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n 2003, the global economy started growing rapidly, after two years of lack-
lustre growth following the great tech crash of 1999/2000. The growth
peaked in 2006, and the year 2007 continued to be nearly as good. In the
western countries, the growth was largely fuelled by a housing bubble and a
boom in the financial markets that were creating and trading in all sorts of exotic
instruments. Only a small fraction — less than 10 per cent by some estimates —
went to businesses that were not in the real estate or finance sectors.
In developing countries — especially the BRIC nations — growth was driven
more by real industrial capacity creation and growing consumer demand.
Among the corporate houses in India, this was a time of great optimism and
most big companies and groups chalked out highly ambitious growth plans,
which included big greenfield projects as well as domestic and overseas ac- | corxpesk
o . . . . Senior Editors: Rishi Joshi, Mahesh Jagota
quisitions. Companies were drawing up humongous investment plans in | Associate Editor: Samarpan Dutta
: : Chief Copy Editors: Gadadhar Padhy, Sapna Nair Purohit
every sector. Most of them borrowed heavily from banks and also issued e 5%‘;5;“.;' Devika Sinel
) . . . enior Sub Editor: Devika Sing|
debt instruments to finance their plans. The period 2004-2008 saw an in- | 1
dustrial credit boom in India, with a big chunk of money going to infrastruc- | photo Editor: vivan Mehra
Deputy Chief Photographer: Shekhar Ghosh
ture and realtY' Prir!cipal Photographer:‘ Rachit Goswami
In the US and Europe, the problems in the financial sector were apparent as | germior Photographer: Nilotpal Baruah
early as 2007, but it was in September 2008, when the Lehman Brothers filed | !
ART
for bankruptcy protection that the real crisis hit. Lehman Brothers was the single | ArtEditor: Safia Zahid
. Assistant Art Directors: Amit Sharma, Ajay Thakuri
biggest company to have filed for Chapter 11 bankruptcy | chiefVisualiser: Vikas Gupta
pro tection tlll then Senior Visualiser: Raj V(clrma .
. Senior Designer: Devender Singh Rawat
The Lehman Brothers’ crisis roiled the global financial | 1
PRODUCTION
markets and most economies around the world were faced | chicfofProduction: Harish Aggarwal _
with an abrupt slowdown. In the US, the way to stave off i‘;‘s‘{;’é,ﬁ{%‘}‘;ﬁ:;gf‘ﬁ?ﬁﬂi?ﬁg%gﬁf e"éra SO S G
the unprecedented crisis was a government stimulus. Sl U e
In India, though, the full effects of the global economic | {8t~ o ¢ i gnan
slowdown was not felt even in 2009. By 2010, the gov-
ernment had realised that India was not exactly insulated
from the global crisis even if the worst had been avoided. | jpacrream
To keep the economic growth from slowing further, the zcc'gg:afﬁ‘:;g{;g;‘;‘gggg d]rizegii?thﬁia(nmg];fgley
Indian government decided to provide a mild stimulus to the economy and | VeluBalasubramaniam (Chennai) ;
. . . . Deputy General Manager: Kaushiky Chakraborty (East)
encouraged companies, especially infrastructure companies, to take even more |
loans. The idea was that as more projects got off the ground, the economy | Marketing: Vipul Hoon, General Manager;
. . Reynold Robert, Brand Manager
would start growing fast again. 1 i S
In theory it was a good idea, but it didn't work out well in practice. Banks, gﬁgﬁﬁi‘hﬁs Coneral Mﬁi?;??ﬁéﬁoifal('seﬁ:i \%I[)aiﬁa];g;ééa,
. A 0 5 Deputy General Manager (Operations); Manish Kumar
especially public sector banks, lent money aggressively to all sorts of companies, Stivastava, Regional Sales Manager (North): Rajeev Gandhi,
without exactly examining cash flows or project feasibility too carefully. E:i{gﬁ;{ s ﬁggggzi f‘s"gﬁ) g ek Raly
The fact that the UPA government itself was making all sorts of mistakes o)
and was in the grip of a policy paralysis made many projects unviable. By
2013/14, Indian business groups and companies had enormous debt on their
books, some of which could clearly not be serviced easily because their revenue
projections were badly off the mark. Meanwhile, public sector banks saw their
non-performing assets or bad loans rising to crisis proportions.
In the past two years, several companies — especially the big ones — have
tried to rationalise their debt. Some have done it proactively, while others have
been pushed by banks (which in turn were prodded by the Reserve Bank of
India). Some have just tried to sell off assets acquired during better times. Others
have refinanced debt, swapping high-cost debt with low-cost ones. Still others
have raised equity to reduce the debt burden.
Our cover story (page 48) by Managing Editor Rajeev Dubey looks at how
companies have started managing their debt actively, and what are the lessons
that can be learnt from the best ones.
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Utterly Butterly

Delicious Amul!

This refers to your cover story on
the dairy market (The 80,000-crore
Milk Market, June 5). The value-
added products market has ex-
ploded exponentially over the past
few years. The journey of the “ut-
terly butterly delicious” Amul —asT
remember — towards becoming the
biggest cooperative movement is
quite interesting to read. Being the
largest producer of milk and dairy
products in the world, India has ex-
perienced tremendous growth in
per capita availability of milk over
the past five years. Also, itis a
proud moment for the unorganised
sector, comprising small farmers,
which accounts for a major share
of the Indian dairy products mar-
ket. Kudos to the BT team for
bringing out such a nice analytical
piece on this white gold.

Namita P., Faridabad

Precious Commodity
This refers to your article on water
(The Economics of Water, May 22).

Today, the water situation across
the country is very grim. Let us
wake up to the harsh reality of the
situation and take expeditious steps
to preserve and conserve this pre-
cious commodity. Nature has given
us everything in abundance, but
unfortunately we have not learnt
to respect it. Now water is, more or
less, a free commodity that must
change to full-cost recovery. A
good monsoon is necessary every
year but excessive dependence on it
is not desirable. The government
has the onerous responsibility to
build adequate infrastructure to
prevent water scarcity. If the BJp
government is successful in com-
pleting the project, it will be the
biggest achievement for the party.
No doubt its credibility and image
will be enhanced further.
Srinivasan Umashankar, Nagpur

Posing a Terror Threat?
This refers to your story titled The
Economics of Water. Off and on we
keep reading disturbing media re-
ports like “Why global water
shortages pose threat of terror and
war”, “Will water supplies pro-
voke World War 11", “The next big
wars will be fought over water”,
hinting that the next World War
could definitely be over water.
Indeed, water scarcity is a global
issue and needs to be top priority
for governments across the world.
Sometime ago, there was a media
headline: “Now, a machine that
produces water out of thin air...”.
Eureka Forbes was reportedly test-
marketing a product which, when
commercially rolled out, would be
the first air-water generator in
India. This is the first time such a
product is being indigenously

built. While the company did not
indicate the investment behind the
project or the cost of the machine
it proposes to launch, industry
sources say it is likely to be priced
at390,000-1,00,000 a unit, if
benchmarked against similar
products available in the West.
Globally, air-water generators are
available for $1,500-2,000 a unit,
depending on the sophistication of
the technology and the amount of
water it can produce. So, in short,
problems are there but then inno-
vative solutions need to be found
to avert future wars.

J.S. Broca, New Delhi

Growing Cyber Crime

This refers to your article on data
security (Sitting Ducks, May 22).
Experts are of the view that cyber
thieves have ditched their old ways
of making money — stealing credit
card numbers and bank account
credentials — in favour of ransom-
ware. Hackers encrypt computers
or critical files until you pay a ran-
som to unlock them. Malvertising
is another popular method where
malware gets delivered into the ad-
vertisers’ network. Recently, The
New York Times was struck with
this. In another instance, hackers
broke into the Los Angeles
Hollywood Presbyterian Medical
Center’s servers and demanded
$3.6 million in bitcoin. In this age
of digital information, we mostly
leave our digital footprints all over
the place leading to a possible
hacking. We need to pre-empt this
emerging cyber threat on a priority
basis to ensure safe networks.

H.N. Ramakrishna, Bangalore
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HIGH-FLYING
PLEDGE

After scripting one of
the most remarkable
turnaround stories
of recent times, Ajay
Singh, Chairman
and Managing
Director of Spice]et,
may finally start
taking a salary — for
the first time since he
took charge of the
ailing budget carrier
in January 2015.
Singh had promised
not to take
remuneration till the
time the Gurgaon-
based company was
profitable for a full
fiscal year.
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$16,272.34 ccox

the combined net loss of 20 public sector banks for the fourth quarter
ended March 2016, as the bad loans situation worsened. Punjab
National Bank led the way with35,367.14 crore, followed by Bank of
India at X3,587 crore and Bank of Baroda with 3,230 crore.
Allahabad Bank reported a net loss ofX581.13 crore.

HORLICKS
HIJACKED

After launching noodles
and personal care brands,
and taking on giants like
Nestle, Colgate, Palmolive
and HUL, Patanjali now
plans its own version of
GlaxoSmithKline's
Horlicks. The Patanjali
product, though, is 5 per
cent more expensive
than Horlicks.

I4NMVHL AVIV

FLIP-FLOP

India’s largest e-commerce
company Flipkart.com has
deferred the joining date for
IIM grads by six months
after making job offers. The
company has been
struggling to raise fresh
funds and, therefore, is

DESI BABU looking to cut costs. Flipkart
ANGREZI MIND i reduced hiring to a trickle in

recent times.

In a fresh salvo at
Raghuram Rajan, BJP MP
Subramanian Swamy
alleged that RBI Governor
was “mentally not fully
Indian” and has “wilfully”
wrecked the economy.
Swamy’s barb came under
severe criticism and a

petition by Change.org

supporting Rajan for a . —

second term in office got A
45,646 online signatures. : I I M
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CALENDAR

INCLUSIVE GROWTH
WHAT: International Forum on
Urban Policy for Sustainable
Development Goals

WHEN: June 8-10, Seoul

WHAT TO LOOK FOR: Idea exchange on
how to facilitate and support cities in
making human settlements inclusive,
safe, resilient and sustainable and SEOUL TOWER
identify practical approaches and
programmes for sharing policy experiences, best practices, as
well as innovative technologies with all UN member countries.

ECONOMIES OF SCALE

WHAT: Enhancing the Ease of Doing Business for MSMEs
WHEN: June 14, New Delhi

WHAT TO LOOK FOR: A policy roundtable on enhancing
ease of doing business for MSMEs. The event will devise
strategies to improve the outreach of regulatory
reforms, including the Udyog Aadhaar initiative and
the new MSME policy, among others, on the basis of
key suggestions from all stakeholders.

DIRT TO DIAMONDS

WHAT: 4th National Conference on
Waste to Wealth

WHEN: June 21, New Delhi

WHAT TO LOOK FOR: The aim of the
conference is to provide overview
of the current state of waste
management in the country,
barriers faced in its effective
management as well as to explore
the enormous potential business
opportunities in this sector.

WARMING UP

WHAT: Defence & Aerospace Business
Delegation to Eurosatory 2016
WHEN: June 13-17, Paris

WHAT TO LOOK FOR: A Ficci and Invest
India, the investment promotion and
facilitation agency of the Government
of India, delegation will visit
Eurosatory 2016 in Paris to
strengthen ties and trade cooperation
with global companies eager to
understand the potential of co-
development and co-production
opportunities in India.

EllﬂllSl\'l'(lR\'

13 - 17 JUNE 2016 / PARIS

BUILD UP

WHAT: 6th CII Manufacturing
Innovation Conclave 2016
WHEN: June 24, New Delhi

WHAT TO LOOK FOR: Interactive
sessions to showcase the
power of innovation in
manufacturing and
knowledge-sharing and to give
participants the acumen to
generate new ideas, products,
services and processes, and
turn them into profit, driving
investments, developing skills
and building best-in-class
infrastructure.

THOUGHT FOR FOOD

14 BUSINESS TODAY June 19 2016

WHAT: Safe, Nutritious gnd Affordable Food for All
WHEN: June 22-24, Manila

WHAT TO LOOK FOR: Networking and partnership building
to achieve global food security goals, not only in terms of
quantity but in quality, using the value chain
framework approach, and showcasing innovative,
clever and state-of-the-art agricultural technologies.
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The Modi government's
first two years will be
remembered for several
landmark steps such

as Jan Dhan Yojana

and Make In India, an
initiative to encourage
local manufacturing for
job creation. It will also

be known for passing of
several important Bills
(Insurance, Bankruptcy,
Aadhaar, to name a few).
Still, on a lot of parameters
used to gauge economic
performance, it is yet to
make any significant mark.
One big exception is, of
course, inflation

India's GDP expanded 7.1 per cent in the December 2015 quarter and 6.7 per cent in the
December 2014 quarter. Though there has been some pick-up from where the UPA-II left, in
December 2009 and December 2010 quarters (the first two years of UPA-II), the figures were

6.5 per cent and 8.3 per cent, respectively

— I GDP at constant prices (YoY growth)

Jun-12
Source: MOSPI

May-14

Dec-15



Growth in industrial production was 2.8 per cent and 2.4 per OTHER INDICATORS

cent in 2014/15 and 2015/16, respectively. The figures were Imports have declined, partly
10.5 per cent and 7.8 per cent, respectively, during the first due to the fall in crude oil
two years of UPA-I1 (2009/10 and 2010/11). Here, too, there prices, but exports paint a grim
\| has been a pick-up from the contraction seen in the last picture of the country's global
few quarters of UPA-II competitiveness. Addition to
UPA-II Modi forex reserves has also slowed.
Government Government Stock indices are also looking

listless after a short-term
spike following the NDA's win
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Controlling inflation has been the biggest sinqular success of the NDA
government. Consumer price inflation was 5.79 per cent during .
Jan-Mar 2016 compared to 8.81 per cent during the same period in o Gowm
2014. The NDA had come to power in May 2014. gt
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P. Chidambaram Pranab Mukherjee
Union Budget 1996/97 . Union Budget 2010/11

United Front Government
Created a dedicated infra institution,
IDFC, which is now a commercial bank

UPA Government
Was in favour of new banking
licences. RBI instead issued

i licence to MFIs, infrastructure
Union Budget 2014/15 institutions and created two new
UPA Government models - payments banks and
Set up the Mahila Bank, which is now small finance banks
getting merged with SBI i

FMs Propose,
Markets Dispose

Successive finance ministers have announced

new institutions for the financial marketplace,
but not many have survived or achieved their

stated goals. By Anand Adhikari
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Arun Jaitley

Union Budget 2015/16
NDA Government

Set up the Mudra Bank,
which is yet to pick up
steam. NABARD and SIDBI
are already operating as
refinancing institutions

he verdict on special purpose
I banks is out. Several institutions,
such as the populist Bharitya
Mahila Bank, IDFC or, the youngest,
Mudra, which were launched with
much fanfare in Union Budgets over the
years, have led to some sort of duplica-
tion in the market.
In the mid-1990s, the government
had felt the need to create a specialised
infrastructure institution Infrastruc-



ture Development Finance Company (IDFC). P Chidam-
baram, the then finance minister under the United Front
Government, had announced the proposal in the Union
Budget 1996/97. After almost a decade and a half,
cracks have begun to show in the model. IDFC had
started feeling the pressure of concentration risk as the
entire portfolio was in infrastructure assets, including
telecommunication, power, roads and ports. In addition,
rising competition from banks that expanded into infra-
structure funding with low-cost deposits only added to
the woes. Subsequently, the eventual conversion of
IDFC into a bank actually marked the end of the devel-
opmental financial institution (DFI) era.

Earlier, two large DFIs — IDBI and ICICI — had al-
ready gone through the transformation, establishing
themselves as full-scale banks, while IFCI just sank into
oblivion. “IDFC’s cause was noble, but lack of a bond
market to support the liabilities side of the balance sheet
impacted its business model,” says Abizer Diwanji,
National Leader (Financial
Services), EY India. “We should
have nurtured our DFIs like
IDBI, IFCI or UTI,” says the CEO
of a private sector bank, on the
condition of anonymity.

There are also instances of
finance ministers encroaching
into the territory of the inde-
pendent Reserve Bank of India
(RBI). The case in point is new
banking licences. The central
bank had always been very con-
servative in issuing new li-
cences because it felt that there
was a need to consolidate in-
stead of creating insignificant
players. The first set of private
banking licenses were issued in
the early 1990s followed by
mid-2000.

In 2010, the then finance
minister Pranab Mukherjee had pushed for new bank-
ing licences to increase geographical coverage and im-
prove access to banking services as part of the financial
inclusion initiative. This move was initially resisted by
the then RBI governor D. Subbarao. In fact, he wanted
to build more safeguards for the system due to height-
ened risks after the 2008 financial crisis. It took five to
six years for the RBI to issue new banking licences. And
the licences did not go to any large corporate house or
conglomerate, but to a little known micro finance insti-
tution (MFI), Bandhan, and dedicated infrastructure
institution IDFC.

Subsequently, the RBI also came up with a differenti-
ated banking model to better serve the bottom of the pyra-

BHARATIYA MAHILA BANK
IS A CLASSIC EXAMPLE.
JUST A YEAR BEFORE
UPA'S SECOND TERM
CAME TO AN END, THE
CONGRESS-LED
GOVERNMENT PULLED
OUT ANOTHER RABBIT
FROM ITS HAT = A
WOMEN-ONLY BANK. IN
QUICK TIME, THE RBI'S
APPROVAL WAS SOUGHT
AND THE BANK WAS UP
AND RUNNING IN NO
TIME. IN THE PAST ONE
YEAR, THE BANK WITH 56
BRANCHES HAS EARNED
ONLY T137 CRORE WITH
JUST ¥19 CRORE IN
PROFITS FOR 2015/16

mid. The payments bank and small finance bank model is
now being promoted to improve banking services as well
as geographical spread — something that Mukherjee had
talked about in his Budget. “Budget proposals are not al-
ways well thought out,” says a consultant.

Bharatiya Mahila Bank is a classic example. Just a
year before UPA’s second term came to an end, the
Congress-led government pulled out another rabbit from
its hat — a women-only bank. In quick time, the RBI’s
approval was sought and the bank was up and running
in no time. In the past one year, the bank with 56
branches has earned only X137 crore with just 319
crore in profits for 2015/16. “Mahila Bank was purely
a populist political decision. There was no business logic
behind it,” says a banker. Now, with the BJP-led NDA
government coming to power, there is a proposal to
merge Mahila Bank with State Bank of India.

In fact, the NDA government, too, has come out with
a new institution called MUDRA, or Micro Units
Development Refinance Agency,
to support small businesses,
mostly proprietary. Mudra was
born with an ambitious corpus of
320,000 crore and is refinancing
MFIs. But, here again, there was
a policy change with the RBI giv-
ing a full-scale banking licence to
Bandhan and small finance bank
licences have gone to as many as
eight players. The entire MFI
model is transporting to a bank-
ing model with advantages of
low-cost funds, but experts feel
its purpose is not being served.
“It should have been a channelis-
ing agency or an intermediary,
by taking the banks’ priority sec-
tor obligation along with whole-
sale money to farm it to the retail
organisation that are best suited
to lend to the agri and bottom of
the pyramid class,” says Diwanji.

In fact, just the way IDBI, IFCI or ICICI existed earlier
when IDFC was created, the country has two big refi-
nancing institutions - NABARD and SIDBI — to help the
bottom of the pyramid. There is no thought of nurturing
or tweaking the existing large institutions with domain
knowledge to cater to new incremental needs. Clearly,
the message from the market forces is that it is best to
leave these initiatives to the central bank and, instead,
nurture existing institutions to achieve their stated
goals. Bringing an altogether new concept to the market
may not be a good idea. &

@anandadhikari
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FOCUS Column

By ASHOK V. DESAI

RBI's Exposure Issues

Obliging the government has come before controlling
overexposure to borrowers

ome may find exposure un-
Swelcome. Vijay Mallya, for

instance, has made himself
grievously underexposed since he
left the shores of India, invisible save
for a single picture taken in the bar
of his English villa. Others may find
exposure enticing. The congrega-
tion of underclad Europeans and
Americans on beaches in summer
may have something to do with the
sun'’s luxurious touch; but surely, it
cannot be unrelated to the exposure
of visual attractions otherwise ob-
scured by clothes.

Bankers too are human and ob-
sessed with exposure; but they mean
exposure in another sense, namely
the degree of concentration of their
loans. Concentration is the opposite
of dispersion: the greater the propor-
tion of loans given to a small propor-
tion of borrowers, the greater the
concentration. Banks inevitably run
the risk that their borrowers will de-
fault; if they do, getting them to re-
pay is quite tough. So ideally, a
banker would like to find a borrower
he can trust, and lend him all the
money he has. But that, the Reserve
Bank would say, constitutes the sin
of overexposure. It concentrates the
risk too much; if the single borrower
fails to repay, the bank loses all the
money. The bank may reply that the
opposite too is true: that if the bor-
rower services the loan religiously,
the bank loses nothing at all. But
somehow, central bankers disap-
prove of concentration; and in an

argument between a bank and its
regulator, the bank can never win.
The sin must be as old as banks;
but the first time regulators took
note of it was probably in the
1980s, when it came up for discus-
sion in the meetings of central bank-
ers called by the Basel Committee on
Bank Supervision. BCBS summarized
the conclusions then reached in a
paper it issued in 1991 on measur-
ing and controlling large credit ex-
posures. It was mainly about mak-
ing the concepts of large borrowers
and large exposure less ambiguous;
since borrowers would try and

CENTRAL BANKERS
DISAPPROVE OF
CONCENTRATION; AND
IN AN ARGUMENT WITH
ITS REGULATOR, A
BANK CAN
NEVER WIN

evade exposure controls by borrow-
ing in different names, BCBS wanted
banks to uncover such tricks and
add together debts of related enti-
ties. It said that a bank should keep
a watch on any loan exceeding a
tenth of its capital, and not let a loan
exceed a quarter of its capital.

It went on revising and recircu-
lating the guidelines from time to
time. The Reserve Bank, which was
involved in the discussions, set lim-
itsin 2013 of 15 per cent to a single
borrower and 40 per cent to a con-
nected group. These figures went

up to 20 and 50 per cent for oil
companies, and another 5 per cent
if the oil companies disclosed it in
their annual reports. The 20 and
50 per cent applied also to loans to
infrastructure projects. Clearly,
obliging the government came be-
fore controlling concentration.

Around the same time, BCBS
brought out an extensive document
proposing the contours for regulat-
ing large bank loans; and after dis-
cussing it with central banks, it is-
sued a standard for measuring and
controlling large loans in April
2014. Basically, it set a limit of a
quarter of a bank’s capital on expo-
sure to any group of connected
counterparties, and a lower limit of
15 per cent if the exposure was to
global systematically important
banks, presumably because they
were more risky and less under the
control of individual central banks.
Significantly, the 2014 standard
abolished the different standards for
loans to individual and group bor-
rowers, and BCBS said that the
standard would become mandatory
after five years thatis, in 2019.

That has led the Reserve Bank to
announce that exceptions granted to
central government agencies such as
NABARD and Food Corporation
would have to end by 2019. What
will end first? The exemptions, or the
resolve of the Reserve Bank? The lat-
ter seems more likely, unless the
government shows more resolve to
discipline itself. &

The writer is a senior economist and was chief consultant in the Finance Ministry from 1991 to 1993

20 BUSINESS TODAY June 19 2016



ADITYA BIRLA

VALUE-FOR-MONEY ROOF

EVERLAST ALUMINIUM ROOF
RETURNS UP TO 80% VALUE ON RESALE

—— ]

AVAILABLE IN A VARIETY OF COLOURS

Everlast Aluminium Roofing Sheets come from Hindalco - the world leader in Aluminium rolled
products. Everlast Aluminium Roofing Sheets repay up to 80%* of its value on end-of-life resale,
Everlast Sheets are also strong, durable, rust-proof and have superior thermal properties that
moderate the temperature under the roof and provide unmatched comfort. With so many benefits,
installing an Everlast Aluminium Roof is a smart choice.

Protection for a lifetime.

* RUST-PROOF » CONTROLS TEMPERATURE
* NO MAINTENANCE * GREAT RESALE VALUE

GREEN METAL IDEAL ROOFING AND CLADDING SHEETS FOR: EverIESt
‘ INDUSTRIES = WAREHOUSES = FARMS = RAILWAYS « PLANTATIONS = BUILDINGS Aluminium Roofing & Structurals
wt
* ’ *Based on metal value only. May vary with fluctuations in market prices. Mothing lasts as long as Everlast

For more information, please call: 1800-103-9494. E-mail: hindalco.everlast@adityabirla.com | www.everlastaluminiumroofing.com




FOCUS FRBM

THE COMMITTEE
WILL REVIEW THE
WORKING OF THE

ACT OVER THE
PAST 12 YEARS
ALONG WITH

EXAMINING THE

FEASIBILITY OF
HAVING A FISCAL

DEFICIT RANGE

For Fiscal Discipline

The challenge for the five-member review committee is to chart

out a more effective FRBM road map. BY JOE C. MATHEW

hile preparing the Union Budget for
2016/17, Finance Minister Arun
Jaitley had found himself on a

sticky wicket. He needed more money to fund
the government’s development plans without
disturbing the fiscal consolidation roadmap
that he had set in the previous Budget.

In Budget 2015/16, Jaitley had promised
to bring down India’s fiscal deficit to 3 per cent
of GDP over a three-year period. To his credit,
Jaitley had met the first-year target of 3.9 per
cent —down from 4.1 per cent in the previous
fiscal — comfortably. However, this time round,
he was finding it difficult to stick to the 3.5 per
cent target for 2016/17, following demands
for an increase in public investment to trigger
economic growth. He came up trumps yet
again through a mix of accounting jugglery
and increased revenue projections, despite a
15.3 per cent rise in allocation for planned
expenditure (5.5 lakh crore).

Jaitley was not the only finance minister to
have faced this dilemma. P. Chidambaram,
during his tenure as finance minister, had to
take the blame for compromising on develop-
ment and giving more importance to fiscal
discipline. His predecessor Pranab Mukherjee
was blamed for exactly the opposite. In fact,
every finance minister who presented the
Budget after 2003, the year the Fiscal Respon-
sibility and Budget Management (FRBM) Act
was introduced, had to either stick to a pre-
determined fiscal deficit level, or face the ire for
not treading the fiscal discipline path.

The very purpose of the FRBM Act was to
impose stringent fiscal discipline on the central
government in its overall fiscal and macroeco-
nomic management operations. The Act called
for transparent fiscal management systems
and long-term fiscal stability. The flipside,
however, was the lack of flexibility when it
came to addressing growth and development
needs through increased public spending.

On May 17, the NDA government found a
way to tackle this problem. It formed a five-
member committee headed by BJP leader and
ex-bureaucrat N.K. Singh to comprehensively
review the FRBM Act. The panel will submit a
new roadmap by October 31.

22 BUSINESS TODAY June 19 2016

In Charge: Former bureaucrat and BJP RS
member N.K. Singh will head the panel

It must suggest a way to do away with the
system of limiting government expenditure to
meet its fiscal roadmap. It will examine the
feasibility of having a ‘fiscal deficit range’ in-
stead of the existing fixed numbers (percentage
of GDP) defining the deficit target. The range
could also be altered in accordance with na-
tional and international economic realities.

India’s move to have an independent com-
mittee to look into FRBM roadmap is, however,
not unique. International Monetary Fund lists
over two dozen countries where a permanent
institutional structure, or an independent
Fiscal Council, exists to advise governments on
fiscal prudence in a dynamic manner.

The FRBM committee may be a temporary
arrangement, but its success can translate
into a permanent body that would monitor
the implementation of the suggestions it
makes. Today, Jaitley is solely responsible for
maintaining or ignoring the fiscal deficit tar-
gets. If the committee’s recommendation
leads to the establishment of a permanent
panel, that will save finance ministers from
facing the tricky situation of honouring fiscal
targets at the cost of development. ¢

@joecmathew
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FOCUS Column

n recent years, it has become

uncomfortably common for eco-

nomic forecasts to be continu-
ously downgraded. In its most re-
cent World Economic Outlook, the
IMF has reduced its growth forecast
for the global economy by 0.2 per-
cent to a modest 3.2 per cent. What
lies behind these repeated down-
gradings? And what does the cur-
rent forecast mean for India?

