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. be presentatthe hearing. -*
That was a Thursday. To take advan-
tage of the weekend, the bank sent a
freshnotice to KFA on Friday, August 29,
at 10 am. The deadline would expire on
Monday, exactly 72 hours later. It left
KFA with limited options — whether it
“wanted toappeal the high court order or
“stay the committee meeting, it could
“‘only do so'on Monday when the Su-
- ‘preme Court convened at 11 am (as UBI
had-filed:a-caveat in the apex court
f“against KFA'soon after the division
f bench delivered its judgment).
A determined Narang posted men at
the Kolkata and Bengaluru airports on
the morning of Monday, September 1, to
rang, was pursuing Mallya ove watch out for either Mallya or his senior
!a%6 crore Joan: Archronicle z ), ] { ta@igle fficers setting off for or landing in Kol-
-§§¥the three days leadmg £ e Al st:lols! 1 +kata. Narang, who was also the head of
i % ¥ ¥ . thebank’s GRC, had a draft order ready,
declaring KFA'and Mallya wilful default-
ers.The meeting began at 10 am sharp
and the draft order was passed — in the
GAANT absence of any KFA official, none of
With banks in distress and fwhom turned up. By 10.30 am, a
orrowers in doldrums, thisis. §' TSA : X . A &‘Scanned copy of the order was with the
story that may repeat 1tse1f intg %3" o " ’ bank’s counsel Mukul Rohatgi in Delhi.
ndia‘a thousand times.;The ; edia was also informed that UBI has
quesuons are: how long'will this @geélared KFA and Mallya wilful default-
i J: phase last; and can the Indxan [} 'he KFAspecial leave petition was
ndered infructuous by the time the
Supreme Court convened at 11 am.
k had its first victory against
[ Chase 2 However, despite the liquor bar-
ith mounting losses over threc - : on getting blackliste d fora while subse-
ers and a chairman who suddenly op ;s :
d for voluntary retirement, UBI’s ; 3 el . "“yielded nothing much. By December
oard in 2014 was focusing on recovery ! : 14, a Calcutta High Court bench had
f bad loans to erase the red ink on its '/ t asxde the comnnttee s order UBI s
.7 books. The bank first issued notices to
5l KFA in May 2014 to appear before the
ommittee, The company appmached eport on hanks date
al'cutta}ﬁgh Court,requesn’ngper March16andC
mission to send its lawyers. The court A
declinedand, on August'28, a division *
tich asked the bank to set KFA a 72:
r deadline to appear before the

ared the airline and its chairman, Vi-
Jjay Mallya, wilful defaulters. )
It was also a day of high drama. The
grievance redressal committee (GR
‘of the bank that had to decide on th
, issuewastomeetat10am. A special i
" leave petition filed by KFA, seek-"*"
'ing a stay on the GRC meeting,
was likely to be mentioned at the
Supreme Court at 11 am. There
was justa one-hour window.
UBI, at the point, did not have
a chairman and was being led
‘by two executive directors. The
senior of the two, Deepak Na

ither. Withina year, Mallya was again
declared a wilful defaulter, this time by
State Bank of India (SBI) and‘Plunjab Na-

.and Obera_tion C7ééhup t.‘z_ét’s Underway _‘ -

RBI has pushed " Banks allowed to Large groups ~ Economic factors have
riks to clean -convert debtto 51% - under pressure ae prevented banks from going Raghuram Rajan
"up balance - ~ equity and take selling assets to ahead with management - ' “wantsall. bad loans

sheets by 2017 control of defaulters repay debt ‘change ~ acknowlecged

: RBI governor




Industries

Banks have evoked a
strategic debt restruc-
turing' mechanism
against 17 defaulting
companies, giving
them theright to
convert debt to
equity and take

bank showinga
net profit of 2256 croré in. - £ ;

fiscal year 2015 as against
alossof?1,213 croreayear
ago. However, after:Na-
rang’s retirement in
March 2015, the depart-
ment of financial services
of the Union finance min-
istry stopped his pension
from UBL A litany of
charges:were brought
against him - including

