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Company Background

Essar Steel India Limited (ESIL) is India’s 4th largest steel producer in terms of installed capacity with an annual
production capability of 10 mn tons supported by a 20 mn tons pellet facility. The manufacturing operations
comprise iron ore beneficiation, pellet making, iron making, steel making, and downstream facilities, including
a cold rolling mill, a galvanizing and pre-coated facility, a steel-processing facility, an extra-wide plate mill and
three pipe mills with coating facilities. Facilities are located at Hazira (Gujarat), Pune (Maharashtra), Paradip &
Dabuna (Odisha), Vizag (Andhra Pradesh), Bailadila (Chhattisgarh) and have access to captive power and port
facilities through various Essar group companies.

Summary of resolution

ESIL was the most high profile IBC case with total borrowings of INR 493 bn. The resolution process took more
than 800 days, against the timeline of 270 days, due to various issues and litigation. Key event timelines under
IBC are given under Annexure 1.

The final judgement on the case filed with the Hon’ble Supreme Court of India was received on 15th November
2019. By virtue of the order, the resolution plan submitted by consortium of Arcelor Mittal and Nippon Steel
for an amount of INR 420 bn was approved. The distribution of proceeds as suggested by the Committee of
Creditors (CoC), which factored in primacy of secured financial creditors’ rights over unsecured creditors and
operational creditors was also approved.!

Post confirmation of resolution plan by the Hon’ble Supreme Court of India, the final exit was achieved on 16t
December 2019. The resolution plan was finally implemented and distribution of proceeds to all stakeholders
has been completed.

Annexure 1: Key event timelines under IBC

Timelines Particulars
Aug 02, 2017 Order for admission of ESIL in NCLT under provisions of IBC.
February 12, 2018 First Round Resolution Plan submitted by Numetal & Arcelor Mittal and Nippon

Steel consortium (Arcelor)

Resolution Professional (RP) declared the first round applicant ineligible under
section 29A of the IBC

April 02, 2018 Fresh resolution plans were submitted by AM India, Numetal and Vedanta Ltd.
SC Judgement affirming decision of RP & CoC to declare Numetal and Arcelor
ineligible, however both granted final opportunity to cure default under 29A. SC

March 23, 2018

October 04, 2018 also directs the CoC to consider plans submitted on April 02, 2018 for such
applicants who are eligible under 29A (post cure)
Arcelor declared eligible on account of curing default under 29A. Numetal fails to

October 19, 2018 clear default. Presentation of Resolution Plan by eligible Resolution Applicants
Arcelor and Vedanta

October 19-21, 2018 Arcelor declared highest bidder and negotiations held with Arcelor

L Refer Annexure 2 for key takeaways from Essar Steel Supreme Court order dated November 15, 2019.
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Submission of final resolution plan which envisages payment of INR 420 bn to
secured financial creditors
Resolution plan approval by COC. Also distribution is approved by CoC which
October 24, 2018 distributes resolution plan proceeds basis quality of security and those creditors
with security on project assets to receive ~92% of admitted claims
Order of NCLT approving plan subject to certain suggestions and modifications.
March 08, 2019 Distribution based on different security packages is rejected by NCLT. Further
NCLT recommends higher share to Operational Creditors
CoC agrees to keep aside INR 10 bn out of upfront amount of INR 420 bn in favour
March 27, 2019 of OCs and reiterates its earlier decision vis-a-vis distribution among financial
creditors based on different security packages
NCLAT, vide its judgement dated 4th July 2019, approved the Resolution Plan.
However, it ordered equal distribution of resolution plan proceeds amongst all
July 04, 2019 Financial Creditors (“FC”) and Operational Creditors (“OC”) (thereby reducing the
recovery of secured FC to 60.7%). Further, it also admitted additional claims of
OCs worth ~INR 135 bn
In a swift response to the NCLAT order, the Government of India amended IBC,
July 29, 2019 clarifying and restoring the primacy of secured creditor rights against all other
creditors and maintaining the hierarchy of lenders
Post the final round of hearings, the Supreme Court, on 15th November 2019,
came out with its order reiterating the CoC’s decision and concurred with the
Amendment Bill to the IBC with regard to distribution of resolution plan proceeds
and reinstated the primacy of secured FC rights over OCs
Post approval of resolution plan by the Hon’ble Supreme Court of India, the final
December 16, 2019 exit was achieved on 16" December 2019. The resolution plan was finally
implemented and distribution of proceeds to all stakeholders was completed.

