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Ref. No. HO/SD/539 Dated: 19.02.2016

Ms. Pramilla D’souza

Deputy Manager-Listing Compliance
National Stock Exchange of India Ltd.
Exchange Plaza, Bandra- Kurla Complex
Bandra East,

Mumbai-400 051

Dear Sir,

Subject: Further Clarification on downward revision of Credit Rating by
CRISIL Ltd. for Bank’s Outstanding Basel-III compliant Tier 2 Bonds
and Basel-II compliant Perpetual Tier 1, Upper Tier 2 and Lower Tier 2
Bonds rated by CRISIL Ltd.

In continuation of our letter No. HO/SD/531 dated 16.02.2016 and with
reference to your email of date on the captioned matter, we have to submit that
the Rating Rationale for downward revision of Rating of our captioned Bonds
provided to us by CRISIL Ltd. is already available in the public domain i.e. on the
website of CRISIL Ltd. As per the said Rating Rationale of CRISIL Ltd. (copy
enclosed) the ratings downgrade reflect higher-than-expected deterioration in
Bank's asset quality and profitability during the first nine months of 2015-16.
Furthermore, CRISIL believes that the Bank's asset quality will remain under
pressure over the next few quarters, because of the asset quality review
exercise. This will result in increased pressure on the bank's already weak

profitability.

This is for your information and records please.
Yours faithfully,

(A. Goel)
General Managér (F&A)
CFO and Compliance Officer
Encl. As stated above
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Rating Rationale

February 16, 2016
Mumbal

Allahabad Bank

Ratings downgraded to '"CRISIL AA/CRISIL AA-/Negative’;
'CRISIL A/Negative' assigned to Tier-I Bond Issue (under Basel III)

Rs.10.0 Billion Tier I Bonds (under Basel III) CRISIL A/Negative {Assigned)

CRISIL AA/Negative (Downgraded from
'CRISIL AA+/Negative')

CRISIL AA/Negative (Downgraded from
'CRISIL AA4/Negative')

Rs.10.0 Billion Tier II Bonds (under Basel III)

Rs.5.0 Billion Tier ITI Bonds (under Basel III)

Lower Tier IT Bonds {under Basel II) CRISIL AA/Negative (Downgraded from
Aggregating Rs.24.5 Billion 'CRISIL AA+/Negative')

Upper Tier II Bonds (under Basel II) CRISIL AA-/Negative (Downgraded from
Aggregating Rs.10 Billion 'CRISIL AA/Negative’)

Tier I Perpetual Bonds {(under Basel II) CRISIL AA-/Negative (Downgraded from
Aggregating Rs.3.0 Billion 'CRISIL AA/Negative')

CRISIL has downgraded its ratings on Allahabad Bank's Lower Tier-II Bonds (under Basel 1I) and Tier II Bonds
(Under Basel 1I1) to "CRISIL AA/Negative' from 'CRISIL AA+/Negative', Tier-I Perpetual Bonds and Upper Tier-11
Bonds (hybrid instruments; under Basel II) to 'CRISIL AA-/Negative' from 'CRISIL AA/Negative'. CRISIL has
also assigned its "CRISIL A/Negative' rating to the bank's Rs.10.0-billion Tier I bond issue (under Basel III).

The ratings downgrade reflect higher-than-expected deterioration in Allahabad Bank's asset asset quality and
profitability during the first nine months of 2015-16 (refers to financial year, April 1 to March 31). Furthermore,
CRISIL believes that the bank's asset quality will remain under pressure over the next few quarters, because of
the asset quality review exercise. This will result in increased pressure on the bank’s already weak profitability.

The ratings, nevertheless, continue to factor in CRISIL's belief that Allahabad bank will continue to receive support
from its majority owner, the Government of India (GolI), both on an ongoing basis and in the event of distress,
and will maintain adequate capitalisation and adequate resource profile.

