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Economy: Macro, Micro & More

Infra Debt Funds Expected to
Stage a Comeback This Fiscal

RBI nod to raise up to 10% of
outstanding borrowings via
shorter-tenure loans to help
cos reduce their cost of funds

Joel Rebello & Saikat Das

Mumbai: Infrastructure Debt Funds (IDFs)
could stage a revival this fiscal on the back of
lighter investment regulations and more flexi-
bility inraisingresources, experts say.

Last week, the Reserve Bank of India (RBI)
had allowed Infrastructure Debt Fund-non
banking financial institutions (IDF-NBFCs)
— or investment vehicles sponsored by
NBFCs with investments from domestic and
offshoreinstitutional investors mainly for re-
financing debt of infrastructure companies
—toraiseup to10% of their total outstanding
borrowings through shorter tenure bonds
and commercial papers, giving them the
much-needed flexibility to manage their as-
setsand liabilities.

Analysts said borrowing through a shorter
tenure will allow these companies to reduce
their cost of funds by timing some of their bor-
rowings through these instruments, especial-
ly when interest rates are down.

“They can now afford to time the market and
borrow cheaper funds,” said Karthik Sriniva-

san, co-head financial sector ratings at ICRA.
“For example, the one year commercial paper
currently is less than 8% while a bond of the
same tenure is around 8.5%. This will general-
ly mean some cost saving for IDFs, but the sa-
ving will be limited because such short-term
borrowingiscappedat10%,” hesaid.

RBTI’s easing of regulation on borrowing for
IDF-NBFCs followed other important measu-
res announced in May 2015.

The central bank had then allowed these
funds to invest in public-private partnership
projects even without a government-backed
authority, opening the possibility of even pri-
vate infrastructure projects receiving funds,

provided they have completed atleast one year
of satisfactory commercial operations.

RBI also did away with a requirement for the
IDF to sign a three-way agreement with a go-
vernment agency like NHAI as one of the par-
ty, making it simpler for these funds to invest.

“The changes in May had eased the asset side
of our business because it allowed us to invest
even in non-PPP projects. The latest changes
willease ourliability sideasit givesusscopeto
raise short-term funds,” said Sadashiv Rao,
CEOof IDFCIDFE.

Three NBFC IDFs — IDFC IDF, L&T IDF and
ICICI Bank-backed India Infradebt — are cur-
rently active with total consolidated assets un-
dermanagementof aroundz6,000 crore. Howe-
ver, these funds are still miniscule compared
with %1 lakh-crore infrastructure loans given
by banks.

“The newest RBI regulation will provide the-
se funds with additional flexibility because
they can use these short-term instruments to
bridge their asset-liability gaps. But this flexi-
bility will not result in any extraordinary
jump in these companies’ profits or margins,”
said Abhishek Bhattacharya, co-head for
banks and financial institutions ratings at In-
dia Ratings & Research.

Bhattacharya said IDFs face challenges in
choosingtherightkind of projectsbecausethe
infrastructure sector has still not recovered
fully. He estimated that around 12,000 crore of
renewable energy projects and at least 32,600
crore of road projects will be up for refinan-
cingsoon, for which IDF's can bid.

Tapping Experienced Talent
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The latest figures are a clear
sign that India’s largest outso-
urcing firms are succeeding at
‘non-linear’ growth where re-
venue increasesrise dispropor-
tionately compared to hiring.

While the numbers are good
news for an industry that is
trying to defend profit mar-
gins, it raises concerns over
thefuture of hiringandtheav-
ailability of engineering jobs
in a sector that employs over
three million people.

“What you’re seeing now is
about 200,000 people being hi-
red in the IT industry — it’s not
the 4-51akh that they used to hi-
re 10 years ago. And that’s be-
cause the growth has shrunk
from 35-40% and the competi-
tion was for resources,” Infosys
cofounder Kris Gopalakrish-
nan said in a recent interview.
“Even now the competition is
for resources, but it’s for slight-
ly more experienced resources
—people who can work on auto-
mation, artificial intelligence,

ces. So, it’s not hiring for Java
coding any more.”

According to data compiled
by McKinsey & Kotak Institu-
tional Equities, India’s IT in-
dustry required about three
million engineers to add the
first $100 billion of revenue.
However, the number of engi-
neers required to earn the
next $100 billion will drop
sharply by about a third.

“The rate of hiring will slow
down, but it (hiring) will conti-
nue torise. But not at the incre-
dibly rapid rate that we used to
see because the number of peo-
plepervalue delivered will con-
tinue to come down,” Infosys
Chief Executive Officer Vishal
Sikkasaid inan interview after
announcing  fourth-quarter
earnings this month.

