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Quick
Cabinet may consider
capital infusion plan

for Exim Bank today

THE UNION CABINET on Wednesday
is likely to consider fund infusion in
Export-Import Bank of India (Exim
Bank).The Cabinet meeting may take
up a host of issues including a capital
infusion of ¥500 crore in Exim Bank.
The infusion would help the bank
expand its business. The government
infused X500 crore in Exim Bank

last financial year. Exim Bank
commenced operations as a purveyor
of export credit, mirroring global
export credit agencies.

Mahatoinvest 3100 cr
more in MSC Bank

THE MAHARASHTRA GOVERNMENT
has decided to invest an additional
%100 crore towards the paid-up share
capital in Maharashtra State Cooper-
ative Bank.The government had earlier
invested X100 crore. For thelast 5 years,
the bankhas given a dividend of 10%
tothe state government whichisX10
crore peryear. Considering this, the
state government has decided to invest
the additional 100 crore,Vidyadhar
Anaskar,chairman,board of admin-
istrators,said.The state government
has directed the state bank to review
the financial condition of District
Cooperative Bank of Vidarbha,
Nagpur,Wardha and Buldana.

LANCO INFRATECH LIQUIDATION

Bankrupt EPC firms under IBC feel heat

Already heavily indebted to
lenders during bankruptcy,
such firms are left with
almost nothing under
insolvency process

MITALI SALIAN
Mumbai, Januvary 15

LANCO INFRATECH, THE flagship com-
pany of the Lanco Group and once among
the larger private players in the field of
powerand infrastructure engineering, pro-
curement and construction (EPC), was
posted for liquidation by the Hyderabad
bench of the National Company Law Tri-
bunal (NCLT) on August 27 last year,a little
over a year after the corporate insolvency
resolution process (CIRP) was initiated on
an application by IDBI Bank. However, the
liquidation of Lanco Infratech would come
as no surprise to anyone who has been
tracking the fate of EPC companies under
the Insolvencyand Bankruptcy Code, 2016.

Unlike asset-heavy businesses such as
power companies or in case of stressed
hotels and restaurants where the land is
owned or leased by the companies, the
value of EPC firms is derived from intan-
gibleslike current orderbookand ongoing
infrastructure projects,none of which sur-
vive intact once bankruptcy proceedings
areinitiated,anecdotal evidence suggests.

The Lanco Infratech counsel madeasim-
ilar point as part of argument during the
hearings to determine whether the corpo-
rate debtorshould beadmitted for proceed-
ingsunderIBC.Theseargumentsarelaid out
inanorderdatedAug 7,2017,admitting the
debt-heavy company for CIRPthat reads,“It
is contented that the respondent/corporate
debtoristhe onlyholding companyand EPC
contractorfor SPVsand others.So,Lanco has
little value as it derives majority of its value
fromtheinvestmentit holdsin the SPVsand
EPC work it undertakes for its SPVs. There-
fore, it is contented if under-construction
SPVs are themselves stressed, the CIRP of
LITLwillnotyield insolvencyresolution,and
itwould lead to liquidation only”

As is known, soon after the Reserve

Bank of India’s February 12 circular, sev-
eral of Lanco’s subsidiaries, including
Lanco Amarkantak Power, Lanco Anpara
Power and Lanco Babandh Power, have
since been referred to the NCLT for initia-
tion of insolvency proceedings.

According to a banker at a large state-
run bank, “In the case of Lanco Infratech,
the only silver lining is that banks expect
togetatleastthe equityvalue out of Lanco
Amarkantakand Lanco Anpara.”

Among major challenges facing EPC
firms and their RPs is to keep the company
alive as an on-going concern. The firms,
already heavily indebted to lenders at the
start of the bankruptcy process, have ques-
tionable future receivables despite several
ongoing ornear-completion projects,since
payments are usually guaranteed at the
completion of specific stages of the projects.

