thereon or that the Issuer will be able to recover the expected value of such security or
collateral in a timely manner, or recover at all.

The Issuer’s loans are typically secured by various movable and immovable assets and/ or other collaterals. The
Issuer generally seeks a first ranking pari passu charge on the relevant project assets for loans extended on a senior
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basis, while for loans extended on a subordinated basis The Issuer generally seeks to have a second pari passu
charge on the relevant project assets. In addition, some of the Issuer’s loans may relate to imperfect security
packages or negative liens provided by its borrowers. The value of certain kinds of assets may decline due to
operational risks that are inherent to power sector projects, the nature of the asset secured in the Issuer’s favour,
and any adverse market or economic conditions in India or globally. The value of the security or collateral obtained
may also decline due to an imperfection in the title or difficulty in locating movable assets. Although some parts
of legislations in India provide for various rights of creditors for the effective realization of collateral in the event
of default, there can be no assurance that the Issuer will be able to enforce such rights in a timely manner, or
enforce them at all. There could be delays in implementing bankruptcy or foreclosure proceedings. Further,
inadequate security documentation or imperfection in title to security or collateral, requirement of regulatory
approvals for enforcement of security or collateral, or fraudulent transfers by borrowers may cause delays in
enforcing such securities. Furthermore, in the event that any specialised regulatory agency assumes jurisdiction
over a defaulting borrower, actions on behalf of creditors may be further delayed.

Certain of the Issuer’s loans have been granted as part of a syndicate, and joint recovery action implemented by a
consortium of lenders may be susceptible to delay or not favourable to us. In this regard, RBI has also developed
a resolution process to provide a framework for early recognition, reporting and time bound resolution of stressed
assets in terms of circular dated June 7, 2019 (“Stressed Asset Framework”). The framework provides that lenders
shall recognise incipient stress in loan accounts, immediately on default by classifying such assets as special
mention accounts in various categories. It further provides that if 75% of creditors by value of total outstanding
credit facilities (fund based as well as non-fund based) and 60% of the creditors by number agree to a restructuring
package of an existing debt (i.e. an outstanding debt), the agreement is also binding on the remaining creditors.

The Stressed Asset Framework mandates higher provisioning if Resolution Plan is not implemented within a
stipulated time period. Certain projects have been driven to NCLT, which may or may not require a significant hair-
cut. The resolution under NCLT is required within a time span of 180 days, extendable further for 90 days.
Considering these timelines, it is envisaged that the resolution of these stressed projects may not happen in the
near future, and the Company may have to take haircuts at the time of resolution of these stressed assets. Once
resolution process is complete, the funds realized from the sale of these assets will be reinvested at a lower rate,
and will have an impact on the Company’s financials going forward. The Company faces the risk of higher
provisioning and significant haircuts, wherever its projects fall under the ‘stressed assets’ category. Further, the
Stressed Asset Framework has repealed the earlier issued instructions of the RBI on resolution of stressed assets
such as the framework for revitalising distressed assets, corporate debt restructuring scheme, flexible structuring
of existing long term project loans, strategic debt restructuring scheme (“SDR”), change in ownership outside SDR
and scheme for sustainable structuring of stressed assets (“S4A”). Accordingly, the Stressed Assets Framework will
impact the Issuer’s asset quality and profitability.

In circumstances where other lenders with such exposure / loan account by value and number and are entitled to
determine corrective action plan for any of the issuer’s borrowers, the issuer may be required by such other
lenders to agree to such corrective action plan, irrespective of the Issuer’s preferred mode of settlement of its loan
to such borrower or subject its loan account to accelerated provisioning. Furthermore, with respect to any loans
made as part of a consortium arrangement and multiple banking arrangement, a majority of the relevant lenders
may elect to pursue a course of action that may not be favourable to us. Additionally, in the event that the Issuer
dissents from a particular resolution plan, while under the Stressed Assets Framework the Issuer is entitled to
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receive liquidation value of the stressed asset, there can be no assurance that such liquidation value or any amount
recovered pursuant to a resolution plan may be beneficial or in excess of amounts otherwise recoverable by the
Issuer. Any such corrective action plan / accelerated provisioning could lead to an unexpected loss that could
adversely affect the business, financial condition or results of operations.

3. The Issuer’s ability to compete effectively is dependent on its ability to maintain a low effective cost of funds

The Issuer’s ability to compete effectively is dependent on its timely access to capital, the costs associated with
raising capital and its ability to maintain a low effective cost of funds in the future that is comparable or lower
than that of its competitors. Historically, the Issuer has been able to reduce its cost of capital and reliance on
commercial borrowings through the issuance of Rupee denominated bonds and loans guaranteed by the Gol. The
Issuer also benefits from certain tax benefits extended by the Gol. In addition, in respect of certain of the Issuer’s
foreign currency borrowings guaranteed by the Gol, the Issuer has been exempted from guarantee fees payable
to the Gol, which has also enabled the Issuer to reduce its costs of funds. Furthermore, with effect from fiscal
2018, the Issuer has been allowed to issue taxable bonds under Section 54EC of the Indian Income Tax Act, which
shall also help it to reduce its cost of funds. However, there can be no assurance that the Issuer will continue to
benefit from any direct or indirect support from the Gol and any adverse development in Gol policies may result
in an increase in its cost of funds.

Following a general decrease in the level of direct and indirect financial support by the Gol to the Issuer in recent
years, the Issuer is fundamentally dependent upon funding from the equity and debt markets and commercial
borrowings and is particularly vulnerable in this regard given the growth of the business. The market for such funds
is competitive and there can be no assurance that the Issuer will be able to obtain funds on acceptable terms, or
at all. Many of the competitors have greater and cheaper sources of funding than the Issuer. Furthermore, many
of the competitors may have larger resources or greater balance sheet strength than the Issuer and may have
considerable financing resources. In addition, since the Issuer is a non-deposit taking NBFC, the Issuer may have
restricted access to funds in comparison to banks and deposit taking NBFCs. While The Issuer has generally been
able to pass any increased cost of funds onto its customers, the Issuer may not be able to do so in the future. If
the financial products are not competitively priced, there is a risk of the Issuer’s borrowers raising loans from other
lenders and in the case of financially stronger SPUs and SEBs and private sector borrowers, the risk of their raising
funds directly from the market. The Issuer’s ability to raise capital also depends on its ability to maintain its credit
ratings in order to access various cost competitive funding options. The Issuer is also dependent on its classification
as an IFC which enables the Issuer, among other things, to diversify its borrowings through the issuance of Rupee-
denominated infrastructure bonds that offer certain tax benefits to bondholders as and when such schemes are
notified by the Gol and to raise ECB under the automatic route subject to certain specified limits.

In addition, adverse developments in economic and financial markets or the lack of liquidity in financial markets
could make it difficult for the Issuer to access funds at competitive rates.

These and other related events have resulted in increased borrowing costs and difficulty in accessing funds in a
cost effective manner. If the Issuer is not able to maintain a low effective cost of funds, the Issuer may not be able
to implement its growth strategy, competitively price its loans and, consequently, the Issuer may not be able to
maintain the profitability or growth of its business, which could have a material adverse effect on its business,
financial condition and results of operations.
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4. Anincrease in the level of the Issuer’s NPAs could adversely affect its financial condition.

In the past, the Issuer’s gross NPAs have been as indicated below:

Particulars as of (Rs. million) As % of total loan assets
31 March 2014....cccceeeernnreeennn. 12,277 0.65%
31 March 2015.....ccccoeeeierinrienen. 23,636 1.09%
31 March 2016.....ccccceeecnrrnrnnnnnn.. 75,190 3.15%
31 March 2017...cceeeeeeeivnnnenen. 307,022 12.50%
31 March 2018........ccccccerrrrrenenn. 267,030 9.57%
31 March 2019.....coveveeeeeeeeeene 295,400* 9.39%
31 March 2020......ccccvvevercereiens 278,680* 8.08%
31 March 2021......coeveverecee e 211,500* 5.70%
31 March 2022......cceveveeerre e 209,152* 5.61%

*Stage Il Assets as per Ind-AS accounting

The provisioning has been made in terms of prudential norms as notified by the RBI for “Systemically Important
Non-Banking Financial (Non-Deposit Accepting or Holding) Companies”. As the Issuer is required to follow a
borrower-wise NPA determination policy for its government sector borrowers, the Issuer’s NPA levels may
increase substantially, which may have a material adverse effect on the Issuer’s business, financial condition and
results of operations. In addition, the Issuer may, from time to time, amend its policies and procedures regarding
asset classification or rescheduling of its loans, which may also increase the Issuer’s level of NPAs. The Issuer’s
loans made to the private sector are generally consistent with the lending (exposure) norms stipulated by the RBI.
As RBI provisioning norms have become applicable to the Issuer, the Issuer’s level of NPAs and provisions with
respect thereto have significantly increased for fiscal 2017. If the Issuer is not able to prevent increases in its level
of NPAs, the Issuer’s business and future financial condition could be adversely affected. Further, in terms of the
Stressed Asset Framework, failure to resolve stressed assets in a timely manner may lead to higher provisioning
being made for such stressed assets. This in turn may adversely affect the Issuer’s NPAs.

5. Inability to develop or implement effective risk management policies and procedures could expose the Issuer’s
to unidentified risks or unanticipated levels of risk.

Although the Issuer follows various risk management policies and procedures to identify, monitor and manage
risks, there can be no assurance that such policies and procedures will be effective in addressing all risks that the
Issuer encounters in its business and operations or that such policies and procedures are as comprehensive as
those implemented by banks and other financial institutions. The Issuer’s risk management policies and
procedures are based, among other considerations, on historical market behaviour, information regarding
borrowers, and market knowledge. Consequently, these policies and procedures may not predict future risk
exposures that could vary from or be greater than those indicated by historical measures. In addition, information
available to the Issuer may not be accurate, complete, up-to-date or properly evaluated. Unexpectedly large or
rapid movements or disruptions in one or more financial markets or other unforeseen developments could have
a material adverse effect on the Issuer’s results of operations and financial condition. The Issuer’s risk
management policies and procedures are also influenced by applicable Gol policies and regulations, and may prove
inadequate or ineffective in addressing risks that arise as a consequence of any development in Gol policies and
regulations that adversely affect the Issuer’s business and operations. In addition, the Issuer intends to continue
to diversify its borrower portfolio and extend fund based and non-fund based financial and other assistance and
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services to projects that represent forward and backward linkages to the core power sector projects. These
business initiatives may involve operational and other risks that are different from those the Issuer currently
encounters or anticipates, and there can be no assurance that the Issuer will be able to effectively identify and
address any additional risks that apply to such business initiatives. An inability to develop, modify and implement
effective and dynamic risk management policies and procedures may adversely affect the Issuer’s growth strategy.
Management of operational, legal and regulatory risk requires, among others, policies and procedures to
accurately record and verify transactions and events. There can be no assurance that the Issuer’s policies and
procedures will effectively and accurately record and verify such information. Failure of the Issuer’s risk
management policies and procedures or exposure to unanticipated risks could lead to losses and adversely affect
the Issuer’s business, financial condition and results of operations.

6. Risks inherent to power sector projects, particularly power generation projects, could adversely affect the
Issuer’s business, financial condition and results of operations.

The Issuer is a financial institution focused on providing financial and other assistance and related services to
power sector projects. Power sector projects, particularly power generation projects, typically involve long
gestation periods before they become operational and involve various project-specific risks as well as risks that
are generally applicable to the power sector in India. Many of these risks applicable to power sector projects that
the Issuer finances are beyond its control and include:

e political, regulatory, fiscal, monetary and legal actions and policies that may adversely affect the viability of
power sector projects, including changes in any tariff regulations applicable to power plants;

e delays in the implementation of Gol policies and initiatives;

e changes in Government and regulatory policies relating to the power sector;

e environmental concerns and environmental regulations applicable to power sector projects that, including, for
example, relevant coal mining areas being classified as “no-go” areas;

e delays in obtaining environmental clearances or land for the projects;

e extent and reliability of power sector infrastructure in India;

o strikes, work stoppages or increased wage demands by employees or any other disputes with employees that
affect the project implementation schedule or operations of the projects ;

e adverse changes in demand for, or the price of, power generated or distributed by the projects ;

e disruption of projects due to explosions, fires, earthquakes and other natural disasters, breakdown, failure or
substandard performance of equipment, improper installations or operation of equipment, accidents,
operational problems, transportation interruptions, other environmental risks and labour disputes;

o the willingness and ability of consumers to pay for the power produced by the projects;

e shortages of, or adverse price fluctuations in, fuel and other raw materials and key inputs involved in power
generation, including coal, oil and natural gas;

e increase in project development costs due to environmental challenges and changes in environmental
regulations;

e changes in credit ratings of the Company’s borrowers affecting their ability to finance projects;

e interruption or disruption in domestic or international financial markets, whether for equity or debt funds;

e delays in the construction and operation of projects;

e domestic power companies face significant project execution and construction delay risks i.e. longer than
expected construction periods due to delays in obtaining environmental permits and infrastructure related
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delays in connecting to the grid, accessing offtake and finalising fuel supply agreements could cause further
delays

e potential defaults under financing arrangements of project companies and their equity investors;

o failure of co-lenders (with the Issuer under consortium lending arrangements) to perform their contractual
obligations;

e failure of third parties such as contractors, fuel suppliers, sub-contractors and others to perform their
contractual obligations in respect of the power projects;

e adverse developments in the overall economic environment in India;

e the provisions of the Electricity Act, 2003 have significantly increased competition in the power generation
industry which may negatively impact individual power generation companies;

o failure to supply power to the market due to unplanned outages of any projects, failure in transmission systems
or inter-regional transmission or distribution systems;

e adverse fluctuations in liquidity, interest rates or currency exchange rates;

e changes in technology may negatively impact power generation companies by making their equipment or
power projects less competitive or obsolete;

o fluctuating fuel costs; and

e economic, political and social instability or occurrences such as natural disasters, armed conflict and terrorist
attacks, particularly where projects are located in the markets they are intended to serve.

