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IL&FS Proposes InvIT for Road Assets

Proposal submitted to Sebi; group wants to
compensate lenders by offering units at zero cost

THE PLAN

InvIT to be created under 'e
IL&FS Transportation Networks,
which will own 15% of the units

The rest will be Move
allotted toother ~ expectedto
IL&FS group cos, pare IL&FS
whichinturnwill ~ group debt
allot them to by around
lenders %10,750cr

*,
IMPLICATIONS f
Sebi nod may prod other {o]
stressed infra cos to go for invITs

However, some may try to misuse
it to stall liquidation under IBC

Pavan Burugula & Maulik Vyas

Mumbai: Bankrupt Infrastructure
Leasing and Financial Services
(IL&FS) group has proposed the cre-
ation of an infrastructure invest-
ment trust (InvIT) to house the gro-
up’sroad assetsand compensate len-
ders by offering units at zero cost.
The group, whose management was
superseded by the government in
2018, has submitted the proposal to
the Securities and Exchange Board of
India (Sebi) but experts say approval

could take some time as there are no
rules governing the creation of the
kind of InvIT proposed by IL&FS.

Three people familiar with themat-
ter told ET that the InvIT will be cre-
ated under the company’s subsidia-
ry IL&FS Transportation Networks,
which will own 15% of the units as
sponsor to comply with Sebi rules.
The remaining 85% will be allotted
to other IL&FS group companies,
which in turn will allot them to len-
ders as per their exposure.
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The proposal, if approved, is ex-
pected to pare the debt of IL&FS
group by around 10,750 crore.

Sebi did not respond to ET’s qu-
estions on the issue. But an
IL&F'S spokesperson confirmed
themove. “Theboardhasdecided
to consider InvIT for its potential
ability of providing higher value
accretion on multiple accounts,”
the spokesperson said.

The InvIT will provide exits to
lenders as the units will be listed
and traded on stock exchanges.
But the lenders will have to comp-
ly with the one year lock-in period
asper Sebi’s InvIT regulations.

According to an official filing
with National Company Law Ap-
pellate Tribunal (NCLAT) on Ja-
nuary 9, the assets where bids re-
ceived were less than 90% of the
fair market value (FMV) will be
transferred to the InvIT while
other properties will be sold se-
parately. While the board had
identified nine assets that will be
apartof the SPV, three of them—
the Jharkhand Road Projects
Implementation Company, Ma-
hua Bharatpur Expressways and
West Gujarat Expressway
(WGEL)—have beennormalised
through restructuring of debt
and payout schedules. “For the
balance six entities, cashflows
are insufficient to meet all obli-
gations and rescheduling may
not help service all debt,” the
company said in the affidavit.

SLOW RESOLUTION PROGRESS
Executives close to the situation
said that the move was forced on
them by the slow progress of the
resolution of IL&FS’ asset sale in
the bankruptcy court. Recovery of
dues have failed to gather pace
amid roadblocks in sale of some
assets and also lack of a fram-
ework on how the sale proceeds
will bedistributed amonglenders.
None of the lenders were also
able to convert their debt into
equity after the moratorium
kicked in. The lenders were also
afraid of assuming a huge hair-

cut on the loans as the equity va-
lue of the company itself is assu-
mednear zero.

Distribution of  proceeds
amongst various creditors of
IL&F'S has been a contentious is-
sue as various creditors are cur-
rently at loggerheads over who
gets how much from the proce-
eds.The NCLAT is currentlyhea-
ring the matter The allotment
will be done based on directions
issued by the appellate tribunal.

REGULATORY PRECEDENT

A Sebi nod will have significant
impact on the stressed asset in-
dustry;, said a person cited above
addingthatthe approval or denial
will seta precedent. A favourable
outcome could prompt other
stressed infrastructure compani-
es to consider similar structures.

“The bigger problem is compa-
nies could use the InvIT structu-
res to ward off liquidation thro-
ugh Insolvency and Bankruptcy
Code (IBC),” said a person direct-
ly dealing with the matter. “Whi-
le IL&F'S may be a genuine case,
Sebishould clarify the applicabi-
lity of regulationsif otherstryto
replicate similar models.”

Currently, there are no regula-
tory precedents forcreatingsuch
structures, said a senior lawyer.
“Unlike a normal InvIT, allot-
ments to unitholders in this case
will be done at zero cost. Also, the
InvIT would need preferential
tax treatment from the govern-
ment,” the lawyer said

If any of thelendersin the futu-
re decide to sell the units of In-
vIT, they would be subject to ste-
epcapital gainstax of 20-30% de-
pending on the holding period.
Also, the dividend income of In-
vIT is subjected to tax in the
hands of investors.

“The lenders get relief from all
taxes including capital gainsand
STT if the resolution process is
doneas per IBCrules,” said anot-
her person cited above. “Since
the arrangement is also aimed to
pare debt and pay back lenders,
IL&F'S InvIT should also get the
same treatmentequity shares get

inasimilar scenario.”

However, unlike debt,
InvITs are vulnerable to
market risks and lower
revenues from the assets
could negatively impact
the lenders. “However,
lenders could consider
that mark to market im-
pact may be similar to ha-
ircuts that may be entai-
led if the return on units
are at market yields,”
IL&FS said inan affidavit
filed with NCLAT on Ja-
nuary 9, 2020.

The structure of In-
vITs is akin to that of a
mutual fund. But inste-
ad of owning shares or
debt instruments as the
underlying securities,
InvITs will hold infrast-
ructure assets.



