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REPORT OF THE COMMITTEE ON DISINVESTMENT OF SHARES IN

PUBLIC SECTOR ENTERPRISES

1. INTRODUCTION

1.1 Ihas been decided bythe Government of Indiathat thescheme of disinvestment of

cquity in public sector enterpriseswhichcommenced in 1991-92wouldcontinue through

1992-93. Inview of theabove,the Ministry of Finance, Depart�ment ofEconomic Affairs

vìde their Office Memorandum No.14/1/SE/92 dated 26.2.92 had appointed a Committee

with Shri V. Krishnamurthy, Member, Planning Commission as its Chairman, with

Sarvashri KP.Geetha Krishnan, Montek Singh Ahluwalia, Suresh Kumar, Ashok

Desai, S.S. Nadkarni as Members and Shri Kamal Pande of Departmentof Economic

Affairs as its Member Secretary, The tems of reference of the Committee are as

follows:

() To devise criteria forselection of Public Sector Enterprises fordisinvestment

during 1992-93;

(1) To advise on limits on the percentage of equity to be disinvested in respect of

such Public Sector Enterprises;

(1) Tosuggestthe target clientele including Mutual Funds, Financial Institutions,

Banks, Employees, Resident Investors, Non-Resident Indians, Foreign

Institutional Investors etc.;

(iv) To makesuggestions onthe modus operandi of disinvestment, whether through

public offers or private placements;

() To lay down the criteria for valuation of equity shares of Public Sector

Enterprises;

(vi) To make recommendationson any other subject matter germane to the

disinvestment plan.

1.2The Committee held three meetings on March 31, 1992, April 24,1992 and May 13,

1992. On the advice of the then Governorof Reserve Bank of India, the Committee

temporarily co-opted Mr. D.Basu, Deputy Managing Director, State Bank of India, as

Member because of his expert knowledgeon this subject. The Committeealso had the

benefit of detailed analysis donebythe officersof the Departmentof Economic Affairs

and Departmentof Public Enterprises.

1.3 The Government reconstituted the Committee in November 1992 with Dr. C.

Rangarajan, Member, Planning Commission as Chairmanand Dr. Y.VenugopalReddy

as Member Secretary. TheChaiman and Member Secretary held informal meeings
with some members of the Committe; discussed issues with selected managers of

PSUs; perused recent publications,reports of seminars, letters/suggestions received

from individuals, institutions,trade union leaders at Ministry of Finance: obtained the

advice ofChairman,SEBI in the light of subsequent developments; sought advice of

Dr.L.C. Gupla of The Society for Capital Market Research and Development; and

drew upon the research work already conducted by the Institute of Public Enterprise,

Hyderabad.The Committee then met on December 31st 1992 and January l, 1993 for

detailed discussions.



1.4 In its general approach, the Committee was guided by several important

factors suchas:

(a) the contributions made by the public sector in general to economic

development, and entrepreneurial skills:

(b) the institutional, technological and fiscal compulsions that haveled to a review

of public sector investment;

(c) the experience gained in disinvestment in the recent past,taking into account

the unusual circumstances in capital markets;

(d) the need to enhancethe competitive strength and ensure expansion of these

enterprises while protecting the interests of workers; and

(e) above all, the requirement of consistency with the ongoing economicreforms

in the areas of industrial licensing, foreign trade and investrnent and financial

sector.

2. CRITERIA FOR SELECTION OF PUBLIC SECTOR

ENTERPRISES FOR DISINVESTMENT DURING 1992-93.

2.1 The Committee noted that the Government disinvested its shareholding in 30

Public Sector Enterprises during 1991-92. The extent of disinvestment worked out to

about 8% of the Govermment shareholding in these enterprises and the total amount

realised was Rs.3038crores.