October 22, 2018

November 15, 2019




@ Edelweiss | aernanve

Ideas create, values protect | ASSET ADVISORS

Annexure 2: Key takeaways from Essar Steel Supreme Court order dated November 15, 2019

In a landmark judgment for the insolvency resolution process in India, the Supreme Court gave its ruling in the
Essar Steel case on November 15, 2019, upholding the primacy of secured financial creditors and resolving a
constitutional challenge to the Insolvency and Bankruptcy Code (IBC) process.

Essar Steel which had ~INR 490 bn+ of debt was one of the earliest IBC cases (amongst the top 12 cases
recommended by the RBI) that was admitted to the NCLT in August 2017. There were a few bidders in
contention for this asset and in October 2018, the Committee of Creditors (CoC) constituted under the IBC
process, accepted the INR 420bn bid of Arcelor Mittal. The CoC decided allocation of proceeds implied a ~90%
recovery for the secured financial creditors and very little recovery for the operational and unsecured creditors.

The operational and unsecured creditors approached the appellate authority NCLAT on the same and the
NCLAT judgment in June 2019, said that all creditors should be treated at par and with this, the recovery to the
secured financial creditors was to be ~60% vs the ~90% earlier.

This case was then taken to the Supreme Court of India, which in November 2019 overturned the NCLAT
judgment and upheld the primacy of the secured financial creditors and the CoC decision.

Following are the key takeaways from the judgement —

= CoC has the ultimate discretion of deciding the merits and demerits of the resolution plan. CoC’s
decision cannot be challenged and value maximisation would remain the ultimate objective of the
IBC

= The sanctity of the validity of the security held by the secured creditors has been validated

=  While there would be a clear differentiation between secured and unsecured creditors, there would
also be differentiation between the various types of securities held by secured creditors

=  Operational creditors are only entitled to the liquidation value or the amounts approved by the CoC

Following are expected to be the key implications of the judgement —

= |t would enable the secured creditors to lend at lower rates (risk-adjusted) in absence of which the
lending rates in the country would have risen

= |t proves that bankruptcy law in India is for real and will work which will lead to reduction in timeline
for other pending cases

= |t will lead to a large capital infusion in Indian banking system as there would be write-backs of the
provisions which banks had made

= The entire IBC process can be expected to become a lot smoother now as litigations would expectedly
decline

With the resolution of this most-followed case, the success of IBC as an efficient insolvency resolution
mechanism has been reinforced. The best case under the IBC was resolved in ~9 months and the toughest one
in ~30 months (compared to 2-3 years taken by Chapter 11 in USA). The overall time required for settlement
under IBC process can be expected to further come down to 1-1.5 years as the law matures.

This milestone judgment will thus set precedence for future resolutions through the IBC and will provide
confidence to the secured creditors to bring deals to the IBC process for resolution. This is expected to increase
the deal flow and provide attractive investment opportunities for investors who were in a wait and watch mode
till this judgement.
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Disclaimer

This report is issued on a confidential basis by EAAA Limited (together with its affiliates, “EAAA”). This report is being issued
by EAAA on a strictly private and confidential basis to you and a limited number of other sophisticated investors that have,
or are considering entering into, business relationships with EAAA. By accepting delivery of this report, you acknowledge and
agree that this report contains, amongst other information, proprietary information belonging solely to EAAA and that you
will keep confidential all information contained within it, and will not disclose any such information to any person without
the prior written consent of EAAA (provided that you may disclose this report as required by applicable law and regulation
and on a confidential basis to your legal, tax or investment advisers (if any) for the purposes of obtaining advice in connection
with this report or its subject matter). You agree to promptly return this report (except as may be required for legal or
regulatory purposes) to EAAA upon its request.

If you have not received this report from EAAA or a person authorised by EAAA (as confirmed by EAAA in writing), the delivery
is unauthorised and you should return this report to EAAA immediately.

This report contains general information only and is not intended to constitute an offer to sell or an invitation,
recommendation or solicitation of an offer to buy any interests issued by EAAA in any jurisdiction and may not be distributed
in any jurisdiction except in accordance with legal requirements applicable in such jurisdiction. This report is not intended to
be comprehensive or to provide specific investment advice or services. This report is not a substitute for such professional
advice or services and it should not be acted on or relied upon or used as a basis for any decision or action that may affect
you or your business. Any decision or action taken by you on the basis of the information contained herein is your
responsibility and EAAA will not be liable in any manner for the consequences of such decision or action. In deciding whether
to make an investment with EAAA, you must rely on your own evaluation of the terms of the proposed investment and the
merits and risks involved, and, if applicable, upon receipt and careful review of any confidential memorandum, prospectus
or similar documents, and you should seek independent legal, tax, investment or other advice where necessary. The contents
of this report do not constitute and should not be construed as legal, tax or investment advice.

