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Free float mn 266.2
Promotor holding % 47.1
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We recently met the management of SREI Infrastructure Finance Limited. Following
are the key takeaways from the meeting.

Asset quality remains comfortable: In the equipment finance business, Net NPA
rose marginally from 1.78% to 1.96% during this year. SREI follows very conservative
provisioning policy. The provisions are more than the statutory requirement of the
RBI, and in continence with the international norms and their own assessment to be
conservative. For now the asset quality remains comfortable and the company is not
facing stress either on the project finance or on the equipment financing business.
Impact of economic slowdown is somewhat visible on the demand side but a nominal
growth of ~30% in business is achievable

SREI BNP Paribas to grow moderately: The JV would be looking at an equity
infusion of ~ Rs 250 crores which would be contributed by both the partners. The
management believes that last year was fairly a good year for the JV. Going forward,
the sector should grow in spite of the various challenges, though the growth may see
slight moderation in near term. Management has guided for a growth of 25% to 30%,
both in terms of new disbursements and in profit for the current year. While cautious
is maintained for the project finance arm given the near term challenges still no stress
has been visible on the profitability of the arm. The business growth may improve in
second half if economic conditions improve. The overall sales of construction and
mining equipments in India are growing at almost 40%, which is likely to remain
around current levels, but much would depend on the economic environment.

Telecom tower business continues with its leadership: The Company is leading
in the telecom tower business with over 40000 towers as on date. The business
boasts of a tenancy ratio of over 2.39X. The tenancy ratio is strong given the
company has not double counted GSM and CDMA while calculating the figure, where
in the average industry tenancy ratio is ~ 1.6x . While dependency on Uninor is
~20%, the management feels that for now there is no immediate threat of the
company pulling out of business. They still believe that Telenor would continue, the
scenario is likely to improve in the next couple of months, when they expect some
clarity to come in on the policy front and then they can plan the future accordingly.
The management believes that on the telecom tower side other operators would start
coming in and they expect that to get balanced in case that kind of the scenario so
arise. While current challenges would have impacted the valuations the management
plans to continue to remain invested over a longer term, hence there is no immediate
impairment visible in this particular investment.

Equipment Rental Business: the equipment rental business performed well in the
last quarter. In terms of the various other Quipo rental businesses, Quipo
Construction has improved and grown its EBITDA. The EBITDA has grown because
of the high depreciation, the interest expenses have come down, resulting in a cash
profit. However because of depreciation, the reported PAT is negative. Going ahead
the business is expected to remain strong. Especially in the oil and gas segment
where two rigs were not on hire, but the management is very sanguine that in this
current financial year, it will be able to deploy all its oil rigs. Profits would begin to
come in from the current fiscal as the company has got the contracts and the rigs
would be taken up for hire. The energy rental business is still positive and PAT
positive.
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Investments in various arms not to see any impairment: With various long term
investments in group businesses on a consolidated basis, they have a large chunk of
capital blocked. Various investments include telecom business, equipment financing,
equipment rental business and even a few road assets. These investments are long
term in nature and don't give me quarter-to-quarter return, resulting lumpy returns
over a period of time. And as a result, it impact the return on equity While reporting
quarterly numbers the value of those investments are not effectively factored and it is
heavily discounted. Any and any happening in that environment say like the telecom
environment has been challenging. However the impact on investments in largely
notional, the company is not planning to monetize its investments in near future hence
none of the investments can be considered impaired. Economic cycles are largely
cyclical in nature and hence can be discounted.

Infrastructure play continues to be strong; Roads lead the way: The Company
has invested in the power, road, telecom, port, oil & gas and SEZ sectors with a
medium to long-term perspective. These strategic investments are valued at Rs
20267mn as on March 31, 2012.The management believes that the value add
because of its expertise in the segment would help the company to garner better
value over a medium to long term. Company has invested selectively in road projects
allotted by National Highway Authority of India (NHAI) (including a major expressway
project). NHAI is now bidding out road projects expanded to 6 lanes. Presently, your
Company, under consortium arrangement in Roads and Highways, has a substantial
portfolio of close to 5500 Lane-Km under development, operation & maintenance.
These projects are a diversified mix of annuity and toll based projects and has been
awarded by the National Highways Authority of India (NHAI) under National Highways
Development Programme (NHDP), Ministry of Road Transport and Highways and
various other State Governments. This gives the Company a promising opportunity to
become a significant player in the segment.

‘Sahaj’ initiative shaping up well; to break even in 2 years: ‘Sahaj’ is a Common
Service Centre aimed at providing a digital infrastructure set up to gap the
infrastructure divide with urban and rural India . The business was EBITDA positive
this year, garnering Rs 48mn. PAT negative due to current investments and the long
term distribution expenditure of infrastructure in the rural sector. The management is
upbeat about the project as they believe overall medium to long-term it would give a
strong impetus to the group in the rural infrastructure development. The project is a
gestation feed project, it needs a lot of development which would take at least about
two to three years. In some sectors like UP it has picked up well in the last three or
four months. The government is now pushing very hard to every state to push the
government services through CSCs (Common Service Centers) and they have been
resistance more at the local levels by government authorities. So that is getting
addressed. The management is hopeful of a cash profit hopefully in the next two
year's time.
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New Securitisation norms likely to impact volumes: The company has about 15%,
18% of the portfolio through that route. With new norms coming in the first likely
impact is expected to be on the volumes (may go down as high as 30%), though the
route would still continue to be functional. Given the RBI's stand, with these new
norms the banks may take a cautious approach on these transactions. The
management believes that once the final guidelines are released an exact
assessment of the situation would be possible. The new norms could have an impact
to certain extent on the cost of borrowing which is one reason that the company is not
reducing its benchmark rates.

