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Issues and Potential Solutions in Infrastructure 

Financing



Governments worldwide faces huge challenges in development 

of strong financial climate for infrastructure financing…
►Bank loans forms a major share of infrastructure financing in many countries –

issues of asset liability mismatch due to short term nature of deposits and 

►Basel-III norms require the banks to maintain their liquidity limits, implying that there 

will be a limit on infrastructure sector spending by banks

►Regulatory and institutional frameworks are yet to evolve in many developing 

countries for long term financing instruments – Lack of participation from pension 

funds and insurance companies

►Volatile macroeconomic environment may deter foreign and many institutional 

investors to invest in infrastructure sector of the country

►Lack on innovative financial instruments such as refinancing, take-out financing, 

credit enhancement for bonds, etc. 



Development of long term financing solutions through different 

ways is much desired…
►Creation of instruments that would raise funds through schemes or bonds which has 

a longer maturity period – Infrastructure Debt Funds

►Development of bond market in the country

►Incentives to investment in the sector – long maturity tax free infrastructure bonds

►Credit enhancement schemes to make the bond investment grade

►Establishment and empowering of institutions that would offer a range of financial 

offerings to the sector including direct lending, refinancing, take-out financing etc.

►Tapping the potential of pension funds and insurance companies towards 

infrastructure sector



Infrastructure Financing and Capital Market –

India’s Story



There has long been a need to look beyond bank loans for 

financing infrastructure…
►Of total likely debt resources of Rs. 22.66 trillion in 12th FYP, 51% was expected to 

come from domestic bank credit

►High level of stressed loans and Non-performing assets (NPAs) in the sector

►Stressed loans – Approximately 24% of total advances in Jun’15

►NPAs – 7.6% of total assets in Mar’16; expected to worsen to 8.5-9.3% by Mar’16

►Exposure limit of banks has almost reached 

►Outstanding credit to the sector - Approximately Rs. 9.6 trillion in Mar’16 (registered 20% 

CAGR during 2009-16)

►Infrastructure lending stood at 35% of total bank finance in Mar’13

►Asset liability mismatch (ALM)

►Infrastructure project loans have long tenures of 10 to 15 years while bank deposits, the 

main source of funds, typically have a maturity of less than 3 years

►Basel-III liquidity norms to put further pressure on banks

To address the issues associated with bank financing of infrastructure sector, Government of 

India has been exploring long term financing options such as life insurance, pension funds 

and bond market.



Infrastructure Debt Funds (IDFs) were created as alternative 

financial intermediation mechanism…1/2
►IDFs are of two types – Mutual Fund and Non Banking Finance Company (NBFC); 

Both were created to raise long term financing resources

►IDF – Mutual Fund

►At least 90% of the assets to be invested in debt securities or bank loans of completed and 

revenue generating special purpose vehicles (SPVs)

►Raising long term finance – Either a close-ended scheme maturing after more than 5 years 

or interval scheme with lock-in of 5 years and interval period not longer than 1 month

►Minimum investment from any investor – Rs. 1 crore

IL&FS Infrastructure Debt Fund – An example of IDF-MF

• Launched by IL&FS Financial Services Ltd (IFIN) with the first set of 3 close-ended 

mutual fund scheme, having maturities of 5, 7 and 10 years, respectively 

• Size of each scheme is Rs. 500 crore

• The Fund will be managed by IL&FS Infra Asset Management, a JV between IL&FS 

Financial Services and Life Insurance Corporation of India (LIC)

• 5 public sector banks and the two JV partners have contributed to the initial fund



Infrastructure Debt Funds (IDFs) were created as alternative 

financial intermediation mechanism…2/2
►IDF – NBFC

►Raise resource through issuance of bonds of minimum 5 year maturity - RBI has recently 

allowed them to issue short term instruments to the extent of up to 10% of their total 

outstanding borrowings for easing their ALM issue

►Invest in bonds issued by the PPP infrastructure project company

►The project must have completed at least one year of satisfactory commercial operation 

post the commercial operation date (COD)

►The project company will use the proceeds of the bond issue to retire a portion of its senior 

debt, presumably from banks

►Tripartite Agreement among the Debt Fund, the Concessionaire of the PPP project and the 

Project Authority – Model Tripartite Agreement (MTA) approved for road sector

India’s first IDF-NBFC, India Infra Debt Limited (Infradebt), was launched in 2013. Its 

promoters are ICICI Bank, Bank of Baroda, Citibank and Life Insurance of Corporation of 

India (LIC). India Infradebt carried out a Rs. 500 crore debenture issue in July 2013 which 

was rated AAA by Crisil.