The long-term profitability of power sector projects, when commissioned, is partly dependent on the efficiency of
their operation and maintenance of their assets. Delayed implementation, initial complications, inefficient
operations, inadequate maintenance and similar factors may reduce the profitability of such projects, adversely
affecting the ability of the Issuer’s borrowers to repay its loans or service interest payments thereon. Furthermore,
power sector projects may be exposed to unplanned interruptions caused by catastrophic events such as floods,
earthquakes, fires, major plant breakdowns, pipeline or electricity line ruptures or other disasters. Operational
disruption, as well as supply disruption, could adversely affect the cash flows available from these projects.
Furthermore, the cost of repairing or replacing damaged assets could be considerable. Repeated or prolonged
interruption may result in a permanent loss of customers, substantial litigation or penalties and/or regulatory or
contractual non-compliance. To the extent the risks mentioned above or other risks relating to the power sector
projects that the Issuer finances, materialise, the quality of the Issuer’s asset portfolio and its results of operations
may be adversely affected. Furthermore, if the Issuer expands its operations, its loans to individual projects may
increase, thereby increasing its exposure with respect to individual projects and the potential for adverse effects
on its business, financial condition and results of operations in the event these risks were to materialise.

7. Risks inherent to power generation companies, who comprise a significant portion of the Issuer’s borrowers,
could adversely affect its business, financial condition and results of operations.

Many of the Issuer’s borrowers are power generation companies who face various industry-specific risks as well
as risks that are generally applicable to the power sector in India. Many of these risks are beyond the Issuer’s
control and include the following:

e activities in the power generation business can be dangerous and can cause injury to people or property;

e power generation companies may have limited access to funding for the development and implementation of
their power projects which may limit the expansion of their business;
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¢ changes in technology may negatively impact power generation companies by making their equipment or power
projects less competitive or obsolete;

e the provisions of the Electricity Act, 2003 have significantly increased competition in the power generation
industry which may negatively impact individual power generation companies;

e changes to tariff regulations may adversely affect the revenues and results of operations for power generation
companies;

e compliance with strict environmental regulations; and

e fluctuating fuel costs.

To the extent the risks mentioned above or other risks relating to power generation companies materialise, the
quality of the Issuer’s asset portfolio and the Issuer’s results of operations may be adversely affected. Furthermore,
as the Issuer continues to expand its operations, its loans to individual power generation companies may increase,
thereby increasing its exposure with respect to individual power generation companies and the potential risk for
adverse effects on the Issuer’s business, financial condition and results of operations in the event these risks were
to materialise.

8. Failure to manage any acquisition that the Issuer makes may cause its profitability to suffer.

As of the date of this Offer Letter, the Issuer is not evaluating any merger and acquisition opportunities however
it may take advantage of merger and acquisition opportunities in the future if suitable opportunities arise. These
may require significant investments which may adversely affect the Issuer’s business and revenues. Furthermore,
the Issuer is not permitted to carry out any merger or acquisitions without prior approval from the Gol.
Acquisitions involve additional risks, including the following:

e impact of unforeseen risks, such as contingent or latent liabilities relating to the acquired businesses that become
apparent only after the merger or acquisition is finalised;

e success or failure of integration and management of the acquired operations and systems;

e success or failure of retention of select personnel; or

¢ impact of diversion of the Issuer management’s attention from other ongoing business concerns.

If the Issuer is unable to integrate the operations of an acquired business successfully or manage such future
acquisitions profitably, its revenues and results of operations may be adversely affected.

9. Ifinflation increases, the Issuer’s results of operations and financial condition may be adversely affected.

There have been periods of slowdown in the economic growth of India. India’s economic growth is affected by
various factors including domestic consumption and savings, balance of trade movements, namely export demand
and movements in key imports, global economic uncertainty and liquidity crisis, volatility in exchange currency
rates and annual rainfall. Any persisted or future slowdown in the Indian economy or a further increase in inflation
could have a material adverse effect on the price of raw materials involved in power generation and demand for
its products and, as a result, on its business and financial results. In the event that domestic inflation or global
inflation increases, certain of the Issuer’s costs, such as salaries, which are typically linked to general price levels,
may increase. Furthermore, if interest rates in India remain high, or if the RBI continues to retain high interest
rates, the Issuer may face increased costs of funding. To the extent the Issuer cannot pass these increases on to
its borrowers, its results of operations could be adversely affected.
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10. The Issuer currently funds its business in significant part through use of borrowing that have shorter maturities

11.
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than the maturities of substantially all of its new loan assets and the Issuer may be required to obtain additional
financing in order to repay its indebtedness and grow its business.-

The Issuer may face potential liquidity risks due to mismatches in its funding requirements and the financing the
Issuer provides to its borrowers. In particular, a significant part of the Issuer’s business is funded through
borrowing that have shorter maturities than the maturities of substantially all of its new loan assets. The Issuer’s
other financial products may also have maturities that exceed the maturities of its borrowing.

To the extent the Issuer funds its business through the use of borrowings that have shorter maturities than the
loan assets the Issuer disburses, the Issuer’s loan assets will not generate sufficient liquidity to enable the Issuer
to repay its borrowings as they become due, and the Issuer will be required to obtain new borrowings to repay its
existing indebtedness. Furthermore, in accordance with Gol directives, the Issuer is required to declare a minimum
dividend on equity of 5.0 per cent of net worth or a minimum dividend payout of 30.0 per cent of its profit after
tax each fiscal year, whichever is higher. However, this is subject to availability of disposable profits and the Issuer
may declare a lower dividend with the consent of the Gol. As a result, the Issuer’s retained earnings remain low
and the Issuer may be unable to repay its loans from its retained earnings as and when they mature. There can be
no assurance that new borrowings will be available on favourable terms, or at all. In particular, the Issuer is
increasingly reliant on funding from the debt capital markets and commercial borrowings. The market for such
funds is competitive and the Issuer’s ability to obtain funds on acceptable terms will depend on various factors
including, in particular, the Issuer’s ability to maintain its credit ratings. Furthermore, the Issuer’s inability to
effectively manage its funding requirements and the financing the Issuer provides may also be aggravated if the
Issuer’s borrowers pre-pay or are unable to repay any of the financing facilities the Issuer grants to them. The
Issuer’s asset-liability management framework categorises all interest rate sensitive assets and liabilities into
various time period categories according to contracted residual maturities or anticipated re-pricing dates, as may
be relevant in each case. The difference between the value of assets and liabilities maturing, or being re-priced, in
any time period category provides the measure to which the Issuer is exposed to the risk of potential changes in
the margins on new or re-priced assets and liabilities. Despite the existence of such measures, the Issuer’s liquidity
position could be adversely affected by the development of an asset-liability mismatch, which could have a
material adverse effect on the Issuer’s business, prospects, results of operations and financial condition.

An inability to effectively manage the Issuer’s growth or successfully implement its business plan and growth
strategy could adversely affect the Issuer’s business, financial condition and results of operations.

The Issuer intends to continue to grow its business, which could place significant demands on its operational,
credit, financial and other internal risk controls, making management of asset quality increasingly important. This
may also exert pressure on the adequacy of the Issuer’s capitalisation. The Issuer intends to fund its asset growth
primarily through the issuance of Rupee-denominated bonds and commercial borrowings raised in India. There
can be no assurance that the Issuer will be able to raise funding on attractive terms, or at all. Any adverse
development in the Indian credit markets or any increase in interest rates may significantly increase the Issuer’s
debt service costs and its overall cost of funds. The Issuer’s growth also increases the challenges involved in
maintaining and improving its internal administrative, technological and physical infrastructure, and entails
substantial senior level management time and resources.
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As part of its growth strategy, the Issuer has expanded its focus areas to include renewable energy projects and
projects that represent forward and backward linkages to core power sector projects, including capital equipment
for the power sector, fuel sources for power generation projects and related infrastructure development, as well
as power trading initiatives. In addition, the Issuer intends to expand its business and service offerings in
consultancy and other fee-based services, debt syndication and equity investments. The Issuer also intends to
continue to develop strategic partnerships and alliances and evaluate new business opportunities related to the
power sector in India. Pursuing any strategic business opportunities may require capital resources and additional
regulatory approvals. The Issuer has limited knowledge and experience with respect to financing and other
opportunities in these business expansion areas, and competition, applicable regulatory regimes and business
practices applicable to these areas and opportunities may differ significantly from those faced by the Issuer in its
current operations. In addition, if the Issuer decides to expand inorganically in these strategic areas, it may not be
able to achieve expected synergies from, or achieve the strategic purpose of, any such acquisition, or achieve
operational integration or the expected return on its investment. There can be no assurance that the Issuer will
be able to implement, manage or execute its growth strategy efficiently or in a timely manner, or at all, which
could adversely affect its business, prospects, financial condition and results of operations.

If the Issuer is not in compliance with corporate governance requirements under the Securities and Exchange
Board of India (Listing Obligations and Disclosure Requirements) Regulations, 2015, and the Companies Act,
2013, etc., it may result in imposition of a penalty that may adversely affect the Issuer’s reputation and business.

The Issuer has not complied with certain provisions of Securities and Exchange Board of India (Listing Obligations
and Disclosure Requirements) Regulations, 2015 relating to composition of its Board. As of the date of this Offer
Letter, the Issuer’s Board has eight Directors, of which four are full-time functional directors, one is a Government
nominee director and three are independent directors.

The Equity Listing Regulations requires that at least half of the Board should be comprised of independent
directors if the chairman of the Board is an executive director. However, as of the date of this Offer Letter, the
Board of the Issuer does not have the requisite minimum number of independent directors.

The Gol has a majority control in the Company, which enables the Gol to influence the outcome of matters
submitted to shareholders for approval.

As on 31.03.2022, the Gol has 55.99% stake in the equity share capital of the Issuer. As a result, the Gol, acting
through the MoP, will continue to exercise significant control over the Issuer. The Gol also controls the
composition of the Board and determines matters requiring shareholder approval or approval by the Board. The
Gol may take or block actions with respect to the Issuer’s business, which may conflict with the Issuer’s interests
or the interests of the Issuer’s minority shareholders. By exercising its control, the Gol could delay, defer or cause
a change of the Issuer’s control or a change in the Issuer’s capital structure, or a merger, consolidation, takeover
or other business combination involving the Issuer, or discourage or encourage a potential acquirer from making
a tender offer or otherwise attempting to obtain control of the Issuer. In addition, as long as the Gol continues to
exercise control over the Issuer, it may influence the material policies of the Issuer in a manner that could conflict
with the interest of the Issuer’s other shareholders and may take positions with which the Issuer or the Issuer’s
other shareholders may not agree. In addition, the Gol significantly influences the Issuer’s operations both directly
and indirectly through its various departments and policies in relation to the power industry generally. In
particular, given the importance of the power industry to the economy, the Gol could require the Issuer to take
action designed to serve the public interest in India and not necessarily to maximise the Issuer’s profits.




Private Placement Offer Document— PFC Bond Series 225
(Private and Confidential —For Private Circulation Only)

14. The Government may sell all or part of its shareholding in the Issuer that may result in a change in control of

15.

16.

Page | 34

the Issuer.

Whilst the Government’s shareholding in the Issuer equals or exceeds 51%, the Issuer will continue to be classified
as a Government company and will be subject to various regulations, regulatory exemptions and benefits generally
applicable to public sector companies in India. As on date, there is no legislation that places a mandatory
requirement on the Government to hold a minimum 51% shareholding in the Issuer. Therefore the Government
may sell all or part of its shares in the Issuer, which may result in a change in control of the Issuer and which may,
in turn, disqualify the Issuer from benefiting from certain regulatory exemptions and other benefits that may be
applicable to the Issuer due to it being a public sector company. If a change of control were to occur, the Issuer
cannot assure investors that it will have sufficient funds available at such time to pay the purchase price of such
outstanding Bonds or repay such loan, which required to be purchased / repaid as per their respective finance
covenants, as the source of funds for any such purchase/repayment will be the available cash or third party
financing which the Issuer may not be able to obtain at that time.

The Issuer is subject to credit, market and liquidity risks and, if any such risk were to materialise, the Issuer’s
credit ratings and its cost of funds may be adversely affected.

