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CAG has questioned how Axis Bank gave a guarantee of Rs252.50 crore to
Infotel Broadband, which had a net-worth of Rs2.5 crore, without any margin
money. Will RBI show some interest now?

The Comptroller & Auditor General (CAG) has recommended cancellation of the 4G
licence and spectrum allocation, alleging wrongdoing in fixing the eligibility criteria in the
bidding process. Interestingly, in its draft report (a copy of which is with Moneylife), the
CAG has also questioned the role played by Axis Bank in facilitating money transactions.
This includes the bank guarantee (BG) to Infotel Broadband Services Pvt Ltd (now
Reliance Jio Infocomm) without any margin money or security, provided for paying the
license fee at the broadband wireless access (BWA) auction.

Infotel Broadband, along with its application for the BWA auction, submitted earnest
money deposit (EMD) in the form of a bank guarantee (from Axis Bank) worth Rs252.50
crore to the Department of Telecom (DoT) on 19 March 2010. In this regard, the draft
CAG report said, "Audit, however, found that there was no disclosure regarding the
margin money paid by Infotel Broadband against this guarantee of Rs252.50 crore in their
annual accounts for 2009-10. Incidentally, the company along with its promoter company
(Infotel Digicomm Pvt Ltd) had paid 100% margin money for getting the BG of a much
smaller amount of Rs10 lakh and Rs25 lakh, respectively, as per disclosures made in their
audited annual accounts."

According to the CAG, "It was thus not clear as to how the BG of Rs252.50 crore was
obtained by Infotel Broadband with a net-worth of just Rs2.5 crore, from a premium

private bank (Axis Bank) without payment of any margin money by the company. Further |

BG issued by the Axis Bank had a major alteration at the place of the name of the
beneficiary (Infotel Broadband). The name of the beneficiary — Infotel Broadband — was
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hand-written in ink on the body of the BG after erasing the name of the beneficiary
written earlier.”

"It was therefore apparent that the bidder had either been acting as front company on
behalf of a hidden bidder or had taken assistance of a third party in obtaining the BG for
the auction, which went against the sanctity and transparency of the auction process.
Incidentally, the annual report of RIL, which subsequently bought a 95% stake in Infotel
Broadband, showed significant transactions (investment of Rs2,250 crore purchased and
sold) with Axis Bank during 2010-11," the report from CAG says.

Further, according to documents seized by CAG, Axis Bank's Corporate Banking Branch at
Worli in Mumbai, stood security for $500 million which originated from the Royal Bank
of Scotland (RBS), Singapore Branch. This money was used to pay the fee for the BWA
spectrum on 16 June 2010.

When asked about so many irregularities, Axis Bank insisted that it was a straightforward
transaction. "The Bank does not normally discuss individual client transactions but can
confirm that all credit decisions have been taken after due appraisal, keeping in mind all
aspects, including that of security," an official spokesperson of Axis Bank said in an email
reply. It did not clarify why Infotel Broadband’s name would be handwritten after erasing
the name of another entity.

There is a lot of mystery surrounding the security for the $500 million which originated
from Royal Bank of Scotland's (RBS) Singapore Branch too. What made Axis Bank
confident enough to provide security? Both these shady transactions call for an
investigation by the Reserve Bank of India. But will it happen?

Infotel Broadband (promoted by the controversial Himachal Futuristic Communications
group) had won a pan-India 4G licence by bidding 5,000 times its net worth and was
acquired by Reliance Industries Ltd (RIL) within hours of winning the bid, leading to
obvious conclusions. It has been renamed Reliance Jio and the CAG’s draft report says
that the vitiation of the auction process gave the company a windfall of Rs22,842-crore.
RIL has strongly denied CAG’s contentions.