The distinguishing features of non-equity Tier-1 capital instruments (under Basel III) are the existence of coupon
discretion at all times, high capital thresholds for likely coupon non-payment, and principal write-down (on breach
of a pre-specified trigger). These features increase the risk attributes of non-equity Tier-I instruments, over those
of Tier-I1 instruments under Basel III, and capital instruments under Basel II. To factor in these risks, CRISIL
notches down the rating on these instruments from the bank's corporate credit rating. The rating on Allahabad
Bank's Tier-I Bonds (under Basel 11I) has, therefore, been lowered by three notches from its corporate credit rating
to 'CRISIL A/Negative’ in line with CRISIL's criteria (refer to 'CRISIL's rating criteria for BASEL III-compliant
instruments of banks"). The rating reflects CRISIL's belief that Allahabad Bank's asset quality, profitability, and
capital coverage for unprovided weak assets! will remain under significant pressure. This is because of the
expectation of continued increase in the bank's gross non-performing assets (NPAs) over the next few quarters,
which will exert pressure on its profitability. This may result in significant [osses over the next few quarters, as
witnessed during the quarter ended December 2015, and lower the bank's current revenue reserves and credit
balance in the profit and loss account, which relatively increases the risk of any potential coupon non-payment
(refer to Annexure for key features of the instrument). The factors that could trigger a default event for non-
equity Tier-I capital instruments (under Basel III) resulting in non-payment of coupon include: i) the bank
exercising coupon discretion; i) inadequacy of revenue reserves to honour coupon payment if the bank reports
losses or low profits; or i) the bank breaching the minimum regulatory Common Equity Tier-1 (CET I; including
Capital Conservation Buffer) ratio. Moreover, given the additional risk attributes, the rating transition for non-
equity Tier-1 capital instruments (under Basel III) can potentially be higher than that for Tier-II instruments.

The distinguishing feature of Tier-II capital instruments under Basel IIl is the existence of the point of non-
viability (PONV) trigger, the occurrence of which may result in loss of principal to the investor, and hence, to
default on the instrument by the issuer. According to the Basel III guidelines, the PONV trigger will be determined
by the Reserve Bank of India (RBI). CRISIL believes the PONV trigger is a remote possibility in the Indian context,
given the robust regulatory and supervisory framework and the systemic importance of the banking sector. The
inherent risk associated with the PONV feature is adequately factored into the rating on the instrument.



Allahabad Bank's asset quality has deteriorated significantly over the past few quarters, and is expected to witness
further pressure in the near term. Gross NPA increased to 6.4 per cent as on December 31, 2015 (5.5 per cent
as on March 31, 2015) primarily because of slippage of relatively large exposures in the large corporate and mid-
corporate segments. Slippages to NPAs increased sharply to 4.9 per cent (annualised) for the nine months ended
December 31, 2015, from 3.6 percent in 2014-15. Allahabad Bank also had a high proportion of restructured
standard assets (RSAs), at 9.1 per cent of gross advances, as on December 31, 2015 (10.9 per cent as on March
31, 2015). Allahabad Bank's large proportion of gross NPAs and RSAs translate into high level of weak assets of
around 10.0 per cent as on December 31, 2015 (at a similar level as on March 31, 2015). CRISIL believes
Allahabad Bank's asset quality will remain under pressure over the next few quarters, because of the on-going
asset quality review exercise which will result in sizeable proportion of slippages of advances to NPAs, This is likely
in the backdrop of sizeable exposure to vulnerable sectors such as infrastructure, construction, and iron and steel,
amidst weak commodity price cycle and inability of leveraged players to sell assets. The bank's ability to contain
deterioration in its asset quality, and hence profitability, remains a key monitorable.

Allahabad Bank's earning profile has also weakened sharply because of the deterioration in asset quality. The bank
reported a net loss of Rs.1.6 billion for the nine months ended December 31, 2015, compared to a net profit of
Rs.6.2 billion for the full year 2014-15. This is mainly on account of the sharp increase in provisioning costs to
around 1.63 percent (annualised) of average total assets in the nine months of 2015-16 from 1.27 per cent for
2014-15. Provisiong costs are likely to remain high over the next few quarters given expected increase in gross
NPAs and provisioning requirements on stressed exposures. The net interest margin (NIM) for the nine months of
2015-16 declined to 2.8 percent from 3.1 percent for 2014-15 and is expected to remain under pressure
primarily on account of interest reversals on NPAs. CRISIL believes that such sharp weakening of asset quality will
led to elevated level of provisioning costs and depress the already low NIMs and ROAs of the bank, and will
continue to be a key rating sensitivity factor.