The Issuer may not be able to effectively mitigate its risk exposures in particular market environments or against
particular types of risks. The Issuer’s revenues and interest rate risk are dependent upon its ability to properly
identify, and mark-to-market, changes in the value of financial instruments caused by changes in market prices or
rates. The Issuer’s earnings are dependent upon its effectiveness in managing credit quality and risk
concentrations, the accuracy of its valuation models and its critical accounting estimates and the adequacy of its
allowances for loan losses. To the extent its assessments, assumptions or estimates prove inaccurate or are not
predictive of actual results, the Issuer could incur higher than anticipated losses. The successful management of
credit, market and operational risk is an important consideration in managing the Issuer’s liquidity risk because it
affects the evaluation of the Issuer’s credit ratings by rating agencies. The Issuer currently holds credit ratings for
its long-term domestic borrowings and its short term borrowings from CRISIL (CIN: U67100MH2019PLC326247),
ICRA (CIN: L74999DL1991PLC042749) and CARE (CIN: L67190MH1993PLC071691) respectively. International
credit rating agencies Moody’s and Fitch have also provided long-term foreign currency issuer ratings for the
Issuer. However, rating agencies may reduce or indicate their intention to reduce the ratings at any time and there
can be no assurance that the Issuer may not experience such downgrade in the future. The rating agencies can
also decide to withdraw their ratings altogether, which may have the same effect as a reduction in the Issuer’s
ratings. Any reduction (or withdrawal) in the Issuer’s ratings may make the Issuer ineligible to remain classified as
an IFC, increase the Issuer’s borrowing costs, limit the Issuer’s access to capital markets and adversely affect the
Issuer’s ability to sell or market its products, engage in business transactions, particularly longer-term and
derivatives transactions, or retain its customers. This, in turn, could reduce the Issuer’s liquidity and negatively
impact the Issuer’s financial condition and results of operations.

The Issuer may fail to obtain regulatory approvals to operate or expand its business in a timely manner or at all,
or to comply with the terms and conditions of its existing regulatory approvals and licenses, which may have a
material adverse effect on the continuity of the Issuer’s business and may impede its operations in the future.

The Issuer requires certain regulatory approvals, sanctions, licenses, registrations and permissions for operating
and expanding its business. The Issuer may not receive or be able to renew such approvals in the time frames
anticipated by the Issuer, or at all, which could adversely affect the Issuer’s business. If the Issuer does not receive,
renew or maintain the regulatory approvals required to operate its business, it may have a material adverse effect
on the continuity of its business and may impede its effective operations in the future.
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NBFCs in India are subject to strict regulations and supervision by the RBI. These laws and regulations impose
numerous requirements on the Issuer, including those relating to asset classification and prescribed levels of
capital adequacy, cash reserves and liquid assets. In addition to the numerous conditions required for the
registration as an NBFC with the RBI, the Issuer is required to maintain certain statutory and regulatory permits
and approvals for its business. In the future, the Issuer will be required to renew such permits and approvals and
obtain new permits and approvals for any proposed operations. There can be no assurance that the relevant
authorities will issue any of such permits or approvals in the time-frame anticipated by the Issuer or at all. Failure
by the Issuer to renew, maintain or obtain the required permits or approvals may result in the interruption of the
Issuer’s operations and may have a material adverse effect on its business, financial condition and results of
operations.

Furthermore, the RBI has not provided for any ceiling on interest rates that can be charged by non-deposit taking
NBFCs even though they have stated in circulars that NBFCs should lay out appropriate internal principles and
procedures in determining interest rates and other charges. The Issuer fixes the interest rate based on average
cost of funds, RBI’'s monetary policies, competitors’ interest rate, certain percentage of margin and other markets
conditions, which are subject to change from time to time. There may be future changes in the regulatory system
or in the enforcement of laws and regulations or legal interpretations of existing regulations relating to or affecting
interest rates, taxation, inflation or exchange controls that could have an adverse effect on non-deposit taking
NBFCs. In addition, the Issuer is required to make various filings with the RBI, the Registrar of Companies (RoC)
and other relevant authorities pursuant to the provisions of the RBI regulations, the Companies Act and other
regulations. If the Issuer fails to comply with these requirements, or if a regulator claims the Issuer has not
complied with such requirements, the Issuer may be subject to penalties. Moreover, these laws and regulations
can be amended, supplemented or changed at any time such that the Issuer may be required to restructure its
activities and incur additional expenses in complying with such laws and regulations, which could adversely affect
the Issuer’s business. In addition, any historical or future failure to comply with the terms and conditions of the
Issuer’s existing regulatory or statutory approvals may cause the Issuer to lose or become unable to renew such
approvals.

The Issuer may in the future conduct additional business through joint ventures and strategic partnerships,
exposing the Issuer to certain regulatory and operating risks.

The Issuer intends to continue to pursue suitable joint venture and strategic partnership opportunities in India, in
particular with companies/firms whose resources, capabilities and strategies are likely to enhance and diversify
the Issuer’s business operations in the power sector. The Issuer may not be able to identify suitable joint venture
or strategic partners or the Issuer may not complete transactions on terms commercially acceptable to it, or may
not complete transactions at all. The Issuer may not be able to successfully form such alliances and ventures or
realise the anticipated benefits of such alliance and joint ventures. Furthermore, such partnerships may be subject
to regulatory approvals, which may not be received in a timely manner, or may not be received at all. In addition
the Issuer’s expected strategic benefits or synergies of any future partnerships may not be realised. Furthermore,
such investments in strategic partnerships may be long-term in nature and may not yield returns in the short to
medium term. Such initiatives will place significant strains on the Issuer’s management, financial and other
resources and any unforeseen costs or losses could adversely affect its business, profitability and financial
condition.

Some of the Issuer’s agreements with its lenders and its borrowers are not executed on stamp paper.
In the event that some of the Issuer’s loan documents with its lenders and borrowers may not be executed on

appropriate stamp paper documents such agreements cannot be admitted as evidence in a court of law or be
acted upon by any person having consent of parties by law or the authority to receive any such evidence. Such
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agreements can only be used as evidence in a court of law upon payment of the applicable stamp duty, along with
any additional penalty that may be levied (which penalty may be up to ten times the applicable stamp duty).
Therefore, in cases of disputes among the lenders or borrowers where the agreements have not been executed
on the correct stamp paper, such agreements may be inadmissible as evidence (unless the adequate stamp duty
together with any penalty has been paid) and this may in turn have a material adverse effect on the Issuer ’s
business, results of operations and financial position.

The Issuer has negative cash flows from operations in recent periods. There is no assurance that such
negative cash flows from operations shall not recur in the future.

The cash outflows relating to loans and advances that the Issuer disburses (net of any repayments the Issuer
receives) are reflected in the Issuer’s cash flow from operating activities whereas the cash inflows from external
funding that the Issuer procures (net of any repayments of such funding) to disburse these loans and advances are
reflected in the Issuer’s cash flows from financing activities. The net cash flows from investing activities primarily
represent sale and purchase of fixed assets, other investments and interest received. The following table sets forth
certain information with respect to the Issuer’s historical cash flows, including certain negative cash flows, for the
periods indicated:
(Rs. in crores)

As of March 31
2018 | 2019 | 2020 | 2021 | 2022 |

Net cash from operating Activities (27,528.34) | (44,499.69) (10,025.55) | (17,514.68) 6,738.42
Net cash from investing activities 1,138.18 | (13,819.57) 1,555.92 880.92 (30.53)
Net cash from financing activities 1,475.36 58,091.65 8,342.06 20,168.86 (9,704.60)
Net increase/(decrease) in cash and cash 3,086.68 (227.62) (127.57) 3,535.10 | (2,996.71)
equivalents

There can be no assurance that there will not be a negative cash flow in the future.

The Issuer may not be able to identify attractive financing or investment opportunities, or provide financing to
or make investments in such identified opportunities, which may adversely affect the Issuer’s financial condition
and results of operations.

There can be no assurance that the Issuer will be able to identify attractive financing or investment opportunities
that meet its financing and investment criteria, or provide financing to or make investments in such identified
opportunities. The activity of identifying attractive financing and investment opportunities is highly competitive
and providing financing to or making such investments may be subject to various factors beyond the Issuer’s
control. In addition, the Issuer may not be able to fully ascertain the risks involved in the power sector projects
the Issuer finances or invests in due to limited information.

Furthermore, any investment that the Issuer makes in power sector projects may be subject to contractual, legal
and other restrictions, such as pre-emption rights and the requirement to obtain consents and approvals on resale.
The illiquidity of these investments may make it difficult to sell investments even if the Issuer determines that the
sale is in its interest. In addition, if the Issuer is required to liquidate all, or a portion of its investment portfolio
quickly, the Issuer may not realise an appropriate value for its investments. The Issuer may also face other
restrictions on its ability to liquidate an investment in an investee company to the extent that the Issuer has
material non-public information regarding such company. In addition, the large number of competitors compared
to the limited number of attractive investment opportunities in the Indian power sector may increase the cost at
which investments may be made and reduce potential profits. The Issuer may also incur significant expenses
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identifying, investigating and seeking to acquire potential investments, which are ultimately not acquired,
including expenses relating to due diligence, transportation, extended competitive bidding processes, legal
expenses and the fees of other third-party advisors. Furthermore, in case of equity investments in the power
sector, the Issuer’s competing entities may seek to sell assets at the same time as the Issuer, thereby resulting in
a decline in the value of such asset.

Setting up and operating power projects in India requires a number of approvals and permits, and the failure to
obtain or renew them in a timely manner may adversely affect the operations of the Issuer’s borrowers and in
turn adversely affect the quality its loans.

Setting up and operating power projects requires a number of approvals, licenses, registrations and permissions.
Some of these approvals are subject to certain conditions, the non-fulfillment of which may result in revocation of
such approvals. Moreover, some of the conditions may be onerous and may require the Issuer’s customers to
incur substantial expenditure, specifically with respect to compliance with environmental laws. Furthermore,
certain of the Issuer’s borrowers’ contractors and other counterparties are required to obtain approvals, licenses,
registrations and permits with respect to the services they provide to the Issuer’s borrowers. the Issuer’s
borrowers, their contractors or any other party may not be able to obtain or comply with all necessary licenses,
permits and approvals required for the power projects in a timely manner to allow for the uninterrupted
construction or operation of the power plants, or may not comply at all. Any failure to renew the approvals that
have expired or apply for and obtain the required approvals, licenses, registrations or permits, or any suspension
or revocation of any of the approvals, licenses, registrations and permits that have been or may be issued to the
Issuer’s borrowers may adversely affect its operations. This in turn could adversely affect the quality of the Issuer’s
loans, may put the Issuer’s customers in financial difficulties (which could increase the level of non-performing
assets in the Company’s portfolio) and adversely affect the Issuer’s business and financial condition.

The Issuer’s business and activities are regulated by the Competition Act, 2002 (the “Competition Act”) and any
application of the Competition Act to the Issuer may be unfavourable or have an adverse effect its business,
financial condition and results of operations.

The Indian Parliament has enacted the Competition Act under the auspices of the Competition Commission of
India (“Competition Commission”) to prevent business practices that have an appreciable adverse effect on
competition in India, which (other than for certain provisions relating to the regulation of combinations) became
effective in 2009. Under the Competition Act, any arrangement, understanding or action in concert between
enterprises, whether formal or informal, which causes or is likely to cause an appreciable adverse effect on
competition in India is void and attracts substantial monetary penalties. Any agreement which directly or indirectly
determines purchase or sale prices, limits or controls production, shares the market by way of geographical area,
market or number of customers in the market is presumed to have an appreciable adverse effect on competition.
Furthermore, if it is proved that the contravention committed by a company took place with the consent or
involvement or is attributable to any neglect on the part of, any director, manager, secretary or other officer of
such company, that person shall be guilty of a contravention and liable to be punished.

If the Issuer is affected, directly or indirectly, by any provision of the Competition Act or its application or
interpretation, including any enforcement proceedings initiated by the Competition Commission and any adverse
publicity that may be generated due to scrutiny or prosecution by the Competition Commission, it may have a
material adverse effect on the Issuer’s business, financial condition and results of operations.

Changes in legislation, including tax legislation, or policies applicable to the Issuer could adversely affect its
results of operations.
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The Government has proposed two major reforms in Indian tax laws, namely the Goods and Services Tax (GST)
and provisions relating to General Anti Avoidance Rules (GAAR).

The provisions of the GST have come into effect from 1 July 2017 and have replaced the indirect taxes on goods
and services such as central excise duty, service tax, customs duty, central sales tax, state VAT, surcharge and
excise currently being collected by the central and state governments.

As regards GAAR, the provisions have come into effect from assessment year 2018-2019. The GAAR provisions
intend to catch arrangements declared as “impermissible avoidance arrangements”, which is any arrangement,
the main purpose or one of the main purposes of which is to obtain a tax benefit and which satisfy at least one of
the following tests: (i) creates rights, or obligations, which are not ordinarily created between persons dealing at
arm’s length; (ii) results, directly or indirectly, in misuse, or abuse, of the provisions of the Income Tax Act, 1961;
(iii) lacks commercial substance or is deemed to lack commercial substance, in whole or in part; or (iv) is entered
into, or carried out, by means, or in a manner, which are not ordinarily employed for bona fide purposes. The onus
to prove that the transaction is not an “impermissible avoidance agreement” is on the assessee. If GAAR provisions
are invoked, then the tax authorities have wide powers, including denial of tax benefit or a benefit under a tax
treaty.

The risks to financial stability could adversely affect the Issuer’s business.

As reported by the RBI in its financial stability report dated June 26, 2015, the gross non- performing assets in the
banking system have grown, while stressed advances including standard restructured loans have risen since
September 2014. This deterioration in asset quality is expected to continue into the next few quarters as well.
Profitability measured by return on assets and return on equity remained around the same level during the last
two years. The banking stability map suggests that the overall risks to the banking sector have moderated
marginally since September 2014. However, concerns remain over the continued weakness in asset quality and
profitability.