According to experts, softwa-
refirmsrequire muchfewer pe-
ople to generate revenue from
newer, high-paying services
such as cloud computing and
data analytics. They are quick-
ly adding capabilities in these
areas as low-end back-office
services that came to define In-

dia’s outsourcing boom thro-
ugh the1990s and 2000s fade into
the background.

Customers such as Royal
Bank of Scotland and Target
are increasingly questioning
the relevance of the labour ar-
bitrage model and the industry
grapples with slowing revenue
growth thatisalsoleadingtolo-
wer levels of hiring.

“In the past we looked at ar-
bitrage, we looked at headco-
unt. It was more like ‘you're
told and we will do’ versus loo-
king at customer outcomes.
Headcount is no longer a dis-
cussion — so I think it’s more
about customer-centricoutco-
mes," said Pankaj Phatarp-
hod, managing director at Ro-
yal Bank of Scotland, which
currently outsources to com-
panies such as Infosys.

Thelikes of Infosys and Tata
Consultancy Services are also
investing in automation plat-
forms where software bots
and robots can perform com-
moditised IT jobs at a fraction
of the cost and time it takes a

machine languages, data scien-

human engineer.

Need to Question Michel

Full Impact of S7
in Current Quarter
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The company’s chief executive offi-
cer Tim Cook said the Indian mar-
ketwasatthe samestage of develop-
ment as China’s about 7-10 years
ago. The success of Samsung’s la-
test blockbuster model Galaxy S7
launched last month and price drop
onolderpopular models such as Ga-
laxy S6 and Note 5 has turned the
market in its favour, analysts said.

“The impact of Galaxy S7 sales
wasfor half monthin Marchandthe
full impact will be in the current qu-
arter when we expect Samsung may
further expand itslead in the premi-
um segment considering iPhone SE
has been lukewarm demand till
now,” said Counterpoint Research
Senior Analyst Tarun Pathak.

Industry executives said Apple is
also losing ground in India due to
the huge online discounting on iP-
hones which had led the brick-and-
mortar stores to cut down stock.
This led Apple to recently ask its
distributors in India to bring about
online and offline pricing parity
and stop arbitrary discounting on
iPhones. Emails sent to Samsung
and Apple did not elicit any respon-
setill Thursday press time.

Indiaisthelatest warzonebetwe-
en Apple and Samsung with global
smartphone sales becoming flat
forthefirsttime ever during Janu-
ary-March.
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The Milan Court of Appe-
als, which ruled that the
2010 Agusta deal with the
Indian Air Force involved
corruption, has raised a
big question on the €18
million.

The Italian court has ob-
served that while 18 million
euros were paid by Agusta
to a Michel-owned compa-
ny named Global Services
FZE, an internal report or-
dered by Agusta itself rai-
sed doubts on this. “Why do
we have to pay 18.2 million
euros for some scrap whose
value... wasestimated10ye-
arsago at5% of 18.2million
euros?” the court observed,
quotingthe internal report.

ED’s probe into Michel’s
transactions show how
the fugitive Briton, so-
ught by both ED and the
Central Bureau of Inves-
tigation, operated. In
May 2010, Michel entered
intoacontract with Agus-
ta to purchase 14 discar-
ded WG-30 choppers from
Pawan Hans.

The choppers had been
sold in the 1980s by West-
land, which was then a
British company and la-
ter merged with Italian

Agusta. WG-30s had deve-
loped severe problems
and Agusta’s logic, Indi-
an sleuths say, may have
been that buying back
those helicopters would
be a goodwill gesture to-
wards India. But that do-
esn’t justify the quantum
of money set aside, as the
Italian court and Indian
investigators pointout.

The Italian court has re-
ferred to this WG-30 buy-
back and a post-contract
service deal for VVIP
choppers as part of its in-
dictment of Michel.

ED officials, who have be-
enprobingthecaseandare
hot on Michel’s trail, told
ET that they suspect the
consultant floated a com-
pany named Gufic Tra-
ding in Dubai and later
transferred money from
Global Services FZE, the
company that got 18 mil-
lion euros from Agusta.

“For investigations to
progress further, we need
to question Michel regar-
ding the contract. It is also
possible that the deal was
cancelled. Another possi-
bility could be that he for-
ged the documents to get
the contract from AW,” sa-
idan ED official.

‘Private Labels to be Big Differentiator’
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“100% FDI in food marketing
will provide better realisation
to farmers and bring down pri-
ces of essential commodities,”
said the India head of Walmart,
which sofardoesnotsell direct-
ly to consumers in India. It ope-
rates 21 cash-and-carry stores,
with small retailers and busi-
nesses being its main custo-
mers. Theretailer planstoopen
another 50 such outlets in the
next three years.