CAG, in its report says, “...a non-participant company Reliance Industries Ltd (RIL)
exploited the loophole left by the Department of Telecom (DoT) in the eligibility criterion,
lock in period etc, for obtaining BWA spectrum, by acquiring a winning company Infotel
Broadband within hours of closure of the auction process, through collusion and sharing
the confidential information in the course of audit process in violation of Auction
Conditions/Rules. The DoT failed to rigging of the auction right from the beginning, when
the auction documents and the Earnest Money Deposit (EMD) of Rs252.50 crore was paid
by a small ISP through the covert and overt assistance of a third party/ private bank. This
small ISP (Infotel) ended up bidding Rs12,847.77 crore (5,000 times of its net-worth) for
Pan India spectrum and then ended up being sold on the day of completion of the auction,
indicating Infotel Broadband's collusion and sharing of confidential information with a
third party, in violation of Auction Conditions/Rules. Neither the top management of the
DoT nor important committees like the application screening committee (ASC), Inter-
Ministerial Committee (IMC) and Committee of Secrataries (CoS) could detect the tell-
tale signs of collusion and sharing of confidential information by the biggest bidder, a tiny
ISP. The government should get the matter investigated even at this juncture, fix
responsibilities on the bidders that violated the auction conditions/rules prescribed in the
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notice inviting application (NIA) and cancel the allotment of the BWA spectrum along
with exemplary punishment for the colluding firms."

During October 2013, Reliance applied for a Unified License (UL) for all the 22 circles
won by Infotel Broadband in the BWA spectrum auction. Reliance Jio became the first
telecom operator in India to get a pan India unified license and on 21 October 2013 signed
an agreement with the DoT, after submitting required documents and paying the requisite
entry fee. "With the grant of a unified license, Reliance Jio has migrated its existing ISP
license along with broadband wireless access (BWA) spectrum to the unified license with
authorisation for all services, except global mobile personal communication by satellite
service (GMPCS) under unified license in all service areas," RIL had said in a release at
that time.

However, CAG said this (granting of unified license to Reliance Jio) had given a windfall
of over Rs22,800 crore to the company. "...by permitting ISPs to provide mobile voice
service using BWA spectrum won in 2010 auction, the government has brought ISP
licensees with BWA spectrum at par with UAS/ CMTS 3G spectrum winners. Hence,
Infotel Broadband, now Reliance Jio Infocomm, appeared to have been according undue
advantage of Rs22,842 crore, i.e. the difference of the proportionate prices for 20 MHz
block size in 2.1 GHz spectrum band (3G spectrum) and 2.3 GHz spectrum band (BWA
spectrum) plus the net present value of the entry fee for UASL at the end of FY2009-10
(Rs20,653 crore plus Rs3,847 crore-Rs1,658 crore). Besides, the sanctity of the entire
auction process has been rendered vitiated due to post auction interpretations and
interventions after three years. It was therfore no surprise that Reliance Jio Infocomm
was among the first group of companies which applied for a UL immediately after the
introduction of the Scheme and obtained a letter of intent (LoI). Had the spectrum blocks
been specified and declared as liberalised spectrum blocks i.e. open for all
technology/services in the NIA in February 2010, there was no doubt that bidders would
have taken an informed decision for putting up their bid and the market discovered price
would have been significantly different for 3G and BWA spectrum," the CAG said.

The CAG report also expressed surprise over the mid-way exit of incumbent operators like
Vodafone, Idea, Reliance Communications and Tata Communications from the BWA
auction.

"...a tiny new ISP (Infotel Broadband), ranked 150th in the list of ISPs as on 31 December
2009 by the TRAI, connived and colluded with a major corporate giant (RIL) in flagrant
violations of the confidentiality clause/auction conditions/rules provided in the NIA and
made a mockery of the sanctity and transparency of the auction process, bidding a sum of
Rs12,847.77 crore, which was more than 5,000 times of their net-worth, to win a Pan
India chunk of BWA spectrum. Two major UASL operators-Vodafone Essar Ltd and Idea
Cellular Ltd-did not win the BWA spectrum even in a single circle in the auction. Two
other major UASL operators promoted ISPs, Reliance Communications Ltd and Tata
Communications Ltd, also withdrew from the auction without winning BWA spectrum in
any circle".