The Issuer has little or no control over any of these risks or trends and may be unable to anticipate changes in
economic conditions. Adverse effects on the Indian banking system could impact the Issuer’s funding and
adversely affect its business, operations and financial condition and the market price of the Bonds.

The Issuer has granted loans to private sector borrowers on a non-recourse or limited recourse basis, which
increases the risk of non-recovery and may adversely affect its financial condition.

As of March 31, 2022 Rs. 59,130 crore or 15.85% of the Issuer’s total outstanding loans were to private sector
borrowers. Under the terms of the loans to private sector borrowers, the Issuer’s loans are secured by project
assets, and in certain cases, the Issuer has also obtained additional collateral in the form of a pledge of shares by
the relevant promoter, or sponsor guarantee. The Issuer expects that its exposure to private sector borrowers will
increase in the future. The ability of such borrowers to perform their obligations under its loans will depend
primarily on the financial condition and results of the relevant projects, which may be affected by many factors
beyond the borrowers' control, including competition, operating costs, regulatory issues and other risks. If
borrowers with non-recourse or limited recourse loans were to be adversely affected by these or other factors
and were unable to meet their obligations, the value of the underlying assets available to repay the loans may
become insufficient to pay the full principal and interest on the loans, which could expose us to significant losses.

The escrow account mechanism and the trust and retention account arrangements implemented by the Issuer
as a quasi-security mechanism in connection with the payment obligations of its borrowers may not be
effective, which could adversely affect its financial condition and results of operations.




Private Placement Offer Document— PFC Bond Series 225
(Private and Confidential —For Private Circulation Only)

27.

28.

29.

Page | 39

Majority of the Issuer’s outstanding loans to state and Central sector borrowers involved escrow account
mechanism. Similarly, in the case of private sector borrowers, security is typically obtained through a first priority
pari passu charge on the relevant project assets, and through a trust and retention account mechanism.

The escrow account mechanism and the trust and retention account arrangements are effective in the event that
revenue from the end users or other receipts, as applicable, is received by the Issuer’s borrowers and deposited
in the relevant escrow accounts or trust and retention accounts. Though the Issuer monitors the flow into the
escrow accounts and trust and retention accounts, the Issuer does not have any arrangement in place to ensure
that such revenue is actually received or deposited in such accounts and the effectiveness of the escrow account
mechanism and the trust and retention account arrangements is limited to that extent. In the event that end users
do not make payments to the Issuer’s borrowers, the escrow account mechanism and the trust and retention
account arrangements will not be effective in ensuring the timely repayment of the Issuer’s loans, which may
adversely affect the Issuer’s financial condition and results of operations. In addition, as the Issuer diversifies the
loan portfolio and enter into new business opportunities, the Issuer may not be able to implement such or similar
quasi-security mechanisms or arrangements and there can be no assurance that even if such mechanisms and
arrangements are implemented, they will be effective.

Insurance of relevant project assets obtained by the Issuer’s borrowers may not be adequate to protect them
against all potential losses, which could indirectly affect the Issuer’s ability to recover its loans to such
borrowers.

Under the loan agreements, where loans are extended on the basis of a charge on assets, the Issuer’s borrowers
are required to create a charge on their assets in the Issuer’s favour in the form of hypothecation or mortgage, or
both. In addition, terms and conditions of the loan agreements require the Issuer’s borrowers to maintain
insurance against damage caused by any disasters including floods, fires and earthquakes or theft on the assets
charged, primarily as collateral against the loan granted by the Issuer. However, the Issuer’s borrowers may not
have obtained the required insurance coverage, or may not renew the insurance policies, or the amount of
insurance coverage may be less than the replacement cost of the relevant assets and therefore insufficient to
cover all financial losses that the Issuer’s borrowers may suffer. In the event the assets charged in the Issuer’s
favour are damaged, it may affect the Issuer’s ability to recover the loan amounts due to the Issuer.

The Issuer is involved in a number of legal proceedings that, if determined against it, could adversely impact
its business and financial condition.

The Issuer is a party to various legal proceedings. These legal proceedings are pending at different levels of
adjudication before various courts, tribunals, statutory and regulatory authorities/ other judicial authorities, and
if determined against the Issuer, could have an adverse impact on the business, financial condition and results of
operations of the Issuer. No assurances can be given as to whether these legal proceedings will be decided in the
Issuer’s favour or have no adverse outcome, nor can any assurance be given that no further liability will arise out
of these claims.

Volatility in interest rates affects the Issuer’s lending operations and may result in a decline in its net interest
income and net interest margin and adversely affect its return on assets and profitability.

The Issuer’s business is primarily dependent on interest income from its lending operations. The primary interest
rate-related risks the Issuer faces are from timing differences in the pricing of the Issuer’s assets and liabilities, for
example, in an increasing interest rate environment, the Issuer’s liabilities are priced prior to its assets being priced,
it may incur additional liabilities at a higher interest rate and incur a repricing risk, or in the event that there is an
adverse mismatch between the repricing terms of its loan assets and its loan liabilities.
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Interest rates are highly sensitive to many factors beyond the Issuer’s control, including the monetary policies of
the RBI, deregulation of the financial sector in India, domestic and international economic and political conditions
and other factors. When interest rates decline, the Issuer is subject to greater re-pricing and pre-payment risks as
borrowers may take advantage of the attractive interest rate environment. If the Issuer re-prices loans, the Issuer’s
results may be adversely affected in the period in which the re-pricing occurs. If borrowers prepay loans, the return
on the Issuer’s capital may be impaired as any prepayment premium the Issuer receives may not fully compensate
the Issuer for the redeployment of such funds elsewhere. In addition, while the Issuer sets the interest rate under
its loans and also typically has the option to reset the rate to the Issuer’s prevailing lending rates in accordance
with the terms of the relevant loans, typically every three years or ten years, this flexibility is also subject to the
borrower’s ability to prepay the loan and refinance with another lender. When interest rates rise, it results in an
increase of interest rates for the Issuer’s borrowings and given that a majority of the Issuer’s loans are subject to
three year re-set clauses, the Issuer may not be able to re-price the loans or increase the interest rates with respect
to such loans during such period, which could have a material adverse effect on the Issuer’s results of operations
and financial condition. In addition, as a non-deposit taking NBFC, the Issuer may be more susceptible to such
increases in interest rates than some of the Issuer’s competitors such as commercial banks or deposit taking NBFCs
that have access to lower cost funds.

The Issuer’s results of operations are therefore dependent on various factors that are indirectly affected by the
prevailing interest rate and lending environment, including disbursement and repayment schedules for the Issuer’s
loans, the terms of such loans including interest rate reset terms as well as the currency of such loans and any
exchange gains or losses relating thereto. In addition, the value of any interest rate hedging instruments the Issuer
may enter into in the future may be affected by changes in interest rates. There can be no assurance that the
Issuer will be able to adequately manage its interest rate risk and be able to effectively balance the proportion
and maturity of its interest earning assets and interest bearing liabilities in the future.

As an NBFC and an IFC, the Issuer is required to adhere to certain individual and borrower group exposure
limits prescribed by the RBI.

The Issuer is a systemically important non-deposit taking NBFC and is subject to various regulations by the RBI as
an NBFC. With effect from 28 July 2010, the Issuer has been classified as an IFC by the RBI, and the classification
is subject to certain conditions stipulated by RBI.

The maximum exposure ceilings as prescribed in respect of systemically important non-deposit taking NBFCs that
are also IFCs under the Non-Banking Financial (Non-Deposit Accepting or Holding) Companies Prudential Norms
(Reserve Bank) Directions, 2007 are set out below:

(limit as a % of owned funds)

Concentration of credit / investment Loan company Infrastructure Finance Company
e Lending ceilings
Lending to any single borrower 15% 25%
Lending to any single group of borrowers 25% 40%
e lLoans and investment taken together
Lending and investing to single party 25% 30%
Lending and investing to single group of parties 40% 50%

The applicable NBFCs may exceed the concentration of credit/investment norms by 5 per cent for any single party and by
10 per cent for a single group of parties, if the additional exposure is on account on infrastructure loan and/or investment.

Furthermore, the Issuer is exempted from the applicability of RBI concentration of credit and investment limits in
respect of its exposure towards Government entities (including state government entities) until 31 March 2022.
Accordingly, in case of the Government sector, the Issuer is following the below MoP-approved credit
concentration limits:
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Concentration of credit / investment Government sector Companies(limit as a % of networth)
e lLending to a single entity : 100% -150% (higher exposure upto 150% is permitted subject to certain conditions)
e Investment in shares : 15%
e Lending + Investment : 100%-150%

As of 31 March 2022, the Issuer’s CRAR was 23.48 per cent. Any inability to continue to be classified as an IFC may
impact the Issuer’s growth plans by affecting its competitiveness. As an IFC, the Issuer has to constantly monitor
its compliance with the necessary conditions, which may hinder the Issuer’s future plans to diversify into new
business lines. In the event that the Issuer is unable to comply with the eligibility condition(s), the Issuer may be
subject to regulatory actions by the RBI and/or the cancellation of its registration as a systemically important non-
deposit taking NBFC that is also an IFC. Any levy of fines or penalties or the cancellation of the Issuer’s registration
as an NBFC or IFC may adversely affect the Issuer’s business, prospects, results of operations and financial
condition.

In addition, the Issuer’s ability to borrow from various banks may be restricted under guidelines issued by the RBI
imposing restrictions on banks in relation to their exposure to NBFCs.

As the Issuer grows its business and increases its borrowings, it may face similar limitations with other lenders,
which could impair the Issuer’s growth and interest margins.

The power sector financing industry is becoming increasingly competitive and the Issuer’s growth will depend
on its ability to compete effectively and maintain a low effective cost of funds.

The lIssuer is facing increasing competition from public and private sector commercial banks and from other
financial institutions that provide funding to the power sector. Many of the Issuer’s competitors may have access
to greater and cheaper sources of funding than the Issuer. Competition in the Issuer’s industry depends on, among
other factors, the ongoing evolution of Gol policies relating to the industry, the entry of new participants into the
industry and the extent to which there is consolidation among banks, financial institutions and NBFCs in India. The
Issuer’s primary competitors are public sector infrastructure finance companies, public sector banks, private banks
(including foreign banks), financial institutions and other NBFCs. Many of the Issuer’s competitors may have larger
resources or f sizes than the Issuer and may have considerable financing resources. In addition, since the Issuer is
a non-deposit taking NBFC, the Issuer may have restricted access to funds in comparison to banks and deposit
taking NBFCs. The Issuer’s ability to compete effectively is dependent on its ability to maintain a low effective cost
of funds. With the growth of its business, the Issuer is dependent on funding from the equity and debt markets
and commercial borrowings. The market for such funds is competitive and the Issuer’s ability to obtain funds on
acceptable terms, or at all, will depend on various factors including the Issuer’s ability to maintain its credit ratings.
If the Issuer is unable to access funds at an effective cost that is comparable to or lower than that of its competitors,
the Issuer may not be able to offer competitive interest rates for its loans to power projects. This is a significant
challenge for the Issuer, as there are limits to the extent to which higher costs of funds can be passed on to
borrowers, thus potentially affecting the Issuer’s net interest income

The power sector in India is regulated by Gol, and the Issuer’s operations are directly or indirectly dependent
on Gol policies and support, which make it susceptible to any adverse developments in such Gol policies
and support.

The Issuer is a Government company operating in a regulated industry, and the Gol (being a principal shareholder
holding 55.99% as on March 31, 2022, of its paid up equity share capital), acting through the MoP, exercises
significant influence on key decisions relating to its operations, including with respect to the appointment and
removal of members of its Board, and can determine various corporate actions that require the approval of the
Board or majority shareholders, including proposed budgets, transactions with other Government companies or
Gol entities and agencies, and the assertion of any claim against such entities. The Gol has also issued directions
in connection with the payment of dividends by Government companies.
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The power sector in India and the Issuer’s business and operations are regulated by, and are directly or indirectly
dependent on the Gol policies and support for the power sector. The Gol has implemented various financing
schemes and incentives for the development of power sector projects, and the Issuer, like other Government
companies, are responsible for the implementation of, and providing support to, such Gol schemes and initiatives.
The Issuer may therefore be required to follow public policy directives of the Gol by providing financing for specific
projects or sub-sectors in the public interest which may not be consistent with its commercial interests. In addition,
the Issuer may be required to provide financial or other assistance and services to public sector borrowers and Gol
and other Government agencies in connection with the implementation of such Gol initiatives, resulting in
diversion of management focus and resources from its core business interests. Any developments in Gol policies
orinthe level of direct or indirect support provided to the Issuer or its borrowers by the Gol in these or other areas
could adversely affect the business, financial condition and results of operations.

Volatility in foreign exchange and un-hedged foreign currency could adversely affect the Issuer’s financial
conditions and results of operations.

As of March 31, 2022, the Issuer had foreign currency borrowing outstanding of Rs. 56,288 crore, or approx.
18% of its total borrowings. The Issuer may continue to be involved in foreign currency borrowing and lending in
the future, which will further expose it to fluctuations in foreign currency rates. The Issuer has put in place a
currency risk management (“CRM”) policy, which has been approved by RBI, to manage risks associated with
foreign currency borrowing. However, there is no assurance that it will remain effective over a period of time. The
Issuer enters into hedging transactions to cover exchange rate and interest rate risk through various instruments
like currency forward, option, principal swap, interest rate swap and forward rate agreements. Volatility in foreign
exchange rates could adversely affect the business and financial performance. The Issuer is also affected by
adverse movements in foreign exchange rates to the extent they impact its borrowers negatively, which may in
turn impact the quality of the Issuer’s exposure to these borrowers. Foreign lenders may also impose conditions
more onerous than domestic lenders.