While many factors can lead to
slower global growth, we focus on a
common source of disappointment
in both advanced and emerging
economies: financial sustainability.

Credit is a fundamental pillar of
the prosperity that the world has
achieved today. Families, firms and
governments borrow to invest and
to cover temporary shortfalls.
However, borrowing decisions are
often based on optimistic assump-
tions. For instance, families in the
United States hoped they would be
able to afford the mortgages on
their homes; manufacturing firms
borrowed to invest so they could
meet demand that was yet to mate-
rialise; and today’s indebted gov-
ernments expected that future
growth would generate the tax
revenues they needed to service
their growing debt.

Fifteen years ago, when much
of today’s debt was incurred, con-
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tinued growth was not an unrea-
sonable expectation. This was be-
cause for the past two centuries,
relentless improvements in tech-
nology had constantly driven
growth. Then, from the beginning
of the 21st century, poor countries
finally began to catch up with the
richer ones in earnest. Growth
flourished as new processes and

WHEN HIGH-GROWTH
EXPECTATIONS DO NOT
MATERIALISE AND
REVENUES ARE NOT
ENOUGH TO REPAY
DEBT, A DIFFICULT
PROCESS KNOWN AS
‘DELEVERAGING”
MUST ENSUE

machines were invented, and
emerging economies raced to adopt
new and existing technologies.
Since then, however, escalations in
productivity have slowed down.
The pace at which the poorer na-
tions are catching up with the
richer ones has also decelerated.
This has been especially so over the
past three years when growth in
the large emerging markets such as
Brazil and China has cooled.
When expectations do not ma-
terialise and revenues are not
enough to repay debt, a difficult

2 Good Luck Only

/ For continuous growth, India needs to focus on raising more

process known as ‘deleveraging’
must ensue. Since the time of the
global financial crisis we have wit-
nessed the painful deleveraging of
households and banks in advanced
economies, especially in the United
States. Governments in a number
of European economies and, more
recently, China’s provinces have
had to undertake reforms to ensure
fiscal sustainability. While the
slower progress of technological
advances and other fundamental
drivers of growth may have caused
the initial downturn, the need to
deleverage has exacerbated the
economic slowdown.

Contributing to disappointing
growth is the fact that debt can of-
ten be ‘hidden’ in what are called
‘contingent liabilities’. These are
obligations — sometimes contrac-
tual, sometimes implicit — that be-
come debt when certain events
happen. For example, just recently,
the government of Mozambique
found itself with 1.4 billion dollars
of new debt when guarantees that
it had not previously disclosed were
called on. When such hidden debt
emerges, or its magnitude becomes
apparent, disappointing growth
follows, and further deleveraging
becomes necessary.

India’s growth has not disap-
pointed. The World Bank continues



to forecast a modest acceleration of
growth in the coming fiscal year
despite a number of headwinds
from global trade and a dissipating
oil dividend.

Yet this ‘great deleveraging’
across much of the world has at
least three implications for India.
The first is that prudent macroeco-
nomic and fiscal management is
important to reduce the risks of be-
ing forced into painful deleveraging.
India’s FY17 budget sent a strong
message that the government val-
ues macroeconomic stability and
intends to preserve it. With the
economy in relatively good shape,
gradually bringing down the deficit
of the Centre and the States — which
at close to 7 per cent is high relative
to other countries — is a sensible
move. However, the quality of the
adjustment is perhaps more impor-
tant than the adjustment itself.
Hence, the focus needs to be on
raising tax revenues especially from
those who can afford to pay more,
and enhancing the efficiency of
spending, while protecting expend-
iture on infrastructure and social
sectors. This will help ensure that
fiscal sustainability does not come
at the expense of growth and pov-
erty reduction.

By ONNO RUHL AND FREDERICO GIL SANDER

Comes With Good Policies

taxes and enhancing spending efficiency along with more economic reforms

The second implication is that
the soundness of the banking sector
needs to be ensured. Globally, this
sector is one of the main sources of
‘contingent liabilities’. It will there-
fore be critical to accelerate long-
term structural reforms in the sector,
specifically to ensure that banks in-
troduce more viable commercial
practices, adopt better governance,
and sustainably address the issue of
rising stress in corporate and bank
balance sheets.

The third is the need to focus on
productivity-enhancing reforms.
The recently approved bankruptcy
code is a positive step in this direc-
tion. It facilitates the ‘creative de-
struction’ that allows economic re-
sources to be better allocated to-
wards more productive firms.

A final, and perhaps most impor-
tant, lesson is that good luck should
not be considered as a permanent
phenomenon. When commodity
prices were rising, some commodity-
exporting countries implicitly as-
sumed that prices would never come
down. They failed to save enough of
the bounty, or to invest it in difficult
structural reforms that would ena-
ble them to weather an extended
period of low commodity prices,
should that occur.

In oil-importing India, the bo-
nanza from oil price declines was
wisely perceived as a temporary
windfall and prudently used. It di-
rectly benefited the government
which, for the first time in several
years, exceeded its revenue collec-
tion targets. The resources were
used to lower the fiscal deficit, trans-
fer more funds to states, and spend
more on infrastructure.

A normal monsoon in 2016-
2017 —which we all hope will mate-
rialise — should also be seen as a
stroke of good luck, especially at a
time of global climate change and
rising water stress in many parts of
India. A normal monsoon can there-
fore open a window of opportunity
to further invest in boosting agricul-
tural productivity, and improving
the management of water resources.
It will also provide an opportunity to
expand efforts toward inclusive ur-
banisation by enhancing connectiv-
ity between rural and urban areas,
investing in urban planning, and
improving health and education
services in rural areas so that future
generations are equipped to work in
the more productive jobs that cities
generate.

So, good luck and good policies

together they will do the trick. &

Onno Ruhl is World Bank Country Director for India and Frederico Gil Sander is Senior Country Economist, World Bank, New Delhi
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FOCUS BANKING

Experiment With Truth

Even before payments banks could get off the blocks, a few
aspirants decided to call it quits. What next? By ANAND ADHIKARI

- P AYM EN[!J | BN B A lill(

ne and e
a half years
ago, when the RBI

issued the final guidelines for
payments banks, the obvious candi-
dates were tech-savvy wallet companies
and non-banking finance companies with
operations in rural India. The business
model looked lucrative and only 11 players
could make the cut for RBI's stringent stand-
ards for launching payments banks.

Most were of the opinion that they could
deploy the low-cost deposits in government
securities to earn fixed returns and make a
decent profit on transaction services, such as
payment of utility bills. The big takeaway was
that they would not be in the lending business.

Despite the enthusiasm, a section of experts
were baffled with the list of successful candi-
dates — names that had little presence in the
financial services business — NSDL, Tech
Mahindra, Reliance Industries and Sun
Pharma promoter Dilip Shanghvi. However,
RBI Governor Raghuram Rajan had spread out
the licences to different sets of players for a
reason. Payments bank was a new model to
achieve financial inclusion, and the idea was
to see which model succeeds in the Indian
context. And, Rajan was perfectly right in do-
ing so. But now, a section of licencees are hav-
ing second thoughts about the sustainability
of the business model. So much so, that Tech
Mahindra, Cholamandalam Finance and
Shanghvi have decided to drop out of the race.

But the jury is still out on payments banks.

A SECTION OF
PAYMENTS BANK While HDFC Bank CEO Aditya Puri was always
ASPIRANTS ARE of the view that his bank, in its essence, was a
HAVING SECOND payments bank, SBI and Kotak Mahindra Bank
THOUGHTS ABOUT  ticd up with payments bank aspirants Reliance
SUSTAINABILITY OF ;) siries and Bharti Airtel, respectively, to
'I'I'IE“B‘I’I:éI:ESS ensure they did not lose out on the emerging

opportunity. However, a large number of
banks stayed away. Instead, they kick started
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their digital campaign by launching
digital wallets, mobile applications
and put processes in place to ap-
prove loans within seconds.
But what is it with pay-
ments banks that some have
now decided to quit?

Clearly, some are worried

about the reach and
deep pockets of large banks and the competi-
tion all around, as established banks already
have a well entrenched network in the transac-
tion services space, especially in utility bills
payments, and are also considering making bill
payments services free. Banks are also opening
one-man branches to reach out to the rural
populace in a cost-effective manner. In fact,
over the long term, costs for large banks will go
down as they roll out digital initiatives and fine
tune their processes with the help of new tech-
nologies. And if that happens, payments banks
will face severe margin pressure, and may find
it difficult to wriggle out of the situation as full-
scale banks launch a whole gamut of services.
Now, that's what may be playing on the minds
of payments bank licencees, more so as the
existing model already ensures wafer-thin
margins. Besides, the new-generation unified
payment system (UPI) from the National
Payments Corporation of India (NPCI) is all set
to make digital wallets a history, making fund
transfers as easy as dialing up a friend.

Some payments bank aspirants, however,
are confident. “It is a big opportunity. We are
on track to launch the payments bank within
the RBI's timeframe,” says Rishi Gupta,
Managing Director and CEO, Fino PayTech.
And, why not? There will certainly be some
well-entrenched players who would survive
and thrive in the payments space, but the road
ahead is certainly bumpy. &

@anandadhikari
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FOCUS Trade

Exports (Smillion)

Source: Commerce Ministry

Past Tense, Futuree...

India's exports may soon stop shrinking as base effect and rise
in crude oil prices start to have an impact. By JOE C. MATHEW
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THE DECLINE WAS
NOT ACROSS THE
BOARD, AND MOST
OF THE HIT WAS
TAKEN BY THE OIL
AND ENGINEERING
SECTORS

count for two-thirds of its trade value,

have been contracting every month
since December 2014, despite the optimism
shown by the NDA government in the initial
months. In April this year, India exported
goods worth $20.57 billion, almost 24 per
cent less than the $25.63 billion in April
2014.1In 2015/16, the figure was $261 bil-
lion, 18 per cent less than the $314 billion
in2013/14.

However, the trend, say experts, may be
about to reverse, due to two reasons. One, the
low base effect. Two, rise in prices of com-
modities, especially crude. In fact, after
shrinking in double digits for 13 months in a
row, the drop in merchandise exports has
been in single digits for the past three months.
The fall was 5.66 per cent in February 2016,
5.47 per cent in March and 6.74 per cent in
April. Also, with the decline in commodity
prices showing signs of reversing, the import
bill, especially for oil and related products,
which account for a major chunk of imports,
will rise. The value of petroleum products that
India exports will rise correspondingly.

This will come as a relief to the govern-
ment whose ambitious plans to increase ex-
ports have been negated by the situation on
the ground. In September 2014, a few
months after the NDA government came to
power, Commerce Minister Nirmala

l ndia’s merchandise exports, which ac-
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Sitharaman had claimed that India’s export
competitiveness and export growth had
picked up “as the government has instilled
greater confidence among businesses”. She
said the improved outlook and proactive
policy environment the government had
been able to create in just three months will
boost exports and put India on the trajectory
of faster economic growth.

The optimism was short-lived, though it
will be unfair to put all the blame on the gov-
ernment. Right from bringing a new foreign
trade policy to ratifying the Trade Facilitation
Agreement of the World Trade Organization,
or WTO, India has taken several steps in the
past two years to increase exports. Also, ex-
port volume did not shrink in the same pro-
portion as export value. Besides, the decline
was not across the board, and most of the hit
was taken by the oil and engineering sectors.
The government claims that India is not
alone in this. In January, for instance, US
exports fell 10.81 per cent. The situation was
the same with the European Union (-7.40 per
cent), China (-11.37 per cent) and Japan
(-12.85 per cent), as per the WTO data, says
the commerce ministry.

Though exports now seem set for an-
other growth cycle, it is too early to say if the
trend will sustain for long. &

@joecmathew
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FOCUS AUTO

THE SKEWED
FUEL PRICING
POLICY SAW DIESEL
RISING BY ONLY
¥1 PER LITRE
BETWEEN JUNE
2010 AND JUNE
2011, WHILE
PETROL JUMPED
TO OVER %12

The Diesel Dilemma

A host of factors has prompted the Indian consumer to make
a shift to petrol variants. By CHANCHAL PAL CHAUHAN

rl I Y he writing on the wall is clear for diesel

passenger cars. The narrowing price

gap between petrol and diesel, the
Supreme Court ban on registration of diesel
vehicles with engine capacities of 2,000 cc or
more in Delhi-NCR, and the embargo on
10-year-old diesel vehicles in the capital, and
now in Kerala, could very well lead to the
death of diesel cars in India. This apart, the
adoption of stringent BS VI norms is expected
to widen the price gap between petrol- and
diesel-run cars further.

The price-sensitive Indian luxury con-
sumer was quick to take note of the recent de-
velopments, and has shifted gears in favour of
petrol vehicles — with less than 40 per cent
buying diesel variants in April 2016, compared
to 58 per cent in April 2013. As a result, au-
tomakers are saddled with huge under-utilised,
or even idle capacities, and investments worth
billions of dollars on diesel technology seem to
be under threat. The growing uncertainty has
also prompted companies to rework produc-
tion schedules for rolling out more petrol cars.

In fact, companies that have taken the

30 BUSINESS TODAY June 19 2016

maximum hit, such as Toyota, Mercedes-Benz,
Mahindra & Mahindra and Tata Motors, are
crying foul over the apex court ban. “There is
no reason to criticise diesel as dirty fuel because
it meets all emission and other mandated
standards. The chain of events against diesel is
against the ‘law of natural justice’ and this
surely hampers investments in the automotive
industry,” Mercedes-Benz India CEO and MD
Roland Folger told Business Today.

The present uncertainty over petrol versus
diesel passenger vehicles, however, took root
in June 2010, when petrol prices were deregu-
lated by the then Minister of Petroleum and
Natural Gas, Murli Deora, but diesel prices re-
mained subsidised fearing political repercus-
sions as it was used extensively in agriculture
and other domestic industries.

The skewed fuel pricing policy saw diesel
rising by only X1 per litre between June 2010
and June 2011, while petrol jumped over 12
per litre. The gap widened further, until
Veerappa Moily decided to tame diesel prices.
In January 2013, the Cabinet decided to raise
diesel prices by 50 paise per litre every month

VINYIA [VY
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FOCUS AUTO

MERCEDES-BENZ
HAS ALREADY PUT
“ON HOLD'" ALL
INVESTMENTS IN
INDIA, WHILE
TOYOTA MOTOR
THREATENED TO
PULL OUT OF THE
MARKET IF AUTO
FUEL ISSUES ARE
NOT ADDRESSED

until the prices were aligned with market rates.

Subsequently, India, which traditionally
preferred petrol cars, made a beeline for diesel
variants considering the growing price differ-
ential between the two fuels. “Diesel cars en-
joyed a smooth run for more than two years
because diesel cost was far less than petrol and
also offered better mileage, making vehicles
driven by the heavier fuel a preferred choice for
the cost-conscious Indian buyers,” said a sen-
ior Maruti Suzuki executive.

In October 2014, when diesel was deregu-
lated by the present NDA government, the
damage had already been done. The spurt in
sales of diesel vehicles in India forced automak-
ers to build huge capacities. There was also a
general consensus that all major global mar-
kets, including Europe and the US — the tradi-
tional petrol-fired markets — were gradually
accepting diesel as a modern motoring fuel,
primarily for its dual benefit of better mileage
and higher torque.

The diesel trend in the domestic market
was quite pronounced. Honda Cars India, for
instance, introduced a diesel variant for its
compact sedan Amaze specifically for India in
201 3. Tts strategy worked well with almost 80
per cent buyers opting for it. However, a 20 per
cent rise in diesel prices since October 2014,
and softening of petrol prices, saw the sales of
the Amaze diesel falling to 50 per cent, at a
time when diesel production capacity is at an
all-time high. “Customers are now more edu-
cated over their needs and are not going
blindly for diesel cars any longer,” said
Jnaneshwar Sen, Head, Marketing and Sales,
Honda Cars India.

Maruti Suzuki, the country’s largest car
maker, has shelved plans for a new diesel en-
gine plant at Gurgaon and is concentrating on
its petrol models for a higher market share.
“While diesel car sales have declined 10 per
cent, sales of petrol cars have grown by almost
14 per cent in the past few months,” the
Maruti executive added.

South Korean carmaker Hyundai, which
had invested $600 million in a flexible engine
plant capable of manufacturing both petrol
and diesel engines on the same line, is also tilt-
ing towards petrol engines. “Customers are
increasingly going towards petrol and, there-
fore, we are altering our engine production
with the intention to increase our share in the
hatchback segment,” Rakesh Srivastava,
Head, Marketing and Sales, Hyundai, told
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DRAWING LEVEL
The gap between petrol and diesel prices is
narrowing and is now at 311 a litre
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THE RISE AND FALL
Market share of diesel passenger vehicles, which
had peaked in 2012/13 has witnessed a steep decline
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Business Today.

Mercedes-Benz has already put ‘on hold’ all
investments in India following the uncertainty
over diesel vehicle ban in the lucrative Delhi-
NCR market. Equally emphatic is Japanese
carmaker Toyota Motor, which is also review-
ing its future investments in India. Its newly
appointed India MD Akito Tachibana has even
gone to the extent of threatening to pull out of
the Indian market if long-term auto fuel issues
are not addressed.

“The overall ownership cost of diesel-fired
vehicles has gone up,” said Amit Kaushik,
Country Head, Jato Dynamics, a global consul-
tancy firm, adding: “We have witnessed a shift
in metro and urban buyers towards petrol
variants. We expect this trend to continue on
falling price differential in both fuels.” And, the
trend is not expected to reverse considering the
government's recent move to cap the age of
diesel vehicles to 10 years compared to 15
years for petrol cars. ¢

@sablaik
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FOCUS Column

fter China reported year-
on-year first-quarter
growth that showed signs

of improvement, commodities have
been rallying. However, a closer
look into Chinese demand and GDP
growth shows other factors may be
more influential in the commodity
rebound, especially in the eco-
nomically sensitive sectors of en-
ergy and industrial metals.

The energy story has changed
since the race for oil market share
began in the summer of 2014, just
after the signing of the natural gas
deal between Russia and China. As
the oil price plummeted, China’s oil
demand grew 6.4 per cent or 694
kb/d (kilobarrels per day) in 2015
according to the IEA (International
Energy Agency.)

Since then, China’s economy
has slowed with sliding GDP growth
and manufacturing PMI; its cur-
rency has been devalued and its
stock market volatility has driven
down markets globally. These is-
sues have reduced China’s power
as a consumer, and now, India has
the highest oil demand growth in
the world. However, overall IEA
demand growth estimates for 2016
have remained the same, so it is
hard to argue the oil price spike is
coming from demand, especially
Chinese demand.

34 BUSINESS TODAY June 19 2016

It Is Not About the

The commodity rebound is being driven more by the weakness in dollar

On the other hand, it can be
argued that the falling US invento-
ries and weakness in dollar are
supporting oil more today. OPEC
has the ability to be the swing pro-
ducer given its large market share,
spare capacity, low production
costs and capability of acting alone
or in a cartel; however, US invento-
ries need to be low for it to matter.

THERE IS CLEARLY A
LACK OF CORRELATION
BETWEEN CHINESE
GDP (GROSS DOMESTIC
PRODUCT) GROWTH
AND METAL PRICES
THAT DEMONSTRATE
OTHER FORCES ARE AT
WORK

The production coordination of US
shale producers is difficult since
there are many suppliers aiming to
produce as much oil profitably as
possible. Although inventories in
the US are sitting at seasonally high
levels, declines are now being re-
ported by the EIA (Energy
Information Administration,) that
again, are the key to bringing
power back to OPEC as a swing
producer to control oil price.

More immediately, the falling
US dollar is boosting commodity
prices. Brent and WTI crude oil are

two of the most sensitive com-
modities to the falling dollar where
for every 1 per cent drop in the
dollar over the past 10 years, Brent
has increased 4.5 per cent and WTI
gained 4.3 per cent. Other com-
modities that benefit greatly from a
falling dollar are corn and wheat
that rise 5.3 per cent and 4.8 per
cent, but the commodities that
benefit most are from industrial
metals. Lead, nickel, copper, zinc
and aluminiumrise 7.2, 6.1, 5.3, 5
and 2.2 per cent, respectively.

While Chinese demand growth
in construction and automobile
manufacturing supports industrial
metal prices, the demand in many
cases is not strong enough to be the
main reason for price rise. Over the
long term, there is a lack of correla-
tion between Chinese GDP growth
and metals that demonstrate other
forces are at work — even for cop-
per, the one most well-known for
its Chinese economic influence.
Using year-on-year data since
1978, the correlation of copper to
Chinese GDP growth is only 0.21,
and is actually the lowest of all the
industrial metals. The most corre-
lated metal is zinc, but the relation-
ship is still weak at only about
0.28.

Besides the tailwind of a weak-
ening dollar for metals, there are



By JODIE GUNZBERG

Dragon Alone

and supply side issues than Chinese demand growth

noticeable shortages that have ap-
peared. March was the first month
the industrial metals sector was in
backwardation (as measured by the
roll yield in the indices) since
September 201 5. Within the sector,
there have been recent shortages in
industrial metals like lead, copper
and aluminium. While copper has
more shortages than excess inven-
tories throughout history, its roll
yield has grown (measuring a
shortage) 60 per cent in the first
quarter. Also, lead showed a short-
age in February for the first time
since November 2012, but now is a
seasonally weak time for lead as the
winter demand for replacement
automobile batteries slows.
However, the support for alumin-
ium could be more persistent from
stockpiling and tax policies. It is
very rare to see shortages in alu-
minium. There have only been 10
months in 10 years with a positive
roll and it seems to be driving the
whole sector.

Zinc has gained more than gold
this year and is the best performer
in the sector, up 20.5 per cent in
2016. Its excess is half of what it
was in October. Supply cuts and
mine closures have boosted returns,
and stockpiles are the lowest in

more than six years.

Nickel hasn’t seen a shortage
since 2011, despite its huge price
spike in 2014 of more than 50 per
cent. The suppliers are producing
relentlessly to try to squeeze out
marginal producers for market
share — much like what is happen-
ing in the oil market. Except the role
of China is flipped where nickel
producers want to squeeze it out.
Yet China is the oil customer every-

. e :
Not a big factor: Chinese demand growth in construction and
automobile manufacturing not strong enough to support metal prices

-

one wants.

So, the story isn't as simple as
“Chinese demand growth boosts
copper (or industrial metals).”
While the demand growth may
help, the dollar and supply side are
the more important factors for the
sector. If the demand grows at the
same time the supply is disrupted
and the dollar is weak, it may be a
best case scenario for the industrial
metals. ®

The writer is global head of commodities and real assets at the S&P Dow Jones Indices
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Not ready to list : National Stock
Exchange building in Mumbai
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NO WAY
OUT

Private equity investors are unable to exit their
investments in the National Stock Exchange, which

refuses to list on a rival exchange. By MAHESH NAYAK
=

n May 16, India’s premier bourse, the National Stock Exchange (NSE), declared a hefty

dividend of X73 per share for its shareholders. The total payout aggregated to almost

3330 crore close to 75 per cent of the exchange'’s total profit of ¥439.33 crore for

FY2016. The huge dividend was paid despite a 44 per cent fall in net profit, although a

cash pile of around 1,200 crore did help. Some say the dividend was a move to woo the

disgruntled shareholders. If so, the tactic hasn't worked, because some of NSE’s investors
continue to be upset at not being given an exit option by having the exchange listed on its rival bourse,
the Bombay Stock Exchange (BSE).

“I never thought our investment in NSE would be so troubled,” says Sohil Chand, Managing
Director at Norwest Venture Partners (NVP) India. In the past seven years, Chand has seen his 2.11
per cent stake in NSE jump over 50 per cent on a notional basis to 3380 crore on an investment of
250 crore. But he is upset that India’s premier stock exchange isn’t ready to get listed. When NVP
had invested in NSE in 2009, the exchange was valued at 11,925 crore. Today, NSE is valued at

CROSS-TALK
WHAT INVESTORS SAY WHAT NSE SAYS
NSE should list on BSE and give investors Might lose competitive advantage if listed on a rival
an exit route exchange; will list only on NSE if allowed by SEBI
Investors not clear on how listing on BSE If NSE lists on BSE, the listing agreement and
would impact NSE's competitiveness bylaws can give BSE the powers to audit its books

at any time as well as get information from NSE
that could impact its business

Refusal to list raises bigger question on Investors are thinking short term while NSE has
NSE's corporate governance standards to think medium- to long-term
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18,000 crore on the grey market. “Lack of transparency
in sharing information, corporate governance issues and
inability to find an exit for their stake in NSE has seen the
exchange being the worst portfolio investment for private
equity players,” says Pratibha Jain, Partner with Nishith
Desai Associates, who has been representing a few share-
holders against NSE.

On its part, NSE declined to comment on record to a
questionnaire sent by Business Today. But speaking off the
record, an official said NSE had valid reasons for not list-
ing. One, it doesn’t want to list on BSE, because it fears
that would give its rival access to its books and confiden-
tial, competitive information. Two, it wants to list on its
own platform, for which it needs clearance from market

“It’s highly ironic that the
management at the NSE refuses
to adhere to the same standards
of corporate governance that it

requires of companies listed on it”
RAVI ADUSUMALLI, Managing Partner, SAIF Partners
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SAIF Partners

TOP 10 SHAREHOLDERS IN NSE

Domestic and foreign institutions, funds and insurance
companies hold 58 per cent stake in NSE
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regulator SEBI. There are other reasons, too, but more on
that later.

Is NSE's fear genuine or stalling tactics?
This February, goaded by investor pressure, NSE formed a
listing committee comprising board members, shareholders
and management representatives to accelerate the process
of listing. Apart from the issue of listing, the committee is
engaging with NSE shareholders on the issue of proposed
restructuring of the bourse. According to sources, on May
12, the listing committee, chaired by S.B. Mathur, who
retired in April as NSE chairman, reiterated the exchange’s
stand that it would only list if it receives approval for self-
listing, and that it would not list on the rival exchange.

“We have issues relating to disclosure of information,
abuse of information and liquidity concerns of our stocks
on the rival exchange,” says an official at NSE on condition
of anonymity. “Investors are getting impatient, but they
are thinking short-term while we as a market infrastruc-
ture provider have to think for medium to long term.”

But this argument doesn’t wash with investors. “It’s
highly ironic that the management at NSE refuses to adhere
to the same standards of corporate governance that it re-
quires of companies listed on it,” says Ravi Adusumalli,
Managing Partner at SAIF Partners. “An IPO would enable
liquidity and price discovery for all shareholders that cur-
rently own the exchange.” Adusumalli points out that SEBI
has made it clear that self-listing is not an option, and
questions NSE management’s fears on listing on BSE. “What
information would BSE receive that it doesn't already have?
Why will this impair NSE’s ability to compete? We've asked
these questions several times to the management team and
have yet to get a detailed response,” says Adusumalli.

NSE says it has three concerns. First, it wants to self-list,
because it fears losing competitive advantage if listed on a
rival exchange. “Listing NSE on BSE is like State Bank of
India being regulated by Bank of Baroda, or Coca-Cola
being regulated by PepsiCo in terms of products and strat-
egy,” says the spokesperson of NSE. Officials at NSE are
concerned that if they list on BSE, the listing agreement and
bylaws can give BSE the power to audit NSE’s books at any
time as well as get information from NSE that could impact



its business. So, NSE wants that apart from SEBI, no one
should have the right to regulate it even if it lists on a rival
exchange.

