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For an FDI-starved nation, where people were beginning to argue policy-induced uncertainty was driving away 
investment, Vodafone's purchase of Essar's 33% stake is good news. The $5-bn deal, coming weeks after Reliance's 
$7.2-bn deal with BP for a 31% stake in the KG-D6 gas fields, would suggest the India story is back in the news. That 
the deal is in the scam-scarred telecom space is especially interesting since many argued, irresponsibly given the 
government mopped up over a lakh crore rupees in the 3G/BWA auction, the sector was not worth investing in 
anymore. Vodafone was, in fact, one of those making the most noises-about it having to shell out more than $2 bn on 
taxes for its original purchase of Hutch's shareholding in 2007 and about the spectrum shortage thanks to A Raja's 
favoritism.  Given how Vodafone's global arm has $100 bn of annual revenues, the $5 bn may not be too difficult to 
absorb; in any case, given Vodafone India's $5.7 bn annual revenues, the amortization costs of the deal can be 
absorbed by even the Indian arm. 
 
While Essar has got a great payoff-the $5-bn valuation is significantly higher than the market prices for telecom 
stocks today-it will be interesting to see what strategy Vodafone adopts to ensure the FDl limits of 74% are not 
breached. It has been helped in the past by FDI rules that allow foreign firms to disguise their economic interests in 
Indian firms. Under the rules introduced in 2009, if lndians have a 51% stake in a firm, any investments by this firm 
are considered Indian investments-never mind if a foreign firm has a 49% stake in the parent firm or whether the 
Indian partners have raised their equity on the basis of bank guarantees by the foreign partner. This is what 
happened in 2007, and while Vodafone never got into trouble, it came in for a lot of flak and adverse attention. Given 
how Essar's exit makes little difference to either Vodafone India's customers or to how the business is run, perhaps it 
is time to be more transparent and allow 100% FDI in telecom. All that the 74% rule does is to create regulatory 
opportunities for Indian partners who are willing to play ball. Call it coincidence if you will, but it is significant that 
Essar's exit came on the same day the government announced the scrapping of Press Note 1-which suggests Indian 
industry is mature enough that it doesn't need to hold partners to ransom any more. 
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