In addition, although the Issuer engages in hedging transactions to manage interest rate and foreign exchange
currency rate risks, the Issuer’s hedging strategy may not be successful in minimising its exposure to these
fluctuations. The Issuer faces the risk that the counterparties to its hedging activities may fail to honour their
contractual obligations to the Issuer. This may result in the Issuer not being able to net off its positions and hence
reduce the effectiveness of the Issuer’s hedges. Non-performance of contracts by counterparties may lead to the
Issuer in turn not being able to honour its contractual obligations to third parties. This may subject the Issuer to,
among others, legal claims and penalties.

Certain of the Issuer’s SEB borrowers have been restructured and the Issuer has not yet entered into
definitive loan agreements with such restructured entities, which could affect its ability to enforce
applicable loan terms and related state Government guarantees.

The Issuer has granted long-term loans to various SEBs that were guaranteed by the respective state
Governments. Pursuant to certain amendments to the Electricity Act, 2003 (“Electricity Act”), the respective state
Governments have restructured these SEBs into separate entities formed for power generation, transmission and/
or distribution activities. As part of such restructuring process, all liabilities and obligations of the restructured
SEBs relating to the Issuer’s loans were transferred, pursuant to a notification process, to the respective state
Government, which in turn transferred such liabilities and obligations to the newly formed state Government-
owned transmission, distribution and/ or generation companies. However, the relevant notification transferring
such liabilities and obligations under the Issuer’s loans necessitates the execution of a transfer agreement among
the Issuer, the respective state Government and the relevant newly formed transferee entity. The Issuer has not
yet executed such transfer agreements with respect to some of these loans. In such circumstances, as the state
Government guarantees have not been reaffirmed to cover the debt obligations of such newly formed transferee
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entities, the Issuer may not be able to enforce the relevant state guarantees in case of default on its loans by such
transferee entities. Although the Issuer intends to enter into such transfer agreements to ensure that the terms of
its original loan agreements entered into with the SEBs continue to apply to such transferee entities, there can be
no assurance that the Issuer will be able to execute such transfer agreements in a timely manner, or execute at all.
In addition, the relevant state Government may not reaffirm such guarantees with respect to the debt obligations
assumed by such restructured transferee entities. There may also be delay, due to factors beyond the Issuer’s
control, with respect to the establishment of relevant trust and retention account arrangements with such
restructured transferee entities. In addition, the Issuer has restructured loans sanctioned to certain SPUs and other
SEBs, including rescheduling of repayment terms. Any negative trends or financial difficulties faced by such SPUs
and SEBs could increase the Issuer’s NPAs and adversely affect the Issuer’s business, financial condition and results
of operations.

The Issuer may incur shortfalls in the advance subsidy received under the Accelerated Generation and Supply
Programme (“AG&SP”) scheme of the Gol, which may affect its financial condition.

In Fiscal 1998, the Gol started the AG&SP, a scheme for providing interest subsidies for various projects. The Issuer
oversees and operate this scheme on behalf of the Gol. The scheme subsidizes the Issuer’s normal lending rates
on loans to SPUs. The subsidy is paid in advance directly to the Issuer from the Central Government budget and is
to be passed on to the borrowers against their interest liability arising in future under the AG&SP scheme.

The Issuer maintains an interest subsidy fund account on account of the subsidy claimed from the Gol at net
present value which is calculated at certain pre-determined and indicative discount rates, irrespective of the actual
repayment schedule, moratorium period and duration of repayment. The impact of the difference between the
indicative discount rate and period considered at the time of drawal and the actual can be ascertained only after
the end of the respective repayment period in relation to that particular loan. In the event of there being a shortfall,
the Issuer shall have to bear the difference, which may affect its financial condition and results of operations.

The Issuer might not be able to develop or recover costs incurred on its Ultra Mega Power Projects and ITPs
and its failure to do so may have an adverse effect on its profitability.

The Issuer has been appointed as the nodal agency for the development of UMPPs, each with a contracted capacity
of 4,000 MW or more. The Issuer has incorporated wholly-owned subsidiaries as SPVs for these projects. These
SPVs have been established to undertake preliminary site investigation activities necessary for conducting the
bidding process for these projects and also to undertake preliminary studies and obtain necessary linkages,
clearances, land and approvals including for water, land and power sale arrangements, prior to transfer of the
projects to successful bidders. The objective is to transfer these SPVs to successful bidders, through a tariff based
international competitive bidding process, who will then implement these projects, on payment of development
costs incurred by each SPV. The Issuer has and is likely to continue to incur expenses in connection with these
SPVs. There may be delays in the development of such UMPPs or the Issuer may be unable to transfer these UMPPs
due to various factors, including environmental issues, resistance by local residents, changes in related laws or
regulatory frameworks, or the Issuer’s inability to find a developer for such projects. In addition, the Issuer may
not be able to fully recover its expenses from the successful bidder, which may result in financial loss to it, which
could adversely affect the financial condition and results of operations.

The Issuer’s agreements regarding certain of its joint venture arrangements or investments in other
companies contain restrictive covenants, which limit its ability to transfer its shareholding in such ventures.

The Issuer has entered into a joint venture arrangement, pursuant to which a joint venture company has been
incorporated.

The Issuer has also entered into a share subscription and shareholders agreement with the NSE and National
Commodity & Derivatives Exchange Limited subscribing to the equity shares of Power Exchange India Limited.
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The Issuer has also jointly promoted various companies in which the Issuer holds a minority stake.

As the Issuer holds minority interests in the joint venture company, the Issuer’s joint venture partners will have
control over such joint venture companies (except to the extent agreed under the respective joint venture
agreements). In addition, the Issuer has not made provisions for the decline in value of some investments which
may have an adverse impact on the Issuer’s financial condition. In addition, the Issuer may not be able perform or
comply with its obligations under the joint venture agreement and its failure to do so may result in a breach of
such agreement, which could affect the Issuer’s rights under this agreement.

Furthermore, the success of the joint venture is dependent upon the cooperation of the Issuer’s joint venture
partners. The joint venture is subject to the risk of non-performance by the Issuer’s joint venture partners of their
obligations, including their financial obligations, in respect of the joint venture. Joint venture partners may have
business interests or goals that may differ from the Issuer’s business interests or goals, or those of the Issuer’s
shareholders. Any disputes that may arise between the Issuer and its joint venture partners may cause delays in
completion or the suspension or abandonment of the venture. In addition, although the joint venture confers
rights on the Issuer, its joint venture partners have certain decision-making rights that may limit the Issuer’s
flexibility to make decisions relating to such business, and may cause delays or losses.

The Issuer’s success depends in large part upon its management team and skilled personnel and its ability to
attract and retain such persons.

Many of the Issuer’s employees, particularly senior management, have worked with the Issuer for significantly
long periods. The Issuer’s future performance depends on the continued service of its management team and
skilled personnel. The Issuer may face a challenge to recruit and retain a sufficient number of suitably skilled
personnel, particularly as the Issuer continues to grow. There is significant competition for management and other
skilled personnel in the Issuer’s industry. Furthermore, the Issuer’s ability to meet future business challenges
depends on its ability to attract and recruit talented and skilled personnel. The loss of any of the members of the
Issuer’s Board, senior management, or other key personnel or an inability to manage the attrition levels in the
different employee categories may materially and adversely impact the Issuer’s business, financial condition and
results of operations.

The Issuer benefits from certain tax benefits available to it as a lending institution. If these tax benefits are
no longer available to the Issuer it would adversely affect its business, financial condition and results of
operations.

The Issuer has received and currently receives tax benefits by virtue of its status as a lending institution, including
as a result of its lending within the infrastructure sector, which have enabled it to reduce its effective tax rate. The
availability of such tax benefits is subject to the policies of the Gol and there can be no assurance as to any or all
of these tax benefits that the Issuer will receive or continue to receive in the future. If the laws or regulations
regarding these tax benefits are amended, the Issuer’s taxable income and tax liability may increase/ decrease,
which may have an impact on its financial condition and results of operations.

The Issuer may make equity investments in power sector in the future and such investments may not be
recovered.

As part of its growth strategy, and subject to receipt of relevant approvals, the Issuer may evaluate potential equity
investment opportunities in power sector projects. In addition, the Issuer may consider equity syndication
opportunities for power sector projects, which the Issuer expects will also increase its fee-based income. The value
of such investments will depend on the success and continued viability of these projects. In addition to project-
specific risks, the Issuer will have limited control over the operations or management of these businesses.
Therefore, the Issuer’s ability to realise expected gains on its equity interest in a business is highly dependent on
factors outside the Issuer’s control. Write-offs or write-downs in respect of the Issuer’s equity investments may
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adversely affect the Issuer’s financial condition. The Issuer may also be unable to realise any value if the company
in which the Issuer invests does not have a liquidity event, such as a sale of the business, recapitalisation or public
offering, which would allow the Issuer to sell the underlying equity interest. In addition, the ability of these
investee companies to make dividend payments is subject to applicable laws and regulations in India relating to
payment of dividends. Furthermore, equity investments in power sector projects may be less liquid and involve a
longer holding period than traditional private equity investments. Such investments may not have any readily
ascertainable market value and the value of investments reflected in the Issuer’s financial statements may be
higher than the values obtained by the Issuer upon the sale of such investments.

The Issuer is subject to restrictive covenants under its credit facilities that could limit its flexibility in
managing the business.

There are restrictive covenants in the agreements the Issuer has entered into with certain banks and financial
institutions for its short term borrowing, medium term borrowing, long term borrowing and bonds trust deeds.
These restrictive covenants require the Issuer to maintain certain financial ratios and seek the prior permission of
these banks/financial institutions for various activities, including, amongst others, selling, leasing, transferring or
otherwise disposing of any part of the Issuer’s business or revenues, effecting any scheme of amalgamation or
reconstitution, implementing a new scheme of expansion or taking up an allied line of business. Such restrictive
covenants in the Issuer’s loan and bond documents may restrict its operations or ability to expand and may
adversely affect its business.

In addition, if the Issuer fails to meet its debt service obligations or if a default otherwise occurs, its lenders could
declare the Issuer in default under the terms of its borrowing and accelerate the maturity of its obligations, or in
some cases, could exercise step-in rights, or could enforce the security underlining their secured lending, such as
security created on the secured long-term Rupee-denominated infrastructure bonds. Any acceleration of the
maturity of the Issuer’s obligations could have a material adverse effect its cash flows, business and results of
operations. Furthermore, the Issuer’s lenders may recall certain short-term demand loans availed of by the Issuer
at any time. There can be no assurance that the Issuer will be able to comply with these financial or other
covenants or that it will be able to obtain the consents necessary to take the actions it believes are required to
operate and grow its business in the future.

The Issuer has entered and may enter into certain transactions with related parties, which may not be on
an arm’s length basis or may lead to conflicts of interest.

The Issuer has entered and may enter into transactions with related parties, including its Directors. There can be
no assurance that the Issuer could not have achieved more favourable terms on such transactions had they not
been entered into with related parties. Furthermore, it is likely that the Issuer will enter into related party
transactions in the future. There can be no assurance that such transactions, individually or in the aggregate, will
not have an adverse effect on the Issuer’s financial condition and results of operations. The transactions the Issuer
has entered into and any future transactions with related parties have involved or could potentially involve
conflicts of interest.

The Issuer’s subsidiaries PFCCL is engaged in the consultancy services and debt syndication services business
respectively, and the Issuer’s constitutional documents permit the Issuer to engage in similar business however
there is no relationship agreement or similar arrangement currently in place between the Issuer and PFCCL and
the Issuer and it is possible this may result in potential conflicts of interest.

The Issuer’s insurance may not be adequate to protect it against all potential losses to which it may be
subject.

The Issuer maintains insurance for its physical assets such as its office and residential properties against standard
fire and special perils (including earthquake). In addition, the Issuer maintains a group personal accident insurance
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as well as Directors' and officers' insurance policy. However, the amount of the Issuer’s insurance coverage may
be less than the replacement cost of such property and may not be sufficient to cover all financial losses that the
Issuer may suffer should a risk materialize. If the Issuer was to incur a significant liability for which the Issuer were
not fully insured, it could have a material adverse effect on its results of operations and financial position.

In addition, in the future, the Issuer may not be able to maintain insurance of the types or in the amounts which
the Issuer deems necessary or adequate or at premiums which the Issuer considers acceptable. The occurrence of
an event for which the Issuer is not adequately or sufficiently insured or the successful assertion of one or more
large claims against the Issuer that exceed available insurance coverage, or changes in its insurance policies
(including premium increases or the imposition of large deductible or co- insurance requirements), could have a
material and adverse effect on the business, financial condition, results of operations, and cash flows.

The Issuer is subject to stringent labour laws, thus making it difficult for it to maintain flexible human resource
policies, which could have an adverse effect on the business, financial condition and results of operations.

