
Results of Axis Bank for the quarter ended September
were in line with street expectations at the level of net in-
terest income (NII).

NII, or the difference between interest earned and in-
terest expended, increased 25.8% year on year to Rs
1,149.68 crore. This was mainly because of an 80 basis
points (bps; 100 bps make a percentage point) year-on-year
decline in the cost of funds to 5.4%, due to which the in-
terest expended grew at a slower pace (4.8%) even as in-
terest earned rose 12.3%. Share of demand deposits stood
at 39% of the total daily average deposits compared with
37% in the June quarter. This too helped NII grow.

The decrease in cost of
funds and strong NII
growth boosted net interest
margin (NIM), which is the
NII expressed as a percent-
age of the bank’s average
assets. NIM increased to
3.52% as against 3.34% in
the June quarter and 3.51%
in September last year.

Axis Bank’s current ac-
count and savings account
(CASA) ratio improved 300
basis points year on year to
43%. This augurs well for
the bank since the interest
rate offered on CASA deposits is much lower than on say
fixed deposits.

At the net level, however, Axis Bank’s numbers missed
some analysts’ expectations. Net profit increased 31.9% to
Rs 531.64 crore, mainly helped by a 53.4% rise in other in-
come to Rs 1,065.58 crore. Other income of banks includes
fees, commissions, and trading and treasury income.
Trading profits grew to a whopping Rs 224 crore from Rs
36 crore in September last year. Growth in fee income was
slower at 15%, which, an analyst said, can be attributed
to a decline in capital market fees.

The percentage of net bad loans stood at 0.45% as
against 0.43% last year. However, in a sign of deteriora-
tion in asset quality, the gross bad loans increased to
1.21% from 0.91% last year and provisions increased by a
whopping 95% to Rs 498.89 crore.

At Rs 1,012.75, the stock trades at 2.6 times its book val-
ue of Rs 373.3 as of September 2009. Investors could con-
sider it on declines.

Housing Development and Finance Corporation
(HDFC), India’s biggest home loan lender, has reported
a 24.3% increase in its net profit for the September quar-
ter to Rs 664 crore even though operating income rose
only 8.8% to Rs 2,844.8 crore.

This was primarily achieved on the back of a slower
increase in interest expense vis-a-vis operating income:
interest expense grew 4.5% to Rs 1,836.5 crore as against
the 8.8% growth in operating income.

Interest expense grew slower despite the fact that un-
like banks, HDFC does not have access to low-cost cur-
rent and savings account
deposits. With the market
flush with liquidity, and
wholesale borrowing costs
lower, the mortgage lender
was able to shift from retail
deposits to cheap short-end
funds with low rollover
risk, which banks have
been hungry to fund.
HDFC raised around Rs
4,000 crore through two-
and three-year non con-
vertible debentures.

This ability to control
the cost of funds also helped HDFC take on public sec-
tor banks, which have started an interest rate war in the
home loan segment, without losing its margins. The
company managed to maintain a spread (the difference
between the interest it earns on loans given and the in-
terest it pays on money borrowed to give those loans) at
2.12% as against 2.19% last quarter.

Disbursements during the quarter were at Rs 13,744
crore as against Rs 8,688 crore the previous quarter, in-
dicating people are back to buying real estate.

A 171.7% jump in profit on sale of investment to Rs
61.3 crore also boosted net profit. “Profit on sale of in-
vestment was high as we booked some amount of profit
when (equity) markets were good. We booked profit
where we do not have strategic, core investment,” Keki
Mistry, managing director and vice-chairman, HDFC
said.

The company was also able to keep its loan-to-value
ratio at 68%, which helped it prevent defaults.

The HDFC stock closed the day 2.25% up at Rs 2,758.30.
The results came in after market hours.

Pallavi Pengonda (p_pallavi@dnaindia.net)
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Ambani feud reveals ‘policy vacuum’ on natural resources
Paranjoy Guha Thakurta

Over the past
three months,
hardly a day has
gone by without
the sibling rival-
ry between the
Ambani broth-
ers hogging the

headlines. But in the brouhaha
over the allocation and pricing of
natural gas from the Krishna-Go-
davari (KG) basin, one aspect has
often been ignored: that at the
root of the controversy is the
Union government’s inability to
formulate a coherent, rational,
fair and transparent gas utilisa-
tion policy.