There are no easy
solutions to the
debt problem.
Operating gargins,
- which are strong
enough to service
existing debt, need
structural changes

hav Agarwal, bank-
ing analyst at Angel
Broking, feels the
main thrust of the

being too tough with a de- in sectors like pay another.”
faulting borrower;mot ob- rand infr To - help the
Jecting enough (his objec- Howe amd nira banks, Rajan has

tions were recorded in o
writing) for a loan that was sanctioned by the
earlier chairman, and notinforming the bank
that his brother-in-law.was a CA. Narang to-
day feels hounded for having taken on power-
fulborrowers. “Ican challenge anyone to find
aman in banking industry who is more hon-
est,” he says.'Small wonder, then, as banks
and borrowers on the verge of default come
. head-to-head, bankers worry if their deci-
, sionstaken today will be challenged in future
% by police inspectors with little knowledge of
. thebankingbusines: 3

. also-introduced
new instruments. One of them is
the mechanism of strategic debt
restructuring (SDR), which allows

ny. This came in July 2015. A year
before that, in June 2014, the
RBI had introduced a scheme
called 5/25, which allowed
banks to extend 25-year
loans to match the cash flows
of astressed project and refi-
nance them every five
years. In the budget
proposals this
year, finance
minister
Arun Jaitley
also an-
nounced
measures to
increase the
number of pre-
siding officers at
debt recovery tribu- i
nals to help ease this burden of
backlog of recovery.
Now, here is a measure of the

- ABattlefield of Debt Ly

- Wilful defaulters who'do not pay back their

. loans and make timely interest payments
add alayer of complexity to India’s corpo-
rate debt:problem; which'is humongous
even otherwise. The Reserve Bank of India

. defines awilful defaulter as somebody who

~ has not met his repayment obligations de-
spite having the capacity to do so; orabor-
rower who has'not utilised the funds for the
purpose for which the finance was availed
of; or a borrower who has siphoned off

IcICl

| t r_ste_d‘-?S0,000
crore in‘India, with ‘igorejhan 5,000 de-

clared wilful default s, albeit most of them -~ debt problem, The total problem-
being small'and:medium businesses in"  atic assets of banks,‘loans where
:sectors like:metals, textiles and - recovery has either become doubt-
~ chemicals: What fs more, they are barely . ful or has needed restructuring added.+ :

5% ofthebad loans problem in India: Most
. of the probl ) ) ) g
ently well-mea

report by ICI

and non-performing assets and clean
P up' their balance
sheets by 2017. Vaib-

RBLis to find prob- |
lematic borrowers

and mark them. “This
will ensure that a borrower
in trouble cannot borrow
from one bank and re- .

banks to convert their debt into 51%
equity and take control of the compa-
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to those assetsiunder SDR or 5/25, is a_ .
“ whopping ?10.31 lakh crore, accordingto a:,
CI Secufities dated March,16,
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picture s particularly grim.
The report states that stressed

and restructured loans) fo
SBI are at-60% of its ne

the Indian banks have “evoked” the

SDR mechanism against 17 companies (see
* From Bad Loan to a Controlling Stake: Is it
Worth it for Banks? ), threatening to take

AMW

Source: Religare Research Report
{; dated February 26,2016
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. have to be marked as nonspe

2015. For PSU banks, the

assets (non-performing assets

worth. But SBLis one of the,
SBI stronger PSU banks, For In:;
dian Overseas Bank, the'

> 2 60§b cr stressed assets now stand at -
> 221% of its net worth. ot
- In the current financial year,

responsibilities.”

-Prospects.looked bright{iHowever, the
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over the management and bring in a
new investor. However, the effort has
not gone anywhere and not in a sin-
gle case have the banks converted
their debt to equity yet. In fact, many
point out that once the SDR process
Wwas started, an 18-month window was
provided to banks to solve the problem;:
either through change of ‘managementorb;
bringing in a new investor;/or by selling as
ul

sets. Beyond that periodjithe asset would

+ banks opted for SDR toise this wind,
+buy time and postpone marking an asset
7.bad. Last month, the RBI'asked banks
-mark assets as NPAs e Were
ing for an SDR. i ; % ;

MR Umarji, a veteran banking profession-
al who drafted the Securitisation Actand is a
consultant for the Indian Banks Association
(IBA), feels finding new promoters for com-
panies under SDR will be difficult. “Any new

.Prompteg who comes in to take a stake will

ant minimum debt on the books,” he says.’
Narang says: “For a wilful defaulter, a strate-
gic debt restructuring proposal can be a
blessing in disguise as he can get rid of his.