2.2 The present status of disinvestment during 1992-93 may be summarised as

follows:

(a) Advertisement was given inviting tenders for purchase of shares of & Central

PSUs,namely,Steel Authority
of IndiaLimited, Bharat Petroleum Corporation

Limited, Hindustan Petroleum Corporation of India Limited, Hindustan Zinc

Limited, Rashtriya Chemicals and Fertilizers Limited, HMT Limited,

National Aluminium Company Limited and Neyveli Lignite Corporation of

India Limited. The last date forreceipt of tenders was extended to 14.10.1992,

to enable a wider response.

(b) A minimum reserve price was fixed on the basis of recommendationsof three

merchant bankers - Industrial Credit and Investment Corporation of India,

Industrial Development Bank ofIndia and SBI Capital Markets Ltd.

(c) Having this criterion,the bids eligible for acceptance amountedtoa total sale

value of Rs.681.95 crores for 12.87 crore shares in the eight companies.

(d) Advertisement was again issued on November 28, 1992for disinvestment of

shares in 14 PSEs. The extended terminal date for reviewing the bids was

December 22, 1992.The bids for 12 of these companiesfor a value of

Rs.1183.3 crores were accepted. The average price realisation per share

disinvested in the secondround wassubstantially lowerthan the price realised

in October1992.

(e) The governmentinvited athird round ofbids for saleof equity in 15PSEs for a

total of 553 million shares in March 1993.While bids were received, it was
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()The governmenthas also decided inprinciple to disinvestshares in selected

companies in favour of employecs during 1992-93.

2.3 The Committee further noted the following features relevant to the policy of

disinvestment for the rest of the financial year:

(a) The financialyear 1992-93 is about to end.

(b) Though listing of shares ofmany PSEs has been completed, there is little or no

trading in most of them. n fact, many of the mutual funds and financial

institutions which have acquired PSE shares have not been able to sell them in

the market. This could adversely affect forthcoming tranches of

disinvestment.

(c) The weaknesses in stock markets such as low trading volumes and non

transparent trading practices have come to the fore. The Stock markets

themselves have shown unusual volatility.

(d) As of now,it has to be recognised that there is notradinghistoryfor mostpublic

enterpriseshares.

(e) The restricted tendering and handling ofshares had to be resortedto in the past

due to unusual circumstances but more recently, enterprise- specific bids

have been invited and financial limits for bidding have also been lowered.

() It is generally agreed that a public issue by way of an offer to the membersof

public would be the most desirable option. However,if time and market

circumstances do not permitit,bid mechanisms close to a public offering should

be devised.

2.4 By the time this Report was finalised and submitted, the new financial year has

Commenced.

3. LIMITS ON THE PERCENTAGEOF EQUITY TO BE DISINVESTED

3.1 The Committee recognises the need to broadly indicate the objectives that

are soughtto be achieved through disinvestment in public sector equity :

a)

tomeet the budgetary needs which include requirements of developmental

As an immediate objective to mop up resources of non-inflationarycharacter

activities and social obligations.

b) To subserve, in the medium term, the overall fiscal objective of gradually

reducing the fiscal deficit and bringing about a positive overall impact on
future liabilities and incomeflows to Government.

c) To improve the overall economic efficiency by bringing about a more

competitive atmosphere with emphasis on the cost and quality of product and

service to the customers of public enterprise sector.

d) To enhance the efficiency of individual enterprises by imparting a new
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dynamism in the management of these enterprises through diversification of

ownership and control as also larger and freer access to the expanding capital

markets in India.

e) Torealign the extent of ownership, control and regulation in different

activities consistent with the technological needs and developments in

Industrial Policy.

3.2 The Committee, therefore, recommends that limits to the level of

disinvestment should bederived from the target level of governmentownershipin

each enterprise in the medium term. Thus:

(a) The target levels of ownership could be zero; 26% to ensure limited control

over special resolutions brought in general body meetings of the enterprise;

51% tohave effective control and 100% for full ownership.

(b) While determining the final level of govemment ownership, it must be

recognised that theremay be group specific orenterprise-specific intermediate

levels of disinvestment depending on the state of preparedness of each

enterprise,stock market conditions and the requirements of government.