On October 6, V K Sibal, direc-
tor general of hydrocarbons
(DGH), under attack for alleged-
ly favouring the Mukesh Am-
bani-led Reliance Industries
(RIL), sought government pro-
tection saying he saw a threat to
his life from those associated
with the corporate group con-
trolled by Anil Ambani,
Mukesh’s estranged younger
brother.

The allegation was promptly
denied by a spokesperson of the

Anil Dhirubhai Ambani Group
(ADAG) on a day the group 
filed an application in the
Supreme Court claiming a nexus
between RIL and the DGH to ap-
prove a more than threefold in-
crease in the capital expenditure
(capex) incurred by RIL to exploit
KG gas.

The following day (October 7),
the DGH put out full-page adver-
tisements in newspapers justify-
ing the hike in capex. And the
media reported on how the Cen-
tral Vigilance Commission had
asked the country’s premier po-
lice investigating agency, the
Central Bureau of Investigation
(CBI) to “discreetly” probe alle-
gations of whether Sibal and his
family actually received person-
al favours from RIL and others.

A senior executive who works
for one of the squabbling Am-
bani siblings, two of India’s rich-
est men and among the ten
wealthiest individuals on this
planet by a Forbes count, once
told me off the record, “Women
have mud plastered over their
faces because their skins glow
thereafter and they appear pret-
tier. In India’s corporate sector,
when muck is flung by business

tycoons at each other and against
their political mentors, one only
hopes the mud-slinging will
bring about some good, some
cleansing of the country’s crony
capitalist system and some trans-
parency in the working of the
murky nexus between big busi-
ness and politics.”

We were sitting in his office
and discussing what prompted
the younger Ambani sibling to
publicly lash out against not only
Mukesh but also against the min-
istry of petroleum & natural gas
and, by default, its most impor-
tant functionary cabinet minis-
ter Murli Deora.

I recalled how Anil’s father, the
late Dhirubhai Ambani, founder
of the Reliance industrial em-

pire, had openly flaunted his
proximity to former prime min-
ister Indira Gandhi. After she re-
turned to power in the 1980 gen-
eral elections, Dhirubhai in fact
shared a platform with her at a
victory rally. Those were days
when few businessmen in India
were so public about their politi-
cal predilections.

More recently, I interviewed
one of the country’s foremost ex-
perts on energy and power,
Surya P Sethi, who has just re-
tired from the government after
serving as principal adviser to
the Planning Commission for
nearly eight years and having
worked outside India for nearly
two decades on various infra-
structure and energy projects in

at least 30 countries.
Sethi told me that even if the

Ambani siblings “settled” their
dispute, the crucial issue that
would remain unresolved would
be the need to fill up the “policy
vacuum” with a set of norms for
allocation of natural gas that are
“credible and defensible.”

He said he unsuccessfully op-
posed a formula-driven method-
ology for pricing natural gas that
is used to price liquefied natural
gas (LNG), which is a separate
product. He added that a study
conducted by the public sector
GAIL (formerly Gas Authority of
India Ltd) on policies pursued in
as many as 39 countries had in-
dicated that there was no prece-
dent for formula-based pricing of
natural gas.

Thus, in the opinion of this
expert and others, the natural
gas sector in India is structured
in a flawed manner so that the
control of production, trans-
portation and distribution of
gas is so monopolistic that 
it results in “non-competitive”
behaviour, which includes cor-
nering of concessions and
“predatory pricing” by private
contractors.

I, for one, am fully convinced
by this logic and intend co-au-
thoring a book on the wider di-
mensions of the dispute —- such
as the manner in which the
country’s resources are utilised
and priced and the infamous
nexus between private capital,
government bureaucracy and
political leaders.

It is easy for Deora and his
friends to claim that the natural
gas that lies beneath the bed of
the Bay of Bengal does not be-
long to either of the Ambani
brothers, but to the government.
However, the crucial question
that arises is whether the gov-
ernment is indeed acting on be-
half of the people of the country
as a custodian of its national re-
sources or as a partisan player.

The Supreme Court starts
hearing the legal dispute from
October 20. The apex court’s de-
cision could set an important
precedent on the role of the 
government and private corpo-
rate entities in controlling the
country’s natural resources and
the future of crony capitalism in
India.

The writer is a journalist, and an 
analyst of India’s political economy.

SC VERDICT ON THE CASE COULD SET A PRECEDENT ON ROLE OF GOVT AND PRIVATE ENTITIES ON UTILISATION OF SUCH ASSETS

G Seetharaman. Mumbai

Funds are invariably a pressing is-
sue for most entrepreneurs, more so
for those starting or running a small
or medium enterprise.