Moreimportantly,given theway several
EPC firm contracts are designed, the initia-
tion of CIRPgives the principal employeran
opportunityto terminate the contract, dis-
rupting the so-called orderbook,and in the
process making the companyless lucrative
to prospective future investors. The lack of
funds can prove a major road block to well-
meaning RPs who take over management
of the company. Bidding on fresh projects
following the initiation of CIRP is also
avoided, further hurting chances of the
companywith a prospective investor.

The major reason is that there are no
major assets available with these EPC com-

Rupee plunges further,
settles below 71-level

PRESS TRUST OF INDIA
Mumbai, January 15

THE RUPEE ON Tuesday plunged by
another 13 paisetocloseat one-monthlow
of 71.05 against the US dollar amid
strengthening greenback and surging
crude oil prices.

At the Interbank Foreign Exchange,
the rupee opened weaker at ¥70.79 then
lost further ground and fell to a low of
71.15 against the American currency.The
domestic unit, however, gained some
strength and finally settledat 71.05 adol-
lar,down 13 paise over its previous close.

This was the third straight session of
loss for the rupee. The domestic currency
on Monday plunged by 43 paise tocloseat
nearly one-monthlowof 70.92 against the
US dollar. The rupee has lost 64 paise in
these three sessions.

Forex traders attributed the rupee
plunge to rising crude prices. However,
heavy buying in domestic equities and
fresh foreign fund inflows restricted the
fall in the local unit to some extent.
Stronger dollar against its key rival cur-
rencies impacted the rupee trading pat-
tern, they said.

The dollar index, which gauges the
greenback’s strength against a basket of
six currencies, was higher by 0.22% to
95.81 in the late afternoon trade. Brent
crude, the global benchmark, was trading
at $59.81 perbarrel, higher by 1.39%.

Foreign funds bought shares worth
%159.60 crore from the capital markets on
a net basis and domestic institutional
investors purchased sharesworth ¥417.44
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Forex traders attributed the rupee
plunge to rising crude prices.
However, heavy buying in domestic
equities and fresh foreign fund
inflows restricted the fall in the
local unit to some extent

crore on Tuesday, provisional data showed.

The Financial Benchmark India Private
(FBIL) set the reference rate for the
rupee/dollar at 71.0298 and for
rupee/euroat 81.5048.Thereferencerate
for rupee/British pound was fixed at
91.6242 and for rupee/100 Japanese yen
at65.37.

The 30-share index on Tuesdday set-
tled 464.77 points, or 1.30%, higher at
36,318.33,while the broader NSE Nifty
rallied 149.20 points, or 1.39%, to finish
at10,886.80.

panieslike other companies. Secondly, it is
verydifficult forbanks to take a huge hair-
cut on the loans. At times, the resolution
applicants for the reasons like number of
projectsavailable,workin progress are not
able to give even the liquidation value
because some of the assets more particu-
larlyintangible one,won't fetch anyvalue.

According to a banker at a large state-
run bank, “Banks are fairlyworse off in case
of EPC companies where we have investors
invoking guarantees even where projects
arealmost 90% complete.Banksarebleed-
ing on these companiesand someone needs
to come up with a solution that can help
these companies surviveand helpbanks get
adecent recovery out of the same””

Abank guarantee is a financial instru-
ment and represents a bank's promise to
take on liabilities on behalf of a particular
debtorintheeventthatit fails tomeet spec-
ified contractual obligations. The bank
issuesthese guarantees forafeethatisaper-
centage of theamount of the entire contract.

According toAshish Pyasi, principal asso-
ciate with Dhir and Dhir associates, invoca-
tion of bank guarantees is employed by the
principal employerasameans to secure the
project and its investments.The bank guar-
antees,which are largely performance bank
guarantee or guarantees that canbeinvoked
even during the moratorium,are utilised to
pay vendors and to complete the project by
the principal employer.

He adds, “The bank guarantees are

Syndicate Bank eyes
109 rise in advances
under Mudra scheme

FE BUREAU
Ahmedabad, January 15

DESPITE THE RESERVE Bank of India’s
(RBI) concern over the NPAs under the
Modi government’s flagship scheme to
support micro enterprises in India —
Pradhan Mantri Mudra Yojana — public
sectorlender Syndicate Bankis eyeing at
least 10% growth in advances under
Mudra scheme.

