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See no immediate need for raising funds: IFCI

Published on Mon, Aug 24, 2009 
Here is a verbatim transcript of the exclusive interview with Atul Kumar Rai on CNBC-TV18. 
Last week, government nominees on the board of IFCI had sought clarity on the valuation that IFCI paid for its 5% stake in MCX-SX at Rs 35 per share. Commenting on the same, Atul Kumar Rai, Chief Executive Officer and Managing Director, IFCI, said [image: image1.png]g moneycontrol.com
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that talks on valuations made by MCX-SX were on at a board level. “The valuations are based on benefits from capital markets and on asset value when operations begin.”

Further, Rai said that the company would look at raising money via private placement. However, he added that they were looking to get the instruments rated before raising money.Rai did not rule out strategic investment in company. But said there was no immediate plan of a banking licence nor was there an immediate need of raising equity capital.
Q: What would be your explanation to the government nominees? They seem to be asking questions about Rs 35 valuation for Multi Commodity Exchange-Stock Exchange (MCX-SX)?

A: The formal position with regards to the communication from the Director is that it is a privilege communication. The Company’s Act lays down how the Director of a company needs to communicate or not—there is a procedure for it. I do not need to be fair though I have the privilege of being on CNBC-TV18 today to talk about what a Director or a group of Directors might believe about certain aspects of the deal. I think that is a matter which will have to be discussed at the board level and it will only be proper for me to be able to talk to you thereafter. 

Q: Could you talk about the rational that you had in mind when you picked up MCX-SX stake and the valuation that you arrived at because that’s a fair answer that your shareholders would want to know as well?

A: Absolutely. I think that deal, which was done on July 18, is a public knowledge now. We basically had two kinds of consideration—first, what is this exchange all about and MCX-SX is aimed at filling up certain gaps in the capital market. I would draw your attention to the report of Dr RH Patil Committee where they have identified certain gaps which the capital market still needs to fill up. So we do expect that the MCX-SX is going to play an important role in that category—that it would be able to generate better resource allocation in the economy and as a consequence of that is also going to create value for those who are engaged in it. So it is not on a hunch or intuition that this deal was done.

Secondly, IFCI as an entity has been engaged in promotion of institutions. As one would know we have been a promoter of the National Stock Exchange (NSE) and a host of other entities which have prominent footprints in the capital market. So it wasn’t something which is way out of either our objectives or memorandum clause.

Third, about valuation—as I said we do expect MCX-SX to fill up important gaps in the capital market and create value. So the valuation is derive from what MCX-SX is going to be worth, where it actually starts rolling out its operations and on that basis we had taken paper to the board and we have followed the procedure and accordingly this deal was done. 

Q: What is it that you have valued MCX-SX at, because I think the question people are asking is why six weeks earlier the same kind of stake was given to two banks at Rs 10 per share and then IFCI walked in and bought the same stake or size at Rs 35 to a share?
A: As a matter of fact you are right. There is perception that the deal was done six weeks earlier or like that although I think there are three kinds of issues involved if I may explain:

(1) The class of institution; banks and IFCI are not in the same class but class of deal itself. The first allotment that you are talking about in favour of certain entities was a part of primary allocation which was arrived at sometime in November and the date of our deal is July. That deal had been concluded in November, it was only the allocation or the allotment which has taken place now.

(2) We are a different class of institution in terms of the constitution of MCX-SX banks for one category for whom certain percentages are reserved. IFCI forms another category and there is the issue of how this valuation is arrived at between two parties looking at, how this entity is going to perform. So these are three to five year kind of investments.

There are going to be more deals which will actually bear out whether IFCI has got decent valuation or not, and above all, that if there is eventuality of kind of downside that is protected for IFCI by way of allotment of additional share. So this is how the entire deal looks like and as I said the valuation is something which the market will have to bear out and I think it is something which we need to wait for rather than take a view on the basis of the few facts that might be available at this point of time. 