Though venture capital (VC) and
private equity (PE) funding has
grown considerably in the last
decade or so, micro, small & medium
enterprises (MSMEs) are still found-
ed mostly with the entrepreneur’s
own money or, in some cases, with
loans from banks.

Ramesh Kumar, MD and CEO,
Zwirn Pragati Capfin, a Delhi-based
non-banking finance company
which is into VC funding and micro-
finance, said PE opportunities in In-
dia vis-a-vis globally are relatively

not much. “And whenever they have
been realised, it’s the larger players
who have benefited,” he said.

Whatever funding happens for
MSMEs is late-stage funding, when
risks for the investors are less than at
the time of founding of the company.

Between January 2008 and July
2009, there have been only 35 deals
worth Rs 937.5 crore by seven VC/ PE
funds with MSMEs. “The require-
ment is at least 40-50 times more,”
Kumar said. India has over 15 mil-
lion MSME units.

The downturn played its part in
further slowing momentum in PE
funding for MSMEs. Seed funding, or
early stage funding, for MSMEs
dropped nearly 90% in 2008, while
late-stage funding was relatively un-
affected, an industry expert said.

According to a report by data serv-
ice provider Venture Intelligence, the
first nine months of 2009 saw 140
deals worth $2.36 billion compared
with 365 deals valued at $9.48 billion

in the same period last year. Though
things are better than a few months
back, PE activity is expected to be
subdued over the next 12 months.

So what ails PE funding in
MSMEs? 

“Lack of awareness is a primary
issue,” said Chandrakant Salunkhe,
president, SME Chamber of India.

Moreover, any proposal from an

MSME is looked at with skepticism
because of a lack of business plan
and transparency. Harsh Kaul, CEO,
Sidbi VC, said given the stringent
norms, only 10% of the MSME units
will qualify for funding.

“I come across issues like income-
tax and provident fund default in
MSMEs,” Kaul said.

An entrepreneur running an en-

gineering unit near Coimbatore, re-
questing anonymity, said he ap-
proached a couple of PE firms two
years back. “But they said my books
were not clean enough,” he said.

N A Raghu, MD, Chennai-based
Technoplus Services, which does
boiler and energy audits, did not find
the going any easier when he tried
sourcing funds for two of his friends’
firms. “One is a Rs 150 crore edible
oil company and the other one is into
trading carbon credits. Both are prof-
itable. I approached various PE funds
everywhere, but their response was
not better than that of banks, which
were not very helpful themselves,”
he told DNA Money.

Sangeeta Modi, partner at Aureos
India Advisers, a PE fund manager,
said a PE fund normally looks at 300-
400 companies every year, of which
only about 100 are MSMEs. “They fi-
nally invest in 3-4 companies. So
MSMEs attracting PE funding is in-
deed difficult,” Modi said.

PE funding elusive for most SMEs
Only 35 deals have been
signed between Jan
2008 and July 2009

Vivek Seal. New Delhi

IT spending in India is expected to reach
$37.6 billion by 2013, as new business —
mainly the small- and medium-sized ones
— adopt the technology, according to a
study by research firm IDC.

Spending on
IT in India will
reach $22.6 bil-
lion by 2009-
end, and is ex-
pected to grow
11.8 % till 2013,
when IT as a
percentage of
gross domestic
product (GDP)
would increase
from 1.8 % to
2.3 %.

The IT mar-
ket will drive
the creation of
nearly 7,000 new businesses and 3.24 lakh
new jobs between 2009 and 2013. The
growth in the new companies would be led
by small and locally-owned organisations,
the study said.

In 2009, spending on packaged software
will be 12% of the total IT spending in 2009
and 45% of spending would be on IT em-
ployment that will be software-related.

IT spending to hit
$37.6 bn by 2013

Empty pipeline 
The first nine months of 2009 saw
140 deals worth $2.36 billion com-
pared with 365 deals valued at $9.48
billion in the same period last year 
Seed funding dropped nearly 90% in
2008, while late-stage funding was
relatively unaffected, an industry
expert said  
Whatever funding happens for
MSMEs is late-stage funding, when
risks for investors are less than at
the time of the company’s founding

K V Ramana. Hyderabad

Andhra Pradesh’s oil & gas com-
pany has won four blocks in the
eighth round of New Exploration
Licensing Policy (Nelp) bidding.
All the four blocks are located in
the Krishna-Godavari basin.

