How the cookie crumbled for CG Power

Once the cash cow of the debt-stressed Avantha Group,
the electrical machinery majorisfighting to keep its
business going, amid scrutiny over allegations of
cash-stripping by the promoter group

SUDIPTO DEY
New Delhi, 27 September

Itallbeganin April. Aninnocuouslooking
demand by a private bank for reissuance of
adated chequelanded upatthedeskof VR
Venkatesh, then CG Power chieffinancial
officer (CFO). Buthewasonleave thatday.
Theletterended up with chiefexecutive
and managingdirector KN Neelkant.

Neelkant could not figure out why
suchademand wasbeingmadebythe
bankin the first place. Heasked the
finance teamtocheck the antecedents of
thecheque. Theinvestigation that
followed triggered the unravelling of
several unauthorised transactions —not
approved by theboard —whosetrailled
to firms owned directly or indirectly by
the promoter group. A third-party
investigation has pegged theinitial losses
to CG Power at3,000 crore.

Lastmonth, Gautam Thaparwas
forced toresign aschairman of the board.
Thiswas followed by sacking of the CFO.
Then Sebistepped in. Through aninterim
order, Sebibarred Thapar and three
former CG Power executives fromthe
capital markets. That moveis currently
beinglegally contested by Thaparand
others. Sebi hasalso asked for a forensic
investigation of CG Power’saccounts.

The Securities Appellate Tribunal
(SAT)onFridayreserveditsorderinthe
appeal filed by Thapar. His counsel argued
the orderwas passed based onincomplete
findingsasaforensicauditistobe
conducted. Sebicounsel contested the
claimstating that natural justice was not
denied toThaparastheregulatorhad
relied onthe disclosures made by the firm.

Tale of two board meetings

Tocapturetheslidein the fortunes of CG
Power and Industrial Solutions, the
Avantha Group-promoted power machi-
nery maker thatisbattling the after-effects
of suspected fraud transactions by the
promoter group, one needstogo through
whathappened intwoboard meetingsin
August —thoughtwoyearsapatrt.

On August 19, the CG Power board met
toreview operations. The meetingat CG
Powers’ Mumbai headquartersstarted on
schedule at 3 pm. Those waiting outside
theboardroom realised somethingwas
notright. The meetingwentontill4 am
the next day. The stockexchanges were
theninformed of certain unauthorised
transactionsinvolving the promoter
groupand agroup of employees. The
board made publickey findings froman
independent investigation by alaw firm.

Tendayslater the board met again.
Through a majority resolution, the board
decided toremove Thaparaschairman of
theboard of CG Power,acompany with
British heritage datingback to1878.
Thapar has contested the claims by the
board and claims no promoter or
promoterentity derived any undue
benefit. The next day, August 30, the
board metagaintoreview FY19 results.
Venkatesh, already serving his notice
period, was absent. “We came toknow he
will notattend the meetingonlyinthe
morning. Thatblew our top,” said aboard
member, on condition ofanonymity. The
board subsequently decided toterminate
hisserviceswithimmediate effect.

Anotherboard meeting, in August
2017, relates to Venkatesh’s appointment
as CFO. This followed Madhav Acharya,
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then CFO, movingtolarger rolewithin the
Avantha Group. “Theboard needed alot
of convincingtoappoint Venkatesh as
CFO,” asource privytothediscussion
said. Theboard eventually relented, and
Venkatesh was to report to Neelkant.

However, indue course, Venkatesh
took charge of corporate finance
functions and worked closely with the
promoter group, said sourcesclosetothe
management. The CEO and MD’srole was
relegated to running day-to-day
operations, theysaid. This marked the
beginningofa period of CG Power’s
financial stress.

Sourcesclose tothe promoter group
counter allegations around Venkatesh’s
close working relationship with Thapar.
“Theinformationisfalse and factually
incorrect,and meant to malign Thapar's
reputation,” asourcesaid. Beingthe non-
executive chairman of the board, Thapar
was notinvolved in the day-to-day
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functioning, the source said.

Looming financial trouble

Sourcescloseto CG Power say they gotan
inkling of thelooming trouble only over
the past12-18 months. Red flags were
raised with repeated instance of stress in
working capital requirements, said a
sourcein the company. “We were
surprised why a profitable business
should face working capital issues but
never got convincing responses,”
corroborated aboard member.
Thesituation turned grim by March
when creditorsto Avantha Holdings, the
holdingcompany of CG Power, began
invocation of pledged CGshares. The
growingstress coincided with Thapar’s
reducingstake in CG Power. In an analyst
report, the company noted that
promoter’sshareholdingwas 34.42 per
centasof December 31,2018. This
dropped to 0.01 per cent as of June 30.

Thaparjusthad 8,574 sharesin June. The
board thendecided touptheante.

Repairing the damage
Afternudgingbylendersin April, athree-
member operations committee was set
uptolookatwaystoimprove the
operation matrix. While the cheque claim
issue alerted the managementand the
board, thisled tootherrevelations.
Whistle-blowers alerted the board of the
presence of moresimilar transactions.
The statutory auditor, too, reported
comingacrossotherunaccounted
transactions.

Aboard-mandated investigation by
Vaish Associates, with help from Deloitte,
revealed nine suspect transactions
between related and unrelated parties
thatallegedly benefited the promoter
group. Whiletakingstock ofthe damage,
theboard assessed that the consolidated
liability of the company in previous FY18

had ballooned toX7976 crore against the
previously announced36,405 crore. The
board then sought timetill November to
re-state results for FY19 and Q1 of FY20.

Atpresent, aboard-appointed Special
Situation Committee (SSC)is focused on
streamlining operational issues, raise
working capital and deal with regulatory
scrutiny. Akey focus of the board isto
avoid asituation where the company is
forced into insolvency proceedings.

Since August, the board meets almost
every weektotakestock. “Theboard
would have met morethanadozen
times,” said sources close to the board.

Theplanisto make the company
board-driven. “This company does not
need tobe promoter-run. It has the ability
tocomeoutofthiscrisis,” said another
board member. Expandingthesize of the
board and bringingin fresh talent are
priorities. But repairing the damage will
betime consuming. Accordingto
Shriram Subramanian, founderand
managing director, InGovern Research
Services, CGPower seemstobeacase of
massive deleveragingataholding comp-
anylevel where theimpact of debtat
holding company and other group comp-
anylevel hasacascadingeffect onapro-
moter holdingatacash-generating firm.

Proxy advisory firms feel there are
larger corporate governance issues that
need tobe fixed. “CG Powerisaclassic
case of failure of internal controls. There
hasbeen a failure on part of the auditors
and theauditcommitteein asking hard
questions,” said Hetal Dalal, COO, Instit-
utional Investors Advisory Services
(IiAS). Subramanian agreed that therole
oftheauditors needstobe examined.
“Theyseem to have let some transactions
goun-noticed by shareholders.”

Dalal said the company needsto
separateitself from the promoterorthe
promoter group. “The promoter, by
sittingon the board, still continuesto
enjoy disproportionate influence,” she
said. ArecentliASnotesummed theissue
up, saying, “Thebuckstopswith the
board;itisalsothestarting point from
which torebuild the company.”