India has stringent labour legislation that protects the interests of workers, including legislation that sets forth
detailed procedures for employee removal and dispute resolution and imposes financial obligations on employers.
This makes it difficult for the Issuer to maintain flexible human resource policies, discharge employees or
downsize, which though not quantifiable, may adversely affect the Issuer’s business and profitability. The Issuer
has a registered trade union under the Trade Unions Act, 1926. Although the Issuer considers its relations with its
employees to be stable, 4.38% of its employees are unionised and although the Issuer has not lost any time on
account of strikes or labour unrest to date, the Issuer’s failure to effectively re-negotiate wage revisions or other
legitimate union activity could result in work stoppages. Any such work stoppage, though not quantifiable, could
have an adverse effect on the Issuer’s business, financial condition and results of operations.

Some of the properties taken on lease by the Issuer may have certain irregularities in title, as a result of which
the operations may be impaired.

The Issuer has taken property on lease for its branch office and it is possible that the lease for such property may
not be renewed on favourable terms. The property may not have been constructed or developed in accordance
with local planning and building laws and other statutory requirements. In addition, there may be certain
irregularities in title in relation to some of the Issuer’s owned/leased properties. For example, some of the
agreements for such arrangements may not have been duly executed and/or adequately stamped or registered in
the land records of the local authorities or the lease deeds may have expired and not yet been renewed. Since
registration of land title in India is not centralised and has not been fully computerised, the title to land may be
defective as a result of a failure on the part of the Issuer, or on the part of a prior transferee, to obtain the consent
of all such persons or duly complete stamping and registration requirements. The uncertainty of title to land may
impede the processes of acquisition, independent verification and transfer of title, and any disputes in respect of
land title to which the Issuer may become party may take several years and considerable expense to resolve if
they become the subject of court proceedings. Any such dispute, proceedings or irregularities may have an impact
on the operation of the business.

The Issuer may become liable for the acts or omissions of external consultants engaged by the Issuer or its
Subsidiaries.

Certain of the Issuer’s Subsidiaries provide consultancy services and undertakes execution of consultancy
assignments in the power sector for its clients. For these purposes, the Issuer’s Subsidiaries also engages external
consultants. The Issuer Company also engages external consultants in the course of its business to assist in the
conduct of the bidding process, among others. In the event that any acts or omissions of these external consultants
may result in professional negligence or breach of contract, the Issuer may become liable to its clients or third
parties for the acts or omissions of such external consultants, which could have an adverse affect on the business,
financial condition and results of operations.
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business.

With the change in requirements and adoption of stricter norms by thermal power projects in order to bring such
projects in line with global parameters of climate conservation, there may be delays in the execution of such
thermal power projects, which in turn may adversely affect the Issuer’s business and financial condition. This is
because the companies engaged in the thermal power sector form one of the Issuer’s primary borrowers and any
delay in implementation of such projects may in turn lead to delay or impediments to future sanctions,
disbursements and recovery from such sectors, which may adversely affect the Issuer’s business and financial
condition.

Security of the Issuer’s IT systems may fail and adversely affect the business, operations, financial condition and
reputation.

The Issuer is dependent on the effectiveness of its information security policies, procedures and capabilities to
protect its computer and telecommunications systems and the data such systems contain or transmit. An external
information security breach, such as a hacker attack, fraud, a virus or worm, or an internal problem with
information protection, such as a failure to control access to sensitive systems, could materially interrupt the
business operations or cause disclosure or modification of sensitive or confidential information. The Issuer’s
operations also rely on the secure processing, storage and transmission of confidential and other information in
its computer systems and networks. The Issuer’s computer systems, software and networks may be vulnerable to
unauthorised access, computer viruses or other malicious code and other events that could compromise data
integrity and security. Although the Issuer maintains procedures and policies to protect its IT systems, such as a
data back-up system, disaster recovery and a business continuity system, any failure of its IT systems as mentioned
above could result in business interruption, material financial loss, regulatory actions, legal liability and harm to
the Issuer’s reputation. Furthermore, any delay in implementation or disruption of the functioning of the Issuer’s
IT systems could disrupt its ability to track, record, process financial information or manage creditors/debtors or
engage in normal business activities.

A decline in the the Issuer’s capital adequacy ratio could restrict the company’s future business growth.

The Issuer is required under applicable laws and regulations to maintain a capital adequacy ratio of at least 15.00%
of its risk-weighted assets, with the minimum requirement of Tier | capital being 10.00%. For maintaining growth
in its loan portfolio and asset base, the Issuer may be required to raise additional Tier | and Tier |l capital in order
to continue to meet applicable capital adequacy ratios. There can be no assurance that the Issuer will be able to
raise adequate additional capital in the future on terms favourable to the Company or that it will be able to retain
its IFC classification, which may affect the growth of the business.
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B. RISKS RELATING TO THE INDIAN ECONOMY

1. Aslowdown in economic growth in India could adversely impact the Issuer’s business. The Issuer’s performance
and the growth of its business are necessarily dependent on the performance of the overall Indian economy.

Any slowdown in the Indian economy or in the growth of any of the industries to which the Issuer provides a
financing facility, or a rise in volatility in global commodity prices could adversely affect the Issuer’s borrowers and
in turn the growth of the Issuer’s business, results of operations and financial condition.

India’s economy could be adversely affected by a general rise in interest rates, currency exchange rates, and
adverse conditions affecting agriculture, commodity and electricity prices or various other factors. Furthermore,
conditions outside India, such as slowdowns in the economic growth of other countries, could have an impact on
the growth of the Indian economy, and government policy may change in response to such conditions.

The Indian economy and financial markets are also significantly influenced by worldwide economic, financial and
market conditions. Any financial turmoil, especially in the United States of America, Europe or China, may have a
negative impact on the Indian economy. Although economic conditions differ in each country, investors’ reactions
to any significant developments in one country can have adverse effects on the financial and market conditions in
other countries. A loss in investor confidence in the financial systems, particularly in other emerging markets, may
cause increased volatility in Indian financial markets.

For example, (i) the global financial turmoil in 2008, which was an outcome of the sub-prime mortgage crisis that
originated in the United States of America, led to a worldwide loss in investor confidence. The Indian financial
markets also experienced the effect of the global financial turmoil, evidenced by the sharp decline in stock
exchange indices; and (ii) the result of the referendum which led United Kingdom to opt out of the European Union
membership (Brexit) has generated significant uncertainty as to the impact of Brexit on general economic
conditions in the United Kingdom and the European Union and any consequential impact on global financial
markets. These issues and any other prolonged financial crisis may have an adverse impact on the Indian economy,
thereby resulting in a material adverse effect on Issuer’s business, financial condition and results of operations.

2. Any downgrading of India’s debt rating by an international rating agency could have a negative impact on the
Issuer’s business.

The Issuer is rated by international rating agencies namely, Fitch and Moody’s for its foreign currency borrowings.

There can be no assurance that these ratings will not be further revised, suspended or withdrawn by Moody’s, or
Fitch or that international rating agencies will also not downgrade India’s credit ratings.

Any adverse revisions to India’s credit ratings for domestic and international debt by international rating agencies
may adversely impact the Issuer’s ability to raise additional financing in the international markets, and the interest
rates and other commercial terms at which such additional financing is available. This could have a material
adverse effect the business and future financial performance and the Issuer’s ability to obtain financing for
providing finance to the power sector.

3. A decline in India’s foreign exchange reserves may affect liquidity and interest rates in the Indian economy,
which could adversely impact the Issuer’s financial condition.

A decline in India’s foreign exchange reserves could impact the value of the Rupee and result in reduced liquidity
and higher interest rates, which could adversely affect the Issuer’s future financial condition. Alternatively, high
levels of foreign funds inflow could add excess liquidity to the system, leading to policy interventions, which would
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also allow slowdown of economic growth. In either case, an increase in interest rates in the economy following a
decline in foreign exchange reserves could adversely affect the business, prospects, financial condition and results
of operations.

4. Private participation in the power sector in India is dependent on the continued growth of the Indian
economy and regulatory developments in India. Any adverse change in policy/ implementation/ industry
demand may adversely affect the Issuer.

Although the power sector is rapidly growing in India, the Issuer believes that further development of this sector
is dependent upon the formulation and effective implementation of regulations and policies that facilitate and
encourage private sector investment in power projects. Many of these regulations and policies are evolving and
their success will depend on whether they are designed to adequately address the issues faced and are effectively
implemented. In addition, these regulations and policies will need continued support from stable and experienced
regulatory regimes that not only stimulate and encourage the continued investment of private capital into power
projects, but also lead to increased competition, appropriate allocation of risk, transparency, and effective dispute
resolution. The availability of private capital and the continued growth of the private power sector in India are also
linked to continued growth of the Indian economy. Many specific factors in the power sector may also influence
the success of power projects, including changes in policies, regulatory frameworks and market structures. Any
adverse change in the policies relating to the power sector may leave the Issuer with unutilized capital and interest
and debt obligations to fulfil. If the Central and state Governments’ initiatives and regulations in the power sector
do not proceed in the desired direction, or if there is any downturn in the macroeconomic environment in India,
the Issuer’s business prospects, financial condition and results of operations could be adversely affected. In
addition, it is generally believed that demand for power in India will increase in connection with expected increases
in India's GDP. However, there can be no assurance that demand for power in India will increase to the extent the
Issuer expects or at all. In the event demand for power in India does not increase as anticipated, the extent to
which the Issuer is able to grow the business by financing the growth of the power sector would be limited and
this could have a material adverse effect on the business, financial condition and results of operations.

5. Significant shortages in the supply of crude oil, natural gas or coal could adversely affect the Indian economy
and the power sector projects to which the Issuer has exposure, which could adversely affect it.

India majorily imports its requirements of crude oil. Although oil prices have shown a marked lack of volatility
recently, volatility in oil prices is expected to increase, as the current compressed level in oil prices appears
inconsistent with falling inventories, limited global spare capacity and an escalation in the number and
connectedness of geopolitical risks. The Gol has deregulated retail prices of certain fuels, and prices have
moderated in fiscal year 2014 due to concerns over a slowdown in global economic growth. The Gol has also
deregulated the prices of certain oil products resulting in greater pass-through of international crude prices to
domestic oil prices. Any significant increase in oil prices could affect the Indian economy, including the power
sector, and the Indian banking and financial system. High oil prices could also add to inflationary pressures in the
Indian economy. In addition, increases in oil prices may have a significant impact on the power sector and related
industries in which the Issuer has substantial exposure. This could adversely affect the Issuer’s business including
its ability to grow, the quality of its asset portfolio, its financial condition and its ability to implement its strategy.

Natural gas is a significant input for power projects. India has experienced interruptions in the availability of
natural gas, which has caused difficulties in these projects. Continued difficulties in obtaining a reliable, timely
supply of natural gas could adversely affect some of the projects the Issuer finances and could impact the quality
of the Issuer’s asset portfolio and the Issuer’s financial condition. Prices of other key raw materials, for example
steel, coal and cement, have also risen in recent years and if the prices of such raw materials approach levels that
project developers deem unviable, this will result in a slowdown in the infrastructure sector and thereby reduce
the Issuer’s business opportunities, its financial condition and its ability to implement its strategy.
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Continued shortages of fuel could adversely affect some of the projects the Issuer finances and could impact the
quality of the Issuer’s asset portfolio and the Issuer’s financial condition. With regard to coal, while there are
substantial proven reserves in India, significant investments are required to mine the reserves. There can be no
assurance that such investments will be made. Domestic coal demand is expected to increase significantly, driven
by significant Indian power capacity addition. High dependence on domestic coal could therefore expose power
companies to potential price and availability risks. In the case of a shortage of coal, the productivity of the domestic
coal-fired power stations could be reduced and their expansion plans hindered. Domestic power companies also
import coal however there is no assurance that such sources of coal will continue to be available to the power
companies at reasonable price or terms.

6. Economic developments and volatility in securities markets in other countries may negatively affect the Indian
economy.

The Indian securities market and the Indian economy are influenced by economic and market conditions in other
countries. Although economic conditions are different in each country, investors’ reactions to developments in
one country can have adverse effects on the securities of companies in other countries, including India. A loss of
investor confidence in the financial systems of other emerging markets may cause volatility in Indian financial
markets and, indirectly, in the Indian economy in general. Any worldwide financial instability could also have a
negative impact on the Indian economy, including the movement of exchange rates and interest rates in India.

The global credit and equity markets have experienced substantial dislocations, liquidity disruptions and market
corrections. The collapse of the sub-prime mortgage loan market in the United States that began in September
2008 led to increased liquidity and credit concerns and volatility in the global credit and financial markets in
following Fiscal years. The European sovereign debt crisis has led to renewed concerns for global financial stability
and increased volatility in debt and equity markets. These and other related factors such as concerns over
recession, inflation or deflation, energy costs, geopolitical issues, slowdown in economic growth in China and
Renminbi (Chinese Yuan) devaluation, commodity prices and the availability and cost of credit have had a
significant impact on the global credit and financial markets as a whole, including reduced liquidity, greater
volatility, widening of credit spreads and a lack of price transparency in the United States and global credit and
financial markets.

In the event that the current difficult conditions in the global financial markets continue or if there are any
significant financial disruptions, this could have an adverse effect on the Issuer’s cost of funding, loan portfolio,
business, future financial performance and the trading price of any Bonds issued under the Programme. Negative
economic developments, such as rising Fiscal or trade deficits, or a default on national debt in other emerging
market countries may also affect investor confidence and cause increased volatility in Indian securities markets
and indirectly affect the Indian economy in general.