Second, NSE wants SEBI to allow its shares to be traded
on its own exchange, which is not permitted today. The
third issue is on the restructuring of the exchange. NSE
wants the regulated exchange business to be separate from
the commercial businesses, which include its subsidiaries
such as the index business. So, it wants to divide the com-
pany into two separate entities. “Until the restructuring
takes place at NSE, we don’t want to get listed. We have to
keep the regulated business separate from our commercial
activity business. We can't leave that for a future date,”
says an official of NSE on condition of anonymity.

However, shareholders have opposed the restructur-
ing proposal, which was first presented to them last year
in November. “NSE wants to shift cash and other assets
of the exchange into an unlisted entity. This will dilute
the valuation of NSE, as investors will demand a holding
company discount,” says Vinit Bodas, Managing Partner
& CIO of the US-based Deccan Value Investors L.P.,
which holds a 2 per cent stake in NSE. “Further, cost of
money in India is high and the value loss due to any
delay as a result of the restructuring process will signifi-
cantly outweigh the benefit of the listing, and we aren’t
ready for that.”

“It’s bizarre of NSE to not get listed on the rival ex-
change,” says Jain of Nishith Desai Associates, adding that
sharing or dissemination of information will only bring
more accountability and transparency to the exchange,
and NSE’s stance is just a delaying tactic. “In fact, ex-
changes themselves do not have the teeth to govern. SEBI
is the regulating agency, which will continue even after
listing,” she says. “While you get listed on BSE, you still
have dual trading platform and the stock of NSE can still
get listed on NSE, so the question of liquidity doesn’t arise.”

In fact, the desperation of getting NSE to list has also
seen shareholders losing sight of corporate governance
issues. NSE didn’t publish the appointment and remunera-
tion of managerial personnel in its annual report of
FY2014/15 on its website — perhaps inadvertently
though the information was very much there in the hard
copy of the report. While the exchange later published the
information on its website as well, it says publishing the
information is not necessary as it is an unlisted entity.

“It was a violation of SEBI regulations for a long time
before the issue was addressed,” a senior corporate lawyer
told BT on condition of anonymity. “As per Regulation 35
of SECC Regulations, 2012, all disclosure requirements and
corporate governance norms as specified for listed compa-
nies shall mutatis mutandis apply to a recognised stock ex-
change and the same shall be confirmed by the stock ex-
change in writing to SEBI on a half-yearly basis. So, regard-
less of the presence of the section in the physical copy, it is
mandatory that the same be also disclosed fully on the NSE
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NSE

“There was an implicit understanding that the
NSE would go in for listing when norms around
regulatory and commercial separation were
clarified by Sebi. Though this has happened,
NSE management keeps finding new excuses to
delay the listings. It’s more than a decade since

some of us have invested in NSE”
SOHIL CHAND, Managing Director, NVP INDIA

website.” When contacted by this magazine, both
Goldman Sachs and Morgan Stanley refused to comment
on the issue. “We (PEs) didn’t go to SEBI because it could
further delay the process of listing,” says Jain.

Blame It on MCX

Since most of the stake sales to PEs were secondary sale,
NSE doesn’t have any obligation towards its new share-
holders in terms of immediate listing. But earlier inves-
tors have an issue. “There was an implicit understanding
that NSE would go in for listing when norms around
regulatory and commercial separation were clarified by
SEBI,” says Chand of NVP. “Though this has happened,
NSE management keeps finding new excuses to delay the
listings. It's more than a decade since some of us have
invested in NSE.”

As NSE delays the listing process, it is creating further
doubt in the minds of investors, especially on its insistence
on self-listing. “Why has it taken four years for NSE to dis-
sent to cross-listing when SEBI made it clear in 2012 that
they had an objection to self-listing and that exchanges
should go in for cross-listing,” questions Chand. Adds Jain:
“Not adhering to shareholders’ request is creating issues

DIVIDENDS AHOY!

Despite dipping profits, NSE has been giving handsome
dividends to its investors

1019.28 19.5*
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* Includes special dividend of 37.50 per share; Source: NSE
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Dividend

on corporate governance.” A senior PE fund manager who
has been an investor in NSE on condition of anonymity
said: “Not having a written exit clause has been our big-
gest mistake. The irony is that in smaller deals we even
decide the exit date and price, and in a prized investment
like NSE we took the exchange’s word on face value, think-
ing they maintain high corporate governance standards
and won't go back on their words.”

The listing of exchanges was never on the cards till
lobbying by Jignesh Shah managed to get commodity
exchange MCX listed on the domestic bourse. Earlier, NSE
was assured by the fact that the Bimal Jalan Committee
report recommended not allowing exchanges to get listed,
plus it received support from the previous government and
listing of stock exchanges took a back seat. But that assur-
ance evaporated when the current government favoured
listing of exchanges to give state-run institutions an op-
portunity to monetise their holdings. This raised hopes of
NSE getting listed on the domestic bourse.

Amit Gupta, Partner at NewQuest Capital Partners,
which picked up 1 per cent stake in NSE last November,
says: “NSE has a wide shareholder base. Listing will help
provide better price discovery and liquidity for sharehold-

ers. I don't agree that self-listing is must to list.
While management may prefer to self-list, using
that as a reason to delay liquidity for sharehold-
ers is unacceptable. Instead, management should
work constructively with SEBI to ensure regula-
tory concerns are resolved and that the stock
should be permitted to be traded on NSE also.”
NewQuest Capital Partners picked up stakes from

] the UK-based private equity fund Actis for X178
(in% per share) crore at almost the same valuation at which
15933 Actis had acquired the stake in 2007.

It is clear that PEs are desperate in an envi-
ronment where making money is difficult. But till
the deadlock is unravelled, they have no choice
but to hold on to their treasured investment in
NSE. Or, make a quiet exit.

@MaheshNayaK



Do you want to be a Doctor in the USA ?

AMERICAN UNIVERSITY OF BARBADOS -

SCHOOL OF MEDICINE

An associate concern of Era’s Lucknow Medical ;

After having excelled in the field of medical education and healthcare in Indla along with successfully running a 1000 bedded hospital,
Era's Lucknow Medical College and Hospital (ranked among the top medical colleges of India by surveys conducted by The Times of
India, The Week, Outlook and India Today) has stepped into the international arena and is now operating the American University of
Barbados, School of Medicine. AUB is recognized and licensed by the Ministry of Education Barbados, approved and listed with

WHO/AVICENA and IMED/FAIMER (USA) Directories.

Advantage AUB : '

4 years MD program for college graduates

5 Y5 years MD program for high school graduates

Pre-Med available in Barbados (AUB) and India

Admission is simple and less competitive

USA styled curriculum with USMLE focused education

Student centered teaching and training using structured interactive

methodology and 3D animation

® Professional guidance by highly experienced faculty with research
oriented teaching

® Board of advisors and Dean are from top schools in the USA including

Harvard, Yale, Columbia and Cornell among other prestigious schools

@ Clinical Rotation in one of the best training hospitals of USA, Caribbean,
India and Phillippines.

@ Internationally recognised affordable quality medical education

@ Accommodation available in the campus with local transport facilities

® Direct flight from New York, London, Toronto and other major cities

® Barbados is the safest Caribbean island according to the UN Survey

® Admissions are open 3 times a year (January, May and September)

@ AUB students can practice as medical professionals anywhere they choose
to be after giving the requisite examination of their country of choice

® [ndian AUB graduates can practice as medical professionals in India after
giving MCI’s screening test. But those Indians who do their residency/
PG programs in USA, UK, Canada, Australia or New Zealand do not
need to give this screening test

Students who wish to obtain top quality medical education

are invited to join American University of Barbados, School
of Medicine and make full use of the rich resources collated
here.

For Admission and Information
_Contact- +91- 88-5342662()_ E




ROHINI LAKSHANE

s an erstwhile journalist covering electronics
Atechnologies and IT a few years ago, I was privy

to a litany of manufacturers’ woes and their
causes: Tangled tax laws and regulations, red tape, cor-
ruption, licence raj, unreliable infrastructure such as
power and roads, and lack of skilled labour. Unlike China,
which raked in profits by keeping margins low and vol-
umes high, every entity in the supply and distribution
chain in India wanted a 30 per cent cut. India, they said,
was no country for manufacturers. The only real electron-
ics manufacturing was that of low-end or low-precision
products. Where the products were of higher quality, they
were merely assembled in India, often with the intent of
circumventing taxes and of employing cheap labour.

Walking around the IT and Electronics pavilion at
the Make in India Week in Mumbai early this year, I
could see that not much has changed. As if symbolic of
the scenario, there was one Indian company. The rest
were MNCs based in Taiwan, China, Sweden, Japan, the
US, and Germany. The push for indigenous manufactur-
ing is nevertheless apparent from the flurry of proposed
incentives, large infrastructural investments, and fa-
cilities made available to manufacturers and new entre-
preneurs by the government. The Make in India mix,
however, needs more than subsidies, tax waivers, reim-
bursement of duties, or monetary grants.

A pet peeve of brand owners and manufacturers with
large patent portfolios operating in India is that research
and development (R&D) in the country largely happens
only in public research institutions and universities.
Indian firms don’t invest in R&D and subsequently fill
patents. A patenting landscaping exercise conducted by
us at the Centre for Internet and Society last year showed
that all Indian patents, nearly 4,000 in number, pertain-
ing to mobile technologies are owned by non-Indian
companies. Out of approximately 19,500 patent applica-
tions, a meagre 18 were filed by Indian companies.

India’s premier educational institutions also apply for
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Tax waivers, subsidies, reimbursement of duties or monetary

far less patents within the country and abroad than their
foreign counterparts. For example, the National Academy
of Inventors has published a list of “Top 100 worldwide
universities granted US utility patents in 2013” and an-
other in 2014. One Indian school features on these lists

the Indian Institute of Science (IISc) with 21 patents
in 201 3. Within India, the IITs and IISc file up to 200 ap-
plications every year; MIT files nearly 4,000 in the US.
Several large MNCs run R&D facilities in India, hiring some
of the best talent in the country. The patents for their
work are first registered to these companies abroad, con-
tributing to royalty outflows. One way to correct the
famine of locally owned intellectual property is for the
government to urge top Indian companies and academic
institutions to push the envelope in terms of R&D and
patenting. A promising development is that the Indian
government has pledged start-up funds. So have compa-
nies such as Qualcomm, which has committed $150
million to a strategic venture fund in India.

Another gripe is that the manufacturing units in
India are in reality assembly lines that only put together
imported parts and components and generally make
copied products. While the government has provided
sops to encourage actual manufacturing to truly reduce
dependence on ‘screwdriver technologies’, it needs to
incentivise foreign corporations operating in India to
transfer their technology to Indian entities, instead of
only assembling here using automated or human labour.
Moreover, India-manufactured products are infamously
substandard. These products need to pass quality checks
if India aspires for an export market and leverage in ask-
ing for transfer of technology.

To benefit from the transfer of technology, the work-
force needs to learn to use it and assimilate it in its work
life. Despite the intake of students in engineering schools
in India being more than that in the US and China put
together, a major chunk of newly graduated engineers in
India is unemployable. The repairmen at Nehru Place’s



By Rohini Lakshané

in India Recipe

grants alone can’t kick-start manufacturing in India

electronics market learn the ropes through an informal
education system comprising their friends, peers and em-
ployers in small-time garage shops. Rookie engineers who
secure the holy grail of college placement are trained from
scratch by their employers, such as Infosys with its plush
training campus located in Mysore. In either case, the
employer is saddled with training new recruits. There is
little in terms of professional excellence that institutions of
formal education seem to impart. Prime Minister Modi
believes that India's human power
would be among its largest exports by
2030, but monikers such as “coding
coolies” only point to low valuation
of its services. Unless quality voca-
tional education produces profession-
als in different rungs of the manufac-
turing ecosystem from technicians
to production personnel to designers
to ideators manufacturing in the
country will stay deprived of the ben-
efits of the newest technologies.
Next would come developing
indigenous technologies (governed
by technical standards and other-
wise) in order to reduce dependence
on technologies owned by foreign rights holders. India’s
remote sensing capabilities are among the best in the
world. Like GPS developed by the US and GLONASS by
Russia, NAVIC is India's own satellite navigation system.
Where GPS in India becomes spotty or inaccurate, NAVIC
is likely to be much more reliable and accurate. Mobile
handsets sold in India are not equipped yet with the re-
ceivers needed to work with NAVIC. When they are, it
will be a fillip for both manufacturing and location-based
services in the country. There is also a need for diffusion
of these technologies. India’s public research organisa-

India needs changes
in its vocational
and technical
education system as
most fresh graduates
out of schools lack
working skills

tions produce several potentially life-changing inven-
tions, which unfortunately, almost never reach mass
implementation.

With the emergence of new technologies comes a
greater need for access to patenting. A patent is a mo-
nopoly granted to its owner for 20 years in return for
publicly disclosing an invention. Without the ability to
enforce it, such a monopoly is not of much use.
Patenting is also expensive and time-consuming, espe-
cially for an individual innovator
without the backing of an employer
that has the wherewithal for it.
Many opt for filing patents via large
companies while retaining their
names as the inventors. The com-
pany thus owns the patent. Small
manufacturers without the re-
sources to apply for a patent prefer
to zealously guard their inventions.
Instead of risking their unpatented
inventions being stolen, they limit
their use to their own establish-
ments, and sometimes take the in-
ventions with them to the grave.

Make in India was unveiled at a
time when manufacturing worldwide was starting to
experience the ongoing slump. China, so difficult to beat
at its own game, has been facing the heat. There is a tiny
window of opportunity for India, which may be akin to
the guns made by Indian Ordnance Factories (IoF). These
guns exorbitantly priced and of low build quality — are
notorious for backfiring. In the truly Indian spirit of ju-
gaad, they are taken to gunsmiths by their buyers for big
and small tweaks that would prevent unfortunate end-
ings. Like the ToF guns, the Make in India recipe needs its
own set of tweaks. ¢

The writer is a researcher at the Centre for Internet and Society. Views expressed are her own
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Piyush Goyal

“WE CAN TELL THE
WORLD THAT INDIA IS
NOW POWER SURPLUS”

e

he Narendra Modi government has promised power for all by 2019, the
year its first term in office ends and it seeks a fresh mandate. The
Indian electorate is likely to be unforgiving if Modi and his team fail to
deliver on this promise. Two years ago, the prime minister had en-
trusted Piyush Goyal the task of reviving the country's comatose
power sector. The CA-turned-politician has been given independent
charge of three crucial ministries. In an interview with BT's Anilesh S. Mahajan,
Goyal assured that he is well on his way towards delivering on the promise by
tapping the synergies between the ministries - coal, power and renewable en-
ergy - under him. Edited excerpts:

Two years ago, the Prime
Minister gave you three minis-
tries — coal, power and renewable
energy — that were crucial to
boost India’s power sector. How
have things changed?

The best thing to have happened in
the whole process is the emergence
of a ‘Team India’ spirit in the work-
ing of the government. The entire
ecosystem works as one cohesive
unit. People don’t do ministry inter
se, governments inter se or depart-
ments inter se. There is a lot of infor-
mal consultation, discussion and
decision making, which has sped
things up massively. Two years later,
retrospectively, I believe the PM was
a visionary to have realised the close

interplay between these three minis-
tries. For many years, these minis-
tries could not perform to their true
capabilities because each of them
was running in a different direction.
Now, when they are running to-
gether, in the same direction, you
can witness the change in the coun-
try’s power sector.

What sort of interventions went
in to make this synergy work?

The biggest intervention or change
was to get people to believe in them-
selves. To assist them realise their
true potential and ability to deliver.
This kind of empowerment, coupled
with the highest level of transpar-
ency — which India has never wit-

nessed — that PM Modi has brought
in, is a defining feature of this gov-
ernment. If the system knows that
you do not have any personal
agenda and that your working is
transparent, it offers full support. It is
only when you ask them to do things
out of the ordinary or make arbitrary
decisions, do they hesitate, leading to
bureaucratic delays.

Last year, you laid a roadmap
for mining 900 MT out of the
ambitious target of 1 BT for Coal
India. But we are witnessing
a unique problem of low coal
off-take...

It is not of low off-take. In the last
two years, CIL ramped up its produc-
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Full interview at
businesstoday.in/PiyushGoyal

tion by an additional 74 MT. It hasn’t
happened ever in India’s history.
Things like absorption capacity and
transpiration capacity take time to tie
in with the system. Last year, we
saved forex worth 324,000 crore
(revised figures) on coal imports,
while this year’s target is to save
340,000 crore. The whole process
needs to be calibrated and taken for-
ward. You can’t change it overnight.
For example, the fuel mix in thermal
power plants — those designed to use
imported coal —require technological
upgradation to absorb Indian coal.
This has to be done systematically
and carefully.

But do you think this 900 MT
roadmap needs to be reworked?

Not at all...we need to do it. India’s
growth story has a long way to go,
and we need a lot more power. India
is the only country in the world
where the need for power will grow
three to four times of what it is today.
This growth story is unparalleled
across the world. The growth in de-
mand in the US, Europe, Australia
and Japan will fall in the next 15
years, because of technological in-
novation and energy efficiency.
When you combine the effect of these
two factors with their flat economies,
you will see that all their energy de-
mands are on a downward trajectory.
India is that bright shining star which
is seeing this trajectory going up. The
one billion tonne of coal will be con-
sumed very easily.

Do you think we are on the right
track to achieve this target?

Absolutely. 2022 was to be the year
for achieving this target. But, looking
at the enthusiasm and effort this
team (Coal India) has put in, and the
work they have done in the last two
years, I am very confident that we
will be able to achieve this target by
2019 itself.
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The industry is expecting some
development in commercial
coal mining...

We are beginning with the PSUs.
Mines have been identified; offers
have been made to states to take
these mines up. Since the prices of
coal in the international markets
are low, we may not want to bid out
mines in the current scenario.
People could raise objections stating
that it was not the correct time to
auction them. We can afford to wait
for the correct time to invite other
players for commercial mining. CIL
has already ramped up its produc-
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tion; there is no immediate require-
ment either. In the long run, we will
need extra coal. To complement the
fast pace of the economy, we will
have to plan this. I will calibrate and
do it at the right time.

There is pressure from pro-envi-
ronment lobbies to reduce the
carbon footprint...

We are doing lot of work to encour-
age the switch from coal to gas. In the
long run, because of environment
conservation resolves, we have to
move from coal to gas — coal-bed
methane. Secondly, we are focusing

big time on clean coal technology. I
have had a discussion with MIT; my
team will now take the discussion
forward by way of research.

On the generation side, there is a
dip in the interest of private play-
ers to set up greenfield power
plants. What are your plans to
revive their interest?

We focused on opening up several
stranded, stressed and stalled pro-
jects. In the last two years, we got
projects of additional 4 5-GW capacity
commissioned. It is a record. No one
will invest unless they can see these



projects coming up and the power
sector progressing. Earlier, there were
delays of five to seven years...who
would have invested then? Now you
can see many people buying these
stressed assets; they can sense a re-
vival of the power sector. I believe
that the investment cycle will see a
revival once again.

What is the status of ultra mega
power projects?

The document has been drafted based
on the report of the Pratyush Sinha
committee, which consulted with
bankers and other stakeholders. Now
this document will go to the Cabinet
for approval. We want the UMPPs to
come up in the plug-and-play mode.
Land and environment approvals are
done before the bids are called for.

This was one of the reasons the
previous UMPPs could not
take off...

There were a lot of reasons. I will try
and ensure that everything is tied up
between the environment ministry,
the state governments and the power
ministry, so that implementation can
be much faster. We must encourage
low-cost power.

By when can we expect bids?

I'am not in a hurry. There is no short-
age today, and I don’t foresee any
shortage in the next four to five years.
I have enough time in hand, and will
do it in due course.

There is a problem of abundance
right now. The power plants are
running on low PLF which will
cause problems for the investors in
these power plants...

Will anyone go to a country to in-
vest if they foresee a power shortage?
Under ‘Make in India’, too, we can
tell the world that India is now a
power surplus country, and they

should come and invest. You will
never have a power shortage...it is
not a problem for investors at all. In
two years, we added 45 GW —a 22
per cent increase in thermal installed
capacity. If GDP grows at 7 per cent,
power needs to grow by 5-6 per cent.
In the last two years, demand in
electricity grew by 14 per cent; the
remaining delta would lead to a fall
in PLF only. This also means that I
have spare capacity to ramp up as
the demand increases.

There are 32-GW capacities
which may retire by 2022. Most
of these belong to PSUs and state
governments. What will be the
impact of this?

There is no retirement commitment
as such for these old plants. But I am
trying to replace these old inefficient
plants with new and modern power
plants. This is a work in progress. We
have to do a stakeholder consultation
with the environment ministry, state
governments and PSUs. A complete
analysis of the requirements in the
areas and the cost required to up-
grade these plants needs to be done.
We may decommission some of these
plants and use the land for some
other purpose.

On the solar front, you have been
criticised for leading a steep fall in
tariff...

Is it a matter of praise or criticism?
There are certain people who crib
about the dip in tariff, but they also
take projects by bidding low. I can’t
help them. The bidding process is
transparent; everyone has an equal
opportunity. I can neither request
them to bid low nor force them to
quote higher. They have their own
calculations. I believe they are bid-
ding wisely.

Banks, too, are giving these pro-
jects the cold shoulder, and asking
players to put in more equity...

I am not aware of this. No one has
come up to me with this problem.

Then there are incidents such as
SunEdison filing for bank-
ruptcy...

If Kingfisher shuts down, does it
mean the entire aviation industry will
go for a toss? Indigo is making profits;
Air India is in operating profits. One
such incident (SunEdison) does not set
the parameter for the whole sector.

The dip in tariff is also hurting
domestic solar manufacturing...

I recently met with solar manufactur-
ers addressed many of their concerns.
I committed to them that whatever
they produce will be consumed. We
are working on a manufacturing
policy and will support players if they
are keen to expand operations.

This policy requires integrated
projects, but globally there are no
examples of manufacturers who
can produce right from polysili-
con to modules...

A team led by Niti Aayog’s CEO,
Amitabh Kant, studied the matter
and drafted this policy. I am not
aware of it. Now Upendra Tripathy’s
(Secretary, Renewable Energy) team
is working on it.

What is your review of UDAY? Are
states working on the plan sug-
gested by you to cut AT&C losses?

The progress is very satisfactory. We
have just reviewed how the data
from states will be compiled, how we
will sanitise and monitor it. Earlier,
the data from states used to be ac-
cepted in whatever form they were
sent in. The data itself is suspect. We
are doing a root-cause analysis and
sorting out this problem right from
the beginning. ¢

@anileshmahajan
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The RBI and the government are
forcing big borrowers to reduce
leverage. Some companies are

managing it better than others.
By RAJEEV DUBEY
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MANOJ GAUR, Chairman & CEQ

“We are thinking of divesting
our assets. The target is to
bring down the (total) debt
at the group level”
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BHARTI GROUP

SUNIL MITTAL, Chairman

Refinances nearly $3.5
billion between 2010-13

Reduces dependence
on domestic banks from
80 per cent to one-third

Sells Africa tower
business for $2.2 billion

Sells 2 small firms
to Orange for an
undisclosed sum

To sell minority equity
in India tower business

JAYPEE GROUP

VIHEW NVAIA

Sells cement business to
Ultratech for 316,500 crore

Sells two hydro power plants
to JSW for 9,700 crore

Looking to hawk a minority
stake in Yamuna Expressway

and profitable businesses. He believes
debt of about 330,000 crore can be
easily serviced by his current busi-
nesses. “We are thinking of divesting
our assets. We are looking at power
generation assets. In cement, we are
seriously working to bring down our
debt. Overall, the target is to bring
down the debt at the group level,”
says Gaur. “No company like ours
has disinvested so much and across
all our businesses.”

That is no exaggeration. Even as
corporate India sits on an unprece-
dented debt pile 0f321,49,345 crore,
its record of responsible debt manage-
ment has been, at best, reluctant,
woefully unimpressive and, at times,

recklessly teetering on the brink.
There are of course exceptions — the
handful of companies that have
worked hard to manage their debt
burdens properly. These companies
have taken decisive steps by paying off
debt through sale of assets or equity
stakes, re-financing existing debt at
lower rates of interest, equipment re-
financing or even issuing fresh bonds
to pay off expensive debt.

While selling assets the Jaypee
way is a no-nonsense way to pare
debt, it isn’t the only option.
Companies have adopted varied tech-
niques to keep their debt — more im-
portantly, their interest payout —
manageable.

Telecom market leader Bharti
Airtel, for instance, deployed a hy-
brid strategy to manage its debt
burden 0fX73,166 crore (debt taken
partly for purchase of spectrum and
expansion in India, and partly for the
$10.7 billion paid for Zain’s African
telecom business in 2010). On one
hand, it sold its mobile tower busi-
ness in Africa for $2.2 billion (and is
looking to monetise a minority stake
in its India tower business too). On
the other hand, Bharti went for three
rounds of pre-emptive re-financing
of nearly $3.5 billion of its debt be-
tween 2010 and 2013, each time
reducing the interest rate by 20-50
basis points (bps).

Tata Motors, India’s No. 1 auto-
mobile company by revenue, which
took on $2.3 billion to fund the
Jaguar Land Rover acquisition in
2008, issued Rupee-denominated
Singapore dollar bonds worth $624
million. Then, Tata Power says it
raised 1,500 crore through issu-
ance of quasi-equity by way of per-
petual debt, which does not carry
repayment obligations, plus another
%1,500 crore through issuance of
60-year bonds with a bullet repay-
ment (although the instrument is
debt, its long tenor reduces repay-
ment obligations). The company also
did a rights issue of almost 32,000
crore in March 2014, part of which
was used to repay existing debt.



COMPANIES WITH HIGHEST DEBT...

..However, as the PAT column shows, not all are in equal trouble. And the interest
payout column indicates that high debt does not automatically lead to high interest payout

TOTAL DEBT INTEREST TOTAL INCOME PAT
Reliance Industries 1,60,863 3,316 3,84,048 23,640
Larsen & Toubro 93,604 lllll 1217 93,040 4964
Adani Enterprises “83,549" ..... 7,056 65,520 2,298
‘Tla;t;"SteeI ..... 80,701 4,848 140,391 -3,956
Vedanta 77,752 ................ 5,659 16,687 ‘ nam
Jaiprakash Associates 75,907 730 10794 a5t
TataMotors 73,610 4862 263,695 060
Bharti Airtel 73,166 7325 94,614 4,586
Hindalco Industries 68,468 4184 1,05,706 84
GMR Infrastructure “47,738 3,512 9,350 2,959

In% crore ; Data is for 2014/15 and is consolidated; Ranking based on total debt Analysis was based on both listed &
unlisted companies whose data was available; the list excludes public sector entities, foreign MNCs & BFSI companies
Total debt includes secured loans, unsecured loans, short term borrowings, current maturity of debentures & bonds,&

others; Source: Ace Equity

It is easier said than done, but
new avenues of debt raising and re-
financing are throwing up greater
opportunities to pare debt. Above all,
converting to long-term debt under
RBI's 5/25 rule to repay a loan over
the economic life of the asset. More
of that later.

The Beginning
Here is how it all began. On May 15,
banking regulator Reserve Bank of
India floated a discussion paper on
monitoring the credit to over-lever-
aged corporate houses. It advises that
banks make additional provisioning
in their books if they propose to lend
to a group beyond the normally per-
mitted lending limit (NPLL). This
makes any additional loan costlier for
the borrower. The NPLL will be defined
in advance, but both lenders and bor-
rowers are scurrying to lobby. This
RBI move hits at the core of India
Inc.’s debt woes, the genesis of which
can be traced back to events that be-
gan about eight years ago.