(c) The desirable levels of publicownership may be reached withgreater advantage

to PE concerned and govermmentby expanding the equity base through public

offering than disinvestment.

(d) The economic efficiency and financial gains to goveimment through

disinvestment in respect of each tranche in each enterprise need to be

continuously assessed so that there is no compulsive disinvestment merely to

reach the target levels of ownership by government.

3.3 The Committee recommends the following considerations in determining the

target level of disinvestment :

(a) Target level of disinvestment for the medium term (say 5years) should be

derived from desirablelevel ofpublic ownership in an activityorunit consistent

with IndustrialPolicy.

(b) Target level of ownership should be attained through disinvestment after

fully recognising the preparatory actions mentioned in para 3.6 below.

(c) The target level of ownership in respect of all units reserved for public sector

should be 51% to enable control over management.A target levelof 26% of

public ownership may be considered in exceptional cases. Such cases may

include enterprises which currently have a dominantmarket share or where

separate identity has to be maintained for strategic reasons. In others, it

could be zero.

(d) There should be a set of specific reasons for continued government ownership

of enterprises except in sectors which are reserved for public ownership. In

all other sectors, governmentshould justify its continued holding of equity

on considerations as an investor and not as owner. The governmentmay hold

more than 26% of the total equity in enterprises with outstanding prospects, but

the investment would need to be justified on the basis of growth potential and

thescopefor largerrealisation and not onthe basisof desirability of government
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Control. The cffort should, therefore, be to disinvest the holding at the best

available price at the opportune time.

3.4 Arising from the above, the Committeeconsiders that the percentage of equity to

be disinvested shouldbe generally under49% in industriesreserved for the public sector

and over 74% in other industries.

3.S In realising such target levels, no yearwise target for disinvestment need be

ngidly prescribed but action plans have to be evolved as indicated in Chapter 7 of the

Committee's Report.

3.6 The Committee strongly recommends the following preparatorysteps :

(a) Where the PSE is not in a company fom. ()determine whether it should be

Converted into a single or multiple companies; (i) decide upon the capital

structure differentiating between debt and equity:; and (iii)evaluate whether an

independent Regulatory Commissionshould be established for the concerned

sector and, if necessary, put such a Commission in place.

(b)Estimate firmly the ongoing investment plans for expansion or modernisation

or technical collaboration.

(c) Project the pattern of financing of such expansion through additional debt or

expanded equity.

()Review existing debt-equity structureincluding scope for bonus issue to

government to capitalise accumulated reserves where the reserves are

disproportionately largein relation to the paid-up capital; where loans are

disproportionately high, re viewscope for conversion of such loans into equity

or consider other ways of distributing/lowering the burden of debt soas to

keep the equity base ata level attractive to the capital market.

(e) Examine the feasibility of issuingconvertible bonds as a measure of raising

adequate resources for the PSEs.

() Decide in the light of the above, the desirable level of equity base and the

targeted level of governmentownership.

(g) Settlethe modalities and accounting procedures for settlementof largearears,

if any, of dues payable/receivable between PSEs and the govermment, among
the PSEs or between PSEs, government and financialinstitutions.

(h) Appoint a merchant banker for each of thePSEs to assist in initiating someof
the preparatory measures mentioned above,)Arrange to create a market-friendly image for PSEs by projecting and

publicising the strong points of each PSE among the investing public in

advance of the next disinvestment exercise.

3.7 In making the aboverecommendations,the Committee explicitly recognised
thefollowing:

(a) The introduction of Golden Share' as inUK, where governmentholds a share

with special voting rights amounting to veto in some matters of importance was
considered, The Committee felt that there may be constitutionalproblems of
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discrimination and did not pursue it further. Instead,26% ownership is

suggested wherever such control is necessary.

(b) The current organisational structure of the enterprise viz., whether it is

departmental or statutorycorporation or company,by itself is not materialfor
determining the target level of ownership. In fact, organisational change,
where nceded, is part of preparatory work for disinvestment. Similarly, the

strategic importance of a unit should not be determined by the nature of the

Ministry to which it is affiliated.