7. Political instability or changes in Gol policies could delay the liberalization of the Indian economy and
adversely affect economic conditions in India generally, which could impact the Issuer’s financial results and
prospects.

The Issuer is incorporated in India, derives its revenues from operations in India and all its assets are located in
India. Consequently, the Issuer’s performance may be affected by interest rates, Government policies, taxation,
social and ethnic instability and other political and economic developments affecting India. The Gol has
traditionally exercised and continues to exercise significant influence over many aspects of the Indian economy.
The Issuer’s business, may be affected by changes in the Gol’s policies, including taxation. Current macro-
economic situations and global conditions might lead to a gradual departure from an accommodative fiscal and
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8.

monetary policy, which would affect exchange rates and interest rates. Such events could also affect India’s debt
rating, the Issuer’s business, its future financial performance and the trading price of the Bonds.

Difficulties faced by other financial institutions or the Indian financial sector generally could cause the Issuer’s
business to suffer.

The Issuer is exposed to the risks consequent to being part of the Indian financial sector. This sector in turn may
be affected by financial difficulties and other problems faced by Indian financial institutions. Certain Indian
financial institutions have experienced difficulties during recent years, and some co-operative banks have also
faced serious financial and liquidity difficulties in the past. Any major difficulty or instability experienced by the
Indian financial sector could create adverse market perception, which in turn could adversely affect the business
and financial performance.

Terrorist attacks, civil unrest and other acts of violence or war involving India and other countries could
adversely affect the financial markets and the Issuer’s business.

Terrorist attacks and other acts of violence or war may negatively affect the Indian markets in which the Issuer’s
securities trade and also adversely affect the worldwide financial markets. These acts may also result in a loss of
business confidence, make travel and other services more difficult and eventually adversely affect the business.
Any deterioration in relations between India and its neighbouring countries may result in actual or perceived
regional instability. Events of this nature in the future could have a material adverse effect on the Issuer’s ability
to develop its operations. As a result, the Issuer’s business, prospects, results of operations and financial condition
could be materially adversely affected by any such events.

10. Natural calamities could have a negative impact on the Indian economy and cause the business to suffer.

11.
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India has experienced natural calamities such as earthquakes, floods and drought in the recent past. The extent
and severity of these natural disasters determine their impact on the Indian economy. Prolonged spells of below
normal rainfall in the country or other natural calamities could have a negative impact on the Indian economy,
affecting the Issuer’s business and potentially causing the trading price of the Bonds to decrease. Because the
Issuer’s operations are located in India, its business and operations could be interrupted or delayed as a result of
a natural disaster in India, which could affect the business, financial condition and results of operations. Health
epidemics could also disrupt the Issuer’s business. In Fiscal year 2010, there were outbreaks of swine flu, caused
by the HIN1 virus, in certain regions of the world including India and several other countries in Asia. Further, since
March, 2020, there is outbreaks of COVID-19, declared as Pandemic by WHO, throughot the world including India
and several other countries in Asia. Any further severity or future outbreak of health epidemics and panemics may
restrict the level of business activity in affected areas, which may in turn adversely affect the business.

There may be other changes to the regulatory framework that could adversely affect the Issuer.

The Issuer is under the administrative control of the MoP and a number of the Issuer’s activities are subject to
supervision and regulation by statutory authorities including the RBI, the SEBI and IRDA. The Issuer is also subject
to policies/procedures of Gol departments such as the MoF, MCA and DPE. In addition, the Issuer’s borrowers in
the power sector are subject to supervision and regulation by the CEA, CERC and SERCs. Furthermore, the Issuer
is subject to changes in Indian law as well as to changes in regulation and Government policies and accounting
principles. The Issuer is receive certain benefits and takes advantage of certain exemptions available to it as a
public financial institution under Section 2(72) of the Companies Act, 2013 and as a systemically important non-
deposit taking NBFC that are also IFCs under the RBI Act. In addition, the statutory and regulatory framework for
the Indian power sector has undergone a number of changes in recent years and the impact of these changes is
yet to be seen. The Electricity Act puts in place a framework for major reforms in the sector. Furthermore, there
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12.

13.
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could be additional changes in the manner of determination of tariff and other policies and licensing requirements
for, and tax incentives applicable to, companies in the power sector. Presently, the Issuer is not aware of the
nature or extent of any future review and amendment of the Electricity Act and rules and policies issued
thereunder, and it is possible that any amendments may have an adverse impact on the business, financial
condition and results of operations. Applicable laws and regulations governing the Issuer’s borrowers and the
Issuer could change in the future and any such changes could adversely affect the business, financial condition
and results of operations.

Direct capital market access by the Issuer’s borrowers could adversely affect the Issuer.

The Indian capital markets are developing and maturing and, as such, there may be a shift in the pattern of power
sector financing. Financially stronger SPUs might source their fund requirement directly from the market. The
Issuer has large exposure to SPUs and such changes may have an adverse impact on the business, financial
condition and results of operations.

Companies operating in India are subject to a variety of Central and state Government taxes and surcharges.

Tax and other levies imposed by the Central and State Governments in India that affect the tax liability of the
Corporation include Central and state taxes and other levies including income tax, GST, stamp duty and other
special taxes surcharges and cess etc. These taxes are extensive and subject to change from time to time. Any
amendments may affect the overall tax liability of Companies operating in India and result in significant additional
taxes becoming payable. Additional tax exposure could adversely affect the business and results of operations.
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C. RISKS RELATING TO THE NON CONVERTIBLE SECURITIES

1. There is no guarantee that the Bonds will be listed on NSE / BSE in a timely manner, or at all.

In accordance with Indian law and practice, permissions for listing and trading of the Bonds issued pursuant to this
Issue will not be granted until the relevant stock exchanges as well as SEBI approve of the listing, which will be
available only after an updated document is accordingly filed with the relevant authorities at the time of such
listing. Approval for listing and trading will require all relevant documents authorising the issuing of Bonds to be
submitted. There could be a failure or delay in listing the Bonds on the NSE and/or BSE. If permission to deal in and
for an official quotation of the Bonds is not granted by the Stock Exchanges, the Bonds will remain unlisted.

2. There has been only a limited trading in the bonds of such nature and the price of the Bonds may be volatile
subject to variation.

These Bonds have no established trading market. There can be no assurance that an active public market for the
Bonds will develop or be sustained. The liquidity and market prices of the Bonds can be expected to vary with
changes in market and economic conditions, the Issuer’s financial condition and other factors that may be beyond
the Issuer’s control.

3. Risks relating to any international regulations, FATCA, taxation rules may apply on foreign investors as the Issue
may be marketed to them.

The Bonds have not been recommended by any U.S. federal or state securities commission or regulatory authority.
Any representation to the contrary is a criminal offence in the United States and may be a criminal offence in other
jurisdictions. The Bonds have not been and will not be registered under the U.S. Securities Act of 1933, as amended
(the “U.S. Securities Act”) or any state securities laws in the United States and may not be offered or sold within
the United States under the U.S. Securities Act, except pursuant to an exemption from, or in a transaction not
subject to, the registration requirements of the U.S. Securities Act and applicable state securities laws in the United
States. Further, any person making or intending to make an offer of Bonds within the European Economic Area
(“EEA”) which are the subject of the Issue should only do so in circumstances in which no obligation arises for the
Issuer to produce a prospectus for such offer.

Foreign Account Tax Compliance Act withholding may affect payments on the Bonds. Sections 1471 through 1474
of the U.S. Internal Revenue Code of 1986 (“FATCA”) impose a new reporting regime and, potentially, a 30%.
withholding tax with respect to (i) certain payments from sources within the United States, (ii) “foreign passthru
payments” made to certain non-U.S. financial institutions that do not comply with this new reporting regime, and
(iii) payments to certain investors that do not provide identification information with respect to interests issued
by a participating non-U.S. financial institution. FATCA may affect payments made to custodians or intermediaries
in the payment chain leading to the ultimate investor if any such custodian or intermediary generally is unable to
receive payments free of FATCA withholding. It also may affect payment to any ultimate investor that is a financial
institution that is not entitled to receive payments free of withholding under FATCA, or an ultimate investor that
fails to provide its broker (or other custodian or intermediary from which it receives payment) with any
information, forms, other documentation or consents that may be necessary for the payments to be made free of
FATCA withholding. This is not a complete analysis or listing of all potential tax consequences of FATCA. Investors
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should consult their own tax advisers to obtain a more detailed explanation of FATCA and how FATCA may affect
them. India and The United States have signed an agreement on 9 July to share financial information about their
residents, which takes effect on 30 September, 2015 and the amendments to the Income Tax Act, have been
notified on 7 August by the CBDT. Therefore if any withholding or deduction is required pursuant to section 1471
through 1474 of the US Internal Revenue Code of 1986 (FATCA), any regulation or agreements thereunder, official
interpretations thereof, or any law implementing an intergovernmental approach thereto, the Issuer shall make
such FATCA deduction and shall not be liable to compensate, reimburse, indemnify or otherwise make any
payment whatsoever directly or indirectly in respect of such FATCA deduction.

4. Theinvestor may not be able to recover, on a timely basis or recover at all, the full value of the outstanding
amounts and/ or the interest accrued thereon, in connection with the Bonds.

The Issuer’s ability to pay interest accrued on the Bonds and/ or the principal amount outstanding from time to
time in connection therewith would be subject to various factors, including the Issuer’s financial condition,
profitability and the general economic conditions in India and in the global financial markets. The Issuer cannot
assure the investor that it would be able to repay the principal amount outstanding from time to time on the
Bonds and/ or the interest accrued thereon in a timely manner, or repay at all.

5. Foreign investors subscribing to the Bonds are subject to risks in connection with (i) exchange control
regulations, and, (ii) fluctuations in foreign exchange rates.

The Bonds will be denominated in Indian rupees and the payment of interest and redemption amount shall be
made in Indian rupees. Various statutory and regulatory requirements and restrictions apply in connection with
the Bonds held by foreign investors. The amounts payable to foreign investors holding the Bonds, on redemption
of the Bonds and/or the interest paid/payable in connection with such Bonds would accordingly be subject to
prevailing Exchange Control Regulations. Any change in the Exchange Control Regulations may adversely affect the
ability of such foreign investors to convert such amounts into other currencies, in a timely manner or may not be
permitted to be converted at all. Further, fluctuations in the exchange rates between the Indian rupee and other
currencies could adversely affect the amounts realized by foreign investors on redemption or payment of interest
on the Bonds by the Issuer.

6. The Bonds are not guaranteed by the Republic of India.

The Bonds are not the obligations of, or guaranteed by, the Republic of India. Although the Government owned
55.99% of the Issuer’s issued and paid up share capital as on 31.03.2022, the Government is not providing a
guarantee in respect of the Bonds. In addition, the Government is under no obligation to maintain the solvency of
the Issuer. Therefore, investors should not rely on the Government ensuring that the Issuer fulfils its obligations
under the Bonds.

7. Legal investment considerations may restrict certain investments
The investment activities of certain investors are subject to investment laws and regulations, or review or
regulation by certain authorities. Each potential investor should consult its legal advisers to determine whether
and to what extent (i) the Bonds are legal investments for it, (ii) the Bonds can be used as collateral for various

types of borrowing and (iii) other restrictions apply to its purchase or pledge of the Bonds.

8. The Bonds are subject to the risk of change in law.
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10.

11.
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The terms and conditions of the Bonds are based on Indian law in effect as of the date of issue of the relevant
Bonds. No assurance can be given as to the impact of any possible judicial decision or change to Indian law or
administrative practice after the date of issue of the relevant Bonds and any such change could materially and
adversely impact the value of any Bonds affected by it.

No debenture redemption reserve will be created for the Bonds issued under this issue.

According to the Companies (Share Capital and Debentures) Rules, 2014 as amended, for NBFCs registered with
the RBI under Section 45-1A of the RBI (Amendment) Act, 1997, no DRR is required in case of privately placed
debentures. Therefore creation of DRR is not envisaged against the Bonds being issued under the terms of this
Private Placement Offer Letter.

Any downgrading in credit rating of the Issuer’s other Bonds may affect the rating for these bonds and
consequently trading price of the Bonds and its ability to raise funds.

The Bonds proposed to be issued under this Issue have been rated "AAA/Stable" by CRISIL (CIN:
U67100MH2019PLC326247), "CARE AAA/Stable" by CARE (CIN: L67190MH1993PLC071691) and [ICRA]AAA/Stable
by ICRA (CIN: L74999DL1991PLC042749). The credit ratings of the Issuer’s other bonds may be suspended,
withdrawn or revised at any time by the assigning Credit Rating Agencies. Any revision or downgrading in the credit
rating may affect the ratings for these bonds and consequently may lower the value of the Bonds and may also
affect the Issuer’s ability to raise further debt on competitive terms.

Payments made on the Bonds will be subordinated to certain tax and other liabilities preferred by law i.e.
secured debt.

The Bonds will be subordinated to certain liabilities preferred by law such as to claims of the Gol on account of
taxes, and certain liabilities incurred in the ordinary course of the Issuer’s transactions. In particular, in the event
of bankruptcy, liquidation or winding-up, the Issuer’s assets will be available to pay obligations on the Bonds only
after all of those liabilities that rank senior to these Bonds have been paid. In the event of bankruptcy, liquidation
or winding-up, there may not be sufficient assets remaining, after paying amounts relating to these proceedings,
to pay amounts due on the Bonds. Further, there is no restriction on the amount of debt securities that the Issuer
may issue that may rank above the Bonds.
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CHAPTER VII
RISK MANAGEMENT

The Issuer has developed various risk management policies and procedures, with particular emphasis on actively
managing and controlling its risk exposures. These processes include a detailed appraisal methodology, identification
of risks and suitable structuring of credit risk mitigation measures.