After the Lehman crisis, the UPA

government pressed the accelerator
to revive economic growth. Banks —
which were actively building their
own portfolio of loan assets in then
promising sectors such as power, in-
frastructure and airlines — threw cau-
tion to the winds and opened up their

~ LANCO GROUP
Sells Udupi power plant to

Adani for S1billion
in August 2014 (3 6,100 crore)

Plans to sell three more plants
for about $2.5 billion
(316,700 crore)

purses like never before. Due diligence
was low or non- existent under politi-
cal pressure, and banks promptly
maxed their limits across sectors such
as power. By the time the real effect
of the US banking meltdown began
to set in, between 2008/09 and

MADHUSUDHAN RAOQ, CEO
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2014/15, corporate India’s debt had
risen 86 per cent from3I11,52,891
crore to X 21,49,345 crore. Well-
leveraged groups such as Tata and
Reliance actually raised more debt
even as they were either shedding or
refinancing existing debt. In com-
parison, net sales grew 79 per cent
and net profits 29 per cent. “As the
economy grows, leverage will grow.

"TATA GROUP

Tata Steel to seI or
shut UK assets

Tata Motors raises
$624 million in Rupee-denom-
inated Singapore Dollar bonds

Tata Power sells Indonesian
coal mines for $500 million,
issues 60-year bonds, refi-
nances over 10,000 cr debt

Largely leverage has gone up be-
cause large capital intensive projects
didn’t do well. They didn’t give re-
turns,” says Varun Gupta, Partner,
Deal Advisory of KPMG.

Remember, this wasn'’t such a
cheap money era, though lenders
were tripping over themselves to lend
to big projects. And borrowers were
taking loans right, left and centre
without paying attention to the over-
all state of the economy. Interest rates
were still on the rise — breaching 10
per cent and then going past 12-odd
per cent for lower rated debt — as RBI
used monetary policy tools to bring
the runaway inflation under control,
first under governor D. Subbarao and
later for many quarters under his suc-
cessor Raghuram Rajan.

That was the beginning of a pain-
ful period for Indian banks and com-
panies alike. By 2012, the reality of a
long-drawn economic slowdown had
set in once the impact of a mild eco-
nomic stimulus of 2008/09 had
faded. With the economy slowing

down further, most companies that
borrowed beyond their means, hop-
ing they will be able to ride through
an economic revival, were stuck be-
tween the devil and the deep blue sea.
Especially, since the average interest
rate of over 10 per cent was eco-
nomically unsustainable.

Still, most companies were hope-
ful of a quick economic revival, and
none of them foresaw the global
commodity collapse, the China slow-
down or the sluggish demand at
home that caused overcapacity to
build up in myriad industries.

By 2012, however, it was appar-
ent that the economy was not going
to get better in a hurry, and some of
the overambitious projections came
home to roost. The crisis began to
unfold once corporates started de-
faulting on interest payout. For in-
stance, in June 2013, Essar Steel
Algoma defaulted interest payment
on a $385-million bond. S&P catego-
rised it at “high risk” of distressed debt
swap on the $1 billion it owed. In
2016, reports suggested lenders
threatened to depose Essar Steel pro-
moter-management for defaults,
though the group denies this: “It’s
speculative. We are under no pressure
from banks to do anything. They un-
derstand and realise what we are go-
ing through. It's an industry issue. We
are constantly talking to banks,” says
V. Ashok, Group CFO, Essar Group,
adding that the severe downturn in
the global steel industry was exacer-
bated by China’s predatory pricing,
which cumulatively resulted in stress
on the company’s cash flows and de-
lays in debt servicing. “This is despite
the fact that the stipulated equity was
injected and financial support was
extended by other Essar companies.
The current government has taken
necessary steps in the form of intro-
ducing a tariff barrier and sponsoring
a steel package,” says Ashok.

But in power, realty, steel and
infrastructure sectors, companies had
started missing interest payments.
Jaypee Group’s Jaiprakash Power
Ventures has not repaid $200 million



SOME GROUPS WITH ENORMC DEBT |
Groups 2010/11 2011/12 2012/13 2013/14 2014/15
1,44,865 1,712,174 1,95,631 2,20,849 2,33,359
(Includes Tata Steel, Tata Motors, Tata Power, Tata
Communications, Tata Chemicals & others)
51,592 61,325 73,189 99,260 1,12,532
(Includes Jindal Steel, Jindal Steel & Power,
Jindal Stainless, Jindal Saw & others)
58,080 71,658 91,005 96,310 98,813
(Includes Reliance Power, Reliance Infrastructure
& Reliance Communications)
32,939 69,201 68,589 71,959 83,549
(Includes Adani Enterprises)
45,720 56,486 67,018 61,370 68,407

(Includes Essar Steel, Essar Ports & Essar Oil)

* The group includes Prithvi Raj Jindal, Naveen Jinal, Sajjan Jindal & Rattan Jindal companies; In< crore; Group calculations were based on the prominent companies of a group whose
data was available; the list excludes public sector entities, foreign MNCs & BFSI companies; Total debt includes secured loans, unsecured loans, short term borrowings, current
maturity of debentures & bonds, & others; Data of a particular financial year includes March, June, September & December ending financials, wherevever applicable.

Source: Ace Equity

bonds since they became due in
February 2015. This March, its flag-
ship Jaiprakash Associates defaulted
on interest payouts on another
$150-million bond issue.

Even though bad and doubtful
assets continued to rise, public and
private sector banks preferred to brush
them under the carpet until stressed
assets in the system peaked at 8.2
lakh crore. “There was a lot of easy
credit available and there is no way of
releasing the pressure valve since the
bankruptcy code is only now coming
into force,” says Gupta of KPMG. “We
have been bitten very largely by the
steel sector,” said Punjab National
Bank MD & CEO Usha Anantha-
subramanian in a conference, ex-
plaining why the bank announced its
highest ever quarterly loss of 35,367
crore in Q4 of FY2015/16. “We will
keep away from those sectors where
we have been bitten until that sector
turns around. Apart from steel, we
have exposure to textiles. We will be
cautious on these sectors too.”

In September 2013, Raghuram
Rajan took charge as Governor of RBI.
Rajan began with minor exhortations
but when that didn’t work, he cracked

the whip, asking banks to provide for
bad loans or hive them off to asset re-
construction firms for revival. RBI's
most potent weapon during this crisis
was allowing lenders to take charge of
distressed assets under the strategic
debt restructuring (SDR) provisions,
provided the corporate debt restruc-
turing (CDR) didn’t achieve the re-
quired results. Since March 2013, the
Indian banking system has written off
or sold loans worth X1,33,435 crore.
Banks, in turn, began forcing errant
corporates to shed assets and pay for
the loans. They haven't succeeded
everywhere but where they did, the
results are there to see.

The Great Indian Asset Sale

On their part, the bulk of corporate
debt management moves, barring a
few exceptions, have centred on the
good old asset sale — the Jaypee way.
Tata Steel, which took on $10 billion
debt to fund its acquisition of UK's

HARJEET KOHLI, CFO, Bharti

“Always raise debt when you don't need it, because when you
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SUZLON

Sells German subsidiary
Servion for $1.16 billion in
January 2015

R7116 crore)

GMR GROUP

May sell one third stake in GMR
Airports to raise
$500-700 million

Sold 30 per cent stake in GMR
energy to Malaysia's Tenaga for
$300 million 2,000 crore)

Corus Steel, has decided to sell or shut
the UK steel business. So far, its sale of
nearly a fourth of that business has
fetched it a measly £1. Another group
firm, Tata Power, sold its Indonesian
coal mines for $500 million.
Companies are doing some soul-
searching, says Kameswara Rao,
Partner & Leader, Energy Utilities,
PricewaterhouseCoopers (PwC):
“Why did we bid so aggressively?
Was the demand forecast so good
that we didn’t do any third-party re-
view? We have been part of several
such discussions. They are now revis-
ing internal systems and procedures
so that such risk factors are consid-
ered in all future bids.”

Lanco group, laden with nearly
339,191 crore debtin 2014/15, sold
its Udupi power plant to the Adani
group for $1 billion. It plans to sell
three more plants for an estimated
$2.5 billion.

Essar group has over 368,000
crore in debt. It has plans to sell up to
74 per cent stake in Essar Oil and is
discussing sale of stake in UK’s

Stanlow Refinery. “Rosneft acquiring
a majority equity stake in Essar Oil
Limited will result in significant reduc-
tion in Essar’s exposure — by ap-
proximately 345,000 crore — to the
Indian banking sector across oil, ports
and power verticals. This transaction is
expected to be completed during the
third quarter of the current financial
year,” says Ashok. The group is also
selling Mumbai-based Equinox
Business Park to RMZ for an estimated
32,400 crore and an upscale residential
project in Bangalore for X300 crore.

GMR (with debt 0of 346,860 crore)
sold 30 per cent in GMR Energy to
Malaysia’'s Tenaga for $300 million
(nearly 32,000 crore).

Gaur admits that the Jaypee
Group has suffered a 12-year setback
because of its debt build-up to fund
growth. Having sold some of its best
and most profitable assets, the group’s
current size has shrunk to what it was
in 2004. Jaypee sold its 20 mtpa ce-
ment business to Ultratech for
16,500 crore and two hydro power
plants to JSW for 9,700 crore. It is
also looking to hawk a minority stake
in Yamuna Expressway. “Banks
should also look at each project closely
and not paint everybody with the
same brush. They should look at who
is adhering to timelines and doing
good work. Because if banks do not
give money, how will people get jobs,”
says Gaur bitterly, as lenders forced
his hands.

Other debt-laden groups are also
looking for solutions, but have yet to
prove their seriousness in shedding
debt, Perhaps, hoping that things will
sort themselves out.

Anil Ambani’s Reliance Group
sits on a debt pile of almost X1 lakh
crore as of 2014/15. It plans to sell
between 51 and 100 per cent equity
in its towers business Reliance Infratel
at a valuation of between 320,000
crore and 325,000 crore; Reliance
Infrastructure may sell road assets
while Reliance Capital sold Big
Cinemas to Carnival group for X700
crore in December 2014. In
November 2015, Reliance Group
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HOW COMPANIES
REDUCE DEBT

Sale of assets such as by
Jaypee, Lanco, Suzlon

Sale of equity such as by
GMR, Essar, GVK

Refinancing existing debt
such as by Bharti

Capitalising interest payout for
projects under construction till
revenue stream emerges such
as by Reliance Industries

Debt recast under corporate
debt restructuring and 5/25
rule such as by Essar Steel

Issuing bonds to pay off high
interest debt such as by Tata
Motors

56 BUSINESS TODAY June 19 2016

Director Lalit Jalan said that the board of
Reliance Infrastructure has decided to
examine selling its non-core businesses
such as cement and roads, which are
valued at upwards of 313,000 crore. The
proceeds will be used to deleverage the
company so that the group could focus
on its new focus area of defence.

GMR group plans to sell nearly one
third of its 30 per cent stake in GMR
Airports for $500-700 million.
“Sympathies are with those who had
to sell assets. They are in a situation
where, under ideal conditions, the as-
sets have value. Promoters know the
real value of the assets but are not able
to realise it. It's a matter of foregoing
those assets,” says PwC’s Rao.

These are signs that realism is set-
ting in. But whether they will go the
whole hog in selling assets or drag their
feet as long as they can is a huge ques-
tion mark. Essar Steel, for instance, has
sought debt recast under corporate
debt restructuring, the second com-
pany in the group to do so after Essar
Oilin 2004. The 500-MW Lanco Teesta
Hydro project has gone into strategic
debt restructuring.

Corporate strategies have changed
in the past two to three years, says
PwC’s Rao. Power companies, for in-
stance, talked about 10,000 MW capac-
ity targets and topline growth. “Now,
that has shifted. Companies are now
careful about growth plans. Instead,
they are working on portfolio manage-
ment. Projects that were nearing com-
pletion are being put on the front
burner. They are deciding what has to
be on the backburner or mothballed.
They are stepping down the pace of
activity or selling assets,” says Rao.

Pre-emptive Refinancing

One way to keep balance sheets healthy
is through pre-emptive refinancing.
“You should always raise debt when
you don’t need it, because when you
need it, you won't get the terms you are
comfortable with,” says Harjeet Kohli,
Group Head — IT & Treasury, Bharti
Airtel, which deployed its pre-emptive
re-financing strategy, each time at a
minimum of 40-50 bps lower rate of

interest. Right after taking on $10.7
billion in debt to finance the Zain acqui-
sition, Bharti went on an annual drive
of pre-emptive refinancing. In 2012, it
issued 10-year bonds at Libor plus 300
bps. The terms were so favourable that
while it wanted to raise $1 billion, it
eventually raised $1.5 billion. In 2014,
it raised another $1 billion 10-year
bonds at Libor plus 250 bps and in
2015 yet another $1 billion (10 year) at
Libor plus 210 bps. All of these went
into pre-emptive re-financing of the Zain
debt. A 50 bps reduction on a $1-billion
loan amounts to saving $50 million on
interest annually.

In 2014, Tata Steel embarked on a
massive $7-billion debt refinancing
scheme through fresh 7-10 year loans to
re-finance existing loans, issue new 10-
year bonds, and transfer some debt to its
other subsidiaries as well as short-term
credit lines. The company did not re-
spond to BT's queries for details of its debt
management initiatives. In December,
2015, Tata Steel announced that its
Singapore arm, T S Global Holdings had
executed agreements for $1.5 billion
refinance. Tata Power, too, took the re-
finance route for nearly
310,000 crore of Rupee debt and nearly
$1 billion of overseas debt in the past
two years, enabling the company to
bring down borrowing costs.

Why have all debt-laden companies
not resorted to refinancing? Simply,
their balance sheets are just not attrac-
tive enough for lenders to repose faith in
lending at lower rates. Even their rat-
ings have taken a beating. In 2013, for
instance, ratings agency CARE down-
graded Essar Steel's non-convertible
debentures to default grade ‘D’. In fiscal
2012/13, Essar Steel incurred a net loss
0f34,980 crore on revenue of just above
316,000 crore. CARE also downgraded
its long and short-term bank facilities
from BBB — (representing delays in ser-
vicing debt) due to worsening liquidity
and losses. “We need to put our house
in order. No corporate balance sheet is
strong enough for alternative refinanc-
ing because it requires better ratings.
We need to show two years of opera-
tional performance before we can do
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that,” says Ashok of Essar.

Also, wherever large PE firms
have shown interest in refinancing,
they are driving a hard bargain for
lending at lower rate of interest pro-
vided they get at least 20 per cent of
loan value in equity. That's not to

GVK GROUP

Sells 33 per cent of its 43
per cent equity in Bangalore
airport to Fairfax for

2,149 crore

May divest a part of its 55 per
cent equity in Mumbai airport

Plans to sell equity in road
projects

RELIANCE GROUP

May sell 511100 pc equity in
Reliance Infratel at a valuation
of between ¥ 20,000 crore
and 325,000 crore

Reliance Capital sells Big
Cinemas to Carnival for
3700 crore

ESSAR GROUP

To sell up to 74 per cent
stake in Essar Qil

Discussing sale of stake in
UK's Stanlow Refinery

Essar Steel seeks debt recast
under CDR

promoters’ liking. “It’s a very chal-
lenging situation. It’s happening in
steel but nobody has been able to
close a deal,” says Harish H.V.,
Partner, Indian leadership team,
Grant Thornton.

Debt Diversity

Another measure that helps is diver-
sity of debt. For instance, Bharti,
which raised nearly 80 per cent of its
debt through bank financing in
2010, now depends on them for just
one-third of its debt...and reducing.
“Bank loans have lots of covenants.
There are restrictions on what you
can do and can't do. Bonds are not
just cheaper, they are easier on
terms and for a longer tenors and
have a diversified and deep investor
base,” says Bharti's Kohli.

Instead, nearly 50-55 per cent of
its debt portfolio today comprises non-
banking bonds, while nearly 10 per
cent is equipment financing through
the respective seller’s Exim Bank.
“Besides diversity, this also creates
unmet demand for our credit with
banks — helping us generate better
economics on one hand, and use this
opportunistically for better debt profile
and balancing,” says Kohli.

New Avenues

The game-changer in finding new
avenues for debt management — espe-
cially for long-gestation infrastructure
projects — has been RBI's decision in
December, 2014 to allow 5/25 rule
for existing loans or projects where
loan outstanding was at least 500
crore. (The rule lets a lender lend and
the borrower to pay back a loan over
the economic life of an asset up to 25
years by refinancing every five years,
so that cash flows match the repay-
ment.) Until the rule came into being,
banks were allowed to lend for no
more than 10-12 years.

Essar has been the most active to
restructure its debt under the rule.
Nearly half its debt under the power
business has already been restruc-
tured under 5/25. While restructur-
ing loans in the ports and steel busi-



ness are still under discussion, about
$6 billion of its $14 billion debt is un-
der the 5/25 rule now.

Chinese banks (ICBC and China
Development Bank) have emerged as
new sources of debt with plenty of
funds to spare at competitive rates.
While companies such as Reliance
Power tapped them for equipment fi-
nancing, Bharti, on the other hand,
has secured a $2-billion, nine-year
line of credit from Chinese banks at a
very competitive 200-220 bps above
Libor, though it is yet to draw these
funds. Anil Ambani-led Reliance
Group, in fact, has been the most ag-
gressive in equipment financing via
Chinese banks in recent years. The
group did not respond to BT's queries.

Yet another emerging avenue is
the £1-billion government-backed
Rupee-denominated debt that can be
issued in British Pounds as per the
India-UK trade agreement signed dur-
ing Prime Minister Narendra Modi’s
last visit to the UK.

Since 2013/14, Indian companies
can also offer Rupee-denominated
Singapore Dollar bonds under yet
another trade pact. Tata Motors
($624 million) and ICICI Bank Dubai
($225 million) are among the compa-
nies that have availed these bonds,
among others.

Not to forget the latest option of
‘Masala Bonds’ — the Rupee bonds in
foreign markets that have been used
by IFC, IDBI, Yes Bank and Indian
Railways to raise between $75 million
and $250 million debt. Ratings firm
S&P has projected that masala bond
issues could top $5 billion annually
over a two to three-year period due to
their attractiveness. Finance Ministry
charges just 5 per cent withholding
tax (deducted at source from residents
outside the country) on interest in-
come of these bonds, as against 20 per
cent for others, making it an attractive
proposition. Also, any capital gains
from currency fluctuations are ex-
empted from tax.

An age-old initiative deployed of-
ten for greenfield projects and expan-
sions is IDC, or capitalisation of interest

during construction —something that
Reliance Industries (RIL) deploys to
maximum effect. That explains why
RIL— which tops the list of India’s debt-
laden companies with nearly 31.81
lakh crore debt as of March 2016 —
paid just 3,316 crore as interest in

RECENT DEBT MANAGEMENT
AVENUES

Indian Rupee Masala bonds
issued overseas

Govt backed Rupee denominated British
Pound bonds under India-UK trade pact
Singapore Dollar offshore

Rupee bond issuances

Equipment financing through Exim
banks of seller countries

fiscal 2014/15 on debt of X1.6 lakh
crore. In comparison, Adani
Enterprises with nearly half the debt
forked out nearly twice the amount —
7,056 crore — via interest outgo.

How Much Is Too Much?
How much debt is too much debt?

Finance professionals these days
rarely count on the grand-dad of ra-
tios: the debt:equity ratio. Hardly any
well-leveraged company meets the
conservative 1:1 to 3:1 range.
Instead, CFOs rely a lot on debt:EBITDA.
Bharti would rather keep it at 2 to 2.5.
“No more than 2-3 years of operating
profitability i.e Net debt/ EBITDA of
around 2 — 2.5 times,” says Kohli. In
2010, when the company took on the
$10.7-billion debt to acquire African
telecom assets of Zain, the ratio had
climbed to an uncomfortable 3.07. It
took Bharti three years to get back to
the range it is comfortable in.

Apart from Bharti, Tata Power
also uses various parameters to
monitor its leverage, including Debt-
EBITDA, DSCR (debt service coverage
ratio), ISCR (interest service coverage
ratio), and Debt-Equity ratio. But

having burnt his fingers, Jaypee's
Gaur is far more cautious. “For the
future, our learning is: there should
be 60 per cent equity, 40 per cent
loan. Then the company can absorb
more shocks like these. Growth will
be moderate but we’ll be able to
withstand such shocks. That's the
only lesson,” says Gaur.

Are debt-laden companies un-
easy? Definitely. Are they doing any-
thing about it? Very few. In fact, a lot
more effort has gone into legal bat-
tles to stall lenders’ moves against
promoters, and commercial and
regulatory advisory to explain why
they are in this situation, than in
resolving their debt woes.

Reliance Group, Adani, DLF and
Lanco groups refused BT's request to
discuss their debt management ini-
tiatives. Adani group had a debt of
383,549 crorein 2014/15, the latest
data available, up nearly 16 per cent
since the previous year. DLF group
owes 320,834 crore, down margin-
ally from 320,95 7crore. And Lanco’s
debt stood at 339,191 crore, up 6.8
per cent.

On the flip side, the debt overhang
has eroded the confidence in long-
term capital investment in the coun-
try. “Especially, in large infrastructure
projects of long gestation period —
roads, ports, power projects — which
are sorely lacking in a country like
ours,” says Varun Gupta of KPMG.

But look at the brighter side of it
all. PwC’s Rao says that the debt bur-
den has practically forced companies
to re-evaluate — and churn, if neces-
sary — their portfolios. “Large interna-
tional companies always shuffle their
portfolio. Indian companies never had
to do that. If a project stalled, they
moved to the other.” But the root of
any successful debt management lies
in taking haircuts, says Grant
Thornton’s Harish. That road emerg-
ing from the crossroads, definitely, is
not for the faint-hearted. ¢

Additional Reporting by
Sumant Banerji

@rajeevdubey
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2004

Acquired SISCOL
(Southern Iron Ore Steel
Co) at 1 and took over
its debt

b 4

200

Acquired Euro lkon Iron
and Steel (31,020 crore)

v

2007

Acquired Plate and Pipe
Millin the US (33,854
crore)

v

2008

Acquired iron ore mines
in Chile (852 million)

2011

Acquired Ispat
(12,000 crore)

b

2014

Acquired Vallabh Tinplate
(46 crore)

Acquired Welspun
Maxsteel (1,000 crore)

w

2015

Acquired Jaypee's hydro
power plants, Baspa

& Karcham Wangtoo
(9,700 crore)

v

2016

Acquired JSPL's
Chattisgarh power plant
(6,500 crore )

w

illionaire Sajjan Jindal is a man on a mission. He is on an
acquisition spree in an effort to give his $11-billion JSW
Group even greater heft and scale. Jindal's takeover targets
include steel, power and cement plants. The adverse mar-
ket conditions and, more importantly, mounting debt don't
appear to have deterred him.

Consider this. Jindal has inked a deal with his younger
brother Naveen's Jindal Steel and Power (JSPL) for buying
a 1,000-megawatt (MW) power plant in Chhattisgarh.
Depending on the availability of coal mines and long-term
power purchase agreements (PPAs), the valuation will be finalised between
34,000 crore and 36,500 crore.

Jindal’s JSW Cement has submitted a bid for acquiring the 11 million tonne
(MT) cement plants of French major Lafarge in India worth 10,000 crore. Then,
JSW Steel is eyeing the assets of Tata Steel UK, which is struggling with accumu-
lated losses and a debt burden of $4 billion on its books. “We continue to look
for opportunities across the globe,” says Seshagiri Rao, Joint MD & Group CFO.
JSW Steel also intends to acquire iron ore mines coming up for auction in
Karnataka in July. They have a capacity of 10 MT and JSW will be bidding for
the entire assets.

Meanwhile, JSW Energy has entered into a binding agreement to buy 500-
MW Bina thermal power plant in Madhya Pradesh from the Jaypee Group. It
also has a non-binding pact with Monnet Ispat and Energy to acquire its power
unit, which is developing two coal-fired thermal power plants with total capac-
ity of 1,050 MW in Odisha. Both deals are yet to fructify.

And there’s more. JSW Sports is looking to buy out IPL franchise Royal
Challengers Bangalore after the exit of Vijay Mallya.

Clearly, Jindal is in a hurry to ramp up operations. JSW Group companies
have already acquired nearly eight assets over the past few years at a cost of
328,000 crore. These include Ispat Industries from L. N. Mittal's brothers, two
hydropower assets from Jaiprakash Power Ventures, the plate and pipe mill of
his brother Prithviraj Jindal in the US, and Welspun’'s Maxsteel.

While buyouts by large corporate houses during an economic downturn at
cheap valuations are not uncommon, Jindal’s JSW Group already has accumu-
lated total debt of around 56,000 crore. Also, its major businesses have an
exposure to sectors facing challenging times — steel, power, cement and ports.
In this context, is Jindal's expansion strategy fraught with risk?.

All in the Family

Jindal has struck some big deals with his family members. They have not
yielded the desired results, prompting some analysts to wonder whether those
acquisitions were done more to preserve the assets within the family than for
business objectives.

In 2007, Jindal bought his elder brother Prithviraj’s ailing assets — steel plate
and pipe mills — in the US at an enterprise valuation of $900 million (33,854
crore then). The three entities had a net loss of $42 million and revenues of $510
million in 2006/07. But the acquisition price was 6.25 times of earnings before
interest, depreciation, tax and amortisation (EBIDTA).
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A MOUNTAIN OF DEBT

JSW Group’s flagship listed company is
neck deep in debt

JSW Steel:

Sales have shrunk...
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After the acquisition, JSW Steel pumped in millions to
modernise the mills for capturing the growth opportunities
in the US oil and gas market. Jindal had expected to recover
the costs, including the acquisition price, in four years.

But the latest numbers show that the mills produced
0.197 million tonne (MT) plates and 0.054 MT pipes, rep-
resenting a capacity utilisation of 21 and 10 per cent, re-
spectively, in the last financial year. The turnover of the
plate and pipe mills almost halved — dropping 49.5 per cent
to $178.93 million — during the period. It registered an
EBITDA loss (including other income) of $27.57 million as
against a growth of $6.24 million in the previous year. JSW
Steel (US) suffered a net loss 0of X329 crore and 3302 crore
in 2013/14 and 2014/15, respectively.

Analysts are also not convinced about the deal with
JSPL for the Chhattisgarh power plant. Raamdeo
Agrawal, Joint Managing Director, Motilal Oswal
Financial Services, says that the firms go for acquisitions
based on their needs. “If JSW acquires iron ore and coal
mines, it makes sense. But T am not clear whether the
acquisition of JSPL’s power plants is for buying a lucrative
asset or for helping the brother and keeping the asset
within the family,” he says.

Indeed, the operations of JSPL’s Chhattisgarh power
plants are hampered by coal shortages and lack of long-
term power purchase agreements (PPAs). JSW Energy has
still valued the plants at 34,000 crore. “The major worry
about the power sector is the lack of clarity in under-
standing risk-adjusted returns. There are distressed assets
around. But if the risk-adjusted return is not higher, the
turnaround time will be indefinite,” says Kuljit Singh,
Partner and Industry Leader, Infrastructure, EY (Formerly
Ernst & Young).

However, some acquisitions outside the family appear
to be working for Jindal.

Making Acquisitions Count

When JSW Steel took over the loss-making Ispat Steel
from Mittal brothers in 2010, the turnaround prospects
were bleak because of the inadequate supply of raw ma-
terials at its 3.3 MT steel plant at Dolvi. But the plant was
the first in India to adopt the latest technology — a com-
bination of Conarc technology and compact strip produc-
tion (CSP) — for making steel. Ispat had a debt of X7,000
crore in 2010.

The plant, which had a negative EBITDA of X77 crore at
the time of acquisition, turned around in three years, regis-
tering an operating profit of 31,180 crore by the end of
March 201 3. This was made possible by sourcing cheaper
iron ore and reducing power and gas costs. JSW is now set-
ting up 3 MT coke oven plant at Dolvi in two phases, at a cost
0f%2,000 crore, through an associate company.

Similarly, Welspun Maxsteel was suffering from ir-
regular natural gas supplies. It is still an issue but Jindal
hopes to turn it around by next year.



