Stake sale plan for SAIL, NMDC
units may lead to under-recoveries
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CONSULTANCYFIRM M N DAS-
TUR said the government’s plan
to divest stakes in three units of
SAlLand inNMDC's upcoming 3
mtpa steel plant at Nagarnar
based on “as-is accounting asset
value”is akin to liquidation and
may lead to under-recoveries for
thefirms.

Disinvestment based on in-
trinsic asset value, taking into
account their cash-flow genera-
tion capacity, would have been in
the best interests of the two
firms, it communicated in a let-
ter to Prime Minister's Office
(PMO).

However, the firm said the
difference could be higher in
SAILs olderplantslike Alloy Steel
Plant (ASP), Salem Steel Plant
(85F) and Visvesvaraya Iron and
Steel Plant (VISL) where the
value of plant and machinery is
depreciated out and the value of
intangibles and options and
their future cash-flow genera-
tion ability is much higher than
what the accounting asset value
will indicate. NMDC's $15,525
crore plant is likely to be opera-
tional next year.

“The exact figure for the in-
trinsic value determination is
the goal of the asset valuation
exercise. It might be instructive
tolook at Hindustan Zinc which
was likely valued at about
2,000 crorein 2002-03 fordi-
vestment,and after partial di-
vestments its value today is
close to 30,000 crore,” M N
Dastur’s President Atanu
Mukhrejee said.

Both SAIL and NMDC have
sought request for proposal
(RFQ) from prospective bidders

forappointingasset valuer, legal
advisor and transaction advisor
fortheseaszets.

Mukherjee said a more
structurally sound framework
for valuing these assets should
be made around three princi-
ples — intrinsic value based on
the cash flow generation ability
of the assets, reproduction cost
of these assets and finally, the
staticas-isaccounting based as-
set value.

“Thiswilllead to a range of
valuations, with a pecking order

and rationale, such that the re-
serve price formulationand sub-
sequent negotiations can be
concluded in a way that max-
imises the value accretion to the
SAIL and NMDC shareholders,”
he said.

Mukherjee said the govern-
ment needs to structurally
amend the scope of the workvis-
a-vis the objectives of the strate-
gic disinvestment so as to max-
imise recoveries and ensure a
proper long-term stewardship of
these assets.