“Syndicate Bank is primarily lending
money to small businesses. The bank’s
NPA in the Mudra Yojana is around 10%
compared to gross NPA of the bank which
is 12.98%,” said the bank’s executive
director Ajay Kumar Khurana.

According to Khurana, the bank has
already financed around X7,100 crore
through 4.45 lakh accounts. Of these, NPA
in Mudra advances is around I700 crore,
he added. Against the total advances of
%2,10,000 crore,the bank currently hasa
gross NPA of around ¥27,100 crore.

The Syndicate Bank management was
proactive to reduce the NPA significantly,
hesaid,adding,“As part of itavertical called
Stress Asset Management (SAM) has been
created during the first week of 2019.A
dedicated workforce containing 1,200 per-
sonnel would work for the recovery and
constantly followup NPA accounts.”

The team members working under
SAM would be trained by the experts to
tackle the NPAaccountsand force them to
repay loans as quickly as possible, said
Khurana. They would approach the
National Company Law Tribunal and other
legal bodies apart from door-to-door vis-
its for fast recoveries.

Global funds sell India sovereign bonds, buy company debt

BLOOMBERG
Mumbai, Januvary 15

OVERSEAS INVESTORS ARE selling
India’s government bonds, but they still
have faith in the nation’s corporate debt.
Global funds cut holdings of the
nation’s sovereign securities by 33,350
crore ($472 million) in the first two weeks
of this year after selling ¥1,100 crore in
December, data from the Clearing Corpo-
ration of India showed.They snapped upa
net 1,490 crore of corporate bonds after
buying ¥8,600 crore last month.
Investors are being attracted by the
extra yields on company paper, which
compensate for the extra risk being taken
on.The spread over 10-year sovereign debt
jumped to 128 basis points in early Janu-
ary, the most in almost a year, from 83
basis points at the end of September.
“Buying corporate paper provides
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some cushion and better carry,” said
Vivek Rajpal,arates strategist at Nomura
Holdings in Singapore. Even though
spreads have started to come back down,
they still remain relatively wide on a his-

torical basis, he said.

The extra yield on corporate bonds
expanded last quarteras sovereign securi-
ties rallied following a slide in oil prices
that eased the threat of inflationand as the
central bank bought debt through its
open-market operations. Government 10-
yearyields fell 66 basis points, the biggest
drop in four years, while those on corpo-
rate bonds slid 34 basis points.

Aberdeen Standard Investments has
advised investors tosell India’s government
bonds due to concern about fiscal slippage
as the ruling party gears up for an election
this year. At the same time, it is buying
quasi-sovereigns and corporate debt
because of the high spreads, investment
manager Lin Jing Leong said last week.

Aviva Investors, which limits its bond
investment in India to government debt,
said itis notlooking at add to its holdings
just now.“There area number of favorable

factors including lower oil prices, declin-
ing inflation and the ongoing open-mar-
ket purchases, but fiscal risks are rising
ahead of the election,” said Stuart Ritson,
portfolio manager for emerging-market
debt at Aviva in Singapore.

Theyield onIndia’s most-traded 7.17%
bonds due in January 2028 bonds has
climbed to 7.47% from an eight-month
low of 7.229% last month. Yields rose four
basis points on Tuesday after core inflation
continued to remain sticky in December,
despite easing in headline print.

“The view late last year was that the
Indian fiscal situation was projected to
deteriorate and government bonds
haven’tadjusted to thereality of aworsen-
ing fiscal situation,” said Manu George,
director of fixed income at Schroder
Investment Management in Singapore.
“So relatively speaking, corporates look
better than government bonds.”

encashed even in cases where the project
was completed 90% because afterthe CIRP,
it'saherculean task for professional to com-
plete the project without paying the previ-
ous dues of the vendors. If these vendors
withdraw their support, the project cannot
be completed. Till date there is no sugges-
tion discussed at the policy or legislation
level onasolution to salvage EPC firms dur-
ing CIRP. But if these companies could go
intoliquidationasagoing concernthenthe
various projects can still be completed by
theinvestorsandvariouslicences and expe-
rience which is available with the EPC can
be utilised by the investor company.”