SURGE IN DEBT

JSW Group’s other listed flagship, JSW Energy, has
seen a spike in debt
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The Game Plan

The acquisitions are part of the $1 1-billion JSW Group's big
plans. Seshagiri Rao says that JSW Steel wants to more
than double its production capacity over the new few years
— from 18 MT now to about 40 MT by 2025. “We have
added 4 MT capacity recently. It will increase the produc-
tion by 25 per cent in this financial year. With this we
want to increase our market share to 15 per cent from 13
per cent,” he says.

JSW Steel also plans backward integration through
acquisitions — it doesn't have iron ore and coal mines. The
Mines and Minerals (Development and Regulation)
Amendment Bill 2015 offers an opportunity to the com-
pany to achieve this goal through the auctions route.
“We will be participating in the auctions. We look at
overseas opportunities also for backward and forward
integration,” adds Rao.

Then, the steelmaker is looking to improve the prod-
uct mix by increasing the share of valued added steel in
its total production — from 35 to 40 per cent. It plans to
build tin plate and electrical steel capacities for increasing
the value-added portfolio.

Similarly, JSW Energy plans to more than double its
capacity in five years — from 4,500 MW to about 10,000
MW. With the addition of JSPL’s Chhattisgarh plants, the
capacity will increase to 5,500 MW. The company is on the
prowl for more distressed assets to enhance its portfolio.

The port business, which comes under JSw
Infrastructure, has 33 MT capacity, which will be raised to
95 MT in a year’s time. “We are further looking to increase
the capacity to 200 MT in five years, adding greenfield
capacities,” says Rao. The conglomerate is also looking to
buy debt-laden port assets in the country. The planned
expansion could bring its port capacity on par with Adani
Ports and SEZ— the largest private sector player. It is target-
ing a 200 MT capacity by 2020, up from 150 MT now.

Plans are also afoot to raise the cement capacity of the
group more than four fold over the next five years — from
6 MT to 25 MT. The expansion to 12 MT is already under-
way. Acquisitions, again, are part of the game plan.

Ambareesh Baliga, independent market expert, says
that it’s the right way to buy assets cheaply during a down-
turn. “The acquisitions of Corus (by Tata Steel) and Zain (by
Bharti Airtel) were made in an expensive market. JSW group
has low cost credits available because ofits size. They could
pay off most of these debts in three years,” says Baliga.

Burgeoning Debts
The large-scale acquisitions will increase the financial li-
abilities. JSW Steel’s debt to equity is 1.78 while debt to
EBIDTA is higher at 6.3 3. The debt stands at 338,461 crore
while the EBIDTA stood at 36,072 crore.

Rao says that debt has fallen in the last financial year.
The high debt to EBITDA can be partly explained by the low
steel prices, he says. It will be corrected soon with prices
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“It is the right strategy to buy assets at best prices
when the cycle is down ... JSW group has low cost
credits available because of its size. They could pay
off most of the debt in three years”

AMBAREESH BALIGA, Independent Market Expert

gradually rising again, asserts Rao. The international
prices gained 70 per cent to $470 per tonne since
February. The imposition of minimum import price (MIP)
on various steel products and the lower coking coal price
provides some relief to the steelmaker in the short term
despite the rise in domestic iron ore prices.

JSW Energy is in a comfortable position at present with
adebt 0fX14,149 crore and an EBIDTA of 34,500-35,000
crore. But after the JSPL deal, the debt is likely to reach
320,000 crore. The new additions such as Bina will burden
it further. Port and cement are profitable companies with
little debt on their books, says Rao. The debt of the port
business stands at 31,200 crore while for the cement divi-
sion the figure is 31,100 crore.

The group plans to combat the rising debt — particularly
that of JSW Steel’s — through better cost management.
Streamlining raw material sourcing, logistics and fuel con-
sumption is on the cards. With technology, it is also trying
to improve the product mix. “There is always an opportu-
nity for refinancing and reducing the costs. The interest
costs came down by 16 basis points to 7.16 per cent in the
last financial year because of refinancing,” Rao explains.

JSW Steel has a capital expenditure plan of 7,000
crore. About 34,300 crore will be spent in this financial
year for improving operational efficiencies such as con-
veyor belts for iron-ore transportation, water reservoir at
Vijaynagar (Karnataka) plant and a 1.5 MT a year coke
oven at Dolvi (Maharashtra).

Financing Troubles

If JSW persists with its mega-expansion plans, its debt re-
quirements will shoot up. Back-of-the-envelope calcula-
tions show that the group needs to shell out 1.4 lakh crore

64 BUSINESS TODAY June 19 2016

“If JSW goes for the acquisition of iron ore and coal
mines, it makes sense. But | am not clear whether

the acquisition of JSPL's power plants is for buying a
lucrative asset or for helping the brother and keeping
the asset within the family”

RAAMDEO AGRAWAL, Joint Managing Director, Motilal Oswal Financial Services

for achieving its targets. The steel expansion will require
around 360,000 crore. Power, cement and port expan-
sions will need around 330,000 crore, 320,000 crore and
320,000 crore, respectively.

Raamdeo Agrawal says that JSW group needs to think
of deleveraging their portfolios before going for expansions.
The companies will have to raise at least 70 per cent of the
future investment as loans.

On a standalone basis, JSW Steel’s net sales fell 20 per
cent to 336,202 crore in the last financial year. In com-
parison, rival Tata Steel’s net sales fell 8.7 per cent to
37,815 crore. JSW Steel reported a net loss 0f33,498.28
crore in 2015/16 — compared to a profit of 32,166.48
crore in 2014/15, after making provision for the reduced
value of investments and loans in its subsidiaries in the
US and Chile. Without this provisioning of 5,860 crore,
it registered a profit of 32,362 crore. Tata Steel's provi-
sioning is insignificant and it registered a 24 per cent fall
in net profit to 34,900.95 crore.

JSW Energy’s standalone revenue fell about 6 per cent
t035,959.42 crore in the last financial year, while profit fell
3 per cent t03965.85 crore. Tata Power reported 1.64 per
cent growth in revenue at 38,819.65 crore and 23.6 per
cent fall in profit at X771.62 crore. Tata Power’s profits fell
because of provisioning for reduced value of its investment
in Tata Teleservices and two joint ventures by X300 crore.

So Jindal’s two flagship businesses are on par with
industry giants. The cash flow will not be an issue for the
companies. But it will be risky doing back-to-back acqui-
sitions of ailing assets in a dull market. It is going to be a
tight rope walk for Jindal. &

@nevinjl
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Fresh Dawn

After four years
in the red, Jet
Airways finally
turns around.
But sustaining

this performance
will be a bigger
challenge.
By MANU KAUSHIK

¢ THE
: TURNAROUND
- i : , .
e 5 STORY i Codeshare agreements with : More sweating of aircraft
" a i Jet set up about 20 ¢ 23 airlines and partnership i improved the number
A eams to cut costs in : with Etihad Airways helped : of passengers flown
1l a i it sign lucrative ground 3
E: handling, fuel and catering : Fall in aviation turbine fuel
i contracts = prices reduced costs
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ust five days before Jet Airways was to shift its European hub from Brussels

to Amsterdam, terrorists carried out two bomb blasts at Brussels airport,

leaving thousands of passengers stranded. Jet's four Airbus A330s and more

than 600 passengers were also stuck. But as luck would have it, Jet was able

to quickly move its passengers and aircraft to Amsterdam due to the recent

arrangement with the Dutch government. The shifting of the European hub

from Brussels to Amsterdam was aimed at covering more cities in Europe and

North America with the help of codeshare agreements with KLM Royal Dutch

Airlines and Delta Air Lines, the partners of Etihad Airlines, which owns a 24 per

cent stake in Jet. Codeshare is an arrangement under which two or more airlines
share a flight.

That fortune favours the brave is as true in life as it is in business. And Jet has had

its fair share of both over the past few years. As a result, for the first time since

2010/11, it has returned to full-year profitability it reported a standalone net profit

It also gained from 0f1,173.56 crore in 2015/16. While luck has played a part  in the form of lowc;_. i h
¢ the overall rise in fuel prices and improvement in market conditions  credit also goes to the tens o [t

: passenger traffic operational improvements, both big and small, that it has bee N

: in the Indian aspects of the business. The partnershlp wkth.brg ih

¢ aviation market
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NARESH GOYAL Chairman, Jet Airways

Our strategic collaboration with Etihad
has enabled us to leverage cost
advantages and economies of scale

last time it had reported a standalone net profit (a mere
%9.69 crore) wasin 2010/11.

The reasons behind the turnaround include more
sweating of aircraft, cost control, better network planning,
renegotiation of contracts and, of course, the drastic fall in
aviation turbine fuel, or ATF, prices.

Understandably, Jet Chairman Naresh Goyal is a
happy man. “Jet Airways has been revitalised as a busi-
ness in the last two years. Our focused efforts have re-
sulted in significant improvement in operational perfor-
mance. The record profit and overall strong financial
performance is a result of several initiatives for improving
productivity and efficiency,” he told BT.

But the big question is, can it sustain the momentum,
considering that the Indian market has historically been
brutal to airlines, competition is intense, and there is a limit
to operational improvements a company can carry out?
The answers lie in the turnaround story so far.
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BACK IN THE GAME 2
Spike in revenues and profits shows a solid
all-round performance in 2015/16

REVENUES @ § NET PROFITS

Figures are standalone (in3crore) Source: BSE/Company

MORE PER FLIGHT

Jet has improved its passenger load factor,
though it still has a lot of catching up to do

Sep4  Dec14  Mar15 Jund5  Sep15  Dec15 Mar-16
834 932 921

More Sweat

Between 2011/12 and 2014/135, Jet struggled due to poor
network planning, operational inefficiencies, directionless
management and insufficient brand focus. Things started
changing after the stake buy by the UAE's national carrier,
Etihad Airways, in November 2013. The next year, Jet
started implementing a three-year plan (2014 to 2017) to
return to profitability.

To begin with, it started utilising each aircraft more.
For instance, its aircraft (Boeing 737) utilisation rate,
close to 11.2 hours per day for years, rose to 13.2 hours
in 2015/16. This means Jet added capacity equal to nine
Boeing 737 aircraft. This required detailed planning and
took 15-16 months.

“It was a tedious task as we had to first define the net-
work, which is an art,” says Amit Agarwal, acting CEO and
CFO, Jet Airways. “It's a highly complex structure. DGCA
[Directorate General of Civil Aviation] guidelines say



clearly that a captain, and captain crew, can fly only so
many hours. We have to ensure the quality of pilots. A
huge amount of preparation has gone into this,” he says.
In Jet's case, this was even more difficult as it has sig-
nificant domestic and international operations. Out of 555
flights per day in 2015/16, 133 were international.

Cost Control

Jet also set up 20 teams for cutting costs in different areas.
For instance, its revenue management team has 10 people,
called route controllers, who manage about 60 flights
each. Their job is to monitor booking patterns and seat
inventories for setting fares with help from a software
called Pros. The difference in fares that two people sitting
next to each other on a Jet flight have paid can be as high
as five times. Globally, Pros is believed to have the capabil-
ity of increasing revenues by 1-3 per cent.

Though fall in ATF prices has also helped lower costs,
Jet says it has passed on most of the benefits of this to
consumers. For Jet, ATF accounts for 30 per cent cost,
compared to 40 per cent-plus for low-cost carriers, or
LCCs, such as IndiGo and SpiceJet. “The fall in ATF prices
has been about 38 per cent. If you do the math, you are
talking about 11 per cent [drop in overall costs]. The dip
in fares in the domestic market is about 9 per cent. So,
over 80 per cent of the fall in fuel prices has been passed
on to consumers,” Agarwal had told Business Today in
March. In the year ended March 2016, Jet's fuel expenses
fell 25 per cent over the previous year, while its stan-
dalone income rose 8 per cent. ATF prices have risen 20
per cent since February, though.

Jet has also saved a lot of money by renegotiating
maintenance, repair and overhaul, or MRO, contracts.
The earlier contracts were on ‘time and material” basis,
which meant that when aircraft went for visits to MRO
facilities, the full cost used to be accounted for in that
quarter. It got these changed to power-by-the-hour basis.
This means Jet now pays MRO companies on an hourly
basis. The companies agreed as this gave them assured
business. At present, Jet works with four MRO units.

These renegotiations would not have been possible if
Jet was on its own. But the airline has 23 codeshare
partners, most of them bigger than it, who brought heft
to the negotiation table. Etihad alone has more than 650
aircraft.

“There are several areas where we are now working
with partners, including catering, fuel and ground-han-
dling contracts. Possibilities of sharing office spaces are
also being explored,” says Gaurang Shetty, Whole Time
Director, Jet Airways. In Bangkok alone, Jet is saving
more than $1 million a year by reworking ground-han-
dling contracts.

Etihad’s backing also ensures that it does not have to
give bank guarantees for buying fuel. It can use this capital
for other purposes.

Advertisement

Anupam Srivastava
CMD, BSNL

BSNL: GOING STRONG
AGAINST THE WINDS

FINANCIALS

= BSNL income from services increased
to 27,242 cr, a 4.16% increase from
last year and is highest ever in the last
five years. EBIDTA has become positive
in 2014-15 with ¥672 cr. from operating
profit which was negative in 2013-14.

® fnd about its future plan to become
a financially profitable PSU by financial
year 2018-19 with customer centric
initiatives recently taken/ to be taken to
achieve profitability.

CUSTOMER CENTRIC INITIATIVES

= Free night calling for BSNL landline
customers to any operator mobile or
landline in India from 9pm to 7am.

= Minimum broadband speed increased
to 2Mbps.

= Free incoming calls to BSNL mobile
customers, while roaming.

= ore than 2,500 hotspots are opera-
tional covering major tourist and histor-
ical destinations like Varanasi Ghat, Taj
Mahal, Har ki Pauri, etc. BSNL intends
to commission maore than 40,000 Wi-Fi
hotspots during the next two years.

= Process started to migrate all BSNL
traditional electronic switches to IP
based NGN technology to provide fixed
mobile convergence to its customers.

IMPLEMENTATION OF IMPORTANT

GOVERNMENT PROJECTS

= Bharat Net project is part of Digital In-
dia initiative of the government to bridge
the gap in the rural access by connect-
ing all 2,50,000 gram panchayats of the
country through optical fibre cable (OFC)
network. BSNL has covered 36,736
gram panchayat by faying of 86,568 kms
of OFC under the project.

= BSNL is laying 54,000 kms of OFC for
defence network; 10,000 kms already
covered.

® BSNL is laying 3,218 kms OFC in
north east region to ensure compre-
hensive telecom transmission network
development.

= BSNL has entered into partnership
with the ministry of urban development
to track and monitor waste transporta-
tion for government of India's Swachh

Bharat mission in 4,041 urban local
bodies in India.

= BSNL has exceeded PM’s target on
Skill India initiative under ‘Skill India’
training programme and has frained
45,681 candidates country wide. It has
also entered into MoU with TSSC for
massive skill development initiative.

OTHER STRATEGIC STEPS

= Enhancing mobile data network
capacity to enhance coverage and
quality of service.

= MPLS network expanded from 106
cities to 205 cities.

= Super highway transport network
with 100 Gbps line capacity is planned.
= Additional 10 Gbps data connectivity
has been provided to north rast region
with help of BSCCL of Bangladesh,
which has been jointly launched by the
PM and the PM of Bangladesh.

= BSNL is planning to monetise its
land assets to generate T2,500 crore,
= A total of 24,124 BTS commissioned
during the last two years.

= BSNL has signed an agreement on
March 9, 2016 with DTH operator TATA
Sky to offer video-on-demand.

IMPACT OF ABOVE INITIATIVES

= BSNL has been adding more than 20
lakh new GSM connection every month
since last three months and its MNP
has turned positive since July 2015.

= As per TRAI, BSNL registered high-
est growth rate during Feb 2016 with
a growth of 1.67% which is double the
industry growth rate of 0.85%.

= Mobile data has witnessed a 40%
increase in Feb 2016 as compared to
April 2015 by touching a new height of
270 TB per day on mobile network.

It is pertinent to mention here that
BSNL has very little debt, with debt-
equity ratio of 0.13.

Capital expenditure has grown from
25,414 cr. (2012-14) to 6,368 cr.
(2014-16), a growth of 17.62%.

BSNL is hopeful of becoming a
profitable company by the EY. 2018-19
and will once again start contributing
towards government exchequer.
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Even though Jet has been losing market share to Indigo...
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“Our strategic collaboration with Etihad has enabled us
to leverage cost advantages and economies of scale to the
eventual benefit of our guests and employees,” says Goyal.

“Jet is focusing on better network planning, turna-
round time reduction, higher aircraft utilisation and rene-
gotiation of vendor contracts. There’s a deeper focus on
bringing the cost per available seat kilometre (CASK) closer
to that of LCCs. Benefits of synergy with Etihad are also
coming in,” says Amber Dubey, Partner and India head of
aerospace and defence at global consultancy KPMG.

Jet, of course, is not alone. Domestic carriers, in gen-
eral, have been performing well over the past 18 months
or so. SpiceJet and GoAir have been making profits for
several quarters while IndiGo, the largest Indian carrier
by market share, has been profitable for eight years in a
row now. IndiGo’s net profit rose 52.6 per cent to
%1,989.7 crore in 2015/16.

“Jet’s turnaround should be viewed in context of the
operational environment. Just as the other airlines are

..The number of passengers it has flown has risen
80
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doing well, so is Jet, as operational factors are favourable.
These include fall in ATF prices, 20 per cent market growth,
limited capacity augmentation and no fare war,” says
Jitender Bhargava, former Executive Director, Air India.

Little Big Things

Though Jet has gained enormously from the improve-
ment in market conditions, the management, too, has
been on its toes. It has gone into the minutest of details to
make each operation, however tiny, more efficient. For
instance, a separate team now negotiates fees with credit
card companies. Plus, an engineering team meets every
Saturday to discuss ways to plug leakages.

Other changes have also helped. For example, on land-
ing, aircraft have the option of either using engine power
or auxiliary power for air-conditioning. Auxiliary power is
supplied by the airport and is cheaper than engine power.
A team watches every aircraft and ensures that it connects
to auxiliary power as quickly as possible.
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Jet has also asked its e-commerce team to push ticket
sales through its website and mobile app by adding wallet
payments, cash-on-delivery and “farelock”, a feature that
gives people the flexibility to lock the fare and buy the
ticket later. Increase in online sales has helped Jet save on
payments to ticketing agents.

The results of these improvements are there for all to
see. As per aviation consultancy CAPA, Jet's CASK fell in the
first nine months of the year to X1.28, which is 31.7 per
cent lower than the X1.87 in 2014/15. This is the second-
lowest in the industry after IndiGo’s X1.24.

But are these improvements sustainable? “There’s no
guarantee in life. At least we are not disbanding these
teams,” says Agarwal.

Branding/Global Ambitions

Another decision the management took in 2014 was to exit
the low-fare segment and phase out JetLite and JetKonnect
brands. “I had JetLite, JetKonnect and Jet. Consumers were
completely confused. We standardised the fleet. We decided
to become a full-service carrier as the Indian market is
growing at a phenomenal pace,” says Shetty.

The decision to become a full-service carrier was also
driven by a desire to cater to corporate/premium travel-
lers, who are not as much concerned about fares as they
are about connectivity and network. “As the Indian
market matures further, there will be enough headroom
to tap the increasing number of guests who are willing to
pay a reasonable premium to experience superior person-
alised service,” says Goyal.

The move will also help the airline expand interna-
tional operations as full-service carriers do well on long-
haul flights, that is, flights with duration of more than
four hours. In 2012/13, Jet flew 37,058 international
flights compared with 48,660 in 2015/16. Out of its 115
flights, around 50 fly on international routes. The focus
on international routes is also behind its support for the
5/20 rule that makes it harder for new carriers (such as
AirAsia India and Vistara) to fly outside India.

Jet’s global strategy involves signing more codeshare
agreements rather than joining global alliances such as
Star Alliance, Oneworld and SkyTeam. Though these alli-
ances help airlines strike codeshare agreements, extend
loyalty programmes and market themselves, each alliance
is dominated by a few large players. For instance,
Lufthansa is reported to have a substantial clout in Star
Alliance. “T am giving the same benefits to Indian consum-
ers without these alliances. We are in one of the best posi-
tions as we have partnerships with airlines that are part of
the different alliances,” says Agarwal.

Interestingly, Jet and Etihad are now the topmost inter-
national carriers in India, ahead of Air India and Emirates.

Though the partnership with Etihad has benefitted Jet
in more ways than one, some allege that the airline has
become just a feeder to the big brother. “With the entire

RACHIT GOSWAMI

AMIT AGARWAL  Acting CEO and CFO, Jet Airways

Over 80 per cent of the fall in fuel
prices has been passed on to
consumers

37,000 additional seats to both sides, provided by the 2013
bilateral agreement between India and Abu Dhabi, being
used up fully till the winter schedule of 2015 and no other
carrier, except Jet, having utilised the additional bilateral
entitlement from India’s side, the airline is gradually be-
coming a feeder airline to Etihad. This is a huge climbdown
for an airline that used to be called ‘gold standard’ in
India’s airline market till a decade ago,” says Bhargava.

Agarwal does not agree. “If Jet was a feeder airline to
Etihad, all its 52 aircraft used for international operations
should have stopped in Abu Dhabi. We fly to 27 cities
overseas.” There are reports that Etihad may increase its
stake in Jet to 49 per cent.

Demystifying Debt
Analysts are concerned with Jet's debt, which stood at
11,547 crore as on December 2015. The industry prac-
tice is ‘sale and leaseback’ aircraft rather than owning
them, but Jet, says Agarwal, owns some 24 aircraft,
bought with part equity and part debt. “I can knock off
this debt immediately by doing ‘sale and leaseback’. If we
sell these aircraft, it will release some equity, which can
go for repayment of debt,” he says. That leaves Jet with a
debt 0fX4,000 crore. “In any business, you need to have
some debt,” says Agarwal.

So, while Jet may not agree that its turnaround is con-
siderably aided by external factors, it has a long way to go
before we can bet that the revival is for real this time. ¢

@manukaushik
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ere is another of those
Incredible India Ironies. We
want you to ‘Make in

India’, but if your business model
fails, we want you flogged, cruci-
fied, drawn and quartered. From
the purely entrepreneurial stand-
point, India is a harsh medieval so-
ciety where there exists no practical
distinction between business bank-
ruptcy, personal bankruptcy and
social banishment. If you get a punt
wrong, even the Supreme Court will
ask you to submit a list of your
wife’s and children’s assets so that
creditors demands may be met. If
you want Indians to ‘Make in
India’, the law must provide a
framework in which entrepreneurs
can either revive their failing busi-
nesses or seamlessly exit them and
take another shot at commercial
success. The government hopes the
newly-passed Insolvency and
Bankruptcy law will do the trick. Is
this new law quite the biggest thing
since Narasimha Rao’s 1992 ‘liber-
alisation’ that the government is
cranking it up to be?

I have my doubts. My apprehen-
sions are best understood in the
context of the practical reality that
hit entrepreneurs of failing busi-
nesses. At the top of the heap is the
plethora of laws that makes crimi-
nals out of them. Here’s a small
sampler. If a factory owner fails to
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Commercially

The law must provide a framework in which entrepreneurs can either

pay excise duty or CENVAT to the
government because he runs out of
money, he risks going to jail for
seven years. It's no better in the
services business. If a service pro-
vider can’t deposit the Service Tax
he has collected, he also goes to jail
for seven years. It's not just per-
sonal liberty that a businessman
risks losing either. If a man has not
deposited VAT under, say, the Delhi
VAT Act, 2004, the Commissioner
can recover the money by attaching
and selling his moveable and im-
moveable properties.

It’s not just the king’s share of
your revenue that creates a problem.
It's labour, too. For instance, the law
prescribes a jail term of one to three
years for every employer who fails to
deposit any provident fund contribu-
tion that has been deducted from a
salary. Bear in mind that every busi-
ness is a cash flow management
game. A deduction is only a paper
entry. A provident fund contribution
may be shown as ‘cut’ from a salary,
but the employer doesn’t physically
cut anything. Every manager has a
‘pay by’ date for everything. Failure
to deposit a provident fund contribu-
tion is only proof that the employer
ran out of money before it was time
to deposit the contribution.

This same flawed logic informed a
variety of other labour laws. The
Employees State Insurance Act,

1948 prescribes imprisonment of
between one and three years to
every employer who fails to pay any
contribution that he has deducted
from the wages of the employee.
The Factories Act 1948 has a vari-
ety of rules that every employer
must comply with. It includes stuff
like the state of the walls of the
workers’ canteen. When the em-
ployer runs out of money, he can’t
whitewash the walls anymore. That
results in potential imprisonment
up to two years. It's the same with
the Industrial Disputes Act. A bank-
rupt business can’t pay wages and
that is a breach of a wage settle-
ment. That can result in six months
in jail. That can also happen if an
employer fails to honour his finan-
cial obligations to labour under the
Payment of Bonus Act 1965,
Payment of Gratuity Act 1972,
Payment of Wages Act 1936,
Minimum Wages Act 1948, and so
forth. Before parting with this sub-
ject, allow me to add that every
failed business has issued cheques
that are subsequently dishonoured
because the money runs out. Each
of these is potentially a two-year
prison term. In sum, shorn of the
rhetorical flourish, Indian law sends
entrepreneurs to jail for between
three and seven years simply be-
cause they run out of cash.

What you get on the other side of
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Sustainable Bankruptcy

revive their failing businesses or seamlessly exit them and take another shot at commercial success

the cash crunch is extortion at the
hands of those who are capable of
entrapping promoters in a myriad
variety of criminal cases. They want
the entrepreneur to give them a
reason to go easy on them. This is
one of the primary reasons promot-
ers defalcate funds in the dying mo-
ments of their imploding businesses.

What does our new law purport to
do on this critical item? Section 14
allows the adjudicating authority
overseeing the bankruptcy proceed-
ings to declare a moratorium, which
means that this section prohibits
“the institution of suits or continua-
tion of pending suits or proceedings
against the corporate debtor includ-
ing execution of any judgement,
decree or order in any court of law,
tribunal, arbitration panel or other
authority”. This is fine so far as it
goes, but it says nothing about the
criminal prosecutions the promoter
must contend with.

It seems to me self-evident that no
business friendly bankruptcy law
can work unless it provides a pro-
moter an opportunity to restructure
the business, or an easy exit, leav-
ing him free to pursue new oppor-
tunities after he has cleaned out his
house through the bankruptcy pro-
cess. This is how it works in ad-
vanced economies, of which Silicon
Valley is frequently quoted as a
prime example. When businesses

begin to become financially unsus-
tainable, promoters rush to declare
bankruptcy. Chapter 11 is designed
to ‘protect’ the business and its em-
ployees, not its creditors. America
believes its government must help a
promoter escape financial ruin,
rather than persecute him for his
errors. No stigma attaches to a
bankruptcy. Donald Trump has
declared four business bankruptcies

So long as bankers
continue to insist that
personal guarantees
be offered by every
promoter, business
bankruptcy will continue
to mean personal ruin

in 1991, 1992, 2004 and 2009,
yet expects to become the president
of the United States. He is not fight-
ing extradition proceedings, his
passport revoked, while he hides in
a country home in UK. When a
bankruptcy law operates on the
flawed ideological assumption that
every promoter must pay for his
sins, and then allows such criminal
cases to commence or continue, it
forces the promoter to fight the

bankruptcy action in order only to
avoid the impending extortion and
criminal prosecutions. The law de-
feats its own purpose.

That takes us to the peculiar prob-
lem of bankers’ claims. Lenders are
subordinate divinity in India be-
cause they are seen as trustees of
‘public money’, whatever that
means. I don’t have the space to ar-
gue that that there is nothing public
about their revenue streams but that
apart, the real problem is that if a
business goes bad, the bankers will
demand that you pay the principle
amount due, all interest on it, and all
penal interest charged at extortionist
rates on the interest you did not pay
when it was due. This is also not
how it works with Chapter 11.
Americans make no ideological as-
sumption that bankers are doe-eyed
babies in need of cuddling. The pro-
cess will happily write off debts to
bankers, employees and even suppli-
ers if that is what it takes to revive
the business.