Margins to remain largely stable: The Company saw some impact on margins in the
fourth quarter on yields coming down and cost of funds rising marginally. While
cyclicity in interest rates would be seen in the quarterly margins, long term NIMs are
likely to be in the range of 3.25-3.75%. In a declining interest rate scenario the
company would be benefited on the cost front which would finally augment the NIMs.

Q4F12 performance: SREI Infrastructure Finance reported a net profit of Rs 132.1mn
for the fourth-quarter ended March 31, 2012, compared to Rs 142mn net in the
corresponding quarter last fiscal. An impact of high interest rates was seen on the
profits which came down on a YoY basis. The consolidated income from operations in
the Q4F12, however, was up at Rs 6533.6mn against Rs 6277.5mn in the Q4F11.
Profit was impacted due to the sharp depreciation of Indian rupee against US dollar,
resulting in a notional forex loss of Rs 648mn. Consolidated asset under management
at the end of March 2012, grew by 51 % to Rs 307.64 bn from Rs 205.1bn at the end
of March 2011, while consolidated disbursements in the FY 2011-12 was up by 49 %
to Rs 186bn compared to Rs 124.97bn in FY 2010-11. Interest earning portfolio for
Equipment Financing increased by 29% to Rs122,750 mn from Rs 95,163 mn and for
Project Financing increased by 81% to Rs 91,994 mn from Rs 50,745 mn.

About the Company: The Company was established in 1989 as an NBFC with
infrastructure focus. It is primarily engaged in the business of Infrastructure Financial
Services; Infrastructure Development such as Roads, Ports, Telecom, Power; Rural
Infrastructure; Hospitality and Healthcare. The company has received an IFC status
by the RBI; wherein a clear focus on infrastructure related finance can be undertaken
by the company. The company’s focus areas remain on project and equipment
financing along with some strategic investments in a host of infrastructure projects
across sectors. The company is present across India (198 offices), has 2 offices in
Russia and 1 in Germany.

= Equipment financing business: The equipment financing business is a 50:50
joint-venture with BNP Paribas. The JV focuses on financing equipment
including excavator, dumpers and crushing plants among others.

= Project financing business: dominated by power (40%) and transportation
(33%) sectors.

=  Other Strategic Investments:
o Viom Networks Ltd: Telecom passive infrastructure provider; JV with Tata

Teleservices

0 Quipo Rentals: Concentrates on equipment rental business- focusing on
infrastructure.

0 SAHAJ: Initiative on ruaral IT infrastructure development.
The current management team has Mr. Hemant Kanoria as the Chairman and

Managing Director and Mr. Sunil Kanoria as the Vice Chairman of the company.
Promoter holding in the company currently stands at 47%.
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Income statement (Consol)
Y/E March (Rs mn) F 10 F11 F12
Income from Operations 9,696 16,094 23,778
Other operating Income 26 223 561
Total Income 9,722 16,317 24,339
Growth (%) 25.7 67.8 49.2
Expenditure
Employee Cost 626 1,234 1,718
Legal & Professional Fee 350 402 397
Operating & other expenses 520 1,530 1,835
Bad Debts Written off 259 351 512
Contingent Prov. Against Standard assets 0 224 117
Prov for bad & doubtful assets 21.0 209.7 216.2
Depreciation 433 1,241 1,650
Total Expenditure 2,208 5,190 6,445
Profit from Operations 7,513 11,126 17,894
Other Income 26 64 124
Profit from ordinary activities before finance cost 7,539 11,191 18,018
Finance Cost 5,336.7 8,300.8 15,650.3
Profit before taxes 2,203 2,890 2,368
Taxes 609 928 1,136
Profit after taxes 1,593.9 1,961.8 1,231.5
Exceptional Items 0 0 0
Minority Interest 9.4 169.4 113.4
Profit After taxes and minority interest 1,584.2 1,792.1 1,117.8
Balance sheet
Y/E March (Rs mn) F 10 F11 F12
LIABILITIES
Capital 1,163 5,032 5,032
Reserves & surplus 11,734 25,648 26,754
Minority Interest 236 738 913
Loan Funds 65,696 100,641 167,933
Deferred Tax Liability 736 1,015 1,405
Total liabilities 79,565 133,075 202,038
ASSETS
Fixed Assets 3,171 14,618 20,753
Capital & Project WIP - 745 -
Goodwill 62 4,253 4,399
Investments 6,707 20,314 21,137
Net Current Assets 69,574 92,772 155,749
Miscellaneous Expenditure 43 14 -
Total assets 79,565 133,075 202,038

Source: Company, SSLe
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Key to investment Ratings

Guide to the expected return over the next 12 months. 1=BUY (expected to give absolute returns of 20 or more
percentage points); 2=zACCUMULATE/ADD (expected to give absolute returns between 10 to 20 percentage
points); 3=REDUCE (expected to give absolute returns between 0 to 10 percentage points); 4=SELL (expected
to give absolute negative returns)
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