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to its peers with Net NPAs level of 21.01%. This has significantly
lowered its loan loss provision from INR1.08 Billion in 2006-07
to INR 0.317 Billio n giv ing greater operating flexibili ty to
APSFC. In a ddition, AP SFC’s Re turn Over Asse ts (ROA), at

5.49% compares very well with its peers at 2.10%.

APSFC’s return has been more from interest income, which is at
12.28% com pared to its peers who are at 10.71  %. Moreover,
corporation has highly diversified loan portfolio distributed
across the industry, which is a key fac tor in mi tigating industry

risk.
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Annexure A - Rating Rationale for Andhra Pradesh State
Financial Corporation Fixed Deposit Programme
inancial Corporation _ _
Financials
(INR Billion)
) . . (As on 30t March 2008)
Brickwork Ratings has assigned BWR A+ (Pronounced BWR A+)
to A ndhra Pradesh State Fi nancial Corporatio n (A PSFC)
proposed fixed deposit pro gramme for Rs. 180 Crore or INR 1.8 Total Income 2.2687
billion. The rating refle cts sev eral factors including, majority el TNHENIHE 2.0022
.266
ownership of the Gov ernment of Andhra Pradesh, favorab le Non-Interest Income o200
operating spread and returns, lower NPA, highly diversified loan Interest Expense 1.0825
portfolio, ad equate capi tal ratio, and good managem ent Net Profit 0.8951
practices. Inthepres entturmoi lo ffinanc ial crisis, th e Net Interest Margin 5.80%
government ownership is a comforting factor. ROA 5.49%
Loan Loss provision
(% of Total Asset) 1.94%
3 ’ o, .
While APSFC’s cost of funds at 8.91% is lower than that of peers, Net NPAs (% of Loans & | 4.27%
APSFC has shown higher returns at 15.15% and higher spread of Advances)
6.24%. APSFC’s Net NPA at 4.27% is quite reasonable compared CRAR 15.80%
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Profile:

APSFC has been one of successful
SFCs in India with default free track
record for five decades

Andhra Pradesh State Financial Corp oration
was esta blished on 15t No vember, 195 6 under
the State Financial Corporation Act (1951) with
the merger of Andhra Financial Corporation
and Hyderabad Financial Corporation. APSFC
has a default free repayment track record with
its creditors for over fi  ve deca des and has
achieved good performance in key op erational
areas of s anctions, disbursem ents and
recoveries that faci litatei tspree minence
among all State Financial Corporations in

India.

APSFC provi des cred it i n the form of Term

Loans / Working Capital Term Loans to Micro,
Small and Medium Enter prises (MSME). Th e
Board of APSFC has professiona  1di rectors
nominated b y SIDBI, LI C, Andhra P radesh
state Government, co-opted by th e board and

elected by shareholders.

APSFC has a Tripartite M oU with SIDBI and
the State Government to revive its operations.
The state government is a majority

shareholder with a stake of 85.85 p ercent
followed by SIDBI thathasi14.0 2 percent

stake.

Shareholding Pattern

Shareholders Stake %
State Government 85.85
SIDBI 14.02
LIC of India 0.11
Individuals, Co-Op.Banks, PF 0.02
Trusts etc.

The government ownership is a significant

comforting factor at times of financial crisis.

Business Outlook:

APSFC is well positioned to sustain
itself on a meaningful scale

APSFC’s total Income has increased by 43.03%
toreach IN R 2.27 Billio nason 31 stMarch
2008 from INR.1.5 8 Billionduringth e
previous year, due to improvementi n
recoveries of written-off loans as well as high
interesti ncome. The netinteres  ti ncome
increased to INR 0.91 Billion during 2007-08
as against I NR 0.56 Billioninth e previous
year. The increase in net income during 2007-
08 ena bled APSFCt ow ipeoutth eentir e
accumulated loss of INR 0.84 Billion as on 315t
March 2007. Its opera tional profit also
increased to INR 0.15 Billion as on 31 st March
2008 from INR 0.08 15 Billion duringt he
previous year . It may how ever be noted that
over Rs 20 Crores of APSFC’s increased
profits were due to switch over from cash to

accrual system of accounting in the FY 2008-

09.