This is not to say that I blame
Indian bankers. Anyone who lets an
industrialist off the hook in India
gets accused of corruption. Why
should the banker submit himself to
this fate? The problem is attitudinal.
We are a cynical, suspicious, dis-
trustful society, very quick to make
and believe all manner of incredible
allegations without the slimmest
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basis. This is not a problem any law
can fix and the new bankruptcy law
does not presume to do so. What it
does try and do is promote a consen-
sus culture. It creates a committee of
bankers, 75 per cent of whom drive
the fate of the bankrupcy business.
That’s an awful lot of people to cor-
rupt: hopefully, that makes it possi-
ble to take a sensible collective deci-
sion that may not be seen to be cor-
rupt! Still, this measure does not re-
solve the real problem facing bank-
rupt businessmen. So long as bank-
ers continue to insist that personal
guarantees be offered by every pro-
moter, business bankruptcy will
continue to mean personal ruin and
the new law will not achieve its pur-
pose. Tragically, dispensing with
personal guarantees is not some-
thing we can legislate.

This brings up the hardest ques-
tion of them all: if a business fails,
who controls the business while its
final fate is being determined? It
seems to me that businesses fail for
a variety of reasons. External risk
factors are as likely to be the culprit
as entrepreneurial blunders. Unless
you are dealing with a crooked
businessman, no one understands
the business better than the current
management. If a business can be
revived, why not let the current
management continue? Chapter 11
proceedings will move quickly to
protect the business, leaving it en-
tirely in the hands of the current
management. Very rarely will you
see a third party manager step in.
We have decided instead to go with
third party industry professionals
and specialists. I suppose this comes
from the mind-set that you cannot
leave the business in the hands of a
promoter who has manifestly
shown great skill at running it into
the ground. I understand where
this comes from. Cricketers who
lose matches are physically at-
tacked for the same reason. This
logic is flawed for at least two rea-

sons. First, every business has a
hidden value that does not appear
in the books (and I am not only
talking about the value of land un-
der a factory that can only be recov-
ered in ‘black’). If every promoter of
a dying business knows that he will
compulsorily lose control over his
business, and thereby its hidden
salvage value, he will fight bank-

If @ business can be
revived, why not let the
current management
continue? Chapter 11
proceedings will move
quickly to protect the
business

ruptcy rather than embrace it. The
law then defeats itself.

There is, too, a second reason.
The ecosystem of third-party turna-
round and liquidation professionals
doesn’t exist at this stage in India,
but even if they did, why do you
expect that their actions will differ

from those of the Official
Liquidators who have long done the
same job under our Company law?
Bankruptcy laws in advance econo-
mies exist to protect, promote and
revive businesses, they don't exist
to shut them down. I have dwelled
much on the antics of these Official
Liquidators in my latest book “Legal
Confidential” (Penguin 2015) so I
will spare you a repetition. Suffice
for me to say that when it comes to
a choice between reviving and shut-
ting down a business, the promoter
who has learnt from his mistakes
knows what needs doing to revive
it. He has an imbedded self interest
in reviving a business if he is to sal-
vage its true value. Conversely, a
third-party professional with no
great expertise in specifically the
business he is managing through a
court order is inherently incentivised
to shut it down and appropriate the
hidden salvage value. In that view of
the matter, a law that automatically
hands over failing businesses to
strangers does not encourage entre-
preneurs to ‘Make in India’; it pro-
motes a culture of ‘junk and sack-off
in India’. That’s pretty oxymoronic
for a government that wants to pro-
mote business in India. ¢

The author is Managing Partner of the Gurgaon-based corporate law firm N South

74 BUSINESS TODAY June 19 2016

IMAMVHL AVIV



In ith
Touc tﬁf o

HARPER'S BAZAAR now available on 1Pad. iPhone, Android., Kindle Fue, PC and Mac.

Grab your Digital Edition now!

TAP TO
DOWNLOAD

Avaiable on e

D App Store } Google play

www.harpersbazaarindia.in/digitalmagazine

BAZANA\R

INDIA

Where Fashion Gets Personal



NILANJAN DAS

CORPORATE }\F1{2

The
R 8,000-crore
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Solutions to India’s acute water crisis are @ booming market.

Size of India’s Water
Treatment Market
317,907 crore

Growth
17 —18% per annum
(Source: Earth Water Group)
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ndia is going dry, literally so. The per capita availability of water has dropped from 5,177 cubic metresin 1951 to

1,545 cu min 2011, which is below the ‘stress level’ of 1,700 cu m. But awareness of the problem also provides a

chance to set things right. Companies engaged in extending municipal water supply or building wastewater treat-

ment plants are not only fulfilling a social need but also earning hefty revenues. According to water management

consultancy Earth Water Group, out of India’s ¥88,000-crore water market that includes transportation, distribu-
tion, water reservoir management and irrigation, the water treatment market — pegged at 317,907 crore —is growing at
17-18 per cent per annum.

So too companies providing packaged drinking water or manufacturing domestic water purification systems are not
only reducing water borne disease in the country, but also seeing extraordinary growth. Bottled water demand has risen
from two million cases annually in the 1990s to 164 million in the last decade. Separately, in agriculture, drip irrigation
systems — which enable farmers to cut water use by 40-50 per cent —are not just fulfilling the country’s crying need to save

water, but also earning a bonanza for their manufacturers.
Finally, water shortage is being compounded by the unscrupulous, who continue to tap ground and fresh water illegally
in a variety of ways. Business Today takes a look at the myriad opportunities India’s water crisis has thrown up.

Gushing Prospects

With the government spending liberally on overcoming the water
crisis, companies offering water solutions are thriving.

By SARIKA MALHOTRA

mong the biggest players in
Athe water business in India,

Larsen & Toubro (L&T) has
laid water pipes across 40,000 km
and built water treatment and waste-
water treatment plants of a total ca-
pacity of 3,400 million litres a day
(MLD). Executive Chairman A.M.
Naik is convinced the vertical will get
even bigger. “We're thinking of mak-
ing the water business an independ-
ent company,” he says. “It's currently
a $1.5-billion business and in the
near will easily touch $2.5 billion.”
Winning more water management
tenders, tying up with technology
partners to build desalination plants
and bigger wastewater treatment
plants, recycling water and canal
modernisation projects are among
L&T’s immediate plans.

L&T is not the only one. Betting
big on India’s water story are French
major Suez Environment, local heav-
yweights such as Thermax, IVRCL, VA
Tech Wabag and Ton Exchange, all of

whom are seeing their order books
swelling. VA Tech Wabag, for in-
stance, trebled its revenue in the past
five years. Earth Water Group esti-
mates the current size of the water
treatment market in India at 317,907
crore. “Itis a very attractive and sig-
nificant market, growing at 17-18
per cent,” says Hariharan
Subramaniam, Chief Operating
Officer, Earth Water Group.

Water treatment can be divided
into four broad segments: municipal
water supply, municipal wastewater
treatment, industrial water and
wastewater treatment, and seawater
desalination. (See Flow of Funds.) Of
these, the first two are the fastest
growing. There are around 20 major
players in the fray, along with nearly
700 smaller companies. “Many con-
tracting firms are entering the market
as they see more opportunity, par-
ticularly in the municipal sector,”
says Nutan Zarapkar, Director,
Climate Change and Sustainability

Services Advisory, EY India.
Opportunities are multiplying
because both the Centre and state
governments have realised the ur-
gency and magnitude of the water
problem. A big driving force is the
millennium development goal of
sanitation and water access for all.
Programmes such as the Jawaharlal
Nehru National Urban Renewal
Mission (JNNURM), the Urban
Infrastructure Development Scheme
for Small and Medium Towns
(UIDSSMT), the Atal Mission for
Rejuvenation and Urban
Transformation (AMRUT) and Smart
City Mission all include water solu-
tions as an important component.
Separately, there are plans to clean
up rivers, such as the Namami Gange
and the Yamuna Action Plan.
Under different plans, sewage
treatment plants of more than 40
MLD have been proposed for Mumbai,
Kanpur, Vijayawada, Amritsar,
Chennai, Rajkot, Meerut, Nasik,
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Allahabad, Surat and Nagpur. Other
cities on the radar — where sewage
treatment facilities so far have been
mostly rudimentary — include
Visakhapatnam, Warangal,
Guwahati, Raipur, Bhavnagar,
Dhanbad, Ranchi, Jabalpur,
Amravati, Kota, Madurai, Bareilly,
Aligarh, Moradabad and Gorakhpur.
The government is also offering in-
centives —encouraging public private
partnerships in water, making bigger
allocations for civic bodies, providing
a 10-year tax holiday to companies
participating in the programmes, and
allowing 100 per cent foreign direct

FLOW OF FUNDS

The growing market in each segment

2009 2010 201 2012

INDUSTRIAL WATER & WASTEWATER

2,700 3,210 3,816 4,514
MUNICIPAL WASTE WATER

2,486 2953 3,508 4,168
MUNICIPAL WATER SUPPLY

887 1,054 1,520 1,487
SEAWATER DESALINATION

800 860 932 1,018
TOTAL

6,873 8,077 9,508 11,187

Figures in Zcrore

investment in the sector.

“The high potential in advanced
water management and wastewater
management has attracted both for-
eign and domestic players,” says
Ranen Banerjee, Partner,
Government Reforms and
Infrastructure Development, PwC.
“The government has announced
large-scale plans. This is expected to
attract investment across the value
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chain.” Subramaniam of Earth Water
Group expects an investment of
310,150 crore in water supply and
another 328,098 crore in wastewater
treatment over the next six years.
“India has confirmed its determina-
tion to treat wastewater, and protect
its rivers and groundwater,” says
Shyam J. Bhan, CEO, Suez India, Suez
Environment's Indian arm.

Suez is one of the biggest benefi-
ciaries. In January this year, it won
six government contracts for a total
of €67 million (X502 crore) — three of
them with the Bangalore Water and
Sewerage Board (BWSB) and another

of the water treatment business

2013 2014 2015
5.341 6281 7,390
4,951 5115 6,736
1,766 2,099 2,493
1,096 1,186 1,288
13,154 15,341 17,907

Source: Earth Water Group

three with Rajasthan’s Public Health
Engineering (PHE) department. Two
of the Bangalore ones relate to the TK
Halli drinking water plant, 90 km
from Bangalore, and the third to the
Kengeri wastewater treatment plant.
“At TK Halli, we have to build a 300-
MLD drinking water plant and reha-
bilitate another one of similar size,”
says Bhan. “We have to complete the
project in 30 months and maintain

the units for seven years, which will
bring in total revenues of €20 mil-
lion.” In Rajasthan, Suez is building
drinking water units in Bikaner,
Hanumangarh and Sriganganagar.

Wealth from Waste

But it is not only the government that
is promoting the water business.
With environmental norms becom-
ing stringent, many private compa-
nies are also investing heavily in
water treatment. The Central Ground
Water Authority (CGWA) has man-
dated that in water stressed areas, all
those extracting groundwater need to
first get a no-objection certificate
(NOC) and that, as far as possible, in-
dustries in these areas should try to
treat and reuse wastewater. Some
pollution control boards have sug-
gested that specified industries should
achieve zero liquid discharge (ZLD)
status — not release any wastewater
at all. Haryana, for instance, has
mandated it for its textile mills.

Indian industry consumes
around 40 billion cubic meters (BCM)
of water a year and discharges waste-
water of about 30.7 BCM. “Many in-
dustries are realising that the waste-
water they generate could well be
their cheapest and most reliable
source of water,” says Subramaniam.
“Activities such as maintaining gar-
dens, landscaping, washing and espe-
cially running cooling towers need
huge volumes of water, but this does
not necessarily have to be of high
purity. Recycled wastewater can
serve the purpose very well.”

Some companies have been recy-
cling water on a large scale for years
—Rashtriya Chemicals and Fertilizers
in Mumbai, Maruti Udyog in
Gurgaon or Ford Motors in Chennai,
for instance — but many more are
now following suit. The trend is a big
boon for water treatment specialists.
Thermax, for example, sells around
1,000 water treatment plants a year,
at prices ranging from 2 lakh to 32-3
crore. Apart from industry, hotels,
malls and even housing societies are
setting up water treatment plants,



further adding to the
X7,390-crore market.

Increased awareness
has also led to the adoption
of new technologies.
Effluent discharge by the
textile mills of Tiruppur,
Tamil Nadu, for example,
used to be considerable. In
2015, however, the mill
owners partnered with
Dow Water & Process
Solutions (DWPS). “As a re-
sult, our application devel-
opment team created a
product we called Fortilife,
which enables minimum
liquid discharge (MLD) from
textile plants,” says Sudhir
Shenoy of Dow India. “The
pilot project achieved a
quick turnaround and now
the product is being rapidly
adopted by the industry.”
Shenoy maintains MLD is a
better option than ZLD. “ZLD
completely purifies waste-
water, but is not a realistic
solution for all industries
because of its steep cost,” he
says. “MLD, achieved by the
process DWPS has formu-
lated, is more cost effective
and sustainable.”

Also gaining traction is
the seawater desalination
vertical, which to most ex-
perts is still an unpredicta-
ble sector, depending on a handful of
large projects. As per the Earth
Water Group, the current market is
sized at 31,288 crore. For urban ar-
eas close to the coast, desalination
plants are also an option to provide
clean water, but such water does not
come cheap. Two desalination plants
of 100 MLD have been set up in
Chennai by IVRCL and VA Tech
Wabag in 2010 and 2013, respec-
tively. “Desalinated water costs
around X35-45 per litre cube,” says
Rajneesh Chopra, Global Head of
Business Development, Wabag. The
company earned revenues of 32,435
crorein 2015. “Itis not cheap, but is
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RAJNEESH CHOPRA, Global Head of
Business Development at VA Tech Wabag

“Water is grossly underpriced in
India. The ability of municipalities and
governments to pay for water treat-
ment thus remains a question mark”

better than having no water at all.”
Chennai faced an acute water short-
age in the 1980s and 1990s, but has
overcome it with an array of solu-
tions that included strict curbs on
water use by industries as well as the
two desalination plants. Setting up
two more such plants, of 200 and
400 MLD, is being discussed.

The picture, however, is not en-
tirely rosy for the water companies.
The biggest challenge is the low cost
of water in India. “Water is grossly
underpriced and, thus, the capacity
of municipalities to pay for water
treatment remains a question mark,”
says Chopra of Wabag. It also

prompts them to opt for the
cheapest technology.
“Projects tend to be
awarded purely to the low-
est financial bidder after
common screening for tech-
nical proposals,” says
Shivanshu Chauhan,
Director, Government
Reforms and Infrastructure
Development, PwC. “Better
technical solutions cut little
ice.” Add to that the tradi-
tional slowness of govern-
ment decision making. “The
Chennai desalination pro-
jects took 20 years from
conception to becoming
a reality,” says
Subramaniam. “There is
still no consensus on their
cost viability.”

Indeed, lately, the tardi-
ness in awarding contracts
has become more pro-
nounced. “Funds from
schemes like the JNNURM
and the National Rural
Health Mission are no
longer available to the local
administration as freely as
before,” says M. S.
Unnikrishnan, CEO and
Managing Director,
Thermax. Policy ambigui-
ties over PPPs persist, delay-
ing their signing. This has
led to a number of multina-
tional water companies — such as
Cadagua, Tritech, Manila Water,
Kobelco Water — having problems
scaling and in some cases even trim-
ming their Indian operations.

But there are also the optimists.
In contrast to the quitters, Suez has
deepened its footprint in India by ac-
quiring a majority stake in local wa-
ter company Driplex Water
Engineering Ltd, in January this year.
“Water in India is a good business to
be in,” says Chopra. ¢

Additional reporting by
P.B. Jayakumar & Venkatesha Babu

9 NOSIVI

@sarikamalhotra2
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Safety in a Bottle

The growing distrust in purity of water has fuelled the
packaged drinking water and water purifier businesses.
BY SARIKA MALHOTRA

Safe to Drink
3,200

12,800
2013 2018

B Packaged drinking water
[ Natural mineral water

Market size in % crore; Source: ValueNotes
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nknown just three decades
| I ago, ‘mineral water’ is today
ubiquitous in India.
Packaged drinking water is a
%6,000-crore industry with brands
like Bisleri, Kinley and Aquafina be-
coming household names. Even in
the early 1990s, the per capita an-
nual consumption of bottled water
was a mere four to five litres. It has
since risen to more than 20 litres.
The industry is growing at a com-
pound annual growth rate of 22 per
cent and expected to touch 316,000
crore by 2018, according to market
intelligence firm, ValueNotes.

“The public perception that bot-
tled water is pure and safe, fuelled
by intense advertising, led to the
sales explosion,” says Arun
Jethmalani, Managing Director,
ValueNotes. “The increase in the
number of tourists, both foreign and
domestic, gave it a further fillip.”
The demand is all-weather, with
seasons making only marginal dif-
ference. “There is a peak in summer
no doubt, but sales are high during
the monsoons, too, due to fear of
diseases from unsafe water, as well
as in winter because it is the festive
season,” says Ramesh Chauhan,
Chairman, Bisleri International, the
pioneer and still the lead player in
this sector.

A 2013 study by ValueNotes
shows that 35 per cent of packaged
water consumption takes place in
Western India, 30 per cent in the
South, 25 per cent in the North and
the remaining in the East. While the
southern states have the maximum
number of registered players —
3,300, or 48 per cent of the total —
the big boys like Bisleri, PepsiCo,
Coca-Cola and Parle Agro are all
headquartered in Mumbai. The pro-
fusion of marginal players is not
necessarily healthy. “Many of them
have little concern for quality stand-
ards and procedures,” says
Jethmalani. The bigger players are
strengthening their distribution net-



works to improve sales as well as
innovating with the size of their
bottles and jars. “We keep inno-
vating with concepts like the
‘Rocking Jar’ which makes it is
easier to carry five litres of wa-
ter,” says Chauhan.

Alongside bottled drinking
water, water purifiers for home
use are also spreading rapidly.
ValueNotes estimated this seg-
ment at 33,400 crore in 2014,
having grown at a CAGR of 20
per cent in the three previous
years. It is expected to reach
391,900 crore by 2019. “With
the water table falling, ground-
water is being drawn from much
deeper in the earth than before,
thus carrying more impurities,
the importance of water purifiers
has increased,” says Marzin R.
Shroff, CEO, Eureka Forbes.

Marginal players are fewer in
this segment than in bottled
water, with 75 per cent of the
market held by well-known
brands like Eureka Forbes, Kent
RO, Hindustan Unilever, Tata
Chemicals and Ton Exchange.
Water purifiers are broadly of
three kinds: those using reverse
osmosis (RO), those employing
ultraviolet radiation (UV) and
those using a bed of sediment
(offline). RO purifiers contribute
the most — 39 per cent by value
— to the market, being the most
expensive.

Numerous innovations have
been introduced, such as a com-
bination of UV and RO technolo-
gies, which are available at prices
of X17,000-18,000, while the
average UV purifier costs less than
%10,000. “Water purification
needs in India vary widely ac-
cording to regions,” says Shenoy
of Dow India. “We are working
with our partners to provide dif-
ferent cost effective solutions for
different markets.” &

With inputs from Ajita Shashidhar

Dripping Success

Water scarcity has enhanced the importance of
drip irrigation and companies are cashing in.

BY MAHESH NAYAK

ANIL JAIN, Managing Director, Jain Irrigation:
“The drip irrigation and related
pipes business accounts for three-
fourths of our 6,000 crore
revenue”

lion have access to irrigation. (The rest depends on the monsoon.) But irriga-

tion is of two kinds. Nearly 90 per cent is flood irrigation — where water is
allowed to simply flood the area where the crop has been sown. In this method,
two-thirds of the water is wasted. The other — practised on barely six to seven million
hectares, but gradually increasing —is drip irrigation, where using irrigation systems,
water is directed at the root of each crop, reducing wastage by 40-50 per cent.

Drip irrigation not only saves water, but is also proving a bonanza for com-
panies that manufacture the irrigation systems. The pioneer among them is Jain
Irrigation Systems. “The drip irrigation and related pipes business accounts for
three-fourths of our 6,000 crore revenue. Water scarcity, climate change, the
depleting water table, rising population and increasing urbanisation all augur
well for our business,” says Anil Jain, Managing Director.

Drip irrigation was first tried out in horticulture, but its use has since ex-
panded enormously. “It has been used successfully to cultivate vegetables,
cotton and sugarcane,” says Jain. “There has been some success with wheat
cultivation as well, and paddy cultivation using this method will soon start. We
are helping farmers insert sensors in the soil to gauge moisture, so that irrigation
is provided only when it is required.” Further gains are expected with the
Maharashtra government having mandated a complete shift to drip irrigation
for cultivators of sugarcane — a crop that is heavily water-intensive. “Around
800,000 hectares in Maharashtra is devoted to sugarcane and the switchover
represents a X10,000-crore market opportunity,” says Jain.

Dow India, too, is betting heavily on micro-irrigation systems. “We have
developed tailor-made polyethylene grades for pipes on our INSITE technology
platform, which help drip irrigation equipment manufacturers produce afford-
able tools, double their production, and improve performance delivery,” says
Shenoy of Dow India. ¢

O fthe 140 million hectares of cultivable land available in India, only 60 mil-
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Water Thieves

lllegal drawing of both surface and ground
water is rampant in India.

BY MAHESH NAYAK

Maharashtra's Ahmednagar district: a large number of pipes,

both rubber and plastic, stretching into the distance, their ends
suspended over a dry canal bed. What is their purpose? Once every two
months, for a week, the Jayakwadi dam on the Godavari river releases
water into the canal for supply to Nanded town, 135 km away. “This
canal was made purely to provide water for Nanded,” says R.H. Nawale,
former Deputy Planning Officer, Ahmednagar. But a good deal of the
water is diverted by farmers in the villages en route for their own fields
using these pipes. “It is illegal, but no one does anything about it,” adds
Nawale. “The villagers, too, have no choice as there is no other water
source in their region.”

Illegal tapping of both surface and ground water is rampant
throughout the country. “Water loss due to leakage and theft is as high
as 90 per cent in some areas,” says Rudresh Kumar Sugam, researcher
with the Council for Energy, Environment and Water (CEEW). “On aver-
age, across 28 cities, it has been estimated at 39 per cent.” A good deal
of the water used by smaller players in the ¥6,000-crore packaged
water business is illegally procured. Restrictions on drawing of ground-
water have been imposed in numerous areas to prevent further deple-
tion of the water table, but it has made little difference.

In a drought situation, as currently prevailing in Maharashtra’s
Marathwada region, the temptation — and indeed in many cases, the
compulsion — to procure water by means fair or foul, increases manifold.
In Beed, for instance, one of the worst affected areas, the maximum
depth permitted for a borewell is 200 feet. Yet, along the highway from
Beed to Kaij 60 km away, those drilling for water freely admit that they
will continue to dig till they achieve their objective. “The soil is so hard,
we stopped drilling at 100 feet, but we have been told to continue till we
reach 300 feet below,” says Kishore, a worker at one of the borewell
drilling rigs. Others have delved even further. “The situation is so bad,
we sometimes don’t find water even 800 feet below,” says B.N. Chalak,
aresident of Lahuri village, 10 km short of Kaij. ¢

Q- curious sight greets visitors arriving at Kambi village in

@MaheshNayak

lllegal extraction in
progress on the highway
from Beed to Kaij
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174 EL 9 Freshdesk

The Chennai-headquar-
tered Freshdesk may
become India’s first
software-as-a-service
product Unicorn.

By VENKATESHA BABU

ow can a start-up be
sure that it has ar-
rived? One way is to
look at profit and rev-
enue numbers.
Another is to look at
the response from
competition. So, when Freshdesk,
which sells software that companies
use to resolve consumer complaints
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(in short, a helpdesk), was called “a
freaking rip off” by Mikkel Svane, the
CEO of global market leader Zendesk,
the Chennai-based company —
which is estimated to have touched
$98 million revenue in 2015, just
five years after starting out — knew it
must have done something right (see
Giant Slayer?). This was in 2012, just
two years after Freshdesk was

launched.

Svane’s Twitter attack was not
one off. Ben Kepes, a well-known
technology blogger, jumped in and
said, “Freshdesk is an unethical troll
trying to cash in on Zendesk’s good
name.” In the ensuing tweet storm,
Christian Marth, a follower of
Kepes, called Freshdesk a “bunch of
Indian cowboys”.



Girish Mathrubootham, the CEO
of Freshdesk, hit back and asked if
Zendesk owned the word ‘desk’?
“Making an unsolicited attack on
our nationality reflects badly on you,
not us. We're Indian and we're
proud of that,” he said. Citing
Mahatma Gandhi’s aphorism, “First
they ignore you, then they ridicule
you, then they fight you, then you

win,” he said. “Kepes had been blog-
ging for Zendesk since 2010 and
was being paid by it,” he added.
Such aggression has stood
Freshdesk in good stead. The software
as a service (SAAS), product company
has grown from four to 633 employ-
ees in six years, bought five compa-
nies on the way, and may soon touch
the much sought-after $1-billion

"D NOSIV[ Xd SHAVYDOLOHJ

Revenues of top three
players in the helpdesk
market worldwide

Zendesk

$208 million
(Valued at $2.1 billion)

Salesforce

$102 million*

Freshdesk

$98 million

(valued at $500 million in
last funding round in April
2015)

*Salesforce’s total revenue in 2015
was $5.37 billion. It does not give
break up of verticals. Estimate
arrived with help from analysts
and market watchers

Source: BT estimates

valuation. The last funding round, in
April 2015, had valued it at more
than $500 million. Google Capital,
Tiger Global and Accel Partners have
pumped in $94 million into the com-
pany. SAAS is a model in which soft-
ware is centrally hosted and licensed
on a subscription basis.

Zendesk, too, is much mellower
now. “We respect Freshdesk. We
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Freshdesk

Freshdesk's employee headcount has been rising sharply

2010 4

201} 14
2012 50

203 150
2014

2015
2016*

*As on March 31; Source: Freshdesk

think it’s a truly exciting time as the
world has changed dramatically in
how we think about customer rela-
tionships. India is an incredibly im-
portant market for us. Significant
organisations there are Zendesk cus-
tomers,” a company spokesperson
said in response to BT's questionnaire.

Genesis: A broken TV set
In June 2009, after working for
nearly a decade in the US with Zoho,
another Chennai-based company,
Mathrubootham decided to return to
India. He hired a reputed shipper for
transfer of possessions. But when he
got the goods, he saw his television
set was broken. He filed a claim with
the insurer. For five months, he was
made to run from pillar to post. He
also had to make several calls and
write tens of mails. Out of frustration,
he wrote about his experience on an
online forum used mostly by people
of Indian origin. Viola! The claim was
settled within 24 hours. “The com-
pany president called me up and
apologised. That's when I realised the
power of social media and how power
had shifted from firms to customers.”

Most of us would have forgotten
about the incident after getting the
money. Not Mathrubootham. At
Zoho, he had worked on a digital
helpdesk where customers could seek
help through toll-free numbers, web-
sites, instant messaging and email. It
was time to make the idea work
again, this time for himself.
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300

500
633

It's not usual for an Indian software
product company to have bulk of its
sales outside the country

LatAm 11

APAC 15 C sl

=

Figures (%) show Freshdesk's revenue break-up;

six per cent of APAC revenue comes from India; EMEA
is emerging markets, Europe and Africa

Source: Freshdesk

He knew he could crack the
helpdesk segment, a part of the
customer relationship management
market which, says Gartner, was
worth $23.2 billion in 2014. Of
this, customer service and support,
where Freshdesk operates, is $5.8
billion. The market leader’s revenue
is just $200 million, showing the
severity of fragmentation. There are
hundreds, if not thousands, of com-
panies addressing the segment,
from the very small ones to giants
such as Salesforce, Microsoft, SAP,
Oracle, IBM and, of course, Zendesk

and Freshdesk.