(c) It is possible to visualise asset stripping (i.e. sale of either non-income
generating assets oroneof the production units in a multi-unit company)by a

PSE. This may beone of thepreparatory exercises before disinvestment in the
case of some enterprises.

(d) In somecases, it may be necessary to put a regulatory frameworkin place. In

some other cases, the regime of administered prices may have to be altered.

Further, the procedures for evaluation of bids forlarge value contractsbyPSEs

may need to be changed insome cases so as to let PSEs reap the entire benefits

of any creditpackage for the contracts instead ofgovernmentsharing such

benefits. It is necessary to complete such vital actions before and not after

disinvestment.

(e) The existing status of profitability (or loss) is not material as long as it is

ensured that the pricerealisedfor shares offered representsa net gain in terms of

future cash flows to the government.

4. MODUS OPERANDI OFDISINVESTMENT

4.1 Theprocedure of bundling shares,combining different public enterprises in lots

andrestricting the disinvestment in favour of public sector mutual funds, was adopted in

1991-92 as this was the first exercise in disinvestment. For the year 1992-93, the sale of

shares was made enterprise-wise and to a wider clientele in order to get optimum

benefits.

4.2 There are two acceptable and transparentprocesses for divestitureof government's

shareholding:

a) Offering shares of public sector enterprises at a fixed price through a

general .prospectus. The offer is made to the general public through the

medium of recognised market intermediaries.

b) Sale of equity through auction of shares amongst predetermined clientele

whose number could be as large as necessary or practicable.The reserve price

for the public sector enterprises' equity is determined with the assistance of

merchant bankers.

4.3 In addition, a third method practised worldwide for disinvestment is to transfer

the controlling interest in an enterprise to a specific firm or group of personsbased on a

negotiated price, the entire process being finalised based on certain pre-determined

objective criteria.

4.4 Two important considerations for thegovernmentin deciding the precise mode
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O disinvestment are the best meansto realise the highest nrice and the bestconrse which

WOuld savethe highest number of jobs in the enterprisedisinvested.

4.3 Al the abovemethods have their own merits and demerits. In the first aitemative of

offer for sale', difficulties may be encountered in estimating and determining the fixed'

price ifit isoffered for the first time and the shares have not actually been trading in the

stock exchange. On the other hand, this method has the advantage of spreading the

Ownership widely amongst the general public and in a transparentmanner. A pre

requisite for this method is to list the shares of enterprises in the stock exchange and

establish a trackrecord of trading. In the caseof those PEsfor which the first sale of equity

is yet to be made, or those where the track record of trading in shares is yet to be

established, the tender system would be advanta geous. Thelast methodof negotiated

salehas the advantage of direct interface with potential new owners soastospecity the
mannerof future operation of theenterprise to achieve the best social objectives. But it

has the demerit of the potential for long drawn out negotiationsand allegations of
favouritism.

4.6 The Committee,in the light of experience gathered to date recommends the

following modus operandi :

(a) Once a reasonable market price isestablished in a normal tradingatmnosphere

over a reasonable period of time and a public enterprise completes the

preparatory work, the fixed price method would be appropriate. In any case,

for expanding the equity base through capital markets,the fixed pricemethod
has to be adopted.

(b) In allother cass, the auction method with wide participation may be adopted.

(c) Close and continuous involvement of public enterprises concemed and the

merchant banker appointed for the purpose of devising the modusoperandi is

essential. In fact, disinvestment should be planned and implemented for each

enterpriseseparatelyand not in groups.

(d) PEs should have the freedom to engage merchant bankers and other
intermediaries to ensure effective and efficient exploitation of market

opportunities.

(e) Where employee-takeover is involved, appropriate modusoperandi would
have to be devised, essentially through negotiations.

() Where it is proposed to offer equity stake to existing technical collaboratorsin
thePSEs, it needs to beensured that such equity link-up is based on strategic

considerations.The choice of partner,extent of equity stake,temsof offering,

tíming etc. would need to be based on objective criteria such as access to

newer technology, scope for increasing export turnover and possibilities of

setting up third country operations. The modus operandi would thus have to

be uniquely devised.