Economic Structure of
Andhra Pradesh

Andhra Pradesh is the fourth largest statein
India in terms of area and fifth largest in terms
of populatio n. I t has the fourth high est N et
State Dom estic Produ ct (NSD P)a mongst
Indian stat es. The state's GSDP (atc urrent
prices) grew 16 .10% during (  FY'07-08) as
compared to 14.04% during the previous year.
The Agriculture sector has registered growth
rate of 10.08% as agains t4.50% at nationa 1
level. The in dustry has grown by 9. 88% as
against the n ational avera ge of 8.5 %. Andhra
Pradesh governm ent is paying special

attention to improve agricultural growth rate.
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To achieve this state has announced initiatives
in the area of agriculture, irrigation and water
conservation. In the education sector, the state
has placed emphasis on imparting computer-

aided education.

AP's social infrastructure is among th e average
in the country. Social indicators such as birth
rate, death rate, infant mortality rate, life
expectancy a re marginall y bet ter tha n the

national average.

The presen t Govern mentisalso tryingt o
improve the ind ustrial c limate by a ttracting
knowledge based ind  ustries (inclu ding IT,
Pharmaceuticals, Life Science co mpanies) to
thes tatea ndhas tak en initiatives by
announcing favorable industria 1policies,
formation of seed fund for industrial
development and s  etting up of di fferent
Special Eco nomic Zones (SEZ). Th e recent
Satyam fraud case could be an em barrassment
and the state should be vigilant in future and
promote cor porate gover nance in the stat e

companies.

Andhra saw t he emergence of region al parties
akintoits neigh bors. One of countri  es
dominant pa rties sna tched the pow er back.

The state is now poised for elections with three
regional ou tfitsi nth ef ray. Theres ultant
governance, on one hand might bring in more
consensus in decision making and on the other

might also cause delayed decisions.

State Government
Finances:

The GSDP at current prices for the year 2007-
08stooda tINR 3125 Billion regis tering a

growth of 16.10 percent  over previou s year.

The Revenu e Receipts as percentage of GSDP
have increased in 2007-08 to 18 per cent as
compared to 2004-07 (average) of 15 p er cent.
Sales taxes are the most important tax revenue
of the States con tributing almost ha 1f of the
total (59.7%) own tax rec eipts. The re venue
increase was due to bullish economy, FDI and
FIl inflows, resultantjobs in IT and other
industries, buoyant real e state sector etc. The
buoyancy hel ped the sta te to mobiliz e funds
through sale of land (disinvestment). In 2008-
09, AP budget ed INR 120 Billion under non-
debt capital receipts. Th e state wi 1l now face
recession brought over both from foreign and
domestic ex cesses an d th e reve nue gr owth in

future is expected to decline.

While the states own tax revenues are 56% of
revenue receipts, and growing, they are about
10 percen tage poin ts low er than neighboring
states like Maharashtra, Karnataka and Tamil
Nadu. Sales Taxes contribute over 36% of
revenue r eceipts and co mparableto most
industrialized states. The state excise revenues
are just 7.4 % of the reve nue receipts and the
statehast he pote ntial to increas ethes e
revenues.

The state’s Own Non-Tax revenue as
percentage o f GSDP for 2007-08 was 2.2
percent, wel 1 above th e neigh bouring states
ratios (Karn ataka: o .8%, Maharashtra: 1%,
Nadu: 1.1%). The

composition of the non-tax revenue is

Orissa: 1.9% & Tamil

primarily interest receipts and not user fees.

While A ndhra Pradesh st ate government has
generated a Revenue  Surplus of INR 4.51
Billion. Yetthefi gureislow ert hanth e
Revenue Sur pluses of o ther statess uch as
Karnataka - INR 29.81 Billion, Maharashtra —
INR 27.6 Billion, Ori ssa-INR 16.82 Billion
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and Tamil Nadu - INR 9.18 Billion. However,
thes tatew illfi ndit difficult to show
substantial surplus in the coming years of

recession.

The Andhra Pradesh go vernment has also
been succ essful in re ducing the GFD- GSDP
ratio to targ et of 3 perce nt. The D ebt-GSDP
ratio for Andhra Pradesh is 37.5 percent,
which is above the recommended level of 30.8

percent.