The company sources its own
brands — Members Mark and
Right Buy — from within the
country, something that sits
well with the ‘Make in India’
initiative. “Private label will be
a huge differentiator in terms
of bringing store footfalls.
They are being made in India
and benefit customers in terms
of lower prices and better qua-
lity,” Iyer said, adding private
labels will have an important
role to play in food retail.

In-house brands account for
20-30% of sales and nearly half
the profits of most retailers.
Withnearly 60% of this coming
from food alone, many Indian

retailers are now present in
over a dozen food and packaged
commodity product segments.

The Department of Industrial
Policy & Promotion has moved
a Cabinet note and industry of-
ficials believe that final rules
will be approved in 4-8 weeks.
They are hoping that besides
brick-and-mortar stores, the
government will allow online
retailing of food products and
will also expand the definition
of food to include grocery.

Iyer, who joined the Indian
unit of the world’slargest retai-
ler two years ago, said food
items along with home and per-
sonal care products would ma-
ke the model more viable.

Walmart had entered India a
decade ago in a 50:50 cash-and-
carry JV with the Bharti Gro-
up. Thisforay was seen asafirst
step by the US retailer towards
eventually opening its own sto-
res to sell directly to consu-
mers, once government policy
was suitably amended. But the
move to open up the retail sec-
tor to foreign investments got
mired in political controversy.
While the United Progressive
Alliance regime eventually al-

lowed 51% FDI in the sector,
Bharatiya Janata Party has so
far been opposed to allowing fo-
reigners to open multi-brand
retail stores in the country.

The move to allow foreign in-
vestment in food retail repre-
sents the first possible thaw in
BJP’s position. Industry ex-
perts say foreign companies
such as Walmart would be in-
terested in opening stores that
are100% owned by them.

“Retail is a local business and
it won’t work without local lea-
dership or by following global
template. But given Walmart’s
history, they would want to en-
ter retailing alone as it will give
them confidence on the expan-
sion strategy as well as proper
control,” said Devangshu Dut-
ta, chief executive at retail con-
sultancy Third Eyesight.
“Even if FDI is allowed comple-
tely, the caveats or riders will
mostly supportlocal business.”

Morgan Stanley expects Indi-
a’s food and grocery segment to
become the fastest-growing ca-
tegory,expandingatacompoun-
ded annual rate of 141% by 2020
and contributing $15 billion, or
12.5%, of overall retail sales.

Norms on Encashing
Liquid Assets
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“We have advised banks to conduct second
verification of valuation reports andlegal
opinions submitted by borrowers which
are usually relied upon by banks while
sanctioning loans. This task can also be
outsourced to another agency. Also, banks
can set up their own consultancy divi-
sions. What I want to say is there’sno point
running after bank managers once an ac-
count has turned into a non-performing
asset,” Central Vigilance Commissioner
KV Chowdary told ET without makingany
direct reference to the Mallya case.

It may be recalled that IDBI relied on
Kingfisher’s improved credit ratings to
sanction a loan of %950 crore. This rating,
the Central Bureau of Investigation later
claimed, was inflated and was not an accu-
rate representation of the company’s fi-
nancial health. Further, the anti-corrup-
tion watchdoghas asked the banks to come
up with guidelines on when they can start
sellingliquid assets of aborrowerthereare
indications that a loan is moving into the
‘stressed’ category. “At present there are no
guidelines by banks at what stage they can
encash liquid assets. We feel they must ha-
vea clear policy on this,” said Chowdary.

In Kingfisher’s case, banks kept holding
on toliquid assets, which were worth little
when its share prices plummeted.

Healsosaid banks should define the term
‘due-diligence’ for managers while gran-
ting loans. “The term due-diligence is loo-
sely used. From sanctioning a simple
overdraft to setting up an atomic power
plant, the procedure seemstobethe same.”

These objective, according to the CVC,
should be to have uniform guidelines for
both PSU and private sector banks as this
will help identify frequent borrowers who
constantly jump banks. “At present, many
banksarenotawareif apersonhastakena
loan earlier or not,” added Chowdary.

Rahul has Evolved, Says Pawar
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The Congress vice-president has
also evolved and while it’s still too
early to give a verdict, he’s making
the effort to get to grips with play-
ing a national role. It “depends on
how Rahul performs over the next
three years. As of today, I say Ra-
hul Gandhi is the only leader who
is practically visiting most sta-
tes”, Pawar said.