In its ratings on public-sector banks (PSBs), CRISIL continues to factor in the likelihood of strong support from
Gol, both on an ongoing basis and in any event of distress. This is because Gol is both the majority shareholder in
PSBs and the guardian of India's finandial system. The stability of the banking sector is of prime importance to
Gol, given the criticality of the sector to the economy, the strong public perception of sovereign backing for PSBs,
and the severe implications of any PSB failure in terms of political fallout, systemic stability, and investor
confidence in public sector institutions. CRISIL believes that the majority ownership creates a moral obligation on
Gol to support the PSBs, including Allahabad Bank. Between 2008-09 and 2014-15, Gol has infused capital of
around Rs.710 billion in PSBs. Further, under the Indradhanush plan announced recently by Gol, it has
committed to infuse a minimum of Rs.700 billion into PSBs between 2015 and 2019, of which Rs.250 billion will
be infused in 2015-16. Gol is also committed to maintain a safe capital buffer over the reguiatory minimum in all
PSBs. CRISIL believes that Gol will continue to provide distress support to all PSBs and not allow any of them to

fail.

Allahabad Bank has adequate capitalisation, backed by continued Gol support. The bank’s Tier-I and overall capital
adequacy ratio (CAR; under Basel III) were 7.4 percent and 10.4 percent, respectively, as on December 31, 2015
(7.7 percent and 10.5 percent, respectively, as on March 31, 2015). Allahabad Bank received capital infusion of
Rs.3.2 bhillion from Gol in 2014-15 and Rs.2.8 billion under the Indradhanush plan in 2015-16. Cumulatively, the
bank has received equity capital of Rs.21.3 billion from Gol and Life Insurance Corporation of India over the past
six years (including Rs.2.8 billion in 2015-16). Additionally, the bank has moderate flexibility to raise capital by
diluting Gol stake's (62.7 percent as on December 31, 2015) over the long term. However, because of continued
pressure on asset quality, it had weak networth coverage of net non-performing assets (NPAs) of 1.9 times as on
December 31, 2015 (2.1 times as on March 31, 2015), which is lower than the industry average. Additionally, the
high weak assets coupled with low internal accruals has impacted the bank's capital coverage for weak assets. It
had fow Tier I capital coverage for un-provided weak assets, at 1.0 times as on December 31, 2015.

Allahabad Bank has adeguate resource profile, marked by higher-than-industry-average proportion of current
account and savings account (CASA) deposits. CASA deposits has steadily increased to 35.4 percent of its total
deposits as on December 31, 3015 from 33.5 percent as on March 31, 2015 and 31.3 percent as on March 31,
5014. The bank has reduced its reliance on wholesale deposits over the past few quarters and is focusing on
mobilising retail deposits. Cost of deposits, at 6.7 percent for the nine months of 2015-16 (7.1 percent in 2014-
15). CRISIL believes Allahabad Bank will maintain adequate resource profile over the medium term supported by
its stable base of low-cost CASA deposits.

Outlook: Negative ’ o
CRISIL believes Allahabad Bank will continue to benefit from strong Gol support and will maintain adequate

capitalisation over the medium term. The 'Negative' outiook reflects the continued high pressure on the bank’s
asset quality and earnings profile. The ratings may be downgraded in case of further significant deterioration in its
asset quality or earnings profile. Conversely, the outlook may be revised to 'Stable’ in case of a substantial and
sustained improvement in Allahabad Bank's asset quality and earnings profile.

i

About the Bank , ' _
Founded in April 1865 by a group of Europeans in Allahabad (Uttar Pradesh), Allahabad Bank is a medium-sized

PSB, with reported asset base of Rs.2255.2 billion and network of 3183 branches as on December 31, 2015.

For 2014-15, Allahabad Bank's total income (net of interest expenses) and profit after tax (PAT) were Rs.81.7



billion and Rs.6.2 billion, respectively, against Rs.74.8 billion and Rs.11.7 billion, respectively, for 2013-14. For the
nine months ended December 31, 2015, total income (net of interest expenses) and net loss were Rs.59.8 billion
and Rs.1.6 billion, respectively, against total income and net profit of Rs.61.5 bilion and Rs.4.2 billion,
respectively, for the corresponding period of the previous year.