“I realised my experience was not
unique and that existing helpdesks
had failed in the era of social media.
We saw an opportunity,” says
Mathrubootham.

Freshdesk spotted three trends it
could tap. First, modern consumers
were not necessarily using phone/
email for addressing an issue. They
were using social media too. Two,
helpdesk software was undergoing a
shift from being a legacy system in-
stalled on office premises to SAAS
where, instead of one-time payment,
people pay on monthly/per-use basis.
Third, explosion of smartphones and
tablets meant helpdesk could be ac-
cessed from anywhere, anytime. So,
Mathrubootham gathered some peo-
ple, including some who had worked
with him at Zoho, to re-imagine what
a helpdesk could do. Freshdesk was
launched a year later, with three dif-
ferentiators. Unlike the legacy play-
ers, it had social media built into it
from the start, was a SAAS offering,
and focused on the small & medium
business, or SMB, segment.

Why couldn’t Mathrubootham
have done the same thing at Zoho,
another SaaS company where he
worked for a long time? While
Mathrubootham says he was happy
at Zoho “and is thankful for the op-
portunities I got there”, Freshdesk
and Zoho compete today (though
Zoho is much bigger, with operations
in several other segments of the IT
market too). While Mathrubootham
is evasive, Sridhar Vembu, the CEO of
Zoho, is not. “The vibrant cloud eco-
system in Chennai shows the impor-
tance of the role played by an anchor
company such as Zoho in nurturing
local talent that can address global
markets. We are happy to see Girish
and Freshdesk benefit from the broad
ecosystem created by Zoho.”

The Business

Freshdesk today has 50,000 custom-
ers in 145 countries. In India, they
include Ola, Zomato, BookMyShow,
Goibibo, HDFC Life and OYO Rooms.



Some well-known international cus-
tomers are Cisco, Xiaomi, Macmillan,
Toshiba, 3M, Honda, Pearson and
Bridgestone.

One of the satisfied customers is
Bill Caroll, President of
Bridgemetrics, an integrated mar-
keting company. “After the switch
to Freshdesk, our agent productiv-
ity has increased and we have been
getting fewer tickets. They are
thinking about serving customers
in different ways instead of being
mired in tickets.”

In October 2015, Freshdesk
announced the appointment of
Nishant Rao as Chief Operating
Officer or CO0. Rao was earlier the
India Managing Director of
Linkedin and credited with dou-
bling the company’s user base.
Also a co-founder of Epicenter
Technologies, India’s first voice-
based call centre, he has been
asked to oversee all non-R&D work.
Rao says his mandate is expanding
the SMB base. “Everybody, includ-
ing our large competitors such as
Zendesk and Salesforce, is chasing
Fortune 1,000 companies. We
want to chase the millions of SMBs
out there.”

The general manager of a large
multinational who does not want to
be identified as he is not authorised to
speak to the media says Freshdesk’s
focus on SMBs is not out of choice.
“They may have a good offering for
small organisations, but if somebody
has a few thousand employees, they
have no solution. They are making a
virtue out of necessity.”

Mathrubootham dismisses such
criticism. “We have successfully
fought the large players, gone head-
to-head, and won,” he says.

The COO is more circumspect and
says that while Freshdesk’s offerings
may not have all the bells and whis-
tles required by very large enter-
prises, it offers compelling value for a
big market segment. It has also gone
on an acquisition spree to plug some
of those perceived gaps.

Last year, Freshdesk added an

€00, Freshdesk

"Everybody is chasing Fortune
1,000 companies. We want
to chase the millions of
SMBs out there”

.Freshdesk has been buying

companies to add to its skill sets

COMPANY/ ACQUISITION DATE/ NO. OF EMPLOYEES/
REASON FOR ACQUISITION

/ Aug 2015/ 5/
Co-browsing tech

/ Oct 2015/ 20/
Natural language processing &
recommendation engine

/ Dec 2015/ 8/
Inapp chat

/ Feb 2016/ 5/
Collaboration (Framebench is a
central workplace where you can
store & share your creative assets)

[ Apr 2016/ 7/
Artificial intelligence for
social marketing

Source: Company

additional $50 million to its existing

kitty of $44 million from not only its

current investors, Accel Partners and

Tiger Global, but also Google Capital.

The fresh injection of funds came at a
valuation of over half-a-billion dol-
lars, says Mathrubootham.

Gene Frantz, General
Partner, Google Capital, says,
“Our experience demonstrates
three attributes. First, Freshdesk
is one of the few SAAS companies
in the world successful in serving
small and medium sized (and in-
creasingly larger) customers
with an attractive business
model. Second, it is singularly
focused on delivering a great
product to its customers. As
Google shares this core principle,
we have tremendous respect for
the success this can create.
Third, Freshdesk is run by a su-
perlative management team.”

It is usual for investors to talk
up the positives of portfolio compa-
nies, but why did Freshdesk raise
so much money? After all, in SaaS
products, investments are upfront
and revenues are recurring. Also,
in the helpdesk segment, gross
margins are 80 per cent and net

margins 35-40 per cent.

Mathrubootham admits they
have raised more than they needed.
“One never knows the funding envi-
ronment. So, when money was avail-
able, we decided to take it.” The other
reason seems to be the five acquisi-
tions Freshdesk has made in the past
nine months.

Rao has been tasked with taking
the company public, “most likely in
18-24 months”, says Mathru-
bootham. Zendesk, which has about
twice the revenue of Freshdesk, has a
market cap of $2.1 billion. Freshdesk
says it is looking at listing in the US.
But before that, the Freshdesk team
will have to ensure that the company
continues the momentum and be-
comes the first SAAS product software
Unicorn from India. &

@venkateshababu
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We regret any
inconvenience this may Please accept
have caused... our apology!

We most sincerely
regret...

ILLUSTRATIONS BY RAJ VERMA

We're very sorry

if anyone was
offended...
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A step-by-step quide.

By MAURICE E. SCHWEITZER, ALISON WOOD BROOKS, and ADAM D. GALINSKY

The Washington Post called

it “creepy.”" The Atlantic said

it “might have been illegal.”

One privacy advocate
wondered if it could have
made people suicidal.

Those were just some of the reactions to the disclosure, in
June 2014, that Facebook had allowed academic research-
ers to manipulate the news feeds of 689,000 users for one
week. The experiment, in which half of the users saw fewer
positive posts than usual and the other half saw fewer
negative ones than usual, was designed to determine
whether the changes would cause people to write more
positive or negative posts themselves. In fact, the research-
ers did find evidence of “emotional contagion” and pub-
lished the results in a prestigious scientific journal. But
their findings were eclipsed by the public outcry.

Shortly after the story broke, the lead researcher issued
a statement saying that he and his colleagues were sorry
for the anxiety their work had caused. But Facebook de-
fended its actions for days, explaining that the boilerplate
language in its 9,000-word user agreement constituted
informed consent. Nearly a week elapsed before the com-
pany’s chief operating officer offered a half-hearted apology
for “poorly communicating” about the study. Three
months later, the chief technology officer issued another
statement, saying Facebook had been “unprepared for the

reaction,” conceding, “there are things we should have
done differently,” and articulating new research guidelines.
Still, he avoided the words “sorry” and “apologise.”

In this episode, Facebook erred in two ways: First, it
violated users’ trust. Second, it compounded
the problem with an awkward, three-step, not-very-
contrite apology.

Scenarios like this are all too common. At some point,
every company makes a mistake that requires an apology

— to an individual; a group of customers, employees, or
business partners; or the public at large. And more often
than not, organisations and their leaders fail to apologise
effectively, if at all, which can severely damage their rela-
tionships with stakeholders and their reputations, espe-
cially if the incidents become public (and publicised).

Companies need clear guidelines for determining
whether a misstep merits an apology and, when it does,
how to deliver the message. In this article, we present an
apology formula, drawn from our work and research in
management and psychology, that provides a diagnostic
and practical guidance on the who, what, where, when,
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and how of an effective apology. The bottom line for seri-
ous transgressions: Senior leaders must immediately ex-
press candour, remorse, and a commitment to change in
a high-profile setting — and make it sincere.

The Apology Dilemma

Let’s recognise two facts about apologies at the outset: First,
we are psychologically predisposed to find reasons (or ex-
cuses) to delay or avoid saying we're sorry. Apologising
feels uncomfortable and risky. There’s a loss of power or
face involved — it rearranges the status hierarchy and
makes us beholden, at least temporarily, to the other party.
That doesn't feel good. So it's no wonder people try to avoid
dwelling on or drawing attention to mistakes and that
when one is pointed out, they get defensive, arguing their
side of the story and shifting blame to others.

Apologies are even more difficult in an organisational
context. When considering whether and how to apolo-
gise, even seasoned leaders can become gripped
by indecision. That’s understandable. A
company mistake is often caused by a
single division or employee, and a bad
situation is frequently made worse by
events beyond its control. It can feel
unjust for a CEO or an entire organi-
sation to have to take responsibility.

Second, companies have a strong
tendency to evaluate the situation
through a legal lens. Corporate counsel
may fixate on whether any laws were
broken and warn managers that an apology
might be construed as an admission of liability (pos-
sibly exposing the company to litigation) rather than
as an effort to empathise with the wronged party.
This is an important distinction, because effective
apologies address the recipients’ feelings — they
don’t prove a point. Unfortunately, a litigious perspective
has become ingrained in many organisations: Even a
leader who isn’t actively consulting with an attorney may
worry that an apology could create legal problems.

Companies need to stop thinking this way. Most apolo-
gies are low cost —and many create substantial value. They
can help defuse a tense situation, and fears of litigation are
often unfounded. Consider health care providers. For many
years, medical professionals were advised not to apologise
when they made mistakes that hurt or even killed patients,
because doing so might make the hospital vulnerable to a
malpractice lawsuit. But research has revealed that when
some hospitals began allowing doctors to offer apologies
to patients and families, or even made apologising manda-
tory, the likelihood of litigation was reduced.

Should You Apologise?
If a company is debating whether or not to apologise, man-
agers should consider the nature and severity of the viola-

90 BUSINESS TODAY June 19 2016

“Today's GM will do the right thing.
That begins with my sincere apologies
to...the families and friends [of those]

who lost their lives or were injured.

I am deeply sorry"

tion and the costs and benefits of offering an apology. Four
questions can help determine if an apology is necessary.

1. Was there a violation, whether real or perceived?
When a company apologises, it accepts full or partial
blame for causing harm. So it needs to first determine
whether a violation has, in fact, occurred and if so,
whether the company is responsible. But here’s the tricky
part — this needs to be done quickly and perceptions of
responsibility matter.

Consider the crisis Coca-Cola faced in 1999. It began
on June 8, when a schoolboy in Belgium reported feeling
ill after drinking a Coke. Within days, hundreds of people
had attributed fevers, dizziness, and nausea to Coca-Cola
beverages, and many made their way to hospitals. At first,
the company insisted that its products did not pose a
health risk and that bad carbon dioxide at a plant in
Antwerp had triggered unnecessary alarm. CEO M. Douglas
Ivester, hoping that the crisis would
“blow over,” said that he’d decided
to “take a lower profile on
this.” But by the end of the
week, the company was
forced to remove more

than 50 million bever-
ages from the shelves
in France, Germany,
and Belgium. Finally,
more than a week after
the first incident, Ivester
said publicly that he and his
executives “deeply regret any
problems encountered by our
European consumers.”

If we put ourselves in Ivester’s shoes, we can easily
understand why Coca-Cola might have had trouble mak-
ing a quick decision about whether to apologise. First,
we'd all prefer to see the results of an internal investiga-
tion and understand exactly what caused the bad out-
come — and how to prevent it from happening again —
before making any statements. Second, we'd be just as
likely to hope that the issue would fade from attention.
And third, we'd probably feel defensive and that we'd
been unfairly blamed. The senior executives at Coca-Cola
honestly believed that the reported health concerns were
exaggerated and that many of the complaints had noth-
ing to do with their products.

But companies must overcome the tendency to wait,
to keep a low profile, or to argue the facts. Instead, leaders
should consider others’ perceptions of the potential viola-
tion and move swiftly to address them. An apology enables
an executive to express concern and convey the organisa-
tion's values — even as an investigation into exactly what
happened and who was responsible unfolds.

As we make the apology decision, we need to consider
the “psychological contract” — the expectations custom-

, CEO, GM,

in 2014 testimony to the US Congress in the
wake of the company’s ignition-switch recall



ers, employees, business partners, or

other stakeholders have about an or-
ganisation’s responsibilities and what is

right or fair. This often extends well be-
yond any explicit contract. To under-
stand those expectations, managers have

to imagine the situation from different

vantage points.

Consider Mattel’s launch of Hello
Barbie, a doll that records and uploads
conversations to Mattel online so that it
can make personalised responses. Mattel
thought that the doll’s ability to remember
a child’s name and preferences would be a unique selling
point, but critics quickly voiced privacy concerns. Mattel
never intended to cause harm, but consumers’ perceptions
of an “eavesdropping Barbie” were so negative that it was
forced to offer public reassurances to customers that Mattel
was committed to safety and security. Presumably, leaders
could have predicted that a toy that recorded children’s
play and uploaded it to the company would raise flags. In
the Facebook situation, had the company considered the
perspectives of its stakeholders before launching its emo-
tion manipulation study, it might have avoided much of
the fallout. And Coca-Cola should have known that even
the perception of health concerns related to its products
should be addressed immediately.

2. Was the violation core or non-core? Certain activities
and responsibilities are central to a company’s products,
services, and mission. Other responsibilities are peripheral
or less consequential. If an automaker’s vehicles contain
a flaw that imperils drivers’ safety or a restaurant’s diners
suffer food poisoning, those are core violations. When the
accounting firm Arthur Andersen certified Enron'’s finan-
cial statements and failed to expose the company’s massive
fraud, it violated its core responsibility.

Other violations might involve a business function
that’s outside the company’s operational core. For in-
stance, Apple and other companies have been criticised
for using transfer pricing and other financial tools to
minimise their tax bills — a practice that offends people
who see paying taxes as a civic duty. Although it consti-
tutes a violation for at least some of their consumers, it is
not core, because tax accounting is not those companies’
central activity.

Core violations pose a fundamental threat to the mis-
sion of the organisation. Therefore, a robust apology is
critical —and a botched one can cause significant damage.
A company that has committed a non-core violation has
greater flexibility, though an apology may still be war-
ranted or beneficial.

3. How will the public react? Sometimes violations that
harm only a single person or a small group can remain
private matters. But remember, thanks to Twitter,
Instagram, Yelp, Facebook, and other social media outlets,

TONY HAYWARD,

a single customer
complaint can easily
go viral and influ-
ence the perceptions
of millions of poten-
tial customers. Even
the smallest trans-
gressions can blow
up into epic (and
costly) public rela-
tions nightmares.

Consider what
happened to United

Airlines in 2008. The company allegedly damaged

a Canadian singer’s guitar during a flight from
Halifax to Nebraska and then subjected him to a
Kafkaesque customer service experience. In the pre-In-
ternet era, the public would probably never have learned
about the incident. Social media has changed that: In this
case, the frustrated singer wrote a song called “United
Breaks Guitars” and posted a video of it on YouTube. It
became a sensation, with nearly 15,000 views its first
day and more than 14 million since. Eventually, Rob
Bradford, United’s Managing Director of Customer
Solutions, telephoned the singer and apologised directly;
he also asked if the airline could use the video to help
improve its customer service.

In gauging the probable reaction to an incident, com-
panies should take into account the relative size and status
of the parties. A violation committed by a large, powerful,
or high-status organisation (such as United, Google,
Walmart, or the US government) against a low-status, low-
power person or group is more likely to engender public
outrage — and require an apology — than a violation com-
mitted by a mom-and-pop business or one that hurts only
wealthy individuals or corporations.

4. Is the company willing to commit to change? In as-
sessing whether or not to apologise, organisational leaders
must also focus on the extent to which they are willing —
and able — to change the company’s behaviour. If they
can’t or don't want to do things differently in the future,
the case for making an apology is weak, because it will
sound hollow and unconvincing.

When Target and Home Depot suffered cybersecurity
breaches that exposed customers’ credit card information
to hackers, the companies’ apologies would have been
ineffective without promises to institute procedures to
prevent a recurrence. (For a look at instances when it
makes sense for companies to stand firm in the face of
perceived harm, see the sidebar “‘Sorry, Not Sorry’: The
Power of Being Unapologetic.”)

Sometimes managers become so focused on their new
course of action that they forget to apologise. That’s a
mistake; without a show of remorse, people are likely to
think you're whitewashing the violation.

BE TONE DEAF
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Once a company has decided that it should apologise, it
has to do it right. It's astonishing how many well-inten-
tioned, sophisticated organisations completely botch
apologies. While a good apology can restore balance or
even improve relationships, a bad apology can make
things much worse. As a framework for getting it right,
companies need to think carefully about who, what,
where, when, and how.

Who. The more serious and the more core the viola-
tion, the more necessary it becomes
that a senior leader — up to and
including the CEO — make the
apology. In cases where
there is a clear transgres-
sor — an employee who
made the mistake —
there may be merit in
involving that person.
But if he or she isn't suf-
ficiently senior, you risk
offending the wronged
party or the public by con-
veying that you are not taking
the violation seriously. Just as it's
better to be overdressed than underdressed, when
in doubt, you should err on the side of having a senior
executive offer the apology.

For example, Target released a
statement from then-CEO Gregg
Steinhafel the day after its security
breach came to light. When a plane full
of JetBlue passengers was stranded on a
runway for eight hours, it was then-
COO Rob Maruster who issued the apol-
ogy on YouTube.

Deciding who should receive the
apology is often straightforward — al-
though companies can slip up here, too.
Consider the video that Chip Wilson,
Founder of Lululemon, released during
the furore over an interview in which he
had said that his brand’s yoga pants weren’t suitable for
some bodies. His “I'm sorry to have put you all through
this” was addressed to employees, not customers, and was
roundly criticised. Effective apologies are delivered directly
to the person or people harmed. When that group is large
and diffuse, the organisation might want to offer an “open”
apology through the press or social media.

What. This is the substance of the apology — the
words you say and the actions you take. It's important
to keep three goals in mind: candour, remorse, and a
commitment to change.

The best apologies show candour. They leave no room
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SHOW CANDOUR

“We've been doing a terrible
job...meeting demand for
our products...We suck at this.
I suck at this. |
apologise to all of you...."

MIN LIANG-TAN, CEO, RAZER,
after missing the April 2014 shipping
date for its gaming laptop

ADDRESS THE WRONG VICTIM

“I'm sad for the people of LuluLemon
who...had to face the brunt of
my actions. I'm sorry to have put

you all through this"

CHIP WILSON, FOUNDER, LULULEMON,
in 2013, after blaming his company’s see-through
yoga pants fiasco on the women who wear them

for equivocation or misinterpretation, and they make ab-
solutely clear that the organisation acknowledges both the

harm that was caused and its own responsibility. Consider

the candid apology Razer’s CEO gave after severe delays for

preorders of the company’s Blade laptop in 2014. “We've

been doing a terrible job anticipating and meeting demand

for our products... We suck at this. I suck at this. T apolo-
gise to all of you who have had to wait for ages each time

we launch a new product.”

Organisations should never sound defensive or as if
they're trying to justify a violation. However, explana-
tions and information can help. For instance, an air-
line’s apology for a mechanical delay is more ef-
fective if the airline explains exactly what
part is broken, what's being done to fix it,
how much time it will take, and why the

issue will pose no safety risk once fixed.
Military condolence letters — a form of
institutional apology — routinely offer
details regarding the circumstances of
the mission on which the soldier was
killed. After receiving some information,
those affected have a greater appreciation
for the broader context and the institution’s
perspective.
Effective apologies also express remorse.
We've criticised Facebook’s handling of the
emotion manipulation study, but in 2006,
when users were upset by
the company’s just-
launched News Feed
feature, CEO Mark
Zuckerberg offered a
pitch-perfect apology.
“We really messed this
one up,” his written
statement began. He
went on to use phrases
like “bad job,” “errors,”
“we missed this point,”
“big mistake,” and “I'm
sorry.” He even thanked
groups that had formed to
protest. “Even though I wish I hadn’t
made so many of you angry, I am glad we got to
hear you.” His choice of words was remorseful and
self-abasing — and effective.

The third key ingredient is demonstrating a commit-
ment to change. An apology should create distance from
the “old self” that committed the violation and establish
a “new self” that will not engage in similar behaviour.
Sometimes the employee responsible for an error is fired.
Sometimes, as in the Target and Home Depot security
breaches, new procedures are put in place. Organisations
might also demonstrate a seriousness of purpose by ap-
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pointing an independent authority to investigate the in-
cident and recommend changes — and pledging to imple-
ment the recommendations.

Consider how the Vancouver Taxi Association re-
sponded in 2014 after a cab driver left a mother and her
sick child on the side of the road after he realised that they
intended to pay for their ride from a local hospital to the
airport with a hospital-issued taxi voucher, which he
didn’t believe his cab company would accept. (In fact, it
would.) Not only did the taxi association express remorse
for the incident, it demonstrated a commitment to
change by suspending the driver and instituting a clear
policy instructing all cabs to accept all vouchers from
local hospitals at all times.

Now let’s consider an apology that lacked the three
what” elements: candour, remorse, and a commitment to
change. In 2009, Goldman Sachs CEO Lloyd Blankfein is-
sued a vague apology for unspecified acts by the financial
industry that led to the Great Recession. His language was
roundly criticised. As The New York Times editorialised,
His remarks do not come close to an apology... since he
never actually said what he was sorry for... or to whom he
was apologising.” Nor did he explain how the bank would
change its behaviour.

Blankfein learned his lesson, however. After this very
public rebuke, he held another press conference, in which
he admitted that Goldman had participated “in things that
were clearly wrong and we have reasons to regret and
apologise for.” The firm pledged $500 million to help small
businesses recover from the recession. This apology was
far more candid, expressed remorse, and demonstrated a
commitment to change.

Where. If a company wants to control the coverage of
an apology, the setting can determine how loud — and
widely heard — the message will be. Organisations often
default to written statements that reach a broad audience,
especially when they're published in newspapers. Target
did this following its security breach, as did News
International after some of its newspapers were found to
have illegally hacked phones. For a more personal touch,
the CEO or another executive might videotape an on-camera
statement, as JetBlue's Maruster did. A live statement, with
or without an audience, increases the perceived importance
of the apology. In some instances, it may even make sense
for leaders to travel to the place where the violation hap-
pened — a crash site, the location of an industrial accident,
and so on. This not only provides a camera-ready backdrop,
but also it shows that the executive cares enough to view
the damage firsthand and apologise to victims in person. For
example, when a Southwest Airlines flight overshot the
runway at Chicago’s Midway Airport in 2005, killing a six-
year-old boy and injuring others, CEO Gary Kelly immedi-
ately flew to Chicago, visited the hospital, held a press
conference, and offered several apologies, winning high
marks for sensitivity.

The Power of
Being Unapologetic

Sometimes an unapologetic stance makes sense.

Consider these examples:
John Chambers, the former CEO of Cisco, was
criticised for how he handled innovation at the
company. He assembled teams to create small
start-up companies that Cisco would later buy at
predetermined prices — a practice that made some
employees very wealthy and others extremely
resentful. But Chambers wouldn't apologise,
because he had a message to send: Innovation was
more important to him than equitable pay.

Although fast-food giant McDonald's has responded
to concerns about the nutritional content of its
food with more-healthful menus and smaller
portion sizes, it took a new stance in a recent
marketing campaign. Its ads unapologetically
promote the Big Mac as “not Greek yogurt” and

as a sandwich that “will never be kale.”

When leaders and corporations embrace their
values and identity = unapologetically = they
stand to gain credibility and power.

Managers should realise, however, that there are
risks to this approach. A live, on-site apology puts a
leader in an uncontrolled environment. Apologising to
victims face-to-face can be effective if they accept the
apology — but if they don’t, the event could turn into a
public confrontation. Sometimes public apologies come
off as publicity stunts. Social media has changed the
calculus for choosing where to make an apology, since
now a company'’s written statement can be shared and
retweeted, reaching many more people than would typi-
cally see an address on the evening news.

When. A good apology arrives quickly. Speed signals
sincerity and dispels the idea that executives feel uncer-
tainty or ambiguity about their responsibility. Sometimes,
companies delay apologies for good reasons, such as
Coke’s desire, in 1999, to investigate customers’ health
concerns and their root cause. Facebook'’s intention to
present a fully-formed plan to show its commitment to
change appears to have been one factor in its slow apol-
ogy for the emotion-manipulation study. The desire to be
cautious is reasonable, but we believe that it’s better to
offer a quick “placeholder” apology than to be silent.

June 19 2016 BUSINESS TODAY 93



MEchusive

“While we're still gathering the facts to understand exactly
what took place, we want our customers and employees
to know that we apologise for any harm we have caused.
Know that we are developing plans to ensure that this
doesn’t happen again. We will follow up by the end of the
week with details.”

While speedy apologies are
preferable, the window of op-
portunity for apologising
never completely closes,
and for many victims a
belated apology is bet-
ter than none at all.
Consider the well-re-
ceived statement made
by GM’s Mary Barra after
the company’s 2014 re-
call of faulty ignition
switches — a problem the com-
pany had known about, but not
acted on, for 10 years: “Today’'s GM will do the
right thing... I am deeply sorry.” Barra also told employ-
ees that the violation was “unacceptable”; 15 leaders
deemed responsible for the cover-up were let go. If a
previous CEO decided not to offer an apology for a viola-
tion but the new CEO believes one is warranted, the or-
ganisation should make one regardless of the time lag.

How. The way an apology is delivered can matter just
as much as the content of the apology. Informal language
and personal communication can help. Recall Zuckerberg’s
use of the phrase “We really messed this one up.”

Or consider what happened when DiGiorno pizza
used the hashtag #WhylIStayed to promote its pizzas, not
realising that the tag was already being used by women
to share their experiences of abuse. The company not
only deleted its initial tweet but also followed it with an-
other: “A million apologies. Did not read what the
hashtag was about before posting.” It sent direct tweets
to every person who had expressed outrage: “@ejbrooks
It was. And I couldn’t be more sorry for it, Emma. Please
accept my deepest apologies.”

Written statements have the benefit of being broadcast
quickly, but it is often easier to strike the right tone through
speech. A leader can rely on non-verbal cues to convey emo-
tion, humility, and empathy. For example, remorse can be
shown through facial expressions, and a commitment to
change reinforced through vigorous gestures.

But in-person apologies are tricky to master. It can be
difficult for business leaders accustomed to displaying
power and self-confidence to strike the right repentant
tone. For some, it may require careful planning and re-
hearsal. One glaring example of a leader who got the

“how” of his apology wrong is Tony Hayward, then-CEO
of BP. During the catastrophic Deepwater Horizon oil spill,
in the Gulf of Mexico, he delivered the following apology:
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“You count on us at JetBlue...
and we know we let some
of you down...and for that

we are truly sorry"”

THEN-COO, JETBLUE,
in a 2011 YouTube apology to
passengers who'd been stranded on
a tarmac for nearly eight hours

“We're sorry for the massive disruption it’s caused to
[people’s] lives. There’s no one who wants this thing over
more than I do. I'd like my life back.” It was a strikingly
tone-deaf remark, one that illustrates the danger of an
off-the-cuff or improvised apology. (Hayward resigned a
few weeks later.)

Preparing to Apologise
As a general rule, the more central to the mis-
sion of the company the violation is and the
more people it affects, the more important
it is that the apology be pitch-perfect. For
core violations, the “what” has to show
a tremendous commitment to change,
the “who” has to be senior leaders, the
“when” has to be fast, the “where” has to
be high profile, and the “how” must be
deeply sincere and demonstrate empathy.
There are some industries that apologise so
frequently that they have the practice down to a
science. Restaurants inevitably make mistakes
taking an order incorrectly, preparing the
wrong dish, miscalculating the bill - and diners
h a v e come to expect a quick visit and an apology from
the manager, along with a small offering (often a free des-
sert) as a consolation. When a Ritz-Carlton hotel failed to
deliver a wake-up call at the appointed hour, causing a
guest to run late for an important meeting, the front desk
manager immediately apologised and offered to send up a
complimentary breakfast. When the guest returned that
evening, she found a handwritten apology from the gen-
eral manager, fresh strawberries, dried fruit, and candy.
Rather than lambaste the hotel, she raved to her friends
about the five-star service she received.