(g) In respect of PEs which are operating as holding company structures (for

example, SAIL)orcompanies with muliple production units (like the Cement
Corporation of India), the modus operandi could be similar but the processes
have to be devised in detail and actively implemented by the PE concerned.
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(h) An enterprise-specificapproach
in the modus operandi, including timing of

issue and choosing intermediaries, is essential to meet the needs of the

government, the enteprise concerned and stock markcts.

() Costs offloatationhave to be explicitly assessed, and reasonableness of costs

ensured.

4.7 The Committee recommends that 10o of the proceeds appearsa reasonable

amount to be set apart by the governmentfor lending to the PEs concerned on

concessional ternms to meet their expansion / rationalisation needs. The Committee

recognises the need to use a part of the procecds of disinvestment for effecting

improvementsin the PEs concermed in a manner similar to earmarking a part of the

gross proceeds for the NationalRenewal Fund. Such an approach provides incentives to

the PE management to augment receipts from disinvestment.

4.8 The Committee also recognised that disinvestment of govemment equity could

be tailored to an informed process of management of external debt of the country. By

allowing PEs toswap the entire or a portion of their outstandingexternal debt with lenders

for an equity stake at negotiated prices, the twin benefit of reduction in debt service

obligations to the country as well as to the enterpriseconcerned and a betterdebt equity

gearing for the entity may be achieved.

4.9 The Committee,however, recognised that there are practical limitations to such

an approach. Debtequity swapshave been practised as part of privatisationin certain

countries with acute problems of debt overhang and servicing. Especially countries

which have defaulted on extermal payment obligation and whose debt is traded in

secondary markets at substantial discounts have resorted to this option.

4.10 The Committee concluded that the abovefactors are not relevant in the Indian

context. Thereis no comparable external debt problem for India. Therefore, there is no

practical utility in encouraging recourse to debt equity swaps in the context of

privatisation. However, it is recommended that where an individual enterprise finds

unique advantages in adopting this approach, such enterprise could beenabled todo

SO.

5. CRITERIA FOR VALUATION OF EQUITY SHARES OF PUBLIC

SECTOR ENTERPRISES

5.1 Valuation of shares in the past was generally based on the guidelines formulated

bythe Controller of Capital Issues. Currently, however,these are no longer in vogue.

In general, three methods for valuation of shares are adopted, viz., Net Asset Value

method,Profit Earming Capacity Value method and Discounted Cash Flow method.

While the NAV Would indicate the value of the assets, it would not be in a position to

indicate the profitability or income to the investors. The profit earning capacity is

generally based on the profitactually earmed oranticipated. Thediscounted cash flowis a

farmore comprehensivemethod of reflectingthe expected incomeflowsto the investors.

However, in the context of valuation of shares of public enterprises, none of the

traditional methodswould by themselves be adequate. The special circumstances that

require to be assessed in the context of valuation of shares of public enterprises

are.

(a) In the management of the public enterprises, thefocus has been on discharging
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economicand socialresponsibilities indicatedby the government rather than

on projecting profitability to the investor.

(b)Inregard to valuationof some of the assets, the book value rnight reflect land

and other facilities provided to such enterprises at lower than market cost.

(c) The structure of thedebt and equity of public enterprises had not necessarily

followed commercial norms.

(0) Many enterpriseshave had gains or losses in the past due to the effect of

administered prices. Further, recent policy measures are also affecting

immediatebusiness prospects of somePEs (e.g. STC due to decanalisation).

(e) Anumber of public enterprises have alreadyinvested heavily in projects under

Construction and some of them have ambitious expansion programmes.)No effort has been made to project in the publiceye and in the market, the

Strengths of these enterprises in the past for a variety of reasons.

(g) While in some activities such as cement, there are private enterpriseswinos
Shares are listed and tradedin the market, thereare certain other activities where

there are noprivate enterprises involved in the same activity to provide
appropriate basis for valuation.