Issuance of tax free infrastructure bonds can be seen as a direct 

government intervention in infrastructure financing…
►Bond issuers are all public sector undertakings (credit risk negligible) - The bonds 

have maturities of 10, 15 or 20 years

►The coupon rate is capped at discounts below the Government security (G-Sec) 

rate based on Issuer rating and investor category

►In 2015-16, Rs. 40,000 crore was allocated for raising funds through tax free 

infrastructure bonds in India 

►National Highways Authority of India (60% share), Indian Railways Finance Corporation 

(15% share), Housing and Urban Development Corporation (12.5% share)



Issuance of rupee denominated bonds in international markets is 

an emerging trend in raising debt…
►Earlier, foreign buyers of international bonds were exposed to currency risks, 

thereby increasing uncertainty and volatility in the bond prices

►Rupee denominated bonds are issued in offshore capital markets to eliminate 

foreign exchange risk

►Multilateral agencies such as Asian Development Bank (ADB) and International 

Finance Corporation (IFC) utilize their credit worthiness to raise local currency 

bonds from international markets

Asian Development Bank (ADB) has recently issued its fourth bond issue in the offshore 

market to raise Rs. 700 crore through Rupee-linked bonds. The bonds were priced to 

yield 6.33%. The bonds, which are denominated in Indian rupees but settled in US dollars, 

were underwritten by JP Morgan. 47% of the bonds were placed in Asia and 53% in 

Europe, Middle East, and Africa. By investor type, 44% of the bonds were placed with 

banks, and 56% with fund managers. Proceeds from the bonds will be mobilized to 

support private sector lending in the Indian market.



Multilateral agencies’ support in terms of private sector non-

sovereign lending is also critical in infrastructure financing…
►Objective is to undertake non-sovereign operations to provide financing to eligible 

recipients in developing member countries

►Non-sovereign operations may comprise the provision of any loan, guarantee, 

equity investment, or other financing arrangement to privately held, state-owned, or 

sub-sovereign entities

Asian Development Bank (ADB) catalyses private investments through direct financing, 

credit enhancements, and risk mitigation instruments. ADB provides direct funding 

assistance through loans and equity investments. ADB offers political risk guarantee 

and partial credit guarantee instruments to enhance the risk profiles of transactions to 

attract both foreign and local commercial lenders to projects in the developing member 

countries. Through co-financing and guarantees, ADB supports local investors, domestic 

banks, and financial institutions to provide funds on suitable terms for ADB-assisted 

development projects.

In 2015, non-sovereign approvals of ADB in India amounted to approximately $1,175 

million for a total project cost of $4,406 million. Energy and Financial sector of India 

were largest recipient of the ADB’s support. Loan comprised of $750 million whereas equity 

investment amounted to $89 million. $556 million were allocated for project co-financing.



India Infrastructure Finance Company Limited (IIFCL) continues 

to play a crucial role in long term financing…1/2
►IIFCL was incorporated as a wholly-owned Government of India company in 

January 2006 

►Its purpose to provide long term finance to viable infrastructure projects; Key 

offerings and products of IIFCL include:

Offering Description Cumulative 

disbursement

Direct Lending Provides long term Senior and subordinate debt 

through participation in lending consortium

Rs. 30,251 crore as 

on Mar’16

Refinancing Provides refinance to Banks and eligible institutions 

against their infrastructure lending portfolio

Rs. 6,256 crore

Take-out 

Financing

Provides long term finance to projects that have 

reached the Commercial Operation Stage

Rs. 12,325 crore as 

on Mar’16

Credit

Enhancement

Provides partial credit guarantee to enhance the 

ratings of the project bond issue thereby enabling 

channelization of long term funds from investors like 

insurance companies and pension funds

2 project with 

cumulative bond 

size of Rs. 578 crore

raised by Dec’15



India Infrastructure Finance Company Limited (IIFCL) continues 

to play a crucial role in long term financing…2/2
►Sources of funding of IIFCL:

►Rupee debt raised from the market, through suitable instruments created for the purpose; 

the IIFCL would ordinarily raise debt of maturity of 10 years and beyond

►Debt from bilateral or multilateral institutions such as the World Bank and Asian 

Development Bank. Foreign currency debt, including through external commercial 

borrowings raised with prior approval of the Government

►Short term debt from banks/financial institutions only to manage any asset-liability mismatch

►Crucial role played by IIFCL in infrastructure financing

►Lowering the cost of debt through direct lending scheme

►Addressing asset liability mismatch and exposure limit related issues through take-out 

financing and refinancing schemes

►Development of bond market through its partial credit enhancement scheme 



Operationalization of the National Infrastructure Investment Fund 

(NIIF) to boost further investment in the sector…
►NIIF is an investment vehicle for funding commercially viable green field, brown field 

and stalled projects; It will invest in:

►Units of funds engaged mainly in infrastructure sectors and provide equity/quasi-equity or 

debt funding to listed/unlisted companies;

►Equity/quasi-equity in NBFCs and Financial Institutions that are engaged mainly in 

infrastructure financing; and

►Equity/quasi-equity or debt to commercially viable projects, both greenfield and brownfield

►It is a quasi-sovereign wealth fund with has a corpus of Rs. 40,000 crore herein the 

Government of India would invest 49%

►NIIF will raise third party capital from long term international investors, such as a 

Sovereign Wealth Funds, Insurance and Pension Funds, endowments etc.



Proposed Infrastructure Investment Trust (InvIT) could be a 

potential game changer…1/2
►In InvIT framework, the sponsor(s) can raise funds by transferring assets to the trust

►Various investors classes such as individual investors, foreign portfolio investors, 

mutual funds, pension and sovereign funds and insurance companies are expected 

to participate

►The trust will manage a portfolio of assets; Sponsor(s) would continue to hold 26% 

of units in the trust

►Capital raised would go into repayment of at least 50% of the debt and the balance 

may go to the sponsors

►Removal of dividend distribution tax between the SPV and the trust company would 

be desirable

►Similar Business Trusts have been operational since few years in countries like 

Singapore, Hong Kong and Malaysia



Proposed Infrastructure Investment Trust (InvIT) could be a 

potential game changer…2/2
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