Infotel Broadband was controlled by the promoters of the infamous Himachal Futuristic
Communications Ltd (HFCL). More than 18 years ago, the tiny HFCL gained notoriety by
being the highest bidder for new telecom licences when the telecom minister was Sukh
Ram. Nobody knew who was funding HFCL at that time. But unlike last time, this time it
is clear who is funding Infotel.
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According to sources, banks provide guarantees for a corporate deal after scrutinizing the
financials. Sometimes banks also consider the promoter entity and its net-worth while
providing BG to a group entity. However, in the case of Infotel Broadband, the net-worth
of its promoter entity was also miniscule, compared to the Rs252.50 crore bank guarantee
given as EMD by the company before bidding for BWA spectrum.

Infotel Digicomm Pvt Ltd, set up in March 2007 was the promoter of Infotel Broadband
and held 99.99% stake at the time of submission of application for the BWA auction in
March 2010. Infotel Digicomm had an equity capital of Rs6 lakh and its net-worth was
Rs8.55 lakh as on 31 March 2009. This promoter company did not have fixed assets and
had earned a revenue of Rs2.59 crore mainly from other income with a net profit of
Rs42.8 lakh as on March 2009. It had also given margin money in the form of a fixed
deposit of Rs25 lakh. as security against issuance of BG for Rs25 lakh as on 31 March
2010.

Infotel Broadband was set up in February 2007. In November that year, it was granted a
pan-India licence for operating an ISP and started its commercial business from 1 April
2009. The company had only one subscriber (leased line) and had earned revenues of
Rs14.78 lakh during 2009-10.

Infotel Broadband's authorised share capital was Rs3 crore, while its paid up capital was
Rs2.51 crore with no reserves or surpluses as on 31 March 2009. For the year ended
March 2009, the company had cash and bank balance of Rs18 lakh, of which Rs11 lakh
was tied up as 100% margin money for the bank guarantee (BG) of Rs10 lakh given by
Infotel Broadbankd to the DoT for the ISP license.
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Suiketu Shah - days ago

India needs more and more honest people like Vinod Rai.
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Vivek Ananth 3 days ago

This is how an audit report of the govt policies should be. This is how an auditor
should be.
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Gopalakrishnan T V 4 days ago

There may be several such Instances which escapes RBI's scrutiny as the approach
of RBI is to examine the Balance sheet of the Bank as a whole.Individual accounts
and that too non fund based limits sanctioned to them accounts may not be
figuring as such unless some major branches are covered for inspection and the
limits enjoyed by Individual units are beyond a cut off limit fixed normally at a
high level.Non fund based sanctions are on the increase of late as banks earn good
income and they can easily esacpe the attention of the regulator.
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Dayananda Kamathk 3 days ago in reply to Gopalakrishnan T V

rbi inspection is also an eyewash like so many audits they have prescribed to fill
the pockets of chartered accountant without serving any purpose. when they could
not act on cases where interanal auditor has submitted reports about
irregularities, even when these are brought to their notices what action you can
expect in such cases.rbi is the sponsoror of all financial scams in india. rbi name is
used in many email frauds and a copy of the same is sent to rbi and their reply is
rbi is not sending such emails. is it not the duty of regulator to initiate action when
such insidents are brought to its notice.
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Why Bjp is silent on this CAG report? Earlier they did not allow the parliament to
function for days in on 2G spectrum but now they are silent because all political
parties are on the pay roll of Ambanis. No one can touch this mafia in business
who is managing,manipulating government policies for the last four decades and
no media in including Times Now will take up this issue because they are afraid of
Ambanis
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Agree.
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Is it worth the effort? The country would stand still if everything is subject to
investigation. Is the CAG holier than thou?
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