Inanutshell,asAjay Shaw,partnerat DSK
Legal,surmised, the value of the business of
EPC firms as a going concern depends on
three core assets of technical credentials
commonly knowas pre-qualifications (PQs),
orderbook and key skilled personnel.

An immediate fallout of an EPC com-
pany going under IBCis generally termina-
tion and termination-related disputes by
the counterparts of underlying project
agreementsand invocation of performance
bankguarantees,depletion of its orderbook
size forvariousreasons suchas EPC compa-
nies not bidding for fresh projects during
the insolvency period and termination of
engagement by the key skilled personnel.

These reasons majorly contribute to
value deterioration of the assets of EPC
companies under IBC which in turn
reduces bidder participation and bidder
interest suchasin pastinstances of IVRCL,
Unity Infraprojects, Lanco Infratech, etc.

Shaw elaborates, “Therefore, I do not
believe the IBC is the best solution for EPC
firmsif one wishes to salvage the firm with
any value and, if not all, in most cases EPC
companies going through IBC are being
pushed towards liquidation. If no bidders
areinsighttoacquire EPC companies under
bankruptcylawatvalue required bylenders,
as such resolution cannot be achieved. It
may thus be advisable to seek a resolution
for stressed EPC firms outside the aegis of
the IBC by way of formal restructuring
being invoked by bankers or under a com-
promise/arrangement with creditors with
theblessing of the NCLT under Section 230
of the CompaniesAct,2013,orthrough the
security enforcement mechanism.”

ANALYST CORNER
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Rajiv Kumar, financial services secretary

The growth of NBFCs was exponential when
banks were cleaning themselves and a kind of
a similar situation what happened to the banks
in aggressive lending happened to NBFCs.

Role of credit rating
agencies needs to be
introspected: Kumar

PRESS TRUST OF INDIA
New Delhi, January 15

IN THE WAKE of IL&FS crisis, there is a
need to review role of rating agencies as
they continued to rate the NBFC at top
notch investment grade even a day before
it defaulted on its payment obligation, a
top finance ministry official said.

IL&FS, a large systemically important
non-deposit accepting core investment
company, sent markets into tizzy with
series of default beginning August last
year. Rating agencies failed to see the
financial troubles brewing and judge the
ballooning debt of IL&FS. Following the
series of defaults, the credit rating indus-
try came under scrutiny.

While banks were busy with the clean
up exercise, NBFCs went on aggressive
lending spree, financial service secretary
Rajiv Kumar said. “The growth of NBFCs
was exponential when banks were clean-
ing themselves and a kind of a similar sit-
uation what happened to the banks in
aggressive lending happened to NBFCs.

“Some of the NBFCswhich have grown
more than the normal needs a correction
in terms of the asset quality management
and at the sametime needs to be regulated
more intensely than what have been. Also
the role of credit rating agencies need to
be introspected and looked at as to how
entities canremain AAAand suddenlycan
come 8 notches down in a day. So, these
roles have to be seen,”he said.

IL&FS, which has been downgraded to
junk status by rating agencies, is sitting on
adebt pile of around ¥91,000 crore.Of this,
%57,000 crore arebankloans alone, most of
which are from state-owned lenders. State-
owned LICis the largest shareholderwitha
fourth of the firm’s equity, while Orix Cor-
poration of Japan owns 23.5%.

Other shareholders include Abu Dhabi
Investment Authoritywitha12.5% stake,
IL&FS Employees Welfare Trust with 12%,
HDFC with 9.02%o, Central Bank of India
with 7.67% and State Bank of India with
6.42% at the March-end 2018.

Inabid toalign with the best corporate
practices, the finance ministry has asked
PSBs to gradually bring down the govern-
ment’s equity to 52%.

