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Disinvestment

via cross-holding
a bad concept

Tapping cash-rich PSUs to meet fiscal targets would
take away all advantages of selloff

Sunny Verma

ASH-RICH publicsector undertak-
‘ ings (PSUs) could help the govern-
ment push through its current fis-
cal's disinvestment plan, which has been
disrupted by weak market conditions
amidst worries of another recession in
Europe and slowdown inthe US.
Thefinanceministry hasasked several
PSUswith details such astheircashlevels
andcapital expenditureplanstoascertain
whether disinvestment could be done
through cross-holdingsby thesecash-rich
PSUs. State-owned companies like Coal
India, NTPC and NHPC, have significant
cash on their balance sheets (see chart).
TheCentrecouldraiseonly31,145crore
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petition & managerial efficiency and de-
velopment of the capital markets. Be-
sides, retailinvestorsaregiven thechance
to own a part of the state-owned compa-
nies'stakes.

Raisingmoney through disinvestment
is crucial for keeping the fiscal deficit tar-
get below 4.6% by March-end 2012. Slack-
eningeconomicgrowth, lowexpansion in
tax collections and higher subsidy to-oil
companies have already hit the govern-
ment'sfiscal deficit caleulations. . -

The ministry has already announced
plans to borrow ¥53,000 crore more from
the market to finance the deficit. Thishas
pushed the yields up on 10-year govern-
mentbondstoashighas8.9%, resultingin
steeplosses for;ﬁi@qanksandoﬂmr buyers
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holdings  holdings holdings balance
. on issue ason as at June
date 03.1L11 end, 2011
NTPC Oct-2004 895 45754 131357 187 17859.83
PGCIL  Sep-2007 8636 18901 | 37803 100 4805.87
REC. Feb-2008 81.82 7377 13629 84 :
NHPC  Aug-2009 86.36 38244 26558 30 426531
OIL Sep-2009 7843 19803 24442 23 11771.4
CiL 89.99 139276 185322 33 45862.28 .
Source: Bsepsu.com, F, research Value in Rs crore
\sofﬁf’l'msﬁ{cm\:gh disinvestmentin  of government papers,

Power Finance Corporation, far below its
target of ¥40,000 crore. It has already de-
ferred the proposed ¥12,000-crore follow-
onpublicofferof Oiland Natural Gas Cor-
poration. :

Besides ONGC, the government has
planned share-sale in Steel Authority of
India (SAIL), Hindustan Copper, Bharat
Heavy Electricalsand National Buildings
Construction Corporation (NBCC).

The government is keen to utilise the
cash available with PSUs to aid its disin-
vestment target through eross-owner-
ship. Butthe planmay notfindfavourwith
thePSUs. Also, thiswouldrequirethe gov-
ernment toseek afresh Cabinetapproval.

The cross-holding proposal has also
been criticised on the grounds that it
would not lead to the many benefits disin-
vestment or a stock listing is expected to
yield. These include improvement in the
corporategovernancestandardsandpub-
licdisclosuresatPSUs, promotionof com-

Last month, in its macroeconomic
and monetary developments second
quarterreview2011-12, the Reserve Bank
of India said the government may miss
its disinvestment target, which would
make it difficult to achieve the fiscal
deficit target.

According toaresearch report by Citi-
group Global Markets Inc, “There could
be fiscal slippage due to both lower rev-
enues and higher expenditures, Depend-
ingonthetimingof the pay-outtooil com-
panies, the fiscal deficit number for
2011-12 could come in the 5.1% to 5.8%
range, as compared to the budget esti-
matesof 4.6% of GDB”

Thegovernmenthassofarraisedacu-
mulative ¥97,218 crore through disin-
vestmentinstate-owned companiesover
theyears. Ason October31,2011,PSUsac-
counted for 27 % of the total market capi-
talisation of the Bombay Stock Ex-
change.