The Issuer has set up a Risk Management Committee to monitor various risks, examine risk management policies and
practices and initiate action for mitigation of risks relating to the Issuer’s operations.

The Issuer has developed an integrated enterprise-wide risk management policy. The Risk Management Committee
has set up a Risk Management Sub Committee to monitor certain risks identified by the Issuer.

Important risks faced by the Issuer are:

o Credit risks.

o Security risks.

o Liquidity risks.

o Interest rate risks;

o Foreign currency risk; and
o Operational risk.

a) Credit risks

Credit risk involves the risk of loss arising from the diminution in credit quality of a borrower along with the risk that
the borrower will default on contractual repayments under a loan or an advance. The Issuer follows a systematic
institutional and project appraisal process to assess and mitigate credit risk. These processes include a detailed
appraisal methodology, identification of risks and suitable structuring and credit risk mitigation measures. The Issuer
uses a wide range of quantitative as well as qualitative parameters as a part of the appraisal process to make a sound
assessment of the underlying credit risk in a project. The Issuer evaluates the credit quality of the borrowers by
assigning risk weights on the basis of the various financial and non-financial parameters. The Issuer evaluates
borrowers’ eligibility criteria with an emphasis on financial and operational strength, capability and competence.

Although the Issuer encourages certain schemes through differential lending rates, the eligibility criteria and the
Issuer’s funding decision is guided by the merit of the project and no funds are pre-allocated. In addition, the Issuer
has adopted its own prudential norms that provide guidance on aspects of its financial operations including asset
classification, provisioning, income recognition, asset concentration and investment limits.

The Issuer’s lending policies are set out in its Operational Policy Statement (“OPS”) which is reviewed from time to
time to align it with market requirements. In addition, the Issuer places emphasis is given to projects/ schemes
having short gestation periods and on-going generation projects.

The Issuer lends to projects which meet the following criteria:

1) techno-economically sound with Financial or Economic Rate of Return of not less than 12% (as may be
applicable);other than in certain specific instances, such as projects involving environmental upgrading, meter
installation, load dispatch, computerisation and communication, research and development and non-conventional
energy projects;

2) feasible and technically sound and provide optimal cost solutions for the selected alternative;

3) compatible with integrated power development and expansion plans of the state/ region/ country;
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4) compliant with environmental guidelines, standards and conditions;

5) schemes should have obtained the required clearances;

6) all inputs required for the implementation and operation of the projects are tied up and proper procurement and
implementation plans have been drawn up.

7) The minimum project size to be considered for appraisal of generation projects (for sanctioning of term
loan/guarantee) of private companies (including for captive projects and Debt Refinancing proposals) shall be as
follows:* -

i. Generation from Non-Conventional Energy Sources (including small hydro projects) and other Projects Promoted
by an existing Co. on its own Balance Sheet or by forming SPV with adequate collaterals on the revenues of main
Company -5 MW

ii. Other Projects —10 MW

iii. In case of Wind Power Generation projects promoted by Grade I-IV promoters the minimum benchmark can be
lowered from 5 MW to 3 MW on case-to-case basis.

iv. In case of all Grid connected Solar PV Private Sector Power Generation Projects the minimum size of the project
to be considered for appraisal/financing of shall be 1 (one) MW

*The financial assistance for R&M/R&U and other schemes/projects will not be governed by above limits. The above limits shall
also not be applicable to the loan/guarantee proposals received from State/Central sector borrowers.

The Issuer evaluates the credit quality of all its borrowers by assigning a rating on the basis of various financial and
non-financial parameters. Further, integrated rating (Combination of Entity Rating and Project Rating) is worked out
for private sector generation projects. The interest rates, requirement of collateral securities and exposure limits are
worked out on the basis of integrated ratings.

b) Security risks

The Issuer seeks to put in place a number of different security and quasi-security arrangements for the loans that the
Issuer extends. The Issuer obtains one or more of the following securities in public sector power projects: (i) a priority
claim over the surplus revenue from state power utilities over any loan granted by the relevant state Government to
other entities; (ii) an irrevocable guarantee from the relevant state Governments; and (iii) security in the form a charge
over the relevant project assets;

For loans to Central and State sector borrowers that do not satisfy certain criteria in terms of credit rating and debt
service coverage ratios, the Issuer uses an escrow arrangement as a credit enhancement mechanism pursuant to an
escrow agreement (the “Escrow Agreement”). The Escrow Agreement is typically a tripartite agreement entered into
by the Issuer, the borrower and the bank designated as escrow agent. Under the terms of the Escrow Agreement, the
borrower is required to deposit all of its receivables (from certain centres) into the designated escrow account and the
borrower is specifically prohibited from opening any other account for the purpose of collection of revenues without
the Issuer’s written consent. In the event of a default in payment by the borrower, upon a demand by the Issuer the
escrow agent is authorised to pay the amount owed to he Issuer from the monies deposited in the escrow account. In
addition, the escrow agent is required to submit monthly bank statements of the escrow account to the Issuer.

In the case of private sector power projects, security is normally obtained through (i) a first priority pari passu charge
on assets; and (ii) a trust and retention arrangement in relation to all of the cash flows of the project pursuant to a
trust and retention account agreement (the “TRA Agreement”). The TRA Agreement is entered into amongst the
Issuer, the borrower and a bank designated as the account bank. Under the terms of the TRA Agreement, the cash
flows of the project are controlled by the account bank which must deal with the cash flows strictly in accordance with
the terms of the TRA Agreement. The TRA Agreement specifies the conditions that must be satisfied, on a periodic
basis, before funds from the trust account can be used to meet the relevant expense and the manner in which such
payments will be made, including payments by way of debt service to us throughout the life of the loan. The account
bank is not permitted to allow any withdrawal of funds in excess of the approved limits without the Issuer’s prior
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approval. The TRA Agreement continues to operate until all of the obligations have been indefeasibly and irrevocably
paid by the borrower. The trust and retention account is a no lien account. The TRA Agreement also specifies the
payment waterfall that would apply upon the occurrence of an event of default or a potential event of default in
relation to the loan and which gives priority to the secured lenders.

Eligibility of private sector borrowers is assessed on the basis of various factors such as past performance of the
promoters, their experience and their capacity to bring in equity and project soundness. In certain cases, collateral
securities such as pledges of equity shares held by the promoters and personal or corporate guarantees are also
required.

c) Liquidity risks

Liquidity risk is the risk of the Issuer’s potential inability to meet its liabilities as they become due. The Issuer faces
liquidity risks, which could require the Issuer to raise funds or liquidate assets on unfavourable terms. The Issuer
manages its liquidity risk through a mix of strategies, including through forward-looking resource mobilisation based
on projected disbursements and maturing obligations.

The Issuer has put in place an effective Asset Liability Management System, constituted an Asset Liability Management
Committee (“ALCO”) headed by Director (Finance). ALCO monitors risks related to liquidity and interest rate and also
monitors implementation of decisions taken in the ALCO meetings. The liquidity risk is being monitored with the help
of liquidity gap analysis. The Asset Liability Management framework includes periodic analysis of long term liquidity
profile of asset receipts and debt service obligations.

To ensure that the Issuer always have sufficient funds to meet its commitments, the Issuer OPS requires us to maintain
satisfactory level of liquidity to ensure availability of funds at any time up to three months' anticipated disbursements.
At present, surplus funds are invested by way of short-term deposits with banks and in debt based liquid schemes of
public sector mutual funds.

d) Interest rate risks

Interest rate risk is the risk that changes in market interest rates will adversely affect the Issuer’s financial condition.
The primary interest rate-related risks that the Issuer faces are from timing differences in the maturity of its fixed rate
assets and liabilities. For example, if in an increasing interest rate environment, its fixed rate liabilities mature prior to
its fixed rate assets and therefore require the Issuer to incur additional liabilities at a higher interest rate, and re-pricing
risk, for example, where there is an adverse mismatch between the re-pricing terms of the Issuer’s loan assets and its
loan liabilities.

Interest income forms a substantial part of total income of the Issuer. The Issuer extends loans at fixed as well as
floating interest rates. The Issuer’s borrowings are also a mix of fixed and floating rates. A mismatch between assets
and liabilities may cause the Issuer’s gross spreads to decline and adversely affect the Issuer’s profitability. The
Company endeavours to match interest rate positions to minimize interest rate risk but may not be able to do so.

Interest rates are dynamic and dependent on various internal and external factors beyond the Issuer’s control including
cost of borrowing, liquidity in the market, competitors’ rates, movement of benchmarks such as AAA bond/GSEC yields,
RBI policy changes, de-regulation of the financial sector in india, domestic and international economic and political
conditions, inflation and other factors. The interest rate risk is managed by the analysis of interest rate sensitivity gap
statements, the evaluation of earning at risk on change of interest and the creation of assets and liabilities with a mix
of fixed and floating interest rates.
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The Issuer reviews its lending rates periodically based on prevailing market conditions, borrowing cost, yield, spread,
competitors’ rates, sanctions and disbursements. The Issuer’s incremental Rupee lending interest rates are usually
made with either a one year, three year, five year or ten year interest reset clause. In order to manage pre-payments
risks, the Issuer’s policy as of the date of this Offer Letter is to require a pre-payment premium to be paid by the
borrower in case of pre-payment. The interest rate reset dates typically occur at the option of the borrower at one,
three, five or ten year intervals.

The Issuer has historically, and may in the future, implement interest rate risk management through the contractual
terms of its loans, including pricing terms, maturities and pre-payment and re-pricing provisions. In addition, all loan
sanction documents specifically entitle the Issuer to vary the interest rate on the undisbursed portion of any loan.

e) Foreign currency risks

Foreign currency exchange risk involves exchange rate movements among currencies that may adversely impact the
value of foreign currency-denominated assets, liabilities and off-balance sheet arrangements. The Issuer has foreign
currency borrowings that could expose it to foreign currency exchange rate risk and the Issuer expects to increase its
foreign currency-denominated borrowings in the future.

The Issuer has developed a currency risk management policy to manage risks associated with foreign currency
borrowing. The Issuer manages foreign currency risk by lending in foreign currency and through derivative products
(such as currency forwards, options, principal swaps, interest rate swaps and forward rate agreements) offered by
banks, who are authorised dealers. The Issuer’s currency risk management policy lays down the appropriate systems
and controls to identify, measure, monitor, report and manage currency risks, including interest rate risk. Some of the
important features of the currency risk management policy include benchmarks, hedging ratios, open position limits,
and exposure limits with regard to empanelled banks. In addition, foreign exchange exposures are evaluated on a loan-
to-loan basis, and the exposure is managed in accordance with the various parameters defined in the currency risk
management policy. Every month, the details of foreign currency exposure, open and hedged position are submitted
to the Risk Management Committee and such details are submitted every quarter to the Audit Committee and the
Board.

f) Operational risks

Operational risks are risks arising from inadequate or failed internal processes, people and systems or from external
events. The Issuer has established systems and procedures to reduce operational risk as outlined below:

(a) Operational controls in project finance activities: The Issuer’s OPS, operational guidelines and manuals provide
a detailed description of the systems and procedures to be followed in the course of appraisal, approval,
disbursement, recovery of a loan and resource mobilisation. . Various checks and control measures have been
built-in for timely review of the operating activities and monitoring of any gaps in the same. A significant
proportion of the activities are subject to regular monitoring and auditing, including loan sanctions,
disbursements, recovery and resource mobilisation. In addition to this, many important activities are
monitored on a periodic basis.

(b) Operational controls in treasury activities: The Issuer’s OPS and manual for deployment of surplus funds
provide a description of operations to be followed, with suitable exposure and counterparty limits. Compliance
with the Issuer’s guidelines is monitored through internal control and a well-developed audit system including
external and internal audits.

(c) Legal risk: Legal risk arises from the uncertainty of the enforceability of contracts relating to the obligations of
the Issuer’s borrowers. This could be on account of delay in the process of enforcement or difficulty in the
applicability of the contractual obligations. The Issuer seeks to minimize the legal risk through legal
documentation that is drafted to protect its interests to the maximum extent possible.
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ISSUER INFORMATION
Name of the Issuer Power Finance Corporation Limited
Registered & Corporate Office 'Urjanidhi', 1, Barakhamba

Lane, Connaught Place, New Delhi DL 110001 IN
Tel:011-23456000, Fax:011-23456285

Website: www.pfcindia.com,

E-mail: pfc.bonds@pfcindia.com

CMD of The Company Sh. R.S. Dhillon
Chairman and Managing Director, DIN: 00278074
'Urjanidhi', 1, Barakhamba
Lane, Connaught Place, New Delhi DL 110001 IN
Tel:011-23456000, Fax: 011-23412545

CFO/Director (Finance) of The Ms. Parminder Chopra

Company Director (Finance) , DIN:08530587
‘Urjanidhi’, 1, Barakhamba
Lane, Connaught Place, New Delhi DL 110001 IN
Tel:011-23456000, Fax: 011-23412545

Compliance Officer Sh. Manohar Balwani
Company Secretary, Membership No.: A11117
'Urjanidhi’, 1, Barakhamba
Lane, Connaught Pla