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ABSTRACT 
 Asset overstatement in projection finance represents a critical 
challenge to the integrity of India’s financial ecosystem. This study 
explores the systemic tendencies and incentives that lead corporations 
and financial institutions to inflate asset values during project 
appraisal and financing stages. Drawing upon case studies, regulatory 
reports, and financial disclosures from infrastructure, real estate, and 
energy sectors, the research reveals how overstated asset valuations 
distort credit risk assessment, lead to misallocation of capital, and 
contribute to non-performing assets (NPAs). It also examines the roles 
played by promoters, auditors, and lending institutions in enabling or 
overlooking such misrepresentations. The paper critically assesses the effectiveness of regulatory 
frameworks—including the role of the Reserve Bank of India (RBI), Securities and Exchange Board of India 
(SEBI), and insolvency mechanisms like the Insolvency and Bankruptcy Code (IBC)—in detecting and 
deterring asset overstatement. Findings indicate a persistent gap between formal compliance and 
substantive financial transparency. The study concludes with policy recommendations aimed at 
strengthening due diligence, improving auditor independence, and fostering a more accountable project 
finance environment. 
 
KEYWORDS: Asset Overstatement, Projection Finance, Financial Misrepresentation, Non-Performing 
Assets (NPAs). 
 
INTRODUCTION 

Projection finance plays a crucial role in facilitating long-term infrastructure and industrial 
development, especially in emerging economies like India. It involves the financing of projects based on 
the projected cash flows and future asset performance rather than the existing balance sheet strength of 
the borrowing entity. However, this dependence on future estimations and financial modeling 
introduces significant scope for manipulation, particularly in the form of asset overstatement. In India, 
several high-profile corporate defaults and rising non-performing assets (NPAs) have raised concerns 
about the integrity of financial projections and asset valuations used during the project finance process. 
Asset overstatement refers to the deliberate or negligent inflation of the value of assets in financial 
projections to secure larger loans or better terms from lenders. This can occur through exaggerated 
revenue expectations, undervalued depreciation, or optimistic asset utilization assumptions. Such 
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practices distort credit risk assessments, lead to over-leveraging, and ultimately increase systemic risk 
in the financial sector. Notably, India has witnessed several cases—particularly in the real estate, 
power, and infrastructure sectors—where asset overstatement contributed to project failures and 
banking crises. 

This study aims to critically examine the patterns, causes, and consequences of asset 
overstatement in India’s projection finance landscape. It will analyze how institutional weaknesses, 
regulatory loopholes, and misaligned incentives between borrowers, auditors, and financial institutions 
contribute to this issue. The paper also evaluates the effectiveness of existing regulatory frameworks—
including the roles of the Reserve Bank of India (RBI), the Securities and Exchange Board of India 
(SEBI), and the Insolvency and Bankruptcy Code (IBC)—in identifying and mitigating asset 
overstatement risks. 

By offering an in-depth analysis of case studies, financial reports, and regulatory interventions, 
this research seeks to provide actionable insights and policy recommendations aimed at enhancing 
transparency, accountability, and resilience within India's project finance environment. 

 
AIMS AND OBJECTIVES 
Aim: 

To critically examine the causes, mechanisms, and consequences of asset overstatement in 
projection finance within India’s financial landscape, and to evaluate the effectiveness of existing 
regulatory and institutional frameworks in addressing this issue. 

 
Objectives: 
1. To analyze the common methods and financial techniques used in overstating assets during 

project appraisal and financing stages. 
2. To identify the key sectors (e.g., infrastructure, power, real estate) in India where asset 

overstatement in projection finance is most prevalent. 
3. To investigate the roles of financial institutions, promoters, auditors, and regulatory bodies in 

either enabling or mitigating asset overstatement. 
4. To assess the impact of asset overstatement on credit risk, project failure, and the broader 

problem of non-performing assets (NPAs) in India. 
5. To evaluate the effectiveness of regulatory mechanisms such as the Reserve Bank of India (RBI) 

guidelines, Securities and Exchange Board of India (SEBI) norms, and the Insolvency and 
Bankruptcy Code (IBC) in curbing financial misrepresentation. 

6. To propose policy recommendations for improving financial transparency, due diligence, and 
accountability in India’s project finance ecosystem. 

 
LITERATURE REVIEW 

Asset overstatement, a form of financial misrepresentation, has been widely recognized as a 
major contributor to credit risk misjudgment and financial instability, particularly in project finance. 
Scholars and regulatory bodies have investigated the phenomenon from various disciplinary 
perspectives—ranging from corporate finance and accounting to governance and banking regulation. 