It's imperative to give forethought to the kinds of
events that will create the need for an organisational apol-
ogy and how it will be executed. We recommend role-
playing and “apology rehearsals.” Making these invest-
ments is not strictly about damage control: A well-exe-
cuted apology can improve relationships with customers,
employees, and the public, leaving the company better
positioned than it was before the error. That's an outcome
to which every leader should aspire. ¢
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WRISTFUL
THINKING

A bevy of smartwatches in the market promises to make your life easier - whether at your
desk or on the treadmill. Read on to know if you should buy one. By Nipwi siNGAL
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ince the advent of wearables, smartwatches have been the talk of the town.
In the early days, big and small technology companies — be it Samsung or
Pebble — tried their hand at smartwatches, with scant success. The first gen-
eration of smartwatches ended up being gimmicky as the functionality was
limited. Apple, too, was expected to launch one for a long time, but did so
onlyin 2015.

Although a relatively new category, the second generation of smartwatches compris-
ing Apple Watch, Moto 360 2nd gen, Samsung Gear S2 and Pebble Time are garnering
success, but are yet to go mainstream. Users are often heard lamenting about these being
too complicated and merely duplicating their smartphone’s content. In lieu of this, com-
panies are designing applications especially for these watches and emphasis is being given
to the operating system, too. Perhaps, ‘smartwatches’ is an idea whose time has come!

Here’s a low-down on what you can expect from smartwatches, should you choose

to buy one:

PRODUCTIVITY
Smartwatches are de-
signed to enhance pro-
ductivity and save
time. What looks like a
fancy piece of technol- NEARBY
ogy sitting on your =
wrist actually features % 47 4
a host of special apps » f .
designed to make your New York Trip
work life easier —
whether you are using
an Apple Watch, Android Wear or Samsung Gear S2
(Tizen 0S). For instance, Evernote, the most popular
note-taking app, is available on Apple Watch and
Android Wear watches. It takes notes over voice dicta-
tion and is handy to capture quick thoughts at the press
of a button. The reminders set on the phone or desktop
appear on the watch at the stipulated time. Fantastical
2 is an excellent natural language calendar companion
app that works on the iPhone as well as Apple Watch,
allowing you to add appointments directly on the
watch, eliminating the need to even touch your iPhone.
It can even process date and time. Wunderlist is a simple
and effective list-making app available for Android
Wear, useful to make lists, set reminders, programme
notification and even access it all through voice. Google
Maps can be accessed for directions between home, of-
fice and other locations on both Android Wear watches
and the Apple Watch. There are numerous apps that
allow you to keep a tab on stock prices and dollar-INR
conversion rate, access translation, voice recording,
calculations and more — all from the watch face.

MIRRORING
Smartwatches are an extension of our smartphones.
When paired with a smartphone over Bluetooth and
apps, smartwatches can fetch notifications from your
phone, eliminating the need to take your phone out of
the pocket. It displays every incoming call, which you
can accept or reject from the watch itself. But to speak
to the caller, you will have to either pick up your phone
or rely on a Bluetooth headset. You can add your fa-
vourite contacts on the watch for quick dialling.
Smartwatches fetch notifications for incoming mes-
sages, e-mails, WhatsApp, tweets and more. You can
even customise the face of the watch. On Apple Watch,
you can choose the face and add the apps for which you
wish to receive notification — such as activity stats, wa-
ter reminder, date, time, battery percentage and voice
recorder, among others. Other apps can be accessed by
pressing the crown of the watch. Google, too, is incor-
porating this feature of customising app access on the
watch face itself with
its next OS update,
Android Wear 2.0.

FITNESS

Fitness bands have be-
come quite a rage with
their ability to measure
step count and sleep
cycles. Now, smart-
watches have gone sev-
eral steps ahead by in-
corporating sensors to
track further details,
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SMARTWATCHES
YOU CAN BUY

APPLE WATCH: This utility driven
smartwatch is available in 38 mm
and 42 mm variants. It has an ano-
dised aluminum body, which is IPX7
certified for water resistance, a built-
in light sensor, speaker, microphone,
heart rate sensor, WiFi and NFC
(near field communication) enabled.
It is equipped with a Retina AMOLED
display with Force Touch feature.

PRICE: 25,900 ONWARDS

SAMSUNG GEAR S2: This
latest one from Samsung
has a round, Super AMOLED
touch display with a rotating
bezel for navigation. It runs
on Tizen Ul and is compat-
ible with Android smart-
phones. It is powered by 1
GHz dual core processor,
510 MB RAM, 4 GB internal
storage and has a heart rate
monitor. PRICE: $22,400

ASUS ZENWATCH: Available in

two variants - 1.45-inch screen with
280x280 pixels and 1.63-inch screen
with 320x320 pixels. It runs on
Android Wear OS, has a quad core
Snapdragon 400 processor, 512 MB
RAM, 4 GB storage and a magnetic
charger. This smartwatch has features
such as Smart Personal Assistant,

Find My Phone and Unlock My Phone.

MOTO 360 SPORTS: This
watch is IP67 certified for
water and dust resistance, has
a 1.37-inch touch display and is
powered by a quad core Snap-
dragon 400 processor, 512 MB
RAM, 4 GB storage and a 300

mAh battery. It runs on Android

OS, has a built-in heart rate
sensor and supports wireless
charging. PRICE: 19,900 ONWARDS
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PRICE: 11,390

PEBBLE TIME STEEL: This good
looking smartwatch has an always-
on, colour e-paper display with LED
backlight. It is compatible with both

Android and iOS devices. But it lacks
touch display and instead has physical
keys for navigation. It comes with a

10-day battery life.
PRICE: 15,999

more accurately. g—)

For instance, a Cance
heart rate monitor
on a smartwatch
can measure heart
rate throughout the I '.|||||||||‘
day, during a work-
out and even when
you are stationary. O
It even helps in ac-

curately calculat-
ing the calories
burnt during a workout. There are special fitness
apps that remind you to consume water every hour
to stay hydrated (WaterMinder for Apple Watch)
and eat meals at regular intervals. The Activity app
on Apple Watch allows you to set goals and re-
minds you to stand for a minute every hour. When
the watch vibrates to notify you, it is hard to ignore.
Then there are certain watches that are focused on
fitness and less on extending smartphone function-
ality. The Fitbit Blaze smartwatch, for instance,
specialises in fitness tracking and only fetches call,
messages and calendar notifications. It can track
steps, distance, calories burnt, floors climbed and
active minutes. It also has GPS connected to map
your routes and record running stats, like pace and
duration, on display when your phone is nearby.
Garmin’s TomTom, however, doesn’t get into fetch-
ing notifications from smartphones. It focuses
purely on fitness activities.

FASHION STATEMENT
Smartwatches are increasingly being worn as an
accessory, thanks to their good looks and design.
Most smartwatches today have changeable watch
straps that can be used to match your attire. Most
companies are keeping it simple by incorporating
watch bands that can be replaced by anyone at
home in just a few seconds. They come in all forms
— rubber straps, silicon straps, metallic bands and
more. The range of bands available for the Apple
Watch is the largest — from bands ranging from
35,000 for a silicon strap to link brackets costing
over 330,000 ($499). French luxury products
company Hermes also offers leather bands. Watch
bands are also available for other smartwatches,
but the range is not as extensive. Some of them offer
bands in different sizes to suit men and women.
Smartwatches are addictive. Once you get used
to accessing notifications on the watch, you will
not feel the need to pick up your phone on every
notification alert. A quick glance at the watch lets
you stay updated on matters related to work, health
and fun.



Store More

The SanDisk iXpand flash drive is a convenient way to increase
storage on your iPhone and iPad. y niowr sineaL

s an iPhone or iPad user, one has to be
content with the device’s internal stor-
age as i0S devices don’t support ex-
pandable memory. SanDisk’s new com-
pact iXpand flash drive, available in 16,
32, 64 and 128 GB storage capacities,
promises to put an end to storage woes.

The second generation iXpand flash drive is an im-
proved piece of hardware that be connected to a PC as well
as an iPhone or iPad, although not at the same time. It is
sleek, just like a pen drive. There is a regular USB at one end
and a lightning port on the other, connected with a flexible
cable so that it can easily be connected to iPhones or iPads
with thick covers. It can be plugged into a USB port of a
computer, just like a regular thumb drive for accessing
content. The lightning port can be plugged into to an iP-
hone or iPad using the iXpand app — available on the App
Store for free. Once installed, the iXpand flash drive can be
used to copy data to and from the iOS
device to the flash drive, and vice versa.

The app, too, has been reworked,
making it much more intuitive to use.
The home page shows available storage
on the iPhone as well as the flash drive.
There are options such as copy files, view
files, and back-up and restore. You can
copy photos to and from your phone or
the iXpand drive. You can choose a loca-
tion to store the files. Once the content is
copied from the phone to the drive, the
app prompts you to free up space on the

BAG IT OR JUNK IT: A
handy storage drive for
iPhone and iPad users

PLUS: Ease of use,
compact size

MINUS: Drains device
battery

iPhone by deleting the original files. The view file option is
divided into two tabs — iXpand and iPhone — with catego-
ries such as images, videos, music and folders (camera,
music, photos and videos). You can back up and restore
the entire photo library, social media content and contacts
under back-up and restore.

While the drive can be used for transferring music to
the iPhone, it doesn’t get added directly to the default mu-
sic app. Instead, it gets stored on the iXpand app and can
be played from the same location. It can also be used for
viewing documents stored on the drive. You also have the
option of securing files that can be moved to the SanDisk
Secure Access Vault folder, which is password protected.
The camera icon on the app lets you capture and save im-
ages and videos directly to the iXpand drive, thus not add-
ing to storage issues.

However, not everything is great about this flash
drive. Unlike the first generation drive that had an inter-
nal battery, this one doesn’t and, hence,
drains your iPhone battery when copy-
ing files. Also, the maximum file size for
a single file at 4 GB is restricting. The
iXpand drive works well on the iPad,
too, but it worked only in portrait mode
on my 9.7-inch iPad Pro. The company
claims to have fixed this orientation is-
sue with an app update, but even the
iPad needs to be updated to the latest OS,
9.3.2, when available.

@nidhisingal
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The Big Fight

The book chronicles the tribulations faced by the author’s family and the
resurrection of Malayala Manorama amid grim times. By Palakunnathu G. Mathai

The Eighth Ring
By K.M. Mathew
PAGES: 391

PRICE: 3699

Penguin Books
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ndian media moguls are
not usually given to writing
about themselves. By and
large, they are a tight-lipped
lot, in public at least.

That could be changing. Not
long ago, Zee TV group boss, Sub-
hash Chandra, published his au-
tobiography. Now the memoir of
the late K.M. Mathew, Chief Editor
of the Malayala Manorama group,
is out. Mathew actually wrote his
book between 2002 and 2007 in
Malayalam. This was later trans-
lated into English.

While Chandra’s book deals
with his climb from modest begin-
nings to billionaire days, in The
Eighth Ring, Mathew chronicles his
father’s rise to wealth, fall to near
poverty and subsequent triumph.
He deals less with the rise and
rise of Kerala's largest circulated
daily, than with the ‘Big Fight'. As
Mathew puts it, “This is in no way
the life story of a person named
K.M. Mathew. On the contrary, it
is a book about the misfortunes our
family endured and about the re-
birth of the Malayala Manorama.”

The book highlights an epic
war that began in the late 1930s,
between Mathew’s father, K.C.
Mammen Mappillai, and Sir C.P.
Ramaswami Aiyar (Sir C.P), both
larger-than-life figures on Travan-
core’s stage before India’s Inde-
pendence.

Sir C.P. was a lawyer who had
been Advocate General of the then

Madras Presidency. He had been
described as one of the cleverest
men in India. In 1936, he became
the Dewan and de facto ruler of the
then state of Travancore. Sir C.P.
backed an unsuccessful attempt to
keep Travancore out of the Indian
union and left Travancore after a
failed assassination bid on his life.
He is portrayed as the villain of
this story whose evil machinations
brought ruin to Mammen Mappil-
lai and his family.

Mammen Mappillai was one
of Kerala’'s early entrepreneurs,
with fingers in many pies. A
school headmaster-turned-farmer-
turned-businessman, the ambi-
tious tycoon had once dreamed
of his children becoming business
barons as well-known as the Tatas
or Birlas. Among other things, he
bought acres of land at Kuttanad
in Alleppey district, a coffee estate
at Chikmagalur in Karnataka, and
floated a bank and an insurance
company. Oh yes, he also ran the
Malayala Manorama — set up as
a weekly newspaper by his uncle
Kandathil Varughese Mappillai.

Mammen Mappillai had nine
children, including K.M. Cherian,
who became Chief Editor of the
newspaper; a son with a similar
name, K.M. Mammen Mappillai,
who would go on to set up MRF
— the highly profitable Chennai-
based tyre company; K.M. Philip
of Philips Coffee fame; and K.M.
Mathew, who succeeded his broth-



er as the paper’s Chief Editor. So
this is also a story about the rise
and travails of the Kandathil
family, to which Mammen
Mappillai belonged.

The war led to a run on the
Travancore National and Quilon
Bank — promoted by Mammen
Mappillai and C.P. Matthen, a
Quilon-based businessman
which Mathew maintains was
engineered by Sir C.P.; the jailing
of Mammen
Mappillai, the
sale of the fam-
ily’s insurance
company and
the closure of
the Malayala
Manorama
for nine years
from Septem-
ber 1938.

Why did
Sir C.P. train
his guns on
Mammen
Mappillai and
the newspaper he ran? Accord-
ing to Mathew, this wasbecause
of the financial aid the family’s
bank extended to the Congress
Party in Travancore, and the
close relationship between the
bank’s promoters and Congress
leaders in the state. Mammen
Mappillai and the Malayala
Manorama, which had be-
come a daily in January 1928,
advocated political and social

reform, in the process com-
ing into conflict with Sir C.P.
Indeed, the reformists used to
meet at Mammen Mappillai’s
house in Kottayam. This is the
nub of Mathew’s story.

Mathew deals authoritative-
ly with the history of Kerala’s
social and political movements,
with his days in school and at
Madras Christian College. But
The Eighth Ring Mathew was

his  father’s
eighth  child
and Mammen
Mappillai gave
each of his
children rings

is also a ser-
ies of random
memories, as
he puts it. As
a result, the
book  jumps
from topic to
topic, and yet
some of the
anecdotes he

recounts are delightful.

Indeed, The Eighth Ring is
populated by a host of people and
families. Mentioned in passing
are former Kerala Chief Minister
Oommen Chandy’s grandfather,
V.J. Oommen (Mammen Map-
pillai fought an election in the
Travancore legislative council
against him and lost); C. Kesa-
van, who became Chief Minister
of the state; T.M. Varughese,
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who became a minister; several mem-
bers of the Kandathil family; President
K.R. Narayanan; prominent Kottayam
families like the Padinjarekkara fam-
ily and the Pannampunna family (the
family of the late journalist B.G. Var-
ghese and my mother and of Mathew's
daughter-in-law), and my granduncle
C.K. Thomas, Principal of C.M.S College
in Kottayam.

Incidentally, my father, too,
finds a mention. He was at Madras
Christian College with Mathew, and
Mathew stayed with him in Istanbul,
Turkey, where the archbishop of the
Eastern Orthodox Church plied them
at lunch with potent wine till their
heads spun.

The book’s landscape largely fea-
tures Kerala and the Syrian Christian
community. The Malayalam version
would have attracted a wide reader-
ship. But will the English translation
of the book be of great interest to non-
Malayalees? That has to be seen.

Mathew'’s account of his life is
peppered with Malayalee nicknames
for his brothers and others. Readers
have to wade through names such as
Oonnoonichayan (K.M. Cherian) and
Peelikkutty (K.M. Philip), and then
flip pages to figure out who they are.

Clearly, someone worked on
this book after Mathew died in Au-
gust 2010 at the age of 93 it men-
tions the death of my father, which
happened in January 2013, after
Mathew died.

Still, many in Kerala regard
Mathew as a visionary. Under his
stewardship, the paper expanded,
with editions all over the country
and in West Asia. Magazines (Vani-
tha the women’s magazine, Bal-
arama a magazine for children,
The Week news magazine, to name
some) were launched, as were televi-
sion channels and internet editions
of many of these publications. And in
his lifetime, the newspaper’s circula-
tion topped 16 lakh.

Does that story merit another
book? Over to Mathew's sons. ¢

The reviewer is a veteran
journalist
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Future Imperfect

The book warns that our callous attitude towards the en-
vironment is leading to a bleak future. By Sarika Malhotra

STEALING

CHILDREN

i DILEMMA OF GROWTH AND
THE NEED FOR NEW ECONOMCS.

g . #
SR AREATRS KOTHARL &L HITRACHAN PRASERHAR

Stealing From Our
Children

By Kamal K. Kothari and
Chitra Chandrashekhar

PAGES: 192
PRICE:3300
Fortytwo Bookz Galaxy

he book, Stealing from our
TChildren, highlights how in a

rapidly changing scenario, with
growing population and aspirations,
our economic thoughts and practices
have to change. How we have to
combine the fundamental approach
with psychological and educational
approach to provide a good world for
the future generations.

It draws attention to the
daunting task of finding adequate
food for an additional 2.6 billion
people, emphasising that it would
pose a serious challenge to the
stability of a large number of nations.
The authors give a clear message
that perhaps we are living in a planet
which is bursting at the seams.

The facts and figures stated in
the book are glaring reminders that
we are not planning for the well-
being of our future generations. The
depth, delivery and diversification in

depicting the future scenario makes
us ponder over the vital needs of the
generations to come and what we are
leaving behind for them.

It is discernible that two things
will have a major impact on the
future of planet Earth — population
growth and growth in energy
consumption. The book has three
dedicated chapters dealing with the
issues of fossil-based energy, metals
and minerals, a warming planet
and the impact that they will have
in times to come. For example, it
observes how the reserves of iron ore
are depleting and the current rate of
consumption can’t match the supply.

The underlying theme of the
book is how we are living for the
moment and that what happens
in the future does not concern us.
Most of us cannot visualise the fate
that awaits us and our progeny. We
seem to believe in the invincibility of
human knowledge and technology
to solve all our problems, not
realising that reversal of damage
would be virtually impossible.

The chapters urge us to not forget
that the environment sustains us,
and is critical for our survival, and to
not chase development goals blindly.
It cautions that unless we make
a paradigm shift in our economic
thinking, we may, perhaps, fail to
assess the stark future. On the one
hand, we have to look to our present
comforts and on the other hand, the
future of our civilisation is at stake.
Unless we tread the pragmatic path
and make sacrifices, the tribulations
faced by our youngsters will increase
stupendously.

The choice is ours to make: either
we continue to steal from our children
and lead a better life now, or we leave
behind a better world for them. &
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icturesque Monaco with 300 days of sunshine is a favourite haunt of the
rich and famous. With stunning coastal towns like Villefranche-sur-Mer,

Saint Jean Cap Ferrat, Antibes, Eze, yet Monte Carlo continues to top every

fraveller's wish list. It's easily accessible from Nice Cote d'Azur International
Airport, being a quick 7-minute helicopter ride away.

Monte Carlo is also home to the thrilling Formula 1 Grand Prix, where Formula 1
cars roar down the city streefs in close proximity to the spectators.

Monaco is known for its eclectic mix of the high life along with historical and
modern attractions. The principality has over 170 restaurants that serve diverse
world cuisine; it also has nightclubs like Jimmy'z and Sass Café that host global
celebrities like Angelina Jolie and Brad Pitt, amongst others.

The Monaco experience is incomplete without a visit to the famous Casino de
Monte Carlo and Casino La Rascasse. Three Bond films including Casino Royale,
Golden Eye, and Never Say Never Again were filmed here.

Some other attractions are the floating palaces at Port Hercule in La Condamine,
the Rock of Monaco and the Prince's Palace. Tourists also visit Fontvigille, exotic
gardens and the Automobile Museum.

- THINGS NOT TO MISS IN MONACO

. 7 Playing a hand at the famed Casino de Monte Carlo
A Visit the 19th-century Romanesque-Byzantine Cathedrale de
Monaco, also the final resting place of Princess Grace
# Tour Monaco Ville, the old town also known as Le Rocher, home to
the Grimaldis' historic royal residence
" @ Francis Bacon MB Art Foundation dedicated to Bacon's work, life
and creative process.

Situated on the Place du Casino, this hotel has been a legendary
address since 1864. It perfectly positioned between the F1 Grand
Prix race frack and the spa Les Thermes Marins Monte-Carlo. The
spa is renowned throughout Europe for its beauty and holistic
approach to wellness and preventive care. Epicureans flock to the
three-Michelin-starred Le Louis XV- Alain Ducasse a ['Hotel de
Paris to enjoy some of the world's finest cuisine, and wines from
the cellar that boasts of over 600,000 bottles. Customise a visit
with the impeccable service at this hotel.

= www.hotelparismontecarlo.com



DESTINATION FEATURE I

The hotel faces the Prince Palace and the Monaco Harbor. This Belle Epoque

Known for its highly personalised design, in the district of Fontvieille, at the Palace, combines the best of classicism and modernity. It is also well-known
foot of the Rock, it spells Riviera chic with graceful and elegant service. for its wellness center The Thermes Marins Monte-Carlo.
< www.columbusmonaco.com < www.hotelhermitagemontecarlo.com

In the heart of the 'golden square', with a view of the coastline, facing the Located on a ten-acre garden facing the sea, is in the heart of the Riviera.

Fairmont Hairpin; the famous F1 bend; the hotel offers 602 rooms and Most of the 334 rooms and suites offer sea views and seasonal sandy bottom
suites along with Nobu, Horizon and Nikki Beach and the round-the-clock lagoon, indoor pool, Spa Cing Mondes, restaurants, bars, casino and the
Saphir24 bistro lounge & bar. renowned Jimmy'z night club.

< www.fairmont.com/montecarlo 2 www.montecarlobay.com

This 5-star luxury hotel overlooks the Mediterranean Sea and has 64 A chic and timeless hotel built in the 1930s, has always been the epitome of

Luxurious suites and 124 rooms designed by Jacques Garcia. Karl Lagerfeld glamour and “dolce vita”. Renovated by architect designer India Mahdavi, this
has designed the Metropole Spa & Odyssey. It is also known as gourmet palace hotel offers a “Cabanas” service, an Olympic pool, the Monte-Carlo
retreat with three Michelin Stars with 4 restaurants by Joél Robuchon. Beach SPA and the 100% organic certified Michelin-starred restaurant Elsa.

= www.metropole.com = www.monte-carlo-beach.com
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PEOPLEBUSINESS

Cook Learns Indian Recipe

High-profile visits by business honchos have become the
new indicator of India’s surge as a big technology
consumer. Latest to join the list was Apple CEO Tim Cook.
Interestingly, Cook’s maiden trip came after the
Cupertino-based company recently reported its first
decline in quarterly global sales and India emerged as the
only bright spot where sales jumped 56 per cent. During
his five-day trip, he met Prime Minister Narendra Modi, a
host of business leaders, politicians, cricketers, bollywood
celebrities and, of course, company officials, with a goal to
expand the company’s footprints in the world's second-
largest smartphone market. He also inaugurated Apple’s
development centre in Hyderabad and announced a
design and development accelerator in Bengalore.

TIM COOK, Apple CEO
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ARUNDHATI
BHATTACHARYA,
SBI Chairperson

A Giant Merger
The country’s biggest
lender, State Bank of India
(SBI), has sought approval
from the government to
start negotiations for
merging its five subsidiary
banks and Bharatiya
Mahila Bank with itself. The
balance sheet of the
consolidated bank will be
around 37 lakh crore, up
from SBI's 328 lakh crore.
Speaking on the merger
news, SBI Chairperson
Arundhati Bhattacharya
said that the benefits of the
merger would be huge and
the aim is to complete the
merger in the current fiscal.
The five subsidiaries up for
merger are State Bank of
Mysore, State Bank of
Bikaner and Jaipur, State
Bank of Patiala, State Bank
of Travancore and State
Bank of Hyderabad.




MANDAR DEODHAR

Four Finalists

At least four companies have submitted bids for acquiring Tata Steel’s
loss-making UK assets, according to a report published in a business daily
quoting sources close to the bidders. The list of four prospective buyers
include India’s biggest steel maker and Sajjan Jindal-promoted company
JSW Steel; UK-based Excalibur Steel, led by Stuart Wilkie, who was earlier the
head of Tata Steel’s UK Strip unit; metals group Liberty House, run by
Indian-born steel tycoon Sanjeev Gupta; and investment fund company
Greybull Capital, which specialises in turning around troubled companies.

CYRUS MISTRY, Chairman, Tata Group

AJAY PIRAMAL,
Chairman, Piramal Enterprises

Managing Finance

Piramal Enterprises Ltd (PEL) Chairman Ajay Piramal
has hinted at a merger of all his finance entities. This
would create one of the biggest financial services
companies in India with all Piramal’s financial
businesses and Shriram’s finance businesses under one
umbrella. “PEL is a conglomerate and, hence, may seem
to be complex and difficult to understand. It's our intent
to simplify the structure going forward and create
focused businesses,” Ajay Piramal said in a regulatory
filing to the Bombay Stock Exchange.

Cricket Icon's Global Foray

Sports-based virtual entertainment company,
Smaaash Entertainment, is in the process of
raising 200 crore from private equity investors,
according to a newspaper report. The company
plans to use the fresh funds for its overseas
expansion. In India, it plans to open new centres
in Ludhiana and Chandigarh, and two in Delhi.
The company currently operates five gaming
arcades across the country, which offer gaming
options, including taking strike against famous
international cricketers like former Australian
spinner Shane Warne and Pakistani fast bowlers
Shoaib Akhtar and Wasim Akram.

SACHIN TENDU'LKAR,
Former cricketer & brand
ambassador, Smaaash Entertainment

COMPILED BY SATYAM SHARMA
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Chuck Brymer

Full interview at
businesstoday.in/ChuckBrymer

Chuck Brymer, President and CEO, DDB
Worldwide Communications Group, talks to
BT's Ajita Shashidhar about reinventing to
keep pace with changing technology.

How has the changing communications
landscape impacted your business?
Technology has changed our client's businesses
and our business. It requires us to create ideas in
different modes, in different channels and
quicker than we had to before. We have to be
able to optimise content in real time, so that we
learn from the data and then deliver that in dif-
ferent ways. We have changed the model in
which we work. A campaign that would run for
six weeks of the year is now turned around
24X7. Without doubt, the speed of technology
is reshaping the industry; it is changing the very
nature of how companies operate.

How is a traditional advertising agency like
yours aligning to digital?

We have made massive shifts in all our busi-
nesses to be able to develop ideas that are much
more innovative, technologically advanced —
much of that is online. We are looking at con-
sumer behaviour differently, using data much
more aggressively to target customers and en-
gage with them. Speaking about the advertising
business, we don't refer to digital anymore. The
ideas we create are media agnostic.

How are clients adapting to this change?

Technology is enabling us to do everything
now and most of the companies we work with

“S ee d 0 f are well along the path. The biggest challenge
p today is speed; the ability of a company to adapt
N g d. Many companies have suffered be-

< h 1 to spee y p
e i tec no ogy IS cause they haven't moved quickly enough.
; resh a in th e Companies that are able to disrupt the indus-
p g tries in which they compete, by developing
g d 2 technology quicker and faster than their com-
1" uS try petitors, are able to stake claim in that market

before anybody else. ¢
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