Q: Talking about other issues: IFCI is looking to raise about Rs 1,000 crore and you plan to do that within FY10. Any details on how you might go about it and how soon?
A: I would like to draw your attention to our legacy. As I said we had started part of our operation last year when we started doing fresh business; we have created fresh assets of Rs 3,000 crore. In some ways raising resources were the only part of our so to say wheel, which has not begun to roll. So we have been doing sporadically some raising from the market but it wasn’t substantial. Also, the way we look at IFCI is that it’s an entity where there are about a million shareholders, thus, it has some kind of recognition. So we would like to exploit or rather use it or offer an opportunity to investors to be a part of the IFCI growth story.

So that is how we look at raising some resources later on in the year. Of course the exact time will be difficult to tell right now because we are still going through the process of rating which we lost sometime in 1999-2000. Thereafter, we haven’t been rated. So we have to get our instruments rated fresh, which will take a bit of time and its only thereafter we would be able to take a call on as to when we would like to hit the market to raise the resources. 

Q: When you speak about ratings will this be a debt offering or could it be an equity offering?
A: You are absolutely right. We are now classified as non-banking financial banking companies (NBFC) is awfully long, doesn’t sound very good but the short point is that we cannot raise the money except through the private placement route. So that’s the route we are expecting to follow and we need rating, so that is what we are going through. 

Q: Where do things stand on the stake sale front from the government? Now things have changed—there are disinvestments happening, NHPC has happened, there is more in the pipeline. Have you had any conversation since we spoke to around the Union Budget on whether reigniting the IFCI stake sale? 

A: The broad view which is emerging and this includes the gist of the discussion at the level of the board as well as at the level of the other stakeholders is that when we had taken the decision to go and induct the strategic investor. We had run through a kind of process to find a destiny for IFCI which we could not succeed in. From 2003-04 onwards, initially we were trying to find a match for IFCI, an entity which could absorb this institution but because of its very poor financial condition at that time and also certain other legacy issues including workforce etc this could not materialise with the two suitors that this was taken up and at the end of 2006 we were still financially in a pretty bad shape; our accumulated losses were about Rs 4,672 crore, capital adequacy was down minus 300% or something like that. So it was a bad time that it was thought that since this is not possible to negotiate or mediate directly let a strategic investors come and let him take the institution forward in terms of what it must do and so forth. 

There have been some changes in the financial condition since then. As you know our capital adequacy is close to 20% today, we have reserves of close to Rs 3,000 crore instead of accumulated losses of minus 4,672 crore. So these things do mean certain amount of change. Globally also, one major factor has been that the kind of entity that we were looking at as a strategic investor for IFCI have had problems in their own size today and they are not looking healthiest kind of partners to be able to define the destiny for institution like IFCI. So these are the kind of things which we need to look at and what we need to decide essentially is what would be the timing of raising issues, we don’t need capital so what will be the timing, what will be the mode, which are the entities that should be looked at, what should be the kind of process that should be run, etc. So these are things I think in the last three years since we have run through this process last time around have undergone some change and need to be looked at little more closely and only thereafter can we determine and we should determine as to how we need to go about this process. 

Q: But there is consensus on that, that it will be a strategic investor not a financial investor because that will involve the decision on the quantum of stake that you put up for offer as well?
A: In some ways if you look at our stock, you will see that the entire stock is available—if there is nobody who is talking a strategic investor or an investor coming into IFCI, virtually 50% of the share is held by the public, just about 30% is held by institutions owned by the government and so on and so forth. So in some ways, you know that if there is value in the company, it is a company which should be looked at from the point of view of being stepped into. So I agree with you that we need to take a conscious decision on how this process should shape up and in terms of the future of IFCI and so on and so forth.

Unfortunately, at this point of time, when the financial world is looking very uncertain in terms of what is going to be the regulatory architecture, what is going to be the view of the Central Bank on the entities, what kind of businesses they are allowed to do, what should be their capital, what should be the mode of regulation, how big they should be, et al. These are things which bring in a certain amount of uncertainty and these are things which need to be clearer to us before we can look at the process as a whole.