 
1. Asset Overstatement and Financial Reporting 

According to Healy and Wahlen (1999), earnings management, including the inflation of asset 
values, is a deliberate strategy adopted by managers to mislead stakeholders about a firm’s economic 
performance. Dechow et al. (2010) further emphasize that overstated assets often reflect overly 
optimistic assumptions regarding future cash flows, which can distort balance sheets and mislead 
lenders. In the context of India, Narayanaswamy (2011) has shown that limited enforcement of 
accounting standards makes Indian companies particularly susceptible to such manipulation, especially 
when external monitoring is weak. 
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2. Projection Finance in Emerging Markets 
Project finance in India, particularly in infrastructure, power, and real estate, is largely 

dependent on future cash flow projections rather than current financial strength (Yescombe, 2014). 
This creates inherent uncertainty and information asymmetry between promoters and lenders. Mishra 
and Behera (2020) note that Indian financial institutions often rely heavily on projected revenues 
without rigorous validation, which creates an environment conducive to asset overstatement. 
Furthermore, Rajan and Zingales (2003) point out that in emerging markets, institutional voids and 
weak regulatory capacity amplify the risks of projection-based financing models. 

 
3. Role of Promoters, Auditors, and Banks 

Several studies have examined the complicity or negligence of auditors and banks in 
overlooking inflated projections. Sharma and Panigrahi (2013) argue that auditor independence is often 
compromised in India due to promoter influence and lack of accountability. In high-profile cases like 
IL&FS and DHFL, inflated asset values went undetected or unchallenged by auditors and rating agencies 
(RBI Report, 2019). Banks, under pressure to disburse loans, sometimes prioritize relationships over 
risk assessment, enabling overstatement to go unchecked. 

 
4. Regulatory Landscape in India 

Regulatory responses to asset overstatement have evolved over the years. The Reserve Bank of 
India (RBI) has issued guidelines on project appraisal, stress testing, and provisioning norms. The 
implementation of the Insolvency and Bankruptcy Code (IBC) in 2016 marked a significant step in 
holding promoters accountable for financial misrepresentation. However, Sengupta and Sharma (2017) 
argue that while the IBC improves recovery mechanisms, it does not fully address the root causes of 
asset misvaluation at the pre-lending stage. SEBI's regulatory tightening around disclosure and 
corporate governance has also improved transparency, but enforcement remains uneven (SEBI Annual 
Report, 2022). 

 
5. Theoretical Gaps and Need for Empirical Study 

Despite extensive discussions on financial misreporting, specific empirical work focusing on 
asset overstatement in projection finance in India remains limited. Most literature treats earnings 
management broadly, without dissecting its role in project-based finance. This study aims to fill that 
gap by integrating financial analysis, regulatory evaluation, and sector-specific case studies to provide a 
holistic view of asset overstatement in India’s projection finance landscape. 

 
RESEARCH METHODOLOGY 

This research adopts a mixed-methods approach to explore the mechanisms, drivers, and 
impacts of asset overstatement in projection finance within the Indian financial context. The 
methodology integrates both qualitative and quantitative methods to ensure a comprehensive analysis 
of financial documents, sectoral data, and institutional practices. 
 
1. Research Design 

A descriptive and exploratory research design has been employed. The study explores 
patterns and causes of asset overstatement and describes its impact on project finance outcomes, using 
real-world financial data, case studies, and stakeholder analysis. 

 
2. Data Collection Methods 
a) Secondary Data Sources: 
 Annual reports and audited financial statements of companies (especially in infrastructure, energy, 

and real estate sectors) 
 Reports and circulars from regulatory bodies (RBI, SEBI, Ministry of Finance) 
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 Public insolvency proceedings and forensic audit reports under the Insolvency and Bankruptcy 
Code (IBC) 

 Case studies of financial fraud (e.g., IL&FS, DHFL, Amrapali Group) 
 Scholarly journals, industry white papers, and government reports 

 
b) Primary Data (if applicable): 
 Semi-structured interviews with financial analysts, auditors, and bank credit officers to 

understand on-ground challenges in asset valuation and appraisal 
 Expert surveys on the effectiveness of regulatory mechanisms and due diligence practices 

 
3. Sampling 
 Case Study Selection: Purposeful sampling of 4–6 high-profile project finance failures where asset 

overstatement played a documented role (e.g., infrastructure/real estate firms with large NPAs). 
 Respondents (if applicable): Financial experts, auditors, and regulatory officials, selected through 

snowball sampling for interviews. 
 

4. Data Analysis Techniques 
 Quantitative Analysis: 
o Ratio analysis and forensic review of financial statements to identify patterns of inflated assets (e.g., 

unrealistic asset turnover ratios, revenue projections vs actuals) 
o Comparative study of projected vs actual performance in key project finance cases 
 Qualitative Analysis: 
o Thematic coding of interviews and regulatory documents to extract insights on systemic issues, 

regulatory gaps, and institutional failures 
o Content analysis of audit and insolvency reports to map common red flags 

 
5. Ethical Considerations 
 All primary data collection adheres to confidentiality and voluntary participation protocols. 
 Company names and individuals may be anonymized in analysis where necessary unless publicly 

documented in official reports. 
 