Annexure: Key features of Allahabad Bank's Rs.10.0-Billion Tier-I Bonds Issue {under Basel I11)

The Tier-I bonds are non-convertible, perpetual, unsecured, and Basel 11I-compliant.

Coupon payments shall be annual and non-cumulative,

The bank has full discretion at all times to cancel coupon payments.

The coupon is to be paid out of current-year profits. However, if current-year profits are insufficient, and

payment of coupon may result in losses during the year, coupon payment can be made out of revenue

reserves (subject to the bank meeting minimum regulatory requirements for CET-1, Tier-1, and total capital

ratios at all times as prescribed by the Reserve Bank of India [RBI], and subject to the requirements of

capital buffer frameworks, or credit balance in profit and loss account.

¢ The loss-absorption features as per RBI's BASEL-III norms are applicable.

o Instrument will be temporarily written-down upon CET I breaching the pre-specified trigger of 5.5
percent before March 31, 2019, and 6.125 percent on are after March 31, 2019

o The instrument may be permanently written off at the option of RBI on occurrence of point of non-
viability (PONV) trigger.

o The PONV trigger shall be determined by RBL

[1] Weak assets is CRISIL's measure for assessing banks' asset quality. Weak assets = Gross NPAs + 35 per cent
of outstanding restructured standard advances (excluding state power utilities) +75 per cent of investments in

security receipts (from NPAs sold to asset reconstruction companies)+ 15 per cent of loans structured under 5/25
(flexibie structuring of long-term project loan
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Note for Media:

This rating rationale is transmitted to you for the sole purpose of dissemination through your newspaper / magazine /
agency. The rating rationale may be used by you in full or in part without changing the meaning or context thereof but
with due credit to CRISIL. However, CRISIL alone has the sole right of distribution {whether directly or indirectly) of its
rationales for consideration or otherwise through any media including websites, portals etc.

Note on complexity levels of the rated instrument: :
CRISIL complexity levels are assigned to various types of financial instruments. The CRISIL complexity
levels are available on www.crisil.com/complexity-levels. Users are advised to refer to the CRISIL
complexity levels for instruments that they consider for investment. Users may also call the Customer
Service Helpdesk with queries on specific instruments.

About CRISIL

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory services. We are
India’s leading ratings agency. We are also the foremost provider of high-end research to the world's largest banks
and leading corporations.

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited ("CRISIL”). We pioneered the concept of credit rating in India in 1987.
CRISIL is registered in India as a credit rating agency with the Securities and Exchange Board of India ("SEBI”).
With a tradition of independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating
business. We rate the entire range of debt instruments, such as, bank loans, certificates of deposit, commercial
paper, non-convertible/convertible/partially convertible bonds and debentures, perpetual bonds, bank hybrid capital
instruments, asset-backed and mortgage-backed securities, partial guarantees and other structured debt
instruments. We have instituted several innovations in India in the rating business, including rating municipal bonds,
partially guaranteed instruments and microfinance institutions. We pioneered a globally unique rating service for
Small and Medium Enterprises (SMEs). We have significantly extended the accessibility to rating services to a wider
market.

CRISIL PRIVACY NOTICE

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil
your request and service your account and to provide you with additional information from CRISIL and other parts of
McGraw Hill Financial you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit
www.crisil.com/privacy. You  can view McGraw Hill Financial's Customer Privacy Policy at
htte:/ Swww.mbfi.com/ privacy.

Last updated: August, 2014

DISCLAIMER
This disciaimer forms part of and applies to each credit rating report and/or credit rating rationale that we provide

(each a “"Report”). For the avoidance of doubt, the term "Report” inciudes the information, ratings and other content
forming part of the Report. The Report is intended for the jurisdiction of India only. This Report does not constitute
an offer of services. Without limiting the generality of the foregoing, nothing in the Report is to be construed as
CRISIL providing or intending to provide any services in jurisdictions where CRISIL does not have the necessary
ficenses and/or registration to carry out its business activities referred to above. Access or use of this Report does
not create a client relationship between CRISIL and the user.