AHuntintheDark
Last week bankers held marathon meetings
withborrowers. Many amongthe 17 compa-
nies under SDR are steel makers, who in-"
vested in the sector'a decade ago when

completion of some of these projects coin-; *
cided with a downturn in'this cyclical sec-*
tor. Issues not related to steel prices also '/

At
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: Vislmlm,axwal nanaging director of Visa Steel. Visachas
d(;(bt in excess of 23,000 crore and Agarwal met the con-
‘Q$Hu111 of banks in Mumbai last week. Agarwal points to
actors like the environmental concerns around iron ore
“mines and the cancellation of coal block allocations as rea-

sons for luck of sufficient margins in steelmaking. He also

makes a pitch for refinancing.
“Margins of steel companies are not sufficient toservice
interest cost and loan repayments. However, with the
. -amendment to the Mines and Minerals (Developmult and

‘Regulation) Act in 2015 and the imposition of minimum
import price on steel, we expect operating margins to im-
- prove to be able to service the loans if the debt is re-fi-

‘nanced to sustainable levels,” he says. A clause in the
MMDR Acthad bar rLdtlansfel of mines that were notallot-
ted via auctions.

“* Visa’s debt pile is small compared with bigger infrastruc
ture-focused conglomerates where the borrowings are 10
""" times larger. Credit Suisse, in an October 2015 update to a

‘report first done in 2012, wrote about 10 such groups and
pointed out that at least five of these ulready have debt on
eir books marked as default (see Dddult Rated Debt has

> months on, many of these groups are pulling outall

to reduce debt via asset sales. For instance, with the
latest sale of its cement plants, the Jay-
pee group has been able to bring
down its debt from roughly ¥75,000
crore (as per the Credit Suisse report)
to 38,000 crore, says chairman
Manoj Gaur (scee interview “I Have No
Intention to Flee”). And last week Vid-
eocon inked a deal to sell its 4G spec-
trum to Bharti for 4,000 crore. A
similar deal with Idea Cellular and

» Videocon had fallen through.

A spokesperson of the Ruias’ Essar
Steel says it has repaid loans worth
¥20,000 crore in the last three years.
It has further plans to sell three of its
units, pipelines in Odisha and Vi-
sakhapatnam and a coke-oven plant,
to bring down debt. Itsold the Odisha
pipeline and leased it back for its own

use. However, the RBI has now pro-
fau ter d hibited such deals. The spokespexr’)son
Strategzc debl  saidthatEssar Steel would now not be
resfructurzng able to sell its coke oven plant and the

Vizag pipeline.
proposazcanb It is quite apparent that there will
ablessingin  be any casy soluti

not be any casy solutions to the debt
dl.sguise EISh@ plji)]?)lem. Opvr;\ling] 111;11‘gi11§, which
SN will be strong enough to service exist:
Cangetnd O/ his ingdebt,necdcithclr structural chang-
responsl 1bilifies” es in sectors like power and infra-
E ' structure — where the government is
aggressively pushing through reforms
*— or global turnarounds in cyclical in-
~dustries like steel. Umarji of IBA even
suggests that the government take up

i “all the infrastructure projects, com-
e plete them and pay off the banks.

“Amit Tandon, managing director of proxy advisory firm
1IAS, 'sees this phase as the end of an era. He says that while
the licence-raj crony disappeared after 1991, the last decade
+'saw the emergence of resource cronies. “This is areac-
; nonto resource- based crony-capltahsm Compamcs

Deepak Narang, :

pames hk(. Infosys Ifeelaresetis mkmz, place
and this phase will end up raising the bar.”
*"Prithvi Haldea, chairman of Prime Database
Group, a firm monitoring primary markets,
. feelsthe debt quagmire will play out over another
- three’ to four years. “This is the first time we are
seeing this kind of a clean-up,” he says. “There willbe
5rnore pam The worstis yet tocome.” &

- (Additional reporting by Malini Goyal)