The state’s own tax revenues were bud geted at
INR 378. 66 Billion. The state will exp erience
shortfallin the rev enues of vehicl e taxes,
stamps and r egistration as well as sa les taxes,
due to recession. The st ate’s non-discretionary
expenditure isover INR 400 Billiontha t
includes — over INR 202.34 Billion in general
services — salaries, pension, interest payments,
about INR 2 5 Billion pow er subsidy, I NR 100
Billion in tea chers’ salaries, INR 30 Billion in
salariesin health s ector. While the stat e
spends 33 % of revenue receipts each in social
and eco nomic servic es, the no n-plan
component of this expen diture is ove r15%
each. The total non-plan compo nent of
economic and social services works out to be

over INR 240 Billion.

While thes tate wi 1l fac e pressure on its
finances in the recessio n years, th e states
economic base will see it throug h with

discipline in controlling non-plan expenditure.

Capital Adequacy:

APSFC capital adequacy ratio is
better than its peers’ average

APSFC has reported total capital adequacy

ratioof 15. 8% aso n 31 st March 2008 as

compared to 6.5% for th e same period a year
ago. The added capi  tal infusionw asvia
Government’s capital i nfusion to the extent of
INR 1.08 Billion, in the form of 271 acres of
land. The capital ad equacyis better than
15.26% of i tspeers. R Blrecomm ends a
minimum of 10% capital adequacy for the Non
Banking Fi nancial Corp orations and State

Financial Corporations.

APSFC significantly reduced its leverage to 6.3
as on 31t March 2008 as compared to 15.3 for
the same period a year ago. It is slightly lower

than that of its peers.

Asset Quality:
APSFC’s asset quality trends remain
stable compared to its peer group

APSFC’s a sset qu ality re mains s tronga nd
showed improving trends during 2007-08. The
Standard assets reached INR 13.8 Billion as on
31-March 2008 from the previous level of INR
10.62 Billio n.TheSu  b-standard assets,
doubtful and loss category loans were brought
down. APSFC was able to collect over INR 0.77
Billion NPAs that w ere provided as provisio n
for NPAs  earlier. The Net NPAs as a
percentage of loans and a dvances came down
to 4.27 per cent as on 315t March 2008 from
25.78 per cent as on 315t March 2004. APSFC’s
NPA are 4.27% compared to 21.01% of its
peers. AP SFChad toma ke only 1.94% loan
loss provisio n this year since a large portion

was provided for last year.

Profitability:

APSFC’s ROA has been significantly
higher than that of peers.

APSFC’s total income is INR 2.27 Billion , 88%

of which is interest income. Its operating profit
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went up 84% from INR 0.0815 Billion to
INR o0.15 Billion. I n ad dition, the Net profit

grew 229% from INR 0.27 Billion in th e year
2006-07t 0 INR 0.89 5 Billionin FY 07-08.
APSFC’s ROA at 5.4 9% is higher than 2.1% of
peers. APSF C operati ng profits have grown

and the corp oration has kept adminis trative

expenses in check.

Management of Risk:

APSFC’s risk management system is

adequate in relation to the peer
group.
APSFC has developed risk management

framework to manage ris ks at portfolio leve 1
and ind ividual borrower’slevel. F  or this
purpose, APSFC has developed risk-rating

models that apply to all the term loans,
additional term loans and working  capital
term loa ns. To manag e operatio nal risks,
APSFC has

conducting business a t Head Office a nd

esta blished proced ures for

branch I evel. The Int ernal Audit Department

examines these on a regular basis.

Credit risk is the major risk facedb y APSFC.
To manage these risks, APSFC has developed
procedures and models for due diligence of the
loan proposals and evalua tion of the pr ojects.
APSFChas defined
different ty pes of bo

exposure lim its for
rrowers, industries,
sensitive s ectors in order to mitigate risks at

portfolio level.

Loan Portfolio (Iindustry-
wise):

APSFC’s loan portfolio is very well
diversified.

APSFC’st ermloa nsan ctioned (Eff ective)
during F. Y. 2007-08 amount ed to I NR 9.12

Billion recor ding a grow th of 45.56% over

previous yea r while disbursements increased
to INR 6.63 Billion from INR 5.23  Billion
registering a rise of 26.7 6% over the previous
year.