S.2 The Committee wishes to record the following relevant factors in the context of
valuation of shares :

(a) Valuation is a difficult exercise,whether in the private orpublic sector, in India
or in other countries; and moreso when there arewide divergences in valuation
by different merchant bankers in respect of the same public enterprise.

(b) The price at which a share can be sold is determined more by investor
perception of the worth rather than any mechanical measure of intrinsic worth.
Hence the importance of information gathering and full disclosureto generate
credibility and investor interest.

(c) Rise or fall in share values of an enterprise soon after disinvestment does not
by itself indicate that shares wereunderpriced or overpriced at the time of
disinvestment.

(d) Difficulties of valuation in a multi-unitand multi-product scenario have to be
reckoned.

5.3In assessing the intrinsic worth of a share, the Committeerecommends the

following:

(a) Among the three criteria viz.net assetvalue, profit earning capacity value and

discounted cashflow value, discounted cash flow has the greatest relevance,

though it is the most difficult.

(b) An explicit assessment of the scope and limits for selling non-income

generating assets (land orbuildings) andrationalising labour force (Voluntary

Retirement Scheme etc.) should be made.

(c) Government policies affectingfuture profitability (such as disappearance of



guarantecd ofltake or tuaranteedrate of return)may have to be spelt out. Such

assurances wherever requiredmay he extended only after careful assessmen

of the impications of such assurances on the cconomiC cfficiency raiher thar

immediate attractiveness of the shores to investo1s.

(d) The infivenceof social constraints in the pastworking of thePEs and the extent

of benefit accruing due to provision of certain under-priced facilities like land

should be captured ond presented. Likewise, costs of projects under

construction should be evaluated on a realistic basis and presented while

reckoning the intrinsic worth of the PES.

5.4 As regards investor perception, the Committeerecommends the following:

(a) Each company has to be studied carefullywith the help of a merchant banking
fimtaking into account factors such as value of assets, its market share,

potentialprofitearning capacity and the prevailingprice in the market for shares
of similar enterprises in the private sector.

(b) It is essentialthat the PE and the merchant banker concerned present all

positive aspects of the enterprise in the prospectus.

(c) While fielding PEs in the capital market, the main line of activity cf the PE
concerned and the extent of investors' fancy for the particular industry at the
material time may have to be taken into account.

(d) Inthe offering memorandum and during investor presentations, the likely

improvements in the efficiency of the PE concermed as a result of changed

management attitudes and other relevant factors may need to be emphasised.

(e) Wherever disinvestment is made through public issues, the offering price
wouldneed to be fixedwithaclose assessment of the need to project the issue as

a success to pave way for subsequent offeringsand at the same time avoiding
any criticism of under-pricing.

6. TARGET CLIENTELE FOR DISINVESTMENT

6.1 The Committee adopted the following approach indetermining the relative

roles oftarget clientele:

(a) The target clientele should include Mutual Funds, Financial Institutions,

MerchantBankers, Brokers, mployees of the respective public enterprises,

Resident Investors, Non-resident Indian investors,as also Foreign Investors.

In fact, there is nonecessity to restrict the disinvestment among any particular

groups or categories. Ideally,the purpose is best served by the shares being

heldby the widest cross section of the Indian public.

(b) Ceilings may be imposed in respect of preferential allotments of shares to the

employees in all production /manufacturing oriented companies. However,

such preferential allotments should notexceed 200 shares for each employee

subject to anoverall ceiling of 5%. In the case of "consultancy" companies,

preferentialallotment to the employees can extend upto 20 per cent again with

a ceiling per employee. In case where employee-take-over is sought by

employees, the ceilings and paymentarrangements could be flexible.
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B.

(c) There can alsobe a ceiling for allotrnent if anyto non-resident Indian investozs

orthe extent of foreign holding that can he pemittcd The same rules as are

applicable to NRIs and foreign investors to buythe equity in private industry in

India may be extended to the forcign investors to buy shares in PEs.