Although EAAA has used all reasonable efforts to ensure that the information provided in this report is correct, EAAA and its
members, partners, stockholders, managers, directors, officers, employees, advisers, representatives and agents make no
representation and give no warranty that such information is accurate, complete or current, and you should not rely on the
information provided in this report for any purpose. EAAA does not accept any responsibility whatsoever or liability for any
direct, indirect or consequential loss or damage suffered or incurred by you or any other person or entity, however caused,
in any way in connection with the information provided in this report or the authenticity, accuracy or completeness of such
information.

Unless otherwise noted, the information contained in this report is subject to change and speaks only as of the date of this
report or as of the specific date(s) noted in this report, as applicable, and EAAA and its members, partners, stockholders,
managers, directors, officers, employees, advisers, representatives and agents do not have any obligation to update any of
such information. Certain figures herein have been rounded. Certain information contained herein may be based, in part,
on information from third parties, which in certain cases has not been updated through the date of this report. While such
information is believed to be reliable for the purposes of this report, EAAA assumes no responsibility for the accuracy or
completeness of such information and such information has not been independently verified by EAAA.

This report does not constitute a solicitation by any person in any jurisdiction in which such solicitation is not lawful or in
which the person making such solicitation is not qualified to do so. This report does not constitute a solicitation to any
person to whom it is unlawful to make such solicitation. The distribution or possession of this report in or from certain
jurisdictions may be restricted by law. Persons in possession of this report are required by EAAA to inform themselves about
any such restrictions and to observe any such restrictions. EAAA does not accept any liability to any person in relation to the
distribution or possession of this report in or from any jurisdiction.

Additional disclaimer for U. S. Persons

EAAA is not, and does not intend to become, a registered investment adviser under the U.S. Investment Advisers Act of 1940,
as amended, and the rules and regulations promulgated thereunder (the “Advisers Act”), and under applicable state laws in
the United States. In addition, none of the Funds will be registered as an investment company under the U.S. Investment
Company Act of 1940, as amended, and the rules and regulations promulgated thereunder (the “Investment Company Act”).
Consequently, investors in a Fund will not be afforded the protections of the Advisers Act or the Investment Company Act.
EAAA is not registered as a broker-dealer under the U.S. Securities Exchange Act of 1934, as amended, and the rules and
regulations promulgated thereunder (the “Exchange Act”), and under applicable state laws in the United States. In reliance
on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the U.S.
Securities and Exchange Commission (the “SEC”), in order to conduct certain business with “major U.S. institutional
investors” (as defined in Rule 15a-6(b)(4) under the Exchange Act), EAAA has entered into an agreement with a U.S.
registered broker-dealer, Edelweiss Financial Services Inc. (“EFSI”). Transactions in securities discussed herein will be effected
through EFSI.




Edelweiss | ArernaTive

Ideas create, values protect | ASSET ADVISORS

This report is intended for distribution by EAAA only to major U.S. institutional investors. If the recipient of this report is not
a major U.S. institutional investor, then such recipient should not act upon this report and should immediately return the
same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any person, including
any U.S. person.

Interests in a Fund are being offered as a private placement to a limited number of investors and are not registered under
the U.S. Securities Act of 1933, as amended, and the rules and regulations promulgated thereunder, or the securities laws of
any state or non-U.S. jurisdiction. Interests in a Fund may not be sold or transferred without compliance with all applicable
U.S. federal, state and non-U.S. securities laws. Neither the SEC nor any state or non-U.S. securities commission has reviewed
or passed upon the accuracy or adequacy of this report. Any representation to the contrary is unlawful.

Additional disclaimer for U.K. Persons

The contents of this report have not been approved by an authorised person within the meaning of the Financial Services
and Markets Act 2000 (“FSMA”).

This report is for information purposes only and may be amended and/or supplemented without notice. Nothing in this
report should be construed as an offer, invitation or general solicitation to buy or sell any investments or securities, provide
investment advisory services or to engage in any other transaction, and this report may not be relied upon for the purposes
of entering into any investment transaction. Any investment should only be made by investors who understand and accept
the risks involved. In the United Kingdom, this report is being distributed only to and is directed only at (i) persons who have
professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2005, as amended (the “Order”), (ii) high-net-worth entities falling within Article 49(2)

of the Order, and (iii) any other persons to whom it may otherwise lawfully be communicated (all such persons together
being referred to as “relevant persons”). Persons who are not relevant persons must not act on or rely on this report or any
of its contents. Any investment or investment activity to which this report relates is available only to relevant persons and
will be engaged in only with relevant persons. Recipients must not distribute, publish, reproduce, or disclose this report, in
whole or in part, to any other person.