The AP Gas Infrastructure Corp
(APGIC) holds a 10% stake in all
four bids. APGIC is a joint venture
between AP Industrial Infrastruc-
ture Corp (APIIC) and AP Genco,
the power generation utility of the
government.

ONGC is the consortium leader
in all the four winning bids, with
other players having different
stake holding.

While one of the blocks is a deep
water block, three are shallow wa-
ter blocks.

The deep water block is said to
be near the D6 block of Reliance In-
dustries. ONGC holds 40% in this
block followed by British Petrole-
um, which holds 35%. Oil India
holds 15% and APGIC holds 10%.

In the three shallow water
blocks too, ONGC holds the biggest
stake. One block is completely
owned by ONGC and APGIC with
the former holding 90% stake; the
second is jointly owned by ONGC
(80%), NTPC (10%) and APGIC
(10%) and the third has four part-

ners — ONGC (50%), Oil India
(30%), NTPC (10%) and APGIC
(10%).

State officials refused to react on
the bid results, since chief minis-
ter K Rosaiah is expected to make
an official announcement on the
oil & gas foray on Tuesday.

The Andhra government was
trying to follow the Gujarat model
of securing gas supplies as the
owner of gas blocks.

However, with the rules having
changed and the empowered group
of ministers (eGoM) deciding on
the price of gas and on who gets
how much of it, the government’s
advisors do not see much merit in
investing billions of dollars in the
venture.

“The investment would not be
more than Rs 1,500 crore. The state
as partner would look at facilitat-

ing the exploration and other re-
lated activities either by allotting
land at the landing point or offer-
ing the right of way for laying
pipelines, etc,” an official ex-
plained.

“Going by the RIL experience,
even if we own a block or two, we
have to still go through the eGoM.
Owning a block need not necessar-
ily guarantee gas supplies for the
state government requirements,”
the official added.

AP was planning to create addi-
tional power generation capacity
once gas supplies were secured, ei-
ther on its own or through some di-
rect agreement with one of the
block owners.

It was with this plan in mind
that the government decided to
make AP Genco one of the part-
ners in the APGIC.

Holds 10% stake in 
each block

Ashish Tiwari. Mumbai

Realtors’ new financial
mantra — qualified insti-
tutional placement (QIP)
— has not only improved
their leverage ratio, but
also improved the overall
outlook of investors to-
wards the sector.

However, this is only a
short-term solution, says
Crisil Research in its lat-
est realty report.

“QIP route should not
be considered a fund-rais-
ing tool, but as the last and
undesirable alternative to
internal accruals. Never-
theless, as of now, QIPs

have helped to grant a sig-
nificant and much needed,
albeit short-term, respite
to the real estate indus-
try,” said Prashu Bareda,
analyst, Crisil Research.

If the sector has to re-
cover from past miscalcu-
lations, a strong rebound
in demand is imperative.
“In majority of recent QIP
issues, the amount raised
has been used to repay
debt, as most developers
were being pressurised
greatly by banks and insti-
tutions to repay their
short-term borrowings.
Thus, the funds helped
them reduce the short-

term liquidity pressures,”
Sudhir Nair, head-Crisil
Research, said in the re-
port.

The analysts feel QIPs
dilute the shareholders’
stake. Take Unitech for ex-
ample. Promoter share-
holding in the New Delhi-
based realtor declined
from 64.5% to 43.8% after
two successive QIP issues
earlier this year.

“Thus, it is always a
tradeoff between stake di-
lution and raising money,
and hence, it is the last re-
sort to generate funds,”
said Binaifer Jehani,
team leader, Crisil Re-
search.

Among realtors that
raised QIP till mid-August
2009, include Unitech (two
issues), Indiabulls Real
Estate, HDIL and Sobha
Developers. The promot-
ers of DLF also offloaded
some part of their stake to
QIBs, but not through QIP,
as the existing equity was
diluted and no fresh is-
sues were made.