Q: You are probably saying something very important here. If you are saying that you have got Rs 3,000 crore of cash and you don’t need cash, you are only going to raise debt capital later in the year and the global suitors you once thought might add a lot of value, seem not in a position to add great strategic value, then are you saying that you are disinclined now to continue with the strategic stake sell, which seems very important for IFCI, because it neither gets you capital which you require nor any strategic expertise or input, so why go ahead with it?
A: I am not saying that, all I am saying is that these are events that have occurred since the last time we took the view. As you know—I don’t want to take any names—investment banks kind of institutions etc have faced the problem in their own domiciles and probably they were the entities which were the frontrunners and the only financial bid that we had received was a bid by two entities together. One of them was an entity which I don’t think survives in its present form. So these are issues which we need to take into account. I am not saying that strategic investment is ruled out or there is a perception that this is no longer required—that is not the point. The point is that there is a certain amount of uncertainty, there is certain amount of shift in the facts which we had before us at that point of time. These need to be taken on board and they need to inform what should be the process like more on the kind of process that it should be there. 

Q: The conclusion that you seem to be hinting towards is that, given these facts there should not be any tearing rush to go ahead with a strategic stake sale, you can continue with the current management on your present team, raise some more capital and get back on the lending path which you had abandoned over the last couple of years and grow ironically. Is that what you are veering towards?
A: I think I would like to put it the other way round. What you are saying is exactly what managements have to do. Whatever you are saying is the job of the management in IFCI. After all when the process did not succeed after having run through it, we could not ultimately. There was a point of time when we could not have said that the process has not succeeded. So I don’t know what to do. So we have to do all these things. At the same time, for the future, for the medium-term or as quickly as these clouds clear out, this is an issue which is the ‘do or die’ issue for IFCI. What kind of direction does it take.

We know that there are certain legacy factors etc, which need to be taken into account to clear it up and those are also been largely dependent on the strategic sale. As far as I think this is a process which we need to consciously undertake but after looking into what is going to be the mode and if for instance, the example that you gave that we have enough capital, doesn’t mean that we cant have a strategic investor. The only thing is that maybe we need to issue warrants a three- to five-year or something like that kind of warrants. As we go along, the strategic investor steps in and buys and that also probably leads to better value realization from the process for the share holders. 

Q: To aid this situation both in terms of debt raising or strategic investors, IFCI Bank would sound a whole lot better than IFCI NBFC and there has been a consistent talk that IFCI is in the line for getting a banking license, would you like to comment on that?
A: That is something that I really can’t comment on. Apart from quoting that, the process of relooking at the opening up of the banking space, which was supposed to be initiated in 2009 officially has been put off by the Reserve Bank of India (RBI) in view of the global uncertainties and economic recession.

So I think that is the official stand, as and when the pace opens up and if that is to say something which is IFCI even if we can look at it in terms of its own capital management competency so on and so forth. Obviously you know that in our economic environment banks are privileged entity and it is something that should be looked at and I would not deny that. But as I said, immediately, if there is a talk, then I am not certainly aware of that talk and as I said officially, we understand this is something that is going to take a little more time.

Q: You spoke about the warrants route for eventually if there is a potential strategic investor, that’s important because if the strategic investor buys warrants and converts it five years down the line, that will get capital into IFCI and yet will not get capital into the hands of people who are waiting for an open offer whenever a strategic sale happens, is that a conscious thought that you do not want them to buy equity and make an open offer rather do go the warrants route which gets in money but not in the hands of secondary share holders but only into IFCI? 
A: I was looking at the kinds of options which are there and I did not mean that this is the path which we would take, what happens is that when you do that kind of a thing, that takes care of the lack of immediate requirement of the capital, if I don’t need capital now then I must allow capital to come in as and when I need it that was the idea and obviously it might even be better valuations, however that is something what you were saying probably is another way of looking at it, that if you go on for another public issue or something like that then maybe you have a better realization, so these are several kind of options, the most important is that strategic investment option is consistent in certain mode that is just either we give 26% or whatever a certain percentage with a follow on from them and then the second one is that we allow strategic investor to step in right away but convert and get the equity over time, this is an option, I am not saying that this is something that I am inclined to consider this is something obviously which the board will consider depending upon the capital requirements and interest of the existing stake and share holders as well.
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