Corporation sanctioned loans in different
industries like food, textiles, metal, non-metal,
medical, lea ther indus tryetc. AP SFC has
exposure of 16% 1 n med ical loa ns, 14% to
metal industry units, a nd over 8% to leather
and ch emical indus try. In addition, INR 1.09
Billion was s anctioned fo r services industry,
whichi ncludes ho tels androa dtr ansport
units. Foo d products, textile, woo d pr oducts,
non-metallic and other industry loans amount

to INR 4.15 Billion.

The chart belowi ndicates tha tth eloans
sanctioned & disburse d a rewell di versified

and distributed among different industries.

INDUSTRY -WISE CLASSIFICATION OF TERM LOANS SANCTIONED (EFFECTIVE),
DISBURSED DURING THE Y EAR 2007-2008(Dishursed Amount INR 6.62 Bilion)
5%

3%

5%

8%
38%

6%

12%

9% 14%

0 Food products

W Textiles

0 Wood products

0O Leather & Chemical

roducts
B Non-Metallic Mineral

roducts
O Metal Industry
B Medical loans

0 Services

Significant Developments:

Last few years, APSFC has not only been able
to cut its cost but also has been able to increase
its asset bas e. APSFC of fered VRS to 200
employees, which led to decrease in employee
expense as a percentage of total revenue from

14.75% in FY-07 t0 12.98% in FY-08. In
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addition to above, it has also moved towards
technological upgradation. Moreover, APSFC
has be en a ble to prepayi ts expe nsive bonds
and restruc ture the balance sh eet a t lower

interest cost.

On the other hand, APSF C has been able to
bring mor e equity in term s of land val ued at
INR 10.9 Billion. The Government of A ndhra
Pradesh has granted 271 acres of land near
Hyderabad to propel ind ustrial devel opment
in the regio n. A PSFC islooking for ward to
have a new office at the comin g up financial
districtin =~ Hyderabad, APSFCha sbeen
appointed the nodal agency of the Government
of Andhra Pradesh to
sanctioned by the I ndustries department. This
mechanism helps APSFC with a free float of Rs

70 Crore any time.

distribu te subsidy

Rating Outlook:

Brickwork issuer ratings are based on CAMEL-
TP Framew ork, which is used to ass essth e

APSFC’s financial health and risk exposures.

APSFC’s ownership

structure that is supported by the Government
of Andhra Pradesh,
portfolio, its asset quality as well as its capital

The rating reflects

itsd iversified loan

adequacy.

The ratin gs factored th e quality of assets,
significant return o n as sets, redu ction in net
NPAa ndadequa tecapita 1. However,
managing risk associated with its credit and
loan portfolio is a key challeng e in the p resent
turmoil of  financial cri sisandch anging
economic conditions. APSFC’s identification of
certain projectsi nsun rise indus tries like
drugs, pharmaceu ticals, agro and food
processing, t ourism wil 1 help th em increase

their portfolio.

Copyright ©, 2008, Brickwork Ratings.

publishing or reproducing this report.

All rights are reserved and Brickwork receives fee from issuer for assigning the rating.

Brickwork Ratings has assigned the rating based on the information obtained from issuer and other reliable sources, which
are d eemed to b e accu rate. B rickwork h as ta ken co nsiderable steps to avoid any data di stortion; ho wever, it do es n ot
examine the precision or completeness of the information obtained. And hence, the information in this report is presented
“as is” without any express or implied warranty of any kind. Brickwork does not make any representation in respect to the
truth or accuracy of any such information. The rating assigned by Brickwork should be treated as an opinion rather than a
recommendation to buy, sell or hold the rated instrument. Brickwork has the right to change, suspend or withdraw the
ratings at an y ti me for any reasons. F urther, Br ickwork s hould not be held r esponsible fo r an y lo sses in curred fr om

BWR’s Fixed Deposit Rating Symbols / Definitions have undergone minor changes with effect from June 21,
2011. For information on BWR’s Rating Symbols and their definition, please refer to our website link
http://www.brickworkratings.com/scale.html. It is clarified that the said change in the definition should not

be construed as a change in the Rating.
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Annexure I:

31-Mar-
Financials 31-Mar-08 31-Mar-07 31-Mar-06 31-Mar-05 04
I. Total Income (INR Billion) 2.26 1.58 1.38 1.30 1.43
Interest Income 88.25% 91.28% 93.82% 92.49% 91.28%
Non-Interest Income 11.75% 8.72% 6.18% 7.50% 8.71%
11. Expenditure
Interest on Deposits 2.10% 3.06% 4.09% 2.91% 0.43%
Interest on Borrowings 45.61% 52.43% 59.24% 73.69% 74.37%
Financial Charges 0.25% 0.48% 0.17% 0.40% 0.26%
Employee Expenses 12.98% 14.75% 14.66% 13.71% 17.02%
Administrative Expenses 1.98% 2.92% 2.90% 2.78% 2.64%
Depreciation 0.33% 0.49% 0.62% 0.78% 0.96%
Bad Debts Written off 30.13% 20.72% 12.63% 0.39% 0.08%
111. Profit
Operating Profit (INR Billion) 0.15 .0815 .0783 .069 .0601
Operating Profit As % 6.61% 5.14% 5.65% 5.31% 4.20%
Provision for NPAs written Back (INR Billion) 0.7713 0.242 0.2747 0.0508 0.0442
Provision for NPAs written Back as % 34.00% 15.25% 19.83% 3.90% 3.09%
Net Profit for the Year (INR Billion) 0.8951 0.2721 0.2458 0.1314 0.101
Net Profit for the Year as % 39.46% 17.16% 17.75% 10.10% 7.06%

Financials (INR Billion) 31-Mar-08 31-Mar-07 31-Mar-06 | 31-Mar-05 . M%';l
Liabilities

Capital 14.37% 10.96% 12.11% 8.85% 8.58%
Reserves & Surplus 1.45% 1.52% 1.57% 1.69% 1.68%
Deposits 3.24% 3.28% 5.70% 5.95% 2.78%
SLR Bonds(guaranteed by Govt. of AP) 8.21% 12.70% 14.59% 22.57% 41.09%
Non SLR Bonds 9.73% 0.00% 0.00% 0.00% 0.00%
Borrowing from SIDBI 45.77% 48.17% 50.09% 46.06% 39.21%
Medium Term Loan — SIDBI 3.13% 5.48% 7.63% 6.20% 0.04%
Tem Loans from Banks (guaranteed by Govt. of AP) 4.14% 6.38% 0.00% 0.00% 0.00%
Current Liabilities & Provisions 9.96% 11.50% 8.31% 8.60% 6.63%
TOTAL LIABILITIES (INR Billion) 18.40 14.19 12.84 11.92 12.00
Assets

Cash & Bank Balances 8.60% 7.14% 7.02% 4.60% 5.94%
Investments 2.23% 0.08% 0.04% 0.05% 0.00%
Loans & Advances 78.33% 81.67% 78.84% 78.17% 75.81%
Fixed Assets 7.09% 1.46% 1.62% 1.67% 1.69%
Current Assets 3.74% 3.70% 3.91% 4.23% 4.24%
P&L Account 0.00% 5.94% 8.57% 11.29% 12.31%
TOTAL ASSETS (INR Billion) 18.40 14.19 12.84 11.92 12.00

(1 INR Billion = Rs. 100 Crores)

Note : over Rs 20 Crores of APSFC’s increased profits were due to switch over from cash to accrual system of accounting in the

FY 2008-09.

www.brickworkratings.com

www.financial-literacy.in

20 February 2009



K F Ay
- * *
|yjrickwork’
for Informed e 38 b
Investment Decisions

Annexure I1:

Andhra Pradesh State Financial Corporation - Key Ratios

Year 31-Mar-08

31-Mar-07

31-Mar-06 31-Mar-05 31-Mar-04

NIM

Cost of Deposits 8.98% 8.11% 7-87% 7.25% 1.84%
Cost of Borrowings 8.85% 8.48% 9.00% 10.31% 11.03%
Cost of Funds 8.91% 8.29% 8.44% 8.78% 6.43%
Return on Funds 15.15% 13.32% 13.36% 13.05% 28.70%
Spread (Difference RF-CF) 6.24% 5.03% 4.92% 4.27% 22.26%
5.890% 2.07% 5.08% 7.57% 12.51%