Realtor QIPs a short-term respite: Crisil

Andhra co bags 4
blocks in Nelp VIII

Drilling rights 
ONGC is the consortium leader
in all the four winning bids, with
other players having different
stake holding 
One of the blocks is a deep
water block, said to be near
RIL’s D6 block, while three are
shallow water blocks 
An official said the state’s
investment would ‘not be 
more than Rs 1,500 crore’ 
and that AP would look at 
facilitating exploration
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Nelp VIII...
The dip was also visible in the

number of participating companies,
which fell to 45 from 95 last year.
Number of foreign companies fell to
7 from 21. As a result, total number of
bids, across all blocks, slipped to 76
from 181 last year. The situation, how-
ever, was better in case of coal bed
auction for extracting gas (methane).
The science behind locating and ex-
tracting coal gas is simpler that find-
ing oil and gas in partially explored
blocks. As a result, against an aver-
age of around 1 bid per block in the
oil and gas round, coal bed auction
saw a total of 26 bids for 8 out of the
10 blocks on offer. Two blocks, locat-
ed in Jharkhand, remained unbid for.

The surprise winner in the coal
gas auctions was Ahmedabad-based
Deep Industries which saw off stiff
competition from Essar Energy.
(With Agencies) 

IIP shows...
Industries that have fared well

during April-August 2009 in terms of
incremental production rate include
machinery & equipment (9.5%),
transport equipment (9.1%), rubber,
plastic & allied industries (13.2%),
and wood & wood products (11.8%).
Growth was sluggish in food prod-
ucts (-12.6%), metal products (-0.2%),
cotton textiles (0.7%), paper (2.7%)
and leather (1.3%).

RCom revenues
For the same year, the company

under-reported its revenues to Trai,
as a result of which it allegedly
evaded licence fees and spectrum
charges worth Rs 224.79 crore.

In 2006-07, RCom allegedly under-
reported revenues to the regulator,
leading to a loss of Rs 91.11 crore to
the exchequer. So, in the past two
years, the government is estimated
to have lost around Rs 315.90 crore in
licence fees and spectrum charges
from RCom alone.

An RCom reponse to the audit re-
port said corporate rivals were be-
hind the leak of the information.
But it refuted any inflation of rev-
enues. RCom says that it had itself
disclosed the divergence between
the revenues disclosed to Trai and
the numbers disclosed in the finan-
cial reports.

Telecom companies pay annual li-
cence fees and spectrum charges to
DoT based on their UASL (united ac-
cess service licence) revenues. All
service providers need to report
their revenues under various heads
to Trai.

While pointing out that the spe-

cial auditor had not discussed the
report or its findings with RCom, a
company official said that all rev-
enues for the financial year 2006-07
and 2007-08 were “correctly report-
ed in RCom’s audited accounts.
RCom has stressed that it is “in full
compliance of licence terms and
conditions” and that the “alleged
comments of the special auditor do
not reflect any under-reporting of
revenue share or licence fee”.

While RCom was the first compa-
ny to be audited, DoT has decided to
broadbase the scrutiny subsequent-
ly. While some telcos clubbed non-
voice revenues with internet servic-
es, others were found to be showing
unusual growth in revenues under
the long-distance segment. The an-
nual licence fee to be paid to the
government for access services (lo-
cal mobile) is much higher than the
6% of revenues charged for long-dis-
tance services.

“We received complaints about
some other operators, so we decided
to order an audit into the accounts
of all leading telecom operators,”
said a senior DoT official. Audit re-
ports into the accounts of Bharti
Airtel, Vodafone, Idea Cellular, and
Tata Teleservices are awaited.

According to the RCom audit re-
port, “there has been under-report-
ing of revenue for the purpose of
payment of revenue share and un-
der-payment of licence fee and spec-
trum fees”. It has further said that,
“some of the revenues accruing to
the companies which are liable to be
recognised as revenue in accor-
dance with AS-9 (accounting stan-
dard-9), has not been recognised so,
and in particular, the companies
have netted off the discount in the
nature of commission on sale of
pre-paid cards and accounted only
the net realised consideration as
revenue, which has an adverse im-
pact on the AGR (gross revenues), li-
cence fee and spectrum charges.”

The auditor has added that the
“reconciliation of wireless revenue
between the revenue reported by the
company on a consolidated basis to
the stock exchanges and the wire-
less revenues reported to Trai re-
veals that the consolidated wireless
revenue earned as accounted in the
books by RCom and its subsidiaries
from provision of wireless services
to wireless subscribers in India un-
der the UAS licence is Rs 12,298
crore in 2007-08, as against the con-
solidated revenue reported under
wireless segment of Rs 15,213
crore.”

DoT has confirmed the receipt of
the auditor report on RCom but is
yet to study it, according to an offi-
cial.