We are not aware that any user intends to rely on the Report or of the manner in which a user intends to use the
Report. In preparing our Report we have not taken into consideration the objectives or particular needs of any
particular user. It is made abundantly clear that the Report is not intended to and does not constitute an investment
advice. The Report is not an offer to sell or an offer to purchase or subscribe for any investment in any securities,
instruments, facilities or solicitation of any kind or otherwise enter into any deal or transaction with the entity to which
the Report pertains. The Report should not be the sole or primary basis for any investment decision within the
meaning of any faw or regulation (including the laws and regulations applicable in the US).

Ratings from CRISIL Rating are statements of opinion as of the date they are expressed and not statements of fact
or recommendations to purchase, hold, or self any securities / instruments or to make any investment decisions, Any
opinions expressed here are in good faith, are subject to change without notice, and are only current as of the stated
date of their issue. CRISIL assumes no obligation to update its opinions following publication in any form or format
although CRISIL may disseminate jts opinions and analysis. CRISIL rating contained in the Report Is not a substitute
for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment or other business decisions. The recipients of the Report should rely on their own judgment and take
their own professional advice before acting on the Report in any way.

Neither CRISIL nor its affiliates, third party providers, as well as their directors, officers, sharehoiders, employees or
agents (collectively, “CRISIL Parties”) guarantee the accuracy, completeness or adequacy of the Report, and no
CRISIL Party shall have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for
the results obtained from the use of any part of the Report. EACH CRISIL PARTY DISCLAIMS ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY,
SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall any CRISIL Party be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs,
expenses, legal fees, or losses (including, without flimitation, lost income or lost profits and opportunity costs) in
connection with any use of any part of the Report even if advised of the possibility of such damages.

CRISIL Ratings may receive compensation for its ratings and certain credit-related analyses, normally from issuers or
underwriters of the instruments, facilities, securities or from obligors. CRISIL’s public ratings and analysis as are
required to be disclosed under the regulations of the Securities and Exchange Board of India (and ot.her applicab/g
regulations, if any) are made available on its web sites, www.crisif.com (Free of charge). Reports with more detail




and additional information may be available for subscription at a fee — more details about CRISIL ratings are
available here: www.crisilratings.com.

CRISIL and its affiliates do not act as a fiduciary. While CRISIL has obtained information from sources it believes to
be reifiable, CRISIL does not perform an audit and undertakes no duty of due diligence or independent verification of
any information it receives and / or relies in its Reports.

CRISIL keeps certain activities of its business units separate from each other in order to preserve the independence
and objectivity of the respective activity. As a resuft, certain business units of CRISIL may have information that is not
avallable to other CRISIL business units, CRISIL has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process. CRISIL has in
place a ratings code of conduct and policies for analytical firewalls and for managing conflict of interest. For details
please refer to: hittp:/ / www.Crisihcom/ratings / highlighted-policy. hteml

CRISIL’s rating criteria are generally available without charge to the public on the CRISIL public web site,
www.crisfl.com. For latest rating information on any instrument of any company rated by CRISIL you may contact
CRISIL RATING DESK at CRISILratingdesk@erisil.com, or at (0091) 1800 267 1301.

This Report should not be reproduced or redistributed to any other person or in any form without a prior written
consent of CRISIL.

All rights reserved @ CRISIL
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Connected
CRISIL has revised its rating symbols and definttions with effect from July 11, 2011, to comply with the SEBI circular, *Standardisation of Rating Symbols and Definitions”.
The revised rating symbols carry the prefix, ‘'CRISIL". The rating symbols for short-term instruments have been revised to "CRISIL AL, 'CRISIL AZ’, 'CRISIL A3’, ‘CRISIL
A4, and "CRISIL D' from the earlier 'P1’, 'P2’, 'P3’, 'P4’, and 'P5’, respectively. The revision in the rating symbois and definitions is not to be construed as a change in the
ratings. For detaills on revised rating symbols and definitions, please refer to the document, Revision of Rating Symbols and Definitions’, at the fink,
hitp:/ /www.orisil.com/ratings / credit-rating -scale. htmi




