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“There’s amad rush to fund renewable energy projects’

The total spending on infrastructure projects has gone up 21 per cent for the six months ending September, says YM Deosthalee, L&T Finance Holdings

While there are hardly any
Dig-ticket projects in sectors
such as ports and power,
there is a lot of lending
activity in renewable
energy, transmission
projects and road
projects (to some.
extent), according
10 YM Deosthalee,
Chairman and

Managing
Director of L&T
Finance Holdings.
He believes that
government
spending is key to
revival in economic
activity. Excerpts:

In the last 6-8 months,
the Centre has
been announcing various
policy reforms in the
infrastructure space. How are
things at the ground level?
At the ground level, there is some
visible pick-up, but itis not broad-
based. Let us first look at some
macro numbers. Oil demand for
themonth of October has grown 17
per cent over last year, which is the
highest growth in the last 11 years.
Thisisa reflection of growth in the
transportand industrial sectors.
The other indicator is bitumen
sales, which grew 54 per cent, indi-
cating that there is some pick-up
in road construction, where bitu-
men is mainly used. Power con-
sumption, which was lagging be-
hind, has also started to pick up
pace in line with the improved
production of coal. It was growing
at sub5 per cent earlier but has-
now started to growat 10 per cent.
If we look at the order book for
infrastructure players — road con-
struction and transmission busi-
ness — there is some revival there
100. The construction order books
of road developers are growing
steadily with twoyears-plus reve-
nue visibility. This has happened

on the back of increased tendering.
and awarding activity.

If one goes by the statistics of
projects awarded in 2015, we see a
lot of traction in roads, power dis-
tribution, water supply, pipelines
and irrigation projects. Some of
this is driven by the States while
some are driven by the Centre. For
instance, water supply and irriga-
tion are largely driven by the
States.

Lastly, if one were o look at the
total spending on infrastructure
projects, it has gone up 21 per cent
for the six months ending Septem-
ber. Putting numbers to this
growth, contracts worth 21.65 lakh
crore have been awarded.And
more importantly, tenders worth
¥2.68 lakh crore were floated, an
increase of over 50 per cent.

So,if we look at the value of ten-
ders, more projects are likely to be
awarded in the next six months.
Hence, if we look at all these fig-
ures, itindicates that thingsare in-
deed improving at the ground lev-
el.

S0, has there been an increase in
lending opportunities as well?
Despite some signs of revival,
lending opportunities are
still limited and have a
long way to go before
picking up. For in
stance, most of the
projects that have
en awarded have
been on EPC (engi-
neering,  procure-
ment, construction)
basis and therefore,
the scope for financ-
ingis limited as these
will be executed by the
NHAI, Indian Railways
or State Governments.
Nevertheless we can see
financing activity in three
areas.
First is the renewable energy
space. There is a mad rush to fi-
nance projects in this space. Every
other lender wants to fund renew-
able energy projects. But this is a
specialised sector that requires the
requisite appraisal skills and un-
derstanding of risks. Fortunately
for us, L&T Infra Finance has creat-
ed competencies in this space
three yearsago and we continue to
be a major player when compared
with other NBFCsand banks.

Lenders are keen to expand in
this segment as the Centre is giv-
ing top priority to this segment
and also this is one area where
there are significant opportunities
tolend.

The second lending opportunity
isin power transmission projects.
This is because distribution and
transmission lagged behind the
tremendous growth in generation
capacity over the last few years.

Lastly, there is some activity in
road projects, but there is typically
alag between bidding and project
implementation. Many of the road
projects that have been awarded
are yet to reach financial closure.
Once that happens there can bein-
creased activity in road projects.

But there are hardly any big-tick-
et projects in sectors such as ports,
airportsand power for now.

What is the scope for refinancing
of projects? Are Infrastructure
Debt Funds (1DFs), which were
conceived to provide an
additional funding route for

infra projects, on track?

Most of the recent lending activity
is on account of refinancing of ex-
isting projects. There are lenders
who have funded infrastructure
projects in the initial phase. Once
these projects become operation-
al, their risk profile changes
and a lender can refinance
the project at much better
terms.

Entities that have promot-
ed IDFs like ours have a lot of
potential in refinancing in-
frastructure projects. Typicak
ly, IDFs are AAA rated and also
tax-free entities. Hence, the
cost of borrowing is low, al-
lowing them to lend at more
‘competitive rates when com-
pared to other infrastructure
sector lenders.

Earlier, NBFCADFs were on-
ly allowed to invest in infras-
tructure projects that were
developed through public
private partnership (PPP)
witha projectauthorityanda
tripartite agreement. This
largely limited the scope of
IDF funding to sectors, such
as roads and ports. The RBI
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has now allowed funding of pro-
jects in the PPP segment without a
tripartite agreement. This enables
IDFs to fund renewable energy pro-
jects in addition to the sectors cov-
ered earlier. This increases the po-
tential to refinance projects,
ticularly for entities like ours,
which has funded all types of in-
frastructure projects in the past
through LT Infra Finance. These
projects, in addition to projects fi-
nanced by other lenders, can bere-
financed through the IDF.

Only de-leveraging of private

sector developers can Kick-start
big-bang projects. But many

down in the economy, has affected
cash flows of private sector devel-

highly leveraged companiesare  opers.
selling their core assets, which So, first, the overall activity in
will only hurt the economy needs to
earnings. What is the pickup toimprove the
way forward? Most of the cash flows of these
These ComPanies pocont fending companies.  Second,
were caught in a diffi- ity B while these compa’
cult situation because  9CtVItY Is on nies need to delever-
of project delays due  dccount of age, they must be care-
toproblemsinlandac-  refinancing of ful not to sell their
quisition,  environ-  existing projects  core assets out of des-

mental clearances and
inability to raise equi-
ty. This, coupled with the slow-

peration, because this
will only hurt their
earningsin the long run.
Infrastructure projects have
long gestation periods. Hence,
restructuring these projects un-
der the 525 route can help, to
some extent.A combination of re-
adjustment of repayment sched-
ules of projects, pick-up in eco-
nomic activity and selective asset
sale can help in reviving these
companies.

50, what can revive economic
activity?

The mostimportant driver for in-
vestment activity is government
spending, which is already hap-
pening. The results of this will be
visible in the second half of this
year. Given the erratic monsoons
and the limited spending capaci-
ty of the private sector, itis critical
for the government to generate
demand through productive
spending.

That said, the private sector
does have some capacity to bid
for new projectsas well, provided
therisks arewell apportioned.

Along with this there is scope
for foreign direct investment in
theinfrastructure sector.

Since the government seems to
be working towards improving
the PPP framework and proactive-
Iy seeking FDI in infrastructure
development, we should see eco-
nomic activity reviving in the
nextone year.