PBIT

Interest Income 12.28% 10.71% 10.49% 10.05% 10.88%
Interest Expense 6.64% 6.51% 7.08% 8.32% 8.91%
Net Interest Income 5.64% 4.20% 3.41% 1.73% 1.96%
Loan Loss provision 1.94% 8.05% 10.74% 13.41% N/A
Bad Debt Written Off 4.19% 2.43% 1.41% 0.04% 0.01%
Non-Interest income 1.64% 1.02% 0.69% 0.81% 1.04%
Non-Interest Expense 6.32% 4.56% 3.45% 1.92% 2.47%
0.92% 0.60% 0.63% 0.58% 0.50%

Net NPA (INR Billion) 0.6161

ROA 5.49% 2.01% 1.98% 1.10% 0.84%
ROE 41.51% 220.23% -165.30% -33.31% -11.87%
Net worth (INR Billion) 2.1566 0.1236 -0.1487 -0.3945 -0.8508

0.9698

1.6312 2.0504 2.3464

NPA as % of Loans & Advances 4-27%

8.37%

16.11% 21.99% 25.78%

Leverage 6.3 15.3 19.6 -132.5 -48.7
0, 0, o, - o, - o)

CAR 15.8% 6.5% 5.1% 0.8% 2.1%

(1 INR Billion = Rs. 100 Crores)
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Annexure |l1:

Andhra Pradesh State Financial Corporation - Key Ratio Comparison with Peers

Year - Mar — 2008

APSFC

Peers

Cost of Deposits 8.98% 9.77%
Cost of Borrowings 8.85% 8.77%
Cost of Funds 8.91% 9.27%
Return on Funds 15.15% 15.03%
Spread (Difference RF-CF) 6.24% 5.76%
NIM 5.89% 5.81%

Interest Income 12.28% 10.37%
Interest Expense 6.64% 7.26%
Net Interest Income 5.64% 3.11%
Loan Loss provision 1.94% 7.11%
Bad Debt Written Off 4.19% 0.10%
Non-Interest income 1.64% 2.22%
Non-Interest Expense 6.32% 4.11%

PBIT

Net NPA (INR Billion)

ROA 5.49% 2.10%
ROE 41.51% 18.26%
Net worth (INR Billion) 2.15 2.08

0.6161

1.8140

NPA as % of loan & Advances

Leverage

4.27%

6.3

21.01%

6.71

CAR

15.8%

15.26%

(1 INR Billion = Rs. 100 Crores)
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Annexure 1V: State Finances 2007-08

Andhra Peers
2007-2008 Revised Estimates Pradesh (average)
GSDP (INR Billion) 3125 2975
Revenue Receipts (INR Billion) 561 444
of which:
State's Own Tax Revenue as % of RR 56% 57%
of which:
(a) Sales Tax 36.65% 32.61%
(b) State Excise 7.35% 7.37%
(¢) Taxes on Vehicles 3.37% 3.36%
(d) Taxes on Goods and Passengers 0.14% 2.25%
(e) Taxes and Duties on Electricity 0.31% 1.56%
(f) Entertainment Tax 0.13% 0.16%
(g) Other Taxes and Duties 0.32% 0.60%
Capital Receipts (INR Billion) 229.43 57.22
Total Receipts (INR Billion) 790.69 501.54
Non-Plan Expenditure (INR Billion) 466.24 383.32
Plan Expenditure (INR Billion) 329.75 155.83
Total Expenditure (INR Billion) 795.99 539.15
Select Committed Expenditures as Ratio to Revenue
Expenditure
Interest Payments / Revenue Expenditure 15.50% 7.93%
Administrative Services / Revenue Expenditure 7.70% 3.67%
Pension / Revenue Expenditure 8.50% 4.67%
Total Committed Expenditure / Revenue Expenditure 31.70% 16.26%
Revenue Deficit(-)/Surplus(+)(INR Billion) 4.51 20.85
Gross Fiscal Deficit (INR Billion) -92.37 -62.32
Tax / GSDP 10.05% 9.39%
Revenue Deficit / GSDP 0.35% 12.67%
GFD / GSDP -2.06% -2.08%
Outstanding Debt / GSDP 37.50% 30.13%
Interest Payments / RR 15.37% 15.20%

(1 INR Billion = Rs. 100 Crores)
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