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“I don’t think we should be slaves to
the ratings agencies.”

Paul Krugman

Nobel laureate economics professor at
Princeton University

“You're kind of in an endless
downward loop here, where you cut
and the fiscal prospect looks worse,
so to keep the rating agencies
happy, you cut more.”

T
'B"‘ Wolfgang Franz
"N ZEW President

The financial market experts’
expectations are a strong

warning against a too-optimistic
assessment of Germany’s economic
perspectives in the remainder of
this year

Chris Rupkey

Chief financial economist at Bank of Tokyo-

Mitsubishi UFJ

“They're (ratings agencies) really
doing the world a huge disservice by
frightening financial markets.”

search report said. The report,
which hit all major news sources on
Tuesday morning, sent the Reliance
Communications stock to a 52-week
low of ¥59.45 a share in early trade.
However, the stock recovered to close
atz64,down 1.8%.

Anil Dhirubhai Ambani Group-
owned Reliance Communications
responded strongly in an e-mailed
statement. “The Veritas reportlacks
any credibility and is mala fide in in-
tent and approach... The report is
full of factual inaccuracies, and
baseless allegations masquerading
asresearch.”

The report, which is marked by the
trenchant language that has become
the signature of the Canada-based
research house, said steps taken by
Reliance Communications to tide
over its financial problems were
short-sighted. “In order to tide over

— dustry has tapered

RCOM'’s off because of regu-
attempt to latory uncertainty.
hiveoffits However, leading
only operators are
monetizable spending on their
assets will 3G networks in
leave very some areas.

little valuein “To tide over its
thecompany, spectrumdeficitthe
says the company needs to
report incur higher capex

to maintain quality
of service. RCOM has been dispro-
portionally affected by the entry of
new players in the market and its
ARPU has suffered more than its
peers,” Veritas said.

The company has among the low-
est average revenue per user (AR-
PU)atz99inthe quarterto March. It
recently lost its third place in reve-
nue market share to smaller com-

nearly two years now. The company
had planned a public listing for the
business just before capital markets
tumbled in wake of the global eco-
nomic crisis of 2008. In its most re-
cent attempt to raise funds Reliance
Communications has got approval
from the Singapore Stock Exchange
tolist its undersea cable assets in the
form of a trust. Reliance Communi-
cations is hoping to raise over a bil-
lion dollars from the sale of under-
sea cables owned by its subsidiary
Flag Telecom. It plans to use the pro-
ceedstoretire high-cost rupee debt.
“Wearealsoskeptical of thecompa-
ny’sability toreduceitsfinanciallev-
erage meaningfully by undertaking
an IPO of Flag Telecommunication
(“FLAG”), given that equity of
Reliance Globalcom Bermuda -
whose only assets is FLAG as per
Federal Communications Commis-

pledged by its holding company, Re-
liance Globalcom BV Netherlands,
to secure debt of $500 million,” said
thereport. Veritasreasserted claims
made in its first report in July 2011
that financial disclosures made by
the company were unreliable.

“We believe that the company’s ac-
counting policies are whimsical and
do not provide a clear picture of the
underlying operating and business
trends. We neither believe in the re-
ported book equity of the company
nor in its reported fixed asset base.”

In response, Reliance Communica-
tions said, “RCOM is fully compliant
with all applicable accounting poli-
ciesandstandards;adherestoall pre-
scribed governance norms; and fol-
lows appropriate risk management
policies consistent with the long-
term maturities of up to 10 years for
itsforeign currency debt.”

F1Is Square Bearish Bets, Go Long on Futures

thatthey are over, there seemstobelittledownside

seemed favourable because in the absence of any

NIHAR GOKHALE

MUMBAI

Foreign institutional investors squared their
bearish bets and created long positions in Nifty fu-
tures on Tuesday as uncertainty over the two
much-awaited events — elections in Greece on
Sunday and Reserve Bank of India’s rate-setting
meeting onMonday—receded.

Nifty futures, which have been trading at a dis-
count to the underlying spot, closed at 5110.6,
about 7 points above the underlying index on
Tuesday. On Monday, the discount was over 5
points. Open interest in futures expiring in June
reduced by 1.181akh units on Tuesday, after rising
nearly 9% in a week to 1.65 crore units on Monday.

“FIIs have been heavily short on the markets for
the last month as a hedge against the events. Now

risk and investors are covering shorts. They have
also begun adding long positions, expecting mar-
kets to be, at the most, in a range,” said Sandeep
Singal, co-head institutional equity, Emkay Glob-
al. On hopes of afirmer marketahead, many cash-
strapped FIIs have also started converting share
portfolios into futures, adding to the long posi-
tions in Nifty futures contracts, analysts said.
These investors are selling their cash positions
and creatingleveraged bets in Nifty futures.
“Many FIIs who are hard on cash took advantage
of the narrowing spreads between cash and fu-
tures segments. The last 2-3 days have also been fa-
vourableforselling shares,” said TS Harihar, head
—institutional derivatives at ICICI Securities.
“They entered futures positions on margin and
pocketed the balance cash. Holding futures also

major events Nifty will fall to 4800 or 4900 in the
worst case scenario,” he said. Nifty closed at 5103
on Tuesday, recovering 40 points, or 0.8 %, from its
Monday close, after declining 1.4% on Monday.

Analysts said traders do not expect the Nifty to
fall below 5000. “A temporary pullback is possible
asthe index wasbeaten down duetoearlier events.
We are expecting the index to hover in 5000-5200
levels,” said Shubham Agarwal, AVP & senior
technical analyst at Motilal Oswal Securities.

“Weadvised clients to buy long at 5020-5040levels
with a stop loss of 4980... the risk-reward is the
most favourable for such a trade in the absence of
any large triggers and stable currency and com-
modity prices,” he said.

nihar.gokhale@timesgroup.com

sentonlast Thursday.
Contributed by Vijay Gurav

Brokers’ Call
‘Power Back-up Cos to Shine’

Power back-up companies such as Cummins, Havells
and Larsen & Toubro may see higher demand duetoin-
crease in power cuts, Citi analysts saidinanote tocli-
ents. Scheduled notified power cuts to industrial con-
sumers have reached historic highs of over 12 gigawatts
in April 2012. Considering that power cuts could be
higher, including unscheduled cuts, the analysts expect
demand for power back-up to increase. Cummins, Ha-
vellsand L&T are the top picks in this scenario. Kirloskar,
Greaves Cotton and Honda Siel Power will also benefit
from the higher power cuts, the analysts added.

BNP Maintains Hold on Infy

BNP Paribas has retained its ‘Hold’ rating and a target
price 0fz2,600 onInfosys, citing volatile demand envi-
ronment facing the IT major. “Infosys sees demand sta-
tusquo from Q4 FY12, though headlinerisks remain, a
message similar to that from TCS,” BNP Paribassaidina
notetoclients. Gains from the rupee’s depreciation may
be partly offset by cross-currency movements and after
factoring for wage hikes and other investments, he said,
cuttingdollar revenue estimates for 2012-13 by 0.7%.

SBI is BoFA-ML’s Top Pick

In the aftermath of RBI's status quo stance on Monday,
Bank of America Merrill Lynch prefers SBl and private
sector banks. “We remain more worried over banks’ as-
set quality versus their growth in currentenvironment...
While we expect fresh slippage rate to plateau, we still
estimateay-o-y growth (absolute) at “16-17%in2012-
13 led by government banks,” the analystssaidina
notetoclients.
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