# Retain ‘hold’ on Jet Airways,
maintain target price at X235

EDELWEISS

PRESS REPORTS INDICATE that Jet
Airways' lenders have proposed a
restructuring plan involving a fresh
infusion of 1,500 crore by Etihad,
2400 crore by Naresh Goyal and
conversion of 600 crore debt to
equity (at current market price) by
lenders. If accepted, the plan will lead
to: 1) dilution of Goyal's equity to 34%,
implying loss of majority stake &
control over the board of directors;
and 2) complete pay-off of £3,000-
crore debt maturing towards FY19-
end with zero haircut for lenders.
Implementation of this plan, however,
is contingent on Jet getting a clean
chit in the SBl-ordered forensic audit,
outcome of which is expected by
January-end. That said, we have
incorporated our revised SOTP
factoring in the proposed
restructuring. Given high uncertainty
surrounding this plan, we retain 'Hold'

and target price at ¥235.

Based on this plan, we expect Jet to
generate a positive cash flow of 300
crore over FY19-21 versus our previous
estimate of a negative cash flow of
%2,870 crore. Interest coverage will
improve to 1.2/2.2x in FY20E/FY21E
versus our earlier estimate of 0.9/1.6x
owing to lower interest outgo on
account of the reduction in debt as well
as borrowing cost (down 50bps due to
repayment of costlier debt). Z-score (an
indicator of bankruptcy risk) for FY20
will thus improve to 2.35 from 0.91.

Factoring in FY20-FY21E oil prices at
$65-75/bbl and PAX growth of 2-5%, we
estimate Jet to generate positive
operating cash flow of 22,700 crore over
the next two years. We, therefore,
believe Jet will scale up its fleet
capacity, which has been stagnant (100-
110 planes) since 2012. An uptick in PAX
growth will drive a significant re-rating
of the stock—5% change in PAX growth
will lead to a 17% earnings revision.

& Lower L&T estimates by 3-4%

KOTAK INSTITUTIONAL EQUITIES

ORDERS FROM STATES/PSUs should
continue based on past history of capex
spending by states (fiscal targets a
limited constraint) and reasonable
leverage/capex plans of PSUs. The
same has helped L&T grow business
levels despite a slowdown in private
sector investments and lack of support
from the Centre. We note enabling
conditions for a revival of private
corporate capex and profitability that
can meaningfully aid L&T's PAT growth
over time. We lower estimates by 3-4%
on weak near-term order prospects;
maintain fair value on roll-forward.

States and PSUs account for two-
thirds of L&T's order backlog. States’
spending has been less governed by
fiscal deficit targets in the past and
capex share in overall spending has
been consistently increasing. Even
PSUs, given their capex plans and
limited leverage, should continue to
order at a steady pace. Current fiscal
constraints may limit orders in the near
term from the Centre (15% share of the
order backlog). Private sector's share
(both domestic and overseas) has
reduced to 20% over the last three
years, reflective of deterioration in
demand conditions in core industries
(power, steel) and later in services (real
estate, IT, healthcare).

We see enabling conditions for
recovery in private sector capexin (1)
improving capacity utilisation, (2)
modest leverage for BSE-500 (private
sector) and (3) steady growth trends
in demand (PMI). Our assessment of
BSE-500 (private sector) suggests
strong capex potential if the fixed
asset base of 229 lakh crore starts
growing fast. L&T presently gets
~Z20,000 crore of annual run-rate
ordering from the private sectorin a
recurring capex of 2.5 lakh crore per
annum for the BSE-500 private sector
companies. This capex is a derivative
ofan 11% CAGR in gross fixed assets
over the past six years versus a 30%
CAGR seen in the last upcycle
(FY2005-12).

The incremental benefits of
digitisation (tracking machine
utilisation) should reflect in margin
from hereon; benefits thus far have
helped negate the impact of
hardening commodity prices and
worsening mix of revenues. (2) steady
profitability at a double-digit revenue
growth and 20% working capital
would suffice to take care of
dividends, capex and investments. (3)
We also note the potential reduction
in total tax outgo for the consolidated-
ex services business if the loss-making
Shipbuilding business gets merged
into the parent.



