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ment: Today, PE fundsface

3 mammoth challenges: in:

sjoms. Seccomlcaps.mmmandﬁag~ y

" {Ié FDI policy; unsatistactory quality of

- information provided by companiesto

privat
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Iook out it capitall Large requirements

meas; thf.'y look’ beyond:: tradmonali

5, fammily
and banks: Due to rack recordiand size.
medium-sized: companies are-not al-

anamacnyamldpomtalongtheﬁnm
dlak spectrum: for . Indian: ‘companies
seeking fo-raise capitak Cmnulanvely
i 200

" investors for. making investment deci-

sion; complex and cambersome regula-
tons: weak legal system forenforcng
contracts; lack of timely and predictable:
dispute resolutionby couris and inabili-
ty to exitdue to absence of effident in-

solvency. systepy are a: few examples.

This coupled with high risk profile of the

compasies targeted forinvestment act -

asaseriousdampernierintheinvestment
plans and dedisiorrmaking of PE fimds,
Though liberalised significantly, FDI.

" pelley continues to send mixed signals.

o' PE iInvestors: Investments irrkey sec-

v, torshavebeenmadebased onrepresen-

miltion to $26m:lhonma ryear. FRE-
flows invequity in February 2007 alone

*“tations made at pelitical level that FDI
- caps wouldbe eventually lifted allowing

investors to-iricrease equity base, This
does not appear to be happening. Re-

repatriation of profits, use of surplus re-
" sources, ete remain uncertain. Recent
RBInetification to treatnon-convertible
debentures as' ECB' and preférence
shares as equity for determining sectoral

tracting from: pelicy dedsion;: such:as
seenin SEZ policy; hasleft thie myestors
confused and scared: Inserneareas; FDE:
policyissoambiguous making irdiffienis
for PRinvestors to take decisionswith-
out going through a plethora of advice
from: lawyers. In' construction: avea; a
number of issues such as acquisition of
land, minimum capitalisation nerms;

togo down well with investors.
Archaicand ourdatedlaws and cum-
bersome regulatory procedures are the

cap and capitalisation are not expected-

ALANKAR.

real problemyt Land Ceiling Acts, Land
Acquisition, Aet, local and municipal
laws pese serfous challenges in under-
taking infrastructure projects involving
realestate, Investors have to spend con-
siderable time and: cost. dealing with
sucttlaws. A:comprehensive review of

- these laws is required, particularly toin- -

crease investment in the infrastructure

municipalagendes;local police, etc. The
much-talked about ene-window clear-
aneeremains afardfetched reality.

PE funds cite difficuly in assessing
competence and integrity of entrepre-

- nevrastheirmost difficult task in India.”
' Obtaining accurate; timely and tTans--
¢ patent information from: the compa-
- nies; i particular the family-owned
i~ companies, can be a.challenging exer-

ciser Inthe absence of reliable external

- sources; the prospective investor is‘at
- the mercy of thie entrepreneur for in-
' formation necessary to make critical
| judgments to evaluate company per-
- formance-and value. Lawyers and ac-

countants. carrying out. due diligence:
find it difficult to gain an acovrate pic-
ture of company’s affairs, legal dis-
putes, concealed. assets,. hidden sub-
sidiaries, related party transactions, etc.

The corporate governance problemis
offen compounded due to lack of tme-
lyand predictablé dispute resolution by

the courts and weal enforcement sys- -

tems. Alot of effort go into constucting.
enforceable legal contracts between the

Inves

- sector: Obitatningapprovals continues to
[ beanightmare. Itis difficult imagining a
. - foreign investor trying to deal withstate
| agenciés for the dlearance of integral
- towmship: projects, the acquisition: of
= land’ from multiple Gwners, obtaining:
- environmental clearance;. - electricity,
[ waterand'sewer approvals, dealing with

company:and investors, which serve as
the bedreck for financial transactions.
Regardiess of soundness of signed agree-
ments, there'is unfortunately minimal
legai recourse available toPE investors
inthe eventofdifferences wittimanage-
nent. The problemis oftenraccentuated

- asowners are exceedingly adept at nav-

igating the-insand outs of the legal sys-
tem leaving investorsat a distine disad-
vantage. Funds may-also providea debt
10 the company; The: creditor’s rights
framework for unsecured creditors re-
mains weak. An unsecured creditorhas
tofile actiotrfor debt recovery- i ordi-
nary. avil.court which.may 1ake three-
seven years to'give decision.

Thiere s aclear and definite need for
some policy imitiatives to create a more
favourable: environment' for PE in-
vestors. Theseiavestors fill the funding
gap and play, animiporiant role in im-
proving corperate gevermance-of com-
panies. they mvest im. They-also-bring -
with: them international: experience,
know=howand the best practices. Their
role in, the country’s-economy can not
be underestimated. At the same tire,
PE. mvestors. too . must cultivate the
country-specific. approach and invest-

.ment policy, that allow: shem: to make

mnovative adjustments reflecting the
mveshmentrealities in Ineia:
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