()The question ofreserving a portuon of thegovernmentshareholding proposcd

tobe disinvested in fuvour ofForeign Institutional Investors maybe considered

when the role of FIs expands in the Indian capital markets.

(e) It may be desirable to allow shareholding by technical collaborators in PEs on

apreferential basis as part of modernisation and expansion. The new Industrial

Policy allows foreign equity participation upto 5lper cent in Indian enierprises.

Rather than encouraging them to set up new units for the same purpose, it

should be open to theexisting foreign collaborators to buy into the equity of

PEs operating in such areas. The public sector will derive two advantages

through this method, viz. (i) continued technological and possibly fresh

managerial involvement from foreign collaborators and (i) scope for

opimising the use of existing plant and other facilities to stage a global

presence with the help of the foreign collaborators.

() There may be restrictions on the extent of equity sold to particulargroup of

clients. For example, foreign investorsmay not be allowed to buy more than

24%% of equity except on those PEs concluding strategic alliances with
Overseas firms on terms approved by the government.

6.2 The Committee, therefore, recommends the following target clientele:

A. Where auction method or public offer is adopted, the target clientele should
include:

() The general public;

(ii) mutual funds;

(iii) NRIs and foreign investorson par with general principles governing their

participation in the Indian equity market with no reservation for either of the

categories;

(iv) Reservation restricted to employees who would get upto 200 shares per
employee at a discount of 15% on the market price, enabling funding
arrangements and a lock in period that is normally prescribed for reserved

allocation of shares. While a ceiling is prescribed for each employee, where a
trust or cooperative of employees is formed for the specific purpose,
individual ceilings could be aggregated for the purpose;

(v) under special circumstances, reservationtor other stakeholders such as dealers

in select activities like fertilisers depending on the extent of interest of such

stake-holders, upto 500 shares per applicant at market priceand subject to

lock-in restriction as normally prescribed for reserved allocations.

In regard to technical collaborations :

Technical collaborators may be existingor new;

emphasis on identification of enterprises that would benefit from conversion

into joint venture;
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transparency through competitive offers (i.e. not restricting negotiationsonly
to existing collaborator):

expanded cquity base or disinvestment by negotiated price as well as stock

options subject to any SEB� regulations;

where domestic industrial houses have synergy and offer collaboration

arrangements to ensure efficiency, theyshould be treated at least on par with

foreign technical collaborators.

C. Merchant bankers and stock brokers are essentially intermediariesand should not

be treated as target-clientele. However,assistance ofinternationally renowned merchant

bankers may be employed ifthe enterprise concernedexpressly requests that this be done.

Assistance of such foreign merchant bankers may be useful when foreign

collaborationsor investments have to be examined (includingBIFR cases).

7. OTHER ISSUES

7.1 The Committee noted some important lessons of international experience in PSU

disinvestment viz.

() In many countries,separate apex agencies have been created to design and

implement disinvestment. In some cases, such an agency wasestablishedby

law, so that the concemed law overcomes existing legal impediments to PE

disinvestment.

(1) The process of disinvestment was spread over two to threeyears,and where it

was done in a hurry, it resulted in undesirable concentration, sometimes

described as crony capitalism.

(i) In the case of somecountries, where arigid time-tablefor disinvestment was

caused by prescription of donors, there was an erosion of the negotiating

strength of government agencies and possible loss of revenue.

(iv) Interested parties, including managers, bureaucracy and unions resisted such

disinvestment but this was overcome with the chief executives and boards

being packed with pro-changers.

(v) Introduction of competition as part of the process of disinvestment was

preferred.Consequently, to ensure competition and protection of consumers'

interests, necessary policy/legal changes had to be brought about.

(vi) Concern with equity considerationshas been an important issue in striking a

balance between fiscal needs, consumers' interests and workers' welfare, but

often special arrangements to protect incomeflows, if not jobs, were put in

place for workers.

