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Excerpts from the Minutes of the 34th Meeting of General Body of KIIFB

14. Agenda Note
KIIFB — Market Update Note
Decision:

CEO summarized the developments on the Masala Bond.He said that the previous meeting of
the Board had authorized the CEQO to conclude the Masala Bond Transaction. He explained that
given the market conditions it will be difficult to conclude the deal if we do not offer a 250-275
basis points spread over the 5-year G-Sec. The note on market conditions prepared by the market
advisors Axis Bank and Standard Chartered was presented to the Board.

The Finance Secretary raised the question as to why KIIFB should go for a Masala Bond if
the interest would be higher than domestic bond offering. CEO reminded the Board Members
that in its own previous domestic offer, the quotes received was at 10.15%. Moreover, recently a
similar autonomous body viz. the Andhra Pradesh Capital Region Development Authority got

response to its offering only at 10.72% p.a.

Chief Secretary raised the issue as to why the Masala bond rates should be higher when
foreign interest rates are low and as to whether there could not be a more precise method of
gauging the exchange rate differential by reviewing historical data. Prof. Khanna pointed out that
it will be difficult to get a better range for the rates, when even AAA rated entities do not get
better spreads. He also pointed out simply looking at historical data to account for exchange rate
fluctuation is not the accepted or scientific method for risk evaluation.

Shri. J N Gupta was of the view that it is better to explore and conclude the deal when
there is an indication of market availability of funds. KIIFB needs to diversify our resource bases
Besides, he said that US Dollar bonds could give lower interest rates, but uncovered positions
can be catastrophic in the future.

Shri. Salim Gangadharan opined that the market regulations in terms of bond issuances
in the foreign market have been changed. There is going to be a whole lot more of competition
from corporates in the domestic market. It is better to tap into the international market when the
going is good. Unless KIIFB front loads resources, it may not be able to just go and tap it
immediately before its commitments arise. With the new RBI ECB regulations, there is likely to a
spurt in the foreign market fund raising. Hence KIIFB should step in when the opportunities exist.

Shri. R. K. Nair expressed the view that it is important for KIIFB, given the magnitude of
its fund requirement to go into the international arena at the earliest and conclude the Masala
Bond. This is the first time that any Kerala Government entity is going to the foreign market. It is
very important to establish a benchmark which will be good in a long-term perspective.

Concluding the discussion on the agenda item, Hon. Minister (Finance) expressed the
view that it is appropriate that KIIFB should now utilise this occasion when we have a window to
the international market. Even if the rates are marginally higher, it will be important for KIIFB in



the long run to set a precedent in the international market. The Board authorized the CEO to
conclude the Masala Bond transaction expeditiously based on the rates that is prevailing in

the market at the present time.
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