6. Limitations 
 Limited access to internal project appraisal documentation from banks may constrain depth of 

some analyses 
 Interview-based insights could carry subjective bias 
 Focus on select sectors may limit broader generalizability 

 
DISCUSSION 

The findings of this study highlight the pervasive challenge of asset overstatement in India’s 
projection finance sector, particularly within infrastructure, real estate, and power industries. The 
analysis demonstrates how inflated asset valuations distort the true creditworthiness of projects and 
entities, leading to suboptimal lending decisions and exacerbating the non-performing assets (NPA) 
crisis confronting Indian banks. 

 
SYSTEMIC DRIVERS OF ASSET OVERSTATEMENT 

One of the key drivers identified is the intense pressure on promoters and project developers to 
secure financing in a highly competitive and capital-intensive environment. This pressure often 
incentivizes aggressive financial forecasting and asset inflation. The study corroborates earlier research 
(Healy & Wahlen, 1999; Mishra & Behera, 2020) showing that overstated projections stem not merely 
from deliberate misrepresentation but also from optimistic managerial bias and flawed assumptions in 
cash flow models. 
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Moreover, the role of asymmetric information between borrowers and lenders is critical. 
Lending institutions frequently lack the resources or expertise for exhaustive due diligence on 
projected asset values, especially in complex, long-term projects. This gap is compounded by limited 
transparency and inconsistent accounting practices, allowing overstatement to persist undetected 
during initial project appraisal. 

 
INSTITUTIONAL AND REGULATORY WEAKNESSES 

The research findings indicate that auditors and rating agencies have, at times, failed to exercise 
sufficient independence and rigor in verifying asset valuations. Regulatory frameworks, while 
improving, still exhibit enforcement challenges. The RBI’s prudential guidelines and SEBI’s enhanced 
disclosure norms have strengthened oversight; however, these mechanisms primarily function 
reactively rather than proactively. 

The Insolvency and Bankruptcy Code (IBC) has been effective in expediting resolution of 
distressed assets, but it addresses symptoms rather than causes of asset inflation. Cases such as IL&FS 
and DHFL illustrate how early-stage asset overstatement snowballs into large-scale defaults and 
financial sector distress. 

 
ECONOMIC AND FINANCIAL IMPLICATIONS 

Asset overstatement inflates project valuations and distorts credit risk profiles, leading to 
capital misallocation. This results in excessive lending to unsustainable projects and eventual write-offs, 
affecting banks’ balance sheets and constraining future credit availability. The ripple effect undermines 
investor confidence and impedes overall economic growth. 

Further, the study underscores that asset inflation disproportionately impacts sectors vital to 
India’s development ambitions. Infrastructure and power projects, which require large upfront 
investments and long gestation periods, are particularly vulnerable. This vulnerability complicates 
India’s infrastructure financing challenges and slows critical development. 

 
RECOMMENDATIONS FOR IMPROVEMENT 

To mitigate asset overstatement, the study emphasizes the need for stronger due diligence 
protocols, greater auditor independence, and enhanced transparency in project appraisals. Building 
specialized financial expertise within banks for better risk assessment and leveraging technology (e.g., 
AI-based analytics) can improve detection of inflated asset projections. 

Regulators should shift from reactive to preventive oversight by implementing periodic audits 
focused on projection finance and establishing stricter penalties for misrepresentation. Encouraging a 
culture of ethical financial reporting and improving stakeholder accountability across promoters, 
auditors, and lenders is essential for sustainable project finance. 

 
CONCLUSION 

This study has highlighted the significant challenge posed by asset overstatement in India’s 
projection finance sector. The inflation of asset values during project appraisal not only undermines the 
accuracy of credit risk assessment but also contributes to the escalating problem of non-performing 
assets within the banking system. The findings underscore that asset overstatement arises from a 
combination of managerial incentives, information asymmetry, and insufficient regulatory enforcement. 

While India has made strides in strengthening its financial regulatory framework through 
institutions like the Reserve Bank of India, SEBI, and the Insolvency and Bankruptcy Code, gaps remain 
in proactive detection and prevention of financial misrepresentation. Moreover, the complicity or lack 
of rigorous oversight by auditors and financial institutions exacerbates the problem. 

To ensure the long-term sustainability of project finance and safeguard financial stability, it is 
imperative to enhance due diligence processes, improve auditor independence, and promote greater 
transparency and accountability among all stakeholders involved in project financing. Strengthening 
regulatory mechanisms to shift from reactive to preventive oversight will be crucial. 
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Ultimately, addressing asset overstatement is not only vital for protecting lenders and investors 
but also for supporting India’s broader economic development goals by enabling credible and 
responsible infrastructure and industrial financing. 
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