(vi) In some cases, quality of services and access of thepoor to services sufferedas

a consequence of disinvestment but on the whole, results were positive:

(vii) There has been virtually universal criticism of underpricing of shares

wherever disinvestment has taken place. In Some cases, floatation costs or

gains by financial intermediariessuch as underwriters and merchant bankers

were considered excessive.
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(ix) Pursuance of multiple objectives blured proper evaluation of the impact of
disinvestment.

7.2 Keeping in view the international expericnce and ourown requirerments, a

Standing Committee on Public Enterprise Disinvestrment is recommended. The
Committee mayconsist of both full and part time members and draw expertise trom
Governnment, Public Enteprises. FinancialSector. Professionals and academicians.
The Commission's terms of reference may include:

(a) review of publicenterprises with a view to recommendingenterprise-specific
actions for reform, restructuring and disinvestment;

(0) Suggesting, whereappropriate, parameters for selectionof Chief Executives,
Board of DirectorS to meet the requirements ofreforms;

(C) 1dentifying the appropriate legal, institutional and procedural arrangements
tor protecting the interests of consumers. rural or backward areas while
transfoming organisational form into companies wherever needed and such
arrangements may include breaking up of existing monopolies or encouragingnew firmsto promote competition;

(d) proposing necessary incentives to enterprises to mobilise support for
disinvestment;

(e) applying the criteria suggested forestablishingthe percentage of disinvestment
in regard to each enterprise;

() providing guidance on modalities of disinvestment appropriate to each
enterprise including share valuation;

(g) monitoring the progress of disinvestment programme; and

(h) arranging for independent evaluation of the progress of the disinvestment
programme.

7.3 The proposed Committee would also be in a position to guidethe public
enterprises and the governmentinpreparatory measures for disinvestment which
include:

(a) financial restructuring especially deb/ equity, accounting for and the
settlement of dues between the govemment and public enterprises;

(b) preparatory measures legally required for diversification of ownership
including assistance in obtaining lenders' consent (external commercial or
aid);

(c) assesing the medium term corporate plan with special reference to the
proposed equity structure;

(a) ensuring that data is gathered by each public enterprise and prospectus is

prepared with due care;

(e) the employmentof merchant bankers, timing and management ofissue, listing,
share transfer etc.

7.4 TheCommitteecommends for consideration of thegovernment, establishing the
Committee mentioned in para 7.2 on a statutory basis in view of the financial
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magnitudesinvolved.multiple ministries concerned, impact on econonicreiomarno h
need to monitor usc of proceeds of such disinvestment.

7.5 The Committee further commends for conslderation, nse of pert o
proceeds of disinvestment not oniy for National Renewal Fund (which may
includefinancing of retraining of workersto enable redeployment), 10% incentive

forPEs, andreduction in Government dbtbut alsofor chanelling resources io

social sectors lilke literacy, healh and emp�oyment generation in rurai areas.

7.6 The Committee recommends that the following further measuresin respect or

PEs be initiated to ensure that the obiectives of disinves tmentare realised

(a) Government's expectations from the PEs as majority/dominant shareholders

shouldbe documented in the form ofMOUsbut the focus of theseMOUs will

be different viz. customers and capital markets.

(b) With diversified ownership coming into place after disinvestment,

reconstituting PEs' Boards with appropriate representation for non

GovernmentDirectors as may be necessary.

(C) Each enterprise should be encouraged to commence work on corporate

strategies and plans in alignment with ongoing reform.

(d) Seminars and workshops could be held for the finance personnel and other

senior executives
of PEson the subject of their new role in the liberalised

economic environment, their relationship
with thegvernment, capital markets

and their customers etc. SCOPE could take the initiative in organising such

workshops/ seminars with guidance perhaps from SEBI.

(e) A deliberate policy of image-building' through media and projecting

performance is also necessary to ensure continuous entry into capital markets

for raising resources.

C.Rangarajan

KP.Geetha Krishnan

M.S. Ahluwalia

Suresh Kumar
Ashok Desai

S.S.Nadkarni

Y.Venugopal Reddy

New Delhi,

April,1993.
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