Hesaidthe governmentis “notse-
rious” about pursuing the Agusta-
Westland case, which has embroi-
led the top Congress leadership in
kickback allegations. BJP leaders
have told him informally that they
don’t see much political ammuni-
tion in theissue.

“When allegationsfirst surfaced,
(former prime minister) Manmo-
han Singh immediately took the
decision to cancel it. Whatever ad-
vance was given was also with-
drawn. CBI (Central Bureau of In-
vestigation) inquiry was formed.
There were three-four helicopters
that had reached India and that
was not taken... If suppose some
monetary interest was involved,
how will they take all these ac-
tions? Who will pay money if the
contract is cancelled? Those who
areraisingitarealsofully aware of

NCP Chief Sharad Pawar AFP

it,” Pawar said.

Hesaid the government didn’t se-
em to be serious about getting Par-
liament to function smoothly and
was using Subramanian Swamy to
spark unrest in the Rajya Sabha
and to “attack someone”.

“Since yesterday and day before
yesterday when Subramanian
Swamy got up, the House just col-
lapsed. And they (BJP) deliberate-
ly encourage him to get up and say
something. How can the ruling
party behave this way? Theirjob is
to see Parliament functioning,”
Pawar said.

He said Congress should have re-
acted much more sharply to the
dismissal of two governmentsrun

by itin Arunachal Pradesh and Ut-
tarakhand. This has allowed BJP
to take advantage of the situation.

“Looks like that the number two
(in the Congress party), if he is go-
ingto control the decision-making
process, if that is correct, and this
is what we hear from different qu-
arters,indicatesthiskind of delay-
edreaction,” he said.

Pawar, who correctly predicted
victory for the Nitish Kumar-Lalu
Prasad-led Mahagathbandhan in
Bihar, said Mayawati-led Bahujan
Samaj Party is best poised to form
the next government in the politi-
cally crucial state of Uttar Pradesh,
where elections are due in 2017.

When asked tocomparetherela-
tive merits of Arvind Kejriwal
and Nitish Kumar as leaders of
an anti-BJP alliance, he said the
Delhi chief minister cannot play
the same role as he doesn’t have
the Bihar CM’s vastly greater
depth of experience.

“Nitish was a member of the
Union Cabinet. Because of that he
got exposure and experience of
many states. He has been the chief
minister for three terms. He is es-
sentially apolitical worker who ca-
me from the lowest rank. Nobody
knows Kejriwal. We have just he-
ard hisname,” said Pawar.
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Extract of Consolidated Audited Financial Results for the Quarter and
Year ended 31 March, 2016

(%in Lacs)
Quarter Quarter Year Year
Particulars ended ended ended ended
31-Mar-16 31-Mar-15 31-Mar-16 31-Mar-15
(Note 4) (Note 4)
Total income from operations (net) 145,923 147,363 571,412 575,214
Net Profit from ordinary activities after tax 10,469 9,391 44,649 31,718
Net profit for the period after tax 10,469 9,391 44,649 31,718
(after extraordinary items)
Equity Share Capital 4,045 4,045 4,045 4,045
Reserves (excluding Revaluation Reserves as
shown in the Balance Sheet of previous year) 201,507 163,279 201,507 163,279
(As on (As on (As on (As on
31/03/2016) | 31/03/2015) | 31/03/2016) 31/03/2015)
Earnings Per Share (before and after extraordinary
items) (of T 10 each)
Basic : 25.88 23.22 110.38 84.62
Diluted : 25.88 23.22 110.38 84.62
Notes :

1) The above results of the Company, its subsidiaries and Joint Ventures were reviewed by the Audit Committee
and approved by the Board of Directors at its meeting held on April 27, 2016.

2) Information of Standalone Audited Financial Results of the Company is as under :-

(% in Lacs)
Quarter Quarter Year Year
Particulars ended ended ended ended
31-Mar-16 31-Mar-15 31-Mar-16 31-Mar-15
Turnover (Net of Excise duty) 139,141 142,533 549,415 554,142
Profit before tax 13,086 12,872 63,607 44,286
Profit after tax 10,223 8,944 45,252 29,897

3) The above is an extract of the detailed format of Quarterly / Annual Financial Results filed with the Stock
Exchanges under Regulation 33 of the SEBI (Listing Obligations and Disclosure Requirements) Regulations,
2015. The full format of the Quarterly / Annual Financial Results are available on the Stock Exchange websites:
www.bseindia.com, www.nseindia.com and on the Company's website www.ceat.com.

4) The figures of the last quarter are the balancing figures between the audited figures for the full financial year and
the unaudited published year to date figures up to the third quarter of the financial year.

Place : Mumbai
Date